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The voluntary credit
restraint program

With theexceptionof 1957 whentheSuezcrisis and services, imports that were often neededto
and a poor Europeanwheat harvest helped to sustainand rebuild their domesticeconomicsys.
bring abouta markedrise in merchandiseexports, tems. Had the restrictions been lifted, imports,
the United States in every year since 1949 has particularly from the United States,would have
shown a deficit in its balanceof paymentswith surgedhigherto meetexistingshortages,thereby
the rest of the world.* For a time thesedeficits creating deficits that could not have been sus-
were generally consideredby bothAmerican and tamed by most foreign countries becausetheir
foreign policy makersto be an appropriatemeans holdings of gold and other acceptablemeansof
of bringing about a build-up in the foreign ex- internationalpaymentwere insufficient.
changereservesof othercountries,a build-up that It was agreedby both American and foreign
would finally permit the resumptionof free trade policy makersthat the restrictionson tradeand
amongall countries.In thesecircumstances,meas- exchangeshould be cut away as quickly ascir-
uresto curb the U. S. deficit werenot taken.How- cumstancespermitted.But if this goal of unham.
ever,in the late 1950samid early 1960sthe deficits pered tradewere to be achievedunder the system
became very large and pressureto reduceand of fixed exchangeratesthat had been generally
eliminate them beganto spread.Corrective steps accepted,it seemedclear that the official reserves
were taken, but the deficits persisted.In view of of majortradingnationswould haveto be re-built
the seriousnessof the problem, new measures tolevelsthatwould permit themto “play the game
seemednecessaryas a meansof bringing the out- of free trade,” a game in which reserveswere
flow of goldanddollarsundercontrol. In February neededas a buffer for the times when payments
PresidentJohnsonpresenteda programthat was exceededreceipts.Since deficits in the U. S. hal.
designedto achievethis result. ance of paymentslead to an outflow of gold and

Background dollars to residentsof other countries,including
foreign governmentsandcentral banks,such defi-

Following World War II many countries in cits weregenerallylooked upon in the early 1950sWestern Europe retained the tradeand foreign as welcome steps toward the goal of liberalized

exchangerestrictionsthat had beenimposeddun. trade. As a result,measuresto restrainthe deficit
ing the war or during the turbulent l930s. The were felt u
restrictions were retained in order to force re- nnecessary.

By 1958the nationsof WesternEurope,in fact,
ceipts from exports, loans, and grantsto match had regainedand improved their productiveca-
or exceedtheir expenditureson imports of goods pacity,hadaccumulatedsufficient reservesto per.

Deficit on reguI~rtransactions—6s measured by chanqes mit the loosening and in many cases elimination
in U.S. reserve assets and in liquid liabilities to foreiqners of restrictions, and had moved aggressivelyinto
toqether with receipts from special U.S. Government trans-
actions, competitionin world markets.Thesedevelopments
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were applauded in the United States,for they unacceptable development, the view gradually
representedthe growing strength of important spreadthat correctivemeasureswould haveto be
allies aswell as a significant movein thedirection taken.
of freer world trade. Severalevents of 1960 speededthe acceptance

of this view. Exports from the U. S. showed aDeficits continue ,

marked gain during the year while imports ye-
Largely becauseof the improvedposition of Eu- mainedapproximatelythe sameas in the previous

rope,the U. S. balanceof paymentsdeficit became year. Despite this improvementin the current ac-
large: $3.5 billion in 1958 and an unprecedented count surplus, an improvementthat totaled well
SL2 billion in 1959. The size and growth of the over $3 billion, the deficit was nearly as large in
deficits in thoseyearswasattributedto largemill. 1960 as in the previousyear. The failure of the
tary commitments overseas,commitmentswhich deficit to show any substantialdecline was pri-
in earlieryears many policy makershadexpected manly the result of a sharpstep-upin the outflow

of private short-termcapital which played addi-

tional dollars in foreign hands. But nonofficial
foreign dollarholdersapparentlybecamedisturbed
by the continuingoutflow and, fearing a change
in theexternalvalueof the dollar by the American
government,sold dollars to their governmentsand
central bankswho in turn converteda largepart
of their dollar acquisitionsinto gold. The fear of
an Americandevaluationwasalso reflectedin the
London gold marketwherethe priceof gold from
October 1960 through January 1961 remained
abovepreviouslevels: for a short time in October,
in fact, it toucheda peakof over $40 an ounce.

