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U N I T E D  S T A T E S  

Rehabilitation of Balance of Payments 
by Dietrich Kebschull, Hamburg 

F or the United States, the new year  began with a 
bang. In his New Year 's  Message  President John- 

son jot ted down "tough measures* for an el iminat ion 
of the balance of payments  deficit, measures  that in 
part  are complete ly  opposing the hi therto exist ing 
l iberal  economic policy. These measures  have  by no 
means  been  taken unexpectedly ,  since for years  al- 
ready, the solution of the balance of payments  problem 
is one of the most important  tasks of Amer ican  eco- 
nomic policy. Al though hitherto only pal l ia t ives were  
mainly  applied, this w a y  a devasta t ing deter iorat ion 
of the balance of payments  could be avoided to a 
large extent.  The deficits for 1966 amounted to but 
$ 1,300 million. 

Growing Balance of Payments Deficit 

years '  level .  This w a y  a relief of the balance of pay- 

ments by $ 1,000 mill ion is be l i eved  to he possible. 

Here  the developing countries c lear ly  seem to be 

favoured.  Their  special  t reatment  can he just if ied 

pol i t ical ly and economical ly.  But it may  he doubted 

that  Amer ican  pr iva te  .enterprises will  increase their  
investments  just  in these areas. For, the leve l  of in- 
ves tments  is determined,  apart  from opportunit ies for 
profits, above  all by  the probabil i ty  of risks being 
part icular ly high in these  countries.  In addit ion many  
investments  are not  possible wi thout  supplementary  
government  projects.  The reduct ion of state develop-  
ment  aid funds just  under taken  is hardly  suited to 
promote  the Amer ican  companies '  propensi ty  to in- 
vest  in young  states. 

However ,  speculation around the dol la r - - se t t ing  in 
due to the pound sterl ing deva lua t ion - - and  the gold 
outflow connected with it caused the balance of pay- 
ments deficit  to grow considerably.  The past  year  
ended with a deficit  of approximate ly  $ 3,500 to 
4,000 million. The last quarter  alone should show a 
deficit  of about $ 2,000 million. Measures  suited to 
stop the cont inuat ion of this deve lopment  and to pro- 
tect  the economy as wel l  as the internat ional  mone-  
tary system were  therefore  unavoidable.  The new 
programme is determined mainly  by an improvement  
of the balance of services and capital  t ransactions and 
is addit ional ly flanked by some measures  aiming at 
an increase of exports  of goods and an improvement  
of the domestic  economy.  The Adminis t ra t ion bel ieves  
thus to be able to reduce the current  year ' s  deficit  by  
$ 3,000 mi l l ion- -an  estimate, it is true, that in v i ew 
of the many prerequisi tes  and imponderabi l ia  seems 
to be  an ex t remely  optimistic one. 

The l imitat ion of Amer ican  direct  investments  abroad 
is the most  important  i tem of the programme as 
regards opportunit ies  of savings.  In future all capital 

exports  to continental  Europe, with the except ion of 
Greece and Finland, are subject  to a moratory.  There 
are no except ions but for investments,  that do not 

surpass 35 per  cent  of the amount  inves ted  on an 

average  during the two preceding years  (transfers 

of capital  and reinvestment) .  For a second group of 

countr ies- -Canada ,  Japan,  Britain, Austral ia  and the 

oi l-producing s ta tes - -a l l  of which maintain partic- 

ular ly close relat ions with the United States, this 

quota is 65 per  cent, and for developing countries 
110 per  cent. Simultaneously  the transfer of profits of 
Amer ican  enterprises is to be maintained on the last 

Export Losses through Investment Cuts 

The European nations might  we lcome this decision. 
For, not  only  France t ime and again expressed itself 
against  the danger  of an Amer ican  control of the 
country 's  economy and a l imitat ion of foreign invest-  
ments. In this connection,  however ,  it is easi ly ignored 
that US investments  are quite welcom~ in less indus- 
tr ial ised regions. The absence or  a major  reduction, 
respect ively,  of inves tment  act ivi t ies  should have  
disadvantageous  effects on the deve lopment  of these 
regions '  employment  and income situation, and via  a 
decrease of effect ive demand also impair the demand 
for foreign goods. This effect will  he addi t ional ly 
intensif ied by the fact that  subsidiaries as a rule  will  
have  v e r y  close relat ions with the parent  company 
and the country  where  the lat ter  is located. The bigger  
the number  of establishments abroad, the more ex- 
ports wil l  grow. Thus togeth.er with a cut  of possible 
Amer ican  investments  abroad, determined solely by 
the deve lopment  of the capital  balance, future export  
chances will  be s imul taneously  l imi ted- -wi thout  doubt 
in an unwelcome manner.  

The effects of inves tment  restr ict ions on the balance 
of capital yields must not  be ignored. In the long run 
the return flow of profits and dividends growing due 
to increasing inves tment  act ivi t ies  abroad should im- 
p rove  this balance strongly and make it a counter-  
weight  to the present  deter iorat ion of the  capital  
balance. The l imitat ion of investment,  obviously  under- 
taken mainly  under  short- term aspects, so far ob- 
structs the long-term improvement  of the total balance 
of payments.  

Only  such investments  are  excepted  from this limi- 
tation, that  can be f inanced in the host  country 's  
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capi ta l  market .  But at  leas t  in Europe, the  chances  for 
such f inanc ing  are  v e r y  small  due to the  a n y w a y  
p r o n o u n c e d  f inanc ia l  d ra in  to the  capi ta l  markets ,  
a b o v e  all by  the  governments .  Besides it c anno t  be  
exc luded  comple te ly  tha t  some s ta tes  will  close the i r  
capi ta l  marke t s  aga ins t  A m e r i c a n  companies ,  as due 
to the  in te res t  equa l i sa t ion  tax they  themse lves  do not  
h a v e  th'e oppor tun i ty  of such f inanc ing  in the  Uni t ed  
States.  

Difficulties in Practice 

A fine of up to $ 10,000 m a y  be assessed  for con- 
t r aven t i ons  of these  regula t ions ,  and  bes ides  t hey  may  
be  p rosecu ted  u n d e r  the  pena l  law. A n  ex tens ive  
bu reauc ra t i c  o rgan i sa t i on  would  therefore  be  requ i red  
for cont ro l  p u r p o s e s - - f o r  inves t iga t ions  alone,  w h e t h e r  
quotas  a re  be ing  compl ied  with.  A n y  doubts  are 
jus t i f ied  tha t  the  six cont ro l  officers as p l anned  for 
will  b e  able  to h a n d l e  the  work  awa i t ing  them. They  
shou ld  sha re  the  fa te  of m a n y  s imilar  depa r tmen t s  
p ro jec t ed  on  too smal l  a scale, which h a v e  to con- 
fine t h e m s e l v e s  to dai ly  rou t ine  work  wi thou t  f inding 
t ime for the  i nves t i ga t i ons  proper.  Moreover ,  for the  
t ime being,  cl'ear comments  of the indus t r ies  i n v o l v e d  
a re  not  ye t  avai lable .  Economica l ly  the  fines p rov ided  
for shou ld  ha rd ly  be  a ser ious  obs t ruc t ion  to inves t -  
men t  ac t iv i t i es  in v i ew  of good long- te rm chances  
of profits.  Legal ly  a l r eady  the  effect ing of an  in te r im 
in junc t ion  t h r o u g h  an  ind iv idua l  en t r ep r eneu r ' s  ac t ion  
to vo id  the  bi l l  as uncons t i tu t iona l  would  suffice to 
e n d a n g e r  the  r ehab i l i t a t i on  p r o g r a m m e  at l~east for 
this  year .  