President Kennedy’s program

In the hope of quieting the speculativerush to
gold which wasapparentlycausedby flaggingcon-
fidencein the dollar, PresidentKennedy declared
soon after taking office in early 1961 that the
dollar would not be devalued,In addition,he in-
itiated a much moreintensiveprogramto correct
time balanceof paymentsproblem—aprogramde-
signed to be consistentwith the attainment of

domesticobjectives,suchas full employmentwith
stable prices, as well as to be compatible with
U. S. commitmentsto encouragethe dismantling
of trade restrictions, to assist underdeveloped
countries, and to maintain an effective defense
system.

More specifically the President’sprogram in-
cluded but was not confinedto thesepoints:
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The siafe of the do~arin the world
today is strong—fa~stronger than 3
or 4 years ago.

‘To assure its continued end grow
ing streng;h however, we need to take
new steps to speed our progress to~
ward balance in our external payments;

PresIdent Johnson

to diminish in importance;to the persistenceof
sizableand growing outlays for economicassist-
anceto underdevelopedcountries;to the swelling
magnitudeof privatelong.termcapital investment
in Europe,in part stimulatedby the formation of
the European Common Market in which tariffs
were to be eliminated among member nations
while a common level of tariffs was established
againstimportsfrom outsiders;andto the failure
of the U. S. exportsto grow fast enough,possibly
becausethe U. S. had lost its competitiveedgein
world markets,

Many observerswere persuadedat this point
that deficits were going to be a chronicfeatureof
the U. S. paymentsposition for some years to
come. Since gold lossesinducedby the deficits
could not continueindefinitely without forcing a
change in the dollar priceof gold, a changethat
policy makersconsideredthen and now to be an



The duty-free allowance on goods brought in paymentsbecame available, the Administration
by a returningtravelerwasreducedfrom $500to decidedthatnew stepsto reducethe deficit would
$100 in order to reducetourist expenditures.To have to be taken. Thesesteps were outlined by
spur exports, the most important means of ac- l’resident Johnsonin a special messageto Con.
quiring additional foreign exchange,the Depart. gresson February10,1965. Includedwerethe fol-
mentof Commercegreatlyexpandedits efforts to lowing:
inform businessmenabout export possibilities; e Under authority granted by the Interest
and the Export-Import Bank, in cooperationwith Equalization Tax Act the President announced
commercialbanksand insurancecompanies,estab. that he had imposedthe tax, effective February
lished new arrangementswithin which U. S. cx. 11, on bank loans to foreigners. Exemptedwere
portersweregiven greateropportunitiesto obtain loanswith a maturity of less than one year and
export financingandinsurance.In the areaof aid loans of whatevermaturity to borrowers in less
to underdevelopedcountries, determinedefforts developedcountries.
weremadeto seethatassistancedollars werespent e The Presidentcalled for new legislationthat
within the United Statesfor the materials and would extendthe interestequalizationtax for two
services needed.In addition, an interestequali. yearspast its December31, 1965expiration date;
zation tax was first proposedin 1963 and finally broadenthe tax to cover the extensionof one to
enactedin 1964as a meansof reducingAmerican threeyear credit to foreignersby nonbankfinan.
purchasesof foreign securitiesoffered by devel- cia! institutions (with an appropriateexemption
oped countries, for borrowers in less developed countries); re-