Voluntary Guidelines for Foreign Credits 

In con t ras t  to the  legal  l imi ta t ion  of d i rec t  inves t -  
men t s  t he  measu res  for a r educ t ion  of fore ign credits,  
t h rough  which this  y e a r  a to ta l  of $ 500 mil l ion is to 
b e  saved,  a re  on ly  " v o l u n t a r y  guide l ines" .  Accord ing  
to them, shor t - t e rm b a n k  credi ts  for con t inen ta l  Euro- 
p e - - a s  far as they  do not  se rve  the  f inanc ing  of 
e x p o r t s - - a r e  to be  reduced  by  a to ta l  of 40 pe r  cent  
as compared  wi th  the  p reced ing  year .  Even  in this  
case  they  mus t  no t  amoun t  to more  t h a n  103 pe r  cent  
of the  credi ts  ou t s t and ing  at the  end  of 1964. The 
p ro longa t ion  of long- te rm loans  is comple te ly  pro- 
hibi ted.  Cor re spond ing  regu la t ions  are  va l id  for the  
o the r  f inance  companies ,  that ,  moreover ,  h a v e  to 
l iqu ida te  th'eir shor t - t e rm foreign assets.  

A l t h o u g h  the  A m e r i c a n  b a n k s  and  f inance  companies  
r eac ted  n e g a t i v e l y  to this  par t  of the  p rogramme,  the re  
is h a r d l y  any  doubt  tha t  they  wil l  adh,ere to the  
guidel ines.  For, any  t ime the  Admin i s t r a t ion  has  the  
oppor tun i ty  of enforc ing  its ideas wi th  t oughe r  means  
of coercion.  As for Japan ,  C a n a d a  and  Bri ta in special  
regula t ions  are  p rov ided  for, sav ings  are  a lmost  ex- 
c lus ive ly  to be  bo rne  by  con t inen ta l  Europe, a l t hough  
the  f low of commodi t ies  shou ld  be  but  s l igt ly im- 
pa i red  wi th  that .  For, the  f inanc ing  of expor ts  remains  
exc luded  from the  regula t ions .  

The  i m p r o v e m e n t  of the  ba l ance  of se rv ices  is sup- 
posed  to occur  in two ways.  For one th ing  the  Uni ted  

States  hopes  for h igher  direct  or ind i rec t  con t r ibu t ions  
to the  s t a t ion ing  of its troops.  For another ,  A m e r i c a n  
p r i v a t e  c i t izens  are  to forego all no t  abso lu t e ly  neces-  
sa ry  t r ips  abroad.  Both measures  a re  to effect  sav ings  
of fore ign exchange  to the  tune  of $ 500 mil l ion each. 
But also the  in fo rmat ive  v is i t s  of th, e Under -Sec re ta r i e s  
of State,  Katzenbach and  Rostow, fol lowing imme- 
d ia te ly  upon  the  Pres ident ' s  dec lara t ion ,  will  h a r d l y  
cause  the  a l l ied s ta tes  to con t r i bu t e  more  to the  f inanc-  
ing of the  A m e r i c a n  con t ingen t s  of t roops.  For, in 
spi te  of the i r  r ead iness  to suppor t  the  Uni t ed  Sta tes  
the  European  g o v e r n m e n t s  are  h a n d i c a p p e d  owing 
to b u d g e t a r y  diff icult ies ex is t ing  eve rywhere .  A n d  
Federa l  Chance l lo r  Kies inger  will  h a r d l y  be  p r epa red  
to m a k e  ex t ens ive  p romises  in respec t  of the  purchases  
of a r m a m e n t  suppl ies  and  secur i t ies  s imilar  to those  
of his predecessor ,  Her r  Erhard.  For these  p romises  
con t r ibu ted  dec i s ive ly  to th,e p resen t  b u d g e t a r y  t rou-  
bles. In any  case the  A m e r i c a n  wishes  in this  field 
h a v e  to be  the  sub jec t  of in te rna l  NATO nego t i a t ions  
whose  resul ts  remain  more  than  uncer ta in .  

Par t i cu la r  diff icult ies a re  caused  by  the  l imi ta t ion  of 
tour is t  traffic. Legal  poss ibi l i t ies  for such a l imi ta t ion  
do not  ex is t  as yet.  But the  appo in tmen t  of Sec re t a ry  
of Sta te  Fowler  to inves t iga t e  ways  and  means  for a 
legal  i m p r o v e m e n t  of the  ba l ance  of tour i sm m a k e s  
it c lear  tha t  the  J o h n s o n  Admin i s t r a t i on  does not  sh r ink  
back from tak ing  t ho rough  measu res  e v e n  in an  
e lec t ion  year.  However ,  the  c r ea t ion  of legal  pre-  
requis i tes  does  not  g u a r a n t e e  success.  In some Euro- 
pean  count r ies  the  p roceeds  from A m e r i c a n  tourism, 
amoun t ing  to a to ta l  of $ 800 mi l l ion  last  year ,  are  an  
impor t an t  item. The i r  r educ t ion  or e l iminat ion,  respec-  

t ively,  resul t s  in a dec rease  of domest ic  d e m a n d  and  
m a y  lead to a lower  d e m a n d  for fore ign goods and  to 
reac t ions  tha t  will f inal ly  hand icap  A m e r i c a n  ex- 

ports.  

The Export Promotion Programme 

The wide ly  a n n o u n c e d  expor t  p romot ion  p r o g r a m m e  
is thus  l imi ted  from the  first. The  shor t - t e rm improve-  
men t  of the  b a l a n c e  of t rade  by  $ 500 mi l l ion  should,  
moreover ,  be  ha rd ly  poss ib le  also owing to the  l imi ted  
appl icabi l i t iy  of the  ind iv idua l  measures .  For, the  im- 

p r o v e m e n t  of expor t  f inanc ing  and  insu rance  con- 
di t ions should  lead to quick reac t ions  of o ther  ex-  

por t ing  count r ies  and  suff ice a lone  to cause  a genera l  
contes t  of te rms of t r ade  in which f inal ly  none  of the  
par t ies  conce rned  will  ga in  cons iderab le  advan tages .  
Since und i sgu i sed  subsidies  and  fiscal p romot ion  meas-  
ures  m a y  on ly  be  g ran ted  wi th in  n a r r o w  limits, the  
in i t i a t ives  should  concen t r a t e  ma in ly  on the  so-cal led 
" t radi t ional"  p romot ion  measures ,  which, however ,  will  
become effect ive  af ter  a p ro longed  s ta r t ing  per iod  only. 
This is above  all  a p rob lem of enab l ing  ind iv idua l  
companies  and  groups of en te rp r i ses  to become  ex- 
por te rs  and  t hen  to suppor t  them in in i t ia t ing  and  
winding-up  bus iness  t ransac t ions .  

However ,  t he se  measures ,  too, can  on ly  be e f fec t ive  
if the  Uni t ed  States  does  not  mere ly  w a n t  to expor t  
bu t  a t  t he  same t ime l ibera l i se  its imports.  But at  
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presen t  e v e r y t h i n g  seems to ind ica te  tha t  the  ex is t ing  
p ro tec t ion i s t  t endenc ies  wil l  no t  dec l ine  in fu ture  but  
wil l  r a the r  inc rease  still. O t h e r  na t ions '  coun te rac t ions  
t hen  to b e  expec ted  would  abo l i sh  t he  expor t  targets .  