Thesemeasuresappearedto exertan effect. In ducethe duty-freetouristexemptionfrom $100to
the first half of 1964, on the basisof figuresthen $50; and increasethe incentivesof foreignersto
available, many observers confidently expected investin U. S. assets.
that the deficit for the entire year would not ex- e To further reducethe dollar outflow brought
ceed $2 billion, considerablyless than the deficits aboutthroughforeign policy programs,the Presi-
of $33 billion in 1963 or $3.6 billion in 1962.But dent directed the responsiblegovernmentofficials
this improvementwas not realized.After the pas. to cut the foreign exchangecosts of military and
sageof theinterestequalizationtax law in Septern- economicaid.
ber the uncertaintiesthat had previously existed e As a meansof reducingthe outflow of capital
as to the provisionsof the act were removedand to foreign nations,the Presidentcalled uponbusi-
new foreign securitysaleswithin the U. S. surged ness corporations,banks, and nonbank financial
markedlyahead.Canadianissues,which after the institutions to cut backvoluntarily on their for.
passageof the tax wereexemptedby Presidential eign loans andinvestmentsand on the amount of
order,wereparticularly importantin this rise. In liquid assetsheld abroad,
addition, outflows of long-termbank loansto for-
eigners, which had startedto rise time spring of Business corporations enlisted
1963 evenbefore the tax wasproposed,showeda The task of encouragingand coordinatingthe
considerableincreasein the fourth quarter.These efforts of businessmento curbdollar outflows was
changes,togetherwith a step-upin short-termbank given by the Presidentto the Secretaryof Corn-
loansto foreigners,broughtthe deficit for 1964to merce. Acting promptly, the Secretaryin early
a disappointing$3 billion. March sent a letter to many of the largestcor-

porationsin America asking that they work out
President Johnson’s program their own programfor enlargingtheir individual

As figures for the fourth quarter balanceof balance of paymentssurplus or reducing their
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deficit. He requestedUmat they set up a balanceof abroad corporationsshould exercisecare so as
paymentsledger which would show trade and not to exacerbatethe balanceof paymentsprob-
capitaltransactionswith foreign countriesduring lems of any country.
1964 as well as the estimatedvolume of trans-
actions in 1965. Further,to check on the success Banks recruited
of the voluntary program,the Secretaryrequested Responsil)ilityfor the enlistmentof the banking
that the companyledgersbe sent to him by April communityin thevoluntaryrestraintprogramwas
15 and that quarterlyconfidential reportsbe sub. given by the Presidentto theFederalReserveSys-
mitted through 1966. tern andto the Treasury.Theseagenciesin turn

askedthat outstandingbankclaims on foreigners
(including loans, securities,acceptances,and de-
posits) be held during 1965 to a level not over
5 percent abovethe amount outstandingon De-
cember31, 1964.The many banking institutions
which had no foreign creditsoutstandingat the
end of 1964 wereaskedto refrain from granting
cre(lit during the current year.

To assistbanksin curtailing foreign credit the
FederalReserveSystem issuedguidelines.Briefly
summarized,they are:

~ Priority within the 5 per cent limit shouldbe
given to foreign credits that directly finance ex-
ports unlesssuch creditsare a substitutefor cash
sales or sales ordinarily financed from other
sources.Nonexportcredits should be considered
of lower priority. However,within thecategoryof
nonexportcredits, commercialbanks should give
preferenceto loans to less developed countries
andshouldavoid restrictivepracticeswhich place
an undueburdenon CanadaandJapansince they
are heavily dependenton U. S. financing, or on
the United Kingdom, a country that is presently
attemptingto reduceits own deficit,

~‘ During the yeara few banksmay find that
the haveexceededthe 5 percent limit becauseof
commitmentsmadeprior to February 10 or be-
causeof theextensionof exportcredits. In these
cases,every effort shouldbe madeto reduceout-
standingcreditsto 105 percentof thebaseamount
as quickly as possible.Only in the most extreme
casesshould the reductionbe delayedbeyondthe

endof the year.
l’~ To stay within the 5 per cent limit conimer-

cial banksshouldnot sell claims on foreignersto
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‘Specfically~ ask the bankers and
businessmen o~ America to exercise
voluntary restra~ in lending money
or making investments abroad in the
developed countries. This request ap-
plies with special force to short-.ferrr
loans end drec±investments, , .“