Neglect of Domestic Rehabilitation 

It  is c o m m o n  to all  t hese  measu re s  t ha t  t h e y  do not  
e r ad ica t e  t he  g r i e v a n c e  of t he  b a l a n c e  of p a y m e n t s  
mise ry  bu t  conf ine  t hemse lves  to a cur ing  of b a l a n c e  
of p a y m e n t s  i t ems  in respec t  of which sav ings  are  to 
b e  hoped  for soon, est. But the  Uni t ed  States '  b a l a n c e  
of p a y m e n t s  t roubles  n e i t h e r  resu l t  m a i n l y  from 
exagge ra t ed  i nves tmen t s  ab road  and  fore ign credits ,  
no r  f rom too much tour i sm or  too low exports .  They  
a re  r a t h e r  caused  a b o v e  all  b y  the  coun t ry ' s  mani fo ld  
economic  and  pol i t ical  ob l iga t ions  as a wor ld  power .  
A t ru ly  e f fec t ive  pol icy  for the  r ehab i l i t a t i on  of the  
b a l a n c e  of p a y m e n t s  ough t  to t ake  t he se  facts  in to  
cons idera t ion .  Moreover ,  co r r e spond ing  measu res  for 
a domes t ic  r ehab i l i t a t i on  are  requ i red  for its supple-  
menta t ion .  On ly  if t he  domes t ic  s i tua t ion  a l lows for 
suff ic ient  oppor tun i t i e s  for profits,  d i rec t  i nves t men t s  
will  b e  m a d e  in the  U n i t e d  States  in the  long  run  and  
credi ts  to a l a rge  ex t en t  wil l  r emain  in the  country .  
Stable  pr ices  a re  as wel l  a most  impor t an t  p re requ i s i t e  
to a p e r m a n e n t l y  e f fec t ive  expor t  p romot ion  policy.  

The  mos t  recen t  tax  bi l l  and  the  p lans  for a r eac t iva -  
t ion  of income pol icy  shou ld  h a r d l y  suff ice to ach ieve  
s tab i l i sa t ion  as long  as a vas t  g o v e r n m e n t  budge t  
p e r m a n e n t l y  in i t ia tes  in f la t ionary  tendencies .  

The  measu res  p l a n n e d  now are  to the  d i s a d v a n t a g e  of 
the  allies. The i r  effect  is b y  no  means  secured.  Be- 
sides i t  m a y  b e  a s sumed  tha t  t hey  will  scarce ly  re- 
ma in  res t r i c ted  to two  yea r s  bu t  l ike  all  p ro tec t ion i s t  
in te r fe rences  wil l  show a t e n d e n c y  to stay.  

This  wou ld  not  r ema in  wi thou t  inf luence  on  t he  fu ture  
d e v e l o p m e n t  of the  wor ld  economy.  For, a f te r  the  
Uni t ed  States  for nea r ly  20 yea r s  a d v o c a t e d  t he  ideas  
of f ree  t rade  wi th  an  a lmos t  mi s s iona ry  zeal,  in a 
case  of e m e r g e n c y  the  coun t ry  t u rned  to measu res  of 
o ld- fashioned protec t ionism.  

Thus  the  Uni t ed  Sta tes  fo l lowed the  example  g i v e n  
b y  a g rowing  n u m b e r  of o ther  h igh ly  deve loped  coun-  
tries. In spi te  of all  p rofess ions  to the  ideas  of free 
t rade  and  free  capi ta l  movemen t ,  measu res  in confor-  
mi ty  wi th  f ree  t rade,  tha t  a re  difficult  to operate ,  did 
not  ye t  asse r t  themse lves .  Johnson ,  too, adop ted  the  
eas ies t  course  wi th  his  new programme.  The  pro- 
t ec t ion is t  u n d e r c u r r e n t s - - n o t  so w e a k  a n y w a y  in the  
W e s t e r n  wor ld  and  pa r t i cu la r ly  in the  Uni ted  S t a t e s - -  
will  ha rd ly  w e a k e n  this  way.  