President Johnson

As a meansof improving individual payment
balancesthe Secretarysuggestedto businesscor-
porationsthat they:
—expandexports
—acceleratethe repatriationof incomeearnedin

developedcountries
—avoid or postponedirect investmentin marginal

foreign projectsand,when direct investmentis
undertaken,financeas much of eachprojectas
possiblewith funds raised abroad

—increasethe use of American flag vesselsand
airlines

—cut backon the amountof dollars placedabroad
to earn a higher interest returnand if possible
reduce liquid funds previously placed abroad.
In seeking balanceof paymentsimprovements

by thesemeans,it was indicatedthat the adminis-
tration did not wish to seecompaniesreducethe
flow of investmentsto underdevelopedcountries.
Major improvementsto besoughtby corporations,
thus,would have to be found in transactionswith
developedcountries.Also, it was indicatedthat in
reducingshort-termmv estmentspreviously placed



U. S. residents.If such salesare made, the base companies,mutualfunds,pensionfunds,andother
(outstandingcrediton December31, 1964) should trusts) havealso beeninvited to participatein the
be reducedan equivalentamount and the 5 per volumitary credit restraintprogram. It is expected
cent limit then appliedto the reducedbase. that their cooperationwill help to assurethe sue-

~ It is to be expectedthatbankswill notencour- cessof theprogramaswell as achievea sharingof
agetheir domesticcustomerseitherto placefunds the burden among all institutions. Accordingly,
outside the U. S. or to extend foreign credits they havebeen asked to limit their holdings of
which they (the banks) would haveextendedin liquid fundsheldabroadto the 1964year-endtotal
the absenceof the program. and,if possible,graduallyreducetheir holdingsto

The FederalReservealso askedthat bankswith the level which existedat the endof 1963. (Liquid
$100,000or over in foreign claims on December investmentsinclude dollar denominateddeposits

held in foreign banks, short-term securities of
foreign governments,foreign commercial paper,
and all other negotiableinstrumentsthat mature
in one year or less.) In addition, nonbankfinan-
cial institutionshavebeenurgedto keep to 5 per
centany increasein holdingsof investments(other
than thoselistedabove) which havea final matur-
ity of 5 years or less. Included arebonds, both
corporateand government,mortgages,and loans,
The 5 per cent ceiling is to be measuredagainst
the total of all such holdingsat the end of 1964.
Priorities in extendingcreditswithin theseguide-
lines aresimilarto thosefor thecommercialbanks.

The need is clear
American policy makershaveagreedthat there

is a clearneedto reducethedeficit in the balance
of payments,a needthat in part stemsfrom the
importanceof the dollar as a reservecurrency.
Shouldconfidencein the dollar disappearbecause
of continueddeficits, the eventsthatwould follow
defy accurateprediction, but would undoubtedly
force changes generally considered by policy
makersto be damagingto the defenseposition of
the United States,to its political status and in-
fluence in the world, and possiblyto its economic
welfare. It wasto avoidthesepossibleconsequences

that the Presidentproposedthe currentbalanceof
paynients program— a program that depends
heavily on thevoluntarycooperationof banksand
businessesfor its success.

31, 1964 report their holdings quarterly if they
are not a part of the Treasury’sregularreporting
system.This information is to be used to deter-
mine the successof the voluntary effort and the
time at which the programcan be terminated.

A preliminaryestimateindicates that outstand-
ing bank claims on foreigners totaled approxi-
mately $10 billion at the end of December.If the
5 per cent limit is not exceeded,bank claims on
foreigners should not rise by more than $500
million during the year. An increaseof this
amount would be a significant improvementover
the $2.4 billion rise which occurredin 1964,an
improvementthat would makean importantcon-
tribution to the elimination of the deficit in the
U. S. paymentsbalance.

Financial institutions other thanbanks (insur-
ance companies,mutual savings banks, finance

hdve no doubt ±ha Aj~y

bankers and businessmen wil respond
to the Nation~sneed. Wth their co-
operation, we can block the leakage of
funds abroad, without biOCK~flg me

vital flow of credit 1-0 American busi-
ness.’

President Johnson
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Balance of payments in 1964

The high hopes engenderedduring the first explainswhy the U. S. balanceof paymentspic-
part of 1964 that the U. S. balanceof payments ture looked encouragingfor the greaterpart of
problem was finally on the way to being solved theyearonly to darkenin thefinal quarter.
were dashedby developmentsof the fourth quar. The impressive 1964 expansionin the surplus
ter. During the first ninemonthsof 1964,the U. S. of exportsoverimports of goodsand serviceswas
international payments deficit averaged nearly dueprimarily to an increasein the merchandise
$2.1 billion,’ substantiallybelow both the $3.3 tradebalanceand to a rise in the repatriationof
billion deficit sustainedin 1963 and the $3.6 bil- income derived from U. S. investmentsabroad.
lion averageannual deficit extending from 1958 Even though the threatof a dock strike late in
to 1963 (seeTable 1). During the lastquarterof 1964 probably inflated the 1964 trade surplusat
1964,however,the deficit jumpedto $6.0billion; the expenseof the 1965 trade surplus, the first
pushingthe deficit for theyearup to $3.0billion, factor atteststo the increasingcompetitivenessof

Thetwo niaj or componentsof the U. S. balance U. S. industryin world marketsduein part to the
of paymentswhich came into play in 1964 were generalstability of pricesin theU. S. as compared
surplus of exports over imports of goods and to the rising level of pricesamong severalof its
servicesand U. S. privatecapital investmentabroad tradingpartners.The increasein the repatriation
(net of foreign investmentin U. S.).The former of income from overseasinvestments,primarily
climbed to $8.2 billion during the year, an in- evident in the first part of 1964, appearsto have
creaseof $2.5 billion over1963.At thesametime, beenpartly inflated by inflows which ordinarily
however, the latter category also expanded,the would have been recordedin the previousyear,
outflow of capitalreaching$5.9billion in 1964— but which were delayed until the beginning of
almost$2 billion higherthan that of the previous 1964 in order to receivethe benefitsfrom the re-
year— thus preventingany significant reduction duction in thecorporateincometax ratesfor 1964.
in the1964 paymentsdeficit.2 Mostof the increase
- . Major attention on capitaloutflow
in the surpluson goods and servicestook place
during the early part of 1964 whereasthe major The component that recently has drawn the
portion of the incrementin the outflow of U. s. major shareof attentionwith regardto balanceof
private capital didn’t occur until the final three paymentsstatistics,however,is U. S. privatecapital
monthsof theyear— a setof circumstanceswhich investmentabroadas well as the shifting pattern
______ of its suhcomponents.This interesthas stemmed

1 Figures throughout article referrinq to th. balanceof not only from the belief that the increasein such
payments defidt are seasonally adjusted annual rate, private capital outflow has beenthe principal rea-

2 The figures coverinq U. S. privete capital f!ov~.do not son for the persistently large deficits in recent
rnclude errors and omissions. If this cateqory is included,
based on the wdely-held belief that it mainly represents years, but alsofrom the belief that if a substantial
unrecorded flow of private cepitel, then the capital outflow and immediatereductionis to be madein the pay-
in l9&4 would measure $6.8 billuon—$2.4 billion greater than . ,

that of the preceding year. ments deficit, selectivegovernmentalpolicies ap.
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TAStE 1-5ELECTEC) UNU~EDSTA’r~SBALANCE OF PAYMENTS DATA, 1958-64