I N T E R N A T I O N A L  A I D  

Targets, Commitments and Realities 
by Professor Dr Hans W. Singer, New York* 

B y so lemn reso lu t ions  of the  Un i t ed  Nat ions ,  bo th  
in the  Uni t ed  Nat ions  t h e m s e l v e s  and  in re la ted  

o rgan i sa t ions  such as UNCTAD, the  indus t r ia l  coun- 
tr ies of the  wor ld  h a v e  accep ted  a commi tmen t  to 
p r o v i d e  aid to  the  deve lop ing  count r ies  of at  l eas t  
1 pe r  cen t  of the i r  na t iona l  incomes.  It m a y  b e  no t ed  
t ha t  this  commi tmen t  was  accepted,  in vo t ing  at  
least ,  bo th  b y  t he  W e s t e r n  and  the  Eas te rn  group  
of indus t r i a l i sed  countr ies .  The  W e s t e r n  indus t r i a l i sed  
count r ies  h a v e  not  on ly  v o t e d  for th is  commitment ,  bu t  
t hey  h a v e  fu r the r  and  vo l un t a r i l y  re-af f i rmed it in the  
Deve lopmen t  Ass i s t ance  Commi t t ee  (DAC) of the  
OECD in Paris,  and  t hey  are  seek ing  and  deba t ing  
de ta i l ed  ways  of ca r ry ing  out  th is  commitment .  

The  commi tmen t  is impress ive .  It ce r t a in ly  r ep resen t s  
a new  depa r tu r e  in  i n t e rna t iona l  economic  re la t ions ,  
and  mos t  of us  would  we lcome  it  as a s ign of hope  
and  promise .  

Problematic Definitions 

However ,  a n u m b e r  of ques t ions  immedia t e ly  arise.  
Most  obvious ly ,  t he re  is the  p rob lem of how  to m easu re  
the  t a rge t  i tself  and  its fulf i l lment.  The re  a re  some 

�9 Director, Policies and Programming Division, United Nations 
Industrial Development Organization. 

ques t ions  conce rn ing  the  denomina to r  of the  1 pe r  
cen t  ratio,  i.e., the  na t iona l  income of the  a id-g iv ing  
count ry .  The re  a re  s eve ra l  na t iona l  income  c o n c e p t s - -  
ne t  income  and  gross  income,  domest ic  and  na t iona l  
income,  e tc . , - - -developed b y  na t iona l  accoun t s  sta- 
t is t icians.  These  diff icul t ies  are, however ,  qu i t e  minor  
compared  to the  diff icul ty of measu r ing  the  numera to r ,  
i.e., t he  a m o u n t  of aid g i v e n  to deve lop ing  countr ies .  
There,  a mino r  diff icul ty  ar ises  in  connec t ion  wi th  
t he  def in i t ion  of "deve lop ing  c o u n t r y ' .  The  OECD 
def in i t ion  for example ,  differs f rom the  Uni t ed  Na t ions  
defini t ion.  There  a re  obv ious ly  border l ine-cases .  Is 
Greece a developing country? Is Israel? W h a t  about 
Spain and Portugal? However. the really important 
difficulties arise in connection with the definition of 
"aid ~. What is aid? 

The wides t  poss ib le  def in i t ion  of aid would  m a k e  aid 
ident ica l  w i th  all  t r ans fe r s  of resources  to deve lop ing  
countr ies .  P r iva te  inves tmen t ,  expor t  credits ,  a id  to 
c lose  mi l i t a ry  allies, commerc ia l  loans  at  6, 7 or 8 per  
cen t  pe r  a n n u m - - a l l  would  be  inc luded  in aid. More-  
over ,  a m a x i m u m  def in i t ion  of aid would  measu re  
aid flows on  a g r o s s basis ,  t ha t  is d i s regard ing  
amor t i s a t ion  of p r ev ious  r e source  t ransfers ,  let  a lone  
in te res t  p a y m e n t s  and  r e v e r s e  capi ta l  flows from the  
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