Iin billions of dollars)

1958 1959 1960 1961 1962 1963 1964
Surplus of exports over imports of goods and services 2.2 .1 3.8 5.6 5.1 5.7 8.2
U S. private capital investment abroad

(net of foreign investment in U. S.) —2.9 —1.5 —3,5 —3.6 —3.3 —4.0 —5.9
Direct investment —1.2 .4 —1.7 —1.6 —1.7 —‘-1.9 —2.3
Long-term portfolio investment —1.4 — .9 — .9 —1.0 —1.2 —1.7 —2.0
Short-term investment — .3 — .1 —1.3 —1.6 — .6 — .7 —2.1

DefIcit’ —3.5 —4.2 —3,9 —3.1 —3.6 —3.3 —3.0

~ “Regular types of transactions” method.

Source: Department of Commerce.

plied in this area (suchas thosesuggestedin the in foreign securities (which izicludespinchasesof
recvntly issued“guidelines”) hold thebestchance new issues,redemptions,andtransactionsin out-
for success,and,in addition,would provethe least standingforeign securities)during 1963 and1964
harmful to the domestic economy and to other is generallyattributedto the proposaland enact-
national policy objectives. mentof the interestequalizationtax. Theincrease

Severalsubcomponentsof U. S. private invest- in thisparticulartype of capital outflow hadbeen
ment abroad sharedin the expansionof capital fairly rapid in 1962 rising to an annualrate of
outflow during 1964. Short.ter7n investment $2.0billion by thefirst half of 1963.To discouragr~
showed the greatestincrementrising $L4 billion any further outflow (which had helpedpush the
duringtheyear to an outflow of $2.1 billion; direct deficit to $5.3 billion in the secondquarter of
investmentincreased$0.4 billion to reach $2.3 1963) the administrationin July 1963 proposeda
billion; and long-termportfolio investmenttotaled tax designed,generally, to reduce to Americans
$2.0 billion, slightly abovethe outflow of 1963. the yield on foreign securitieswhich they might

Annual changes,however,often concealcurrent purchaseafterenactmentof the tax. The tax, when
developments,the knowledgeof which is essen- enacted,was to be retroactiveto the dateof the
tial if control over the balanceof paymentsdeficit proposal.
is to be maintained.Such is the casewith respect Following a sharp decline in the purchaseof
to outflows of U. S. private capital representing foreign securitieswhich followed on the heelsof
investmentin foreign securities,a subcomponent the tax proposaland which continuedthroughout
of long.term portfolio investment. As may be the first threequartersof 1964,a suddenincrease
observedfrom the quarterly balanceof payments was registeredwith the enactmentof the tax in
statisticsfor 1963 and 1964 set forth in Table 2, September.More than one-half of the increase
a sharpdrop occurredin thissubcategoryfrom an from $0.3 billion in the third quarter to $2.1
averageoutflow of $2.0 billion in the first half of billion in the fourth quarterwas attributableto
1963 to lessthan $0.3 billion over the last half of purchasesof newCanadiansecurities.Eventhough
the year.This slow pacecontinuedthroughoutthe all along it was generally believed that the pro-
first threequartersof 1964; but then in the last posedmeasureintendedto excludeCanadianissues
quarter,the outflow surgedto $2.1 billion. Sucha from the tax; still, therewas enoughuncertainty
wide fluctuation is hidden when oniy annualfig. as to whether this “exclusion” would holdthrough
ures are inspected, final passage:this apparently discouragedany

The declineand subsequentrise of investment largerflow of Canadianissuesprior to September.
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An oppositepattern subjectto tax and thereforeless desirableto po-

Long-term bank credits extended to nonresi- temitial investors)-
dents, the other major subcomponentof long-
term portfolio investment, followed a pattern Short-term credits also up
during 1963 and 1964 which, to a greatextent, Short-term bank credits extended to nonresi-
was the exactoppositeof that followed by invest- dents—themajor subcomponentof short-term in-
ment in foreign securities.The long-term credits vestrnent—iucreasedduring 1963 and 1964 by
averagedonly $0.4 billion during the first three $0.8 and$1.5billion resp(’ctively. Its upwardtrend
quartersof 1963 butthen expandedto $1.8 billion during thesetwo years,however, was subject to
in the fourth quarter.In theearlypart of 1964the erratic movementsfrom quarter to quarter.
paceeasedsomewhathutpickedup duringthe last Part of the increasein U. S. short-termbank
half of the year to bring the averageoutflow for credits representedloans and other claims to
1964to $0.9billion, slightly abovethe increasein finance imports of the borrowing countries. To
1963. the extentthat thesecreditswereusedto purchase

It is interestingto notethat the increasein long- U. S. exports,tile U. S. balanceof paymentsdeficit
term bank credits generally coincidedwith that would have been reduced (once the credit was
period when the interest equalization tax was liqui(lated). But sincethe handling of thesecred.
underproposal.But whether this increaserepre- its is complicatedby the fact that they may also
senteda shift in foreign demandfor long-term be usedby borrowing countriesto pur(haseex-
financingaway from new issuesof foreign securi- ports from other industrialnations,such as those
ties subject to the tax or whether it reflected a belongingto the Common Market, the outflow of
generallyincreasedlevel of demandis not known. U. S. capital is not alwaysoffset by U. S. exports
However,most of the increasein long-term bank but, instead,may be offset by a rise in foreign
credits during 1963 and 1964 did go to economi- holdingsof dollars—andthus increasingthe U. S.
cally developed countries— the very countries deficit, But in any case, if not the rise in U. S.
which might have issued securitiesin the U. S. exports,increasingworld tradehasbeen a prob-
market to finance their long-term needs (except able force tending to expand U. S. .chort-term
for the fact that their securitieswould havebeen bank credits.

TABLE 2—-SELECTED UNITED STATES BALANCE OF PAYMENTS DATA QUARTERLY BASIS—1963-64

(seasonally adjusted annual rate)
(In billions of dollars)

Surplus of exports over imports of goods and services
U. S. private capital investment abroad

(net of foreign investment in U. S.)
Direct Investment
Lonq.term portfolio investment:

Long-term bank credits
Investment in foreign securities

Short-term investment:
Short-term bank credits

Deficit’

1 Regular types of transection:” method.

Source: Department of Commerce.

1963 1964
II III IV I Ii lii IV

4.8 5.8 5.2 6.9 8.7 7.2 8.4 8.5

—4.6 —5.6 —1,6 —4.2 —5.3 —5.1 —5.5 —7.6
—2.5 —-1.9 — .9 —2.2 —2.1 —2.3 —2.3 —2.6

— .1 — .6 — .5 —1.8 —1.1 — .4 —1.0 —1.3
—2.0 —2.0 — .7 .2 .2 — 5 — .3 —2.1

.2 ---2.0 —.- .2 -----1.1 —1.8 —1.8 — .7 —1.8
—4.7 —5.3 —L5 —1.6 —1.1 —2.5 —2.6 —6.0



TABLE 3-..FINANC1NG THE UNITED STATES BALANCE OF PAYMENTS DEFICIT, 1958-64

(In billions of dollars)

1958 1959 1960 1961 1962 1963 1964
Decrease in U.S. supply of gold 2.3 1.0 1.7 .9 .9 .5 .1
Increase in holdinqs of dollar deposits in U.S. banks

and marketable U. S. Government securItiss by:
Foreign governments and central banks .7 1.2 1.4 .7 .5 1.0 .7
Foreign commercial banks and other

foreign private organizations .5 1.5 .3 1.1 .2 .6 1.5
Other 4 .4 .5 2.0 1.2 .7
Total 3.5 4.2 3.9 3.1 3.6 3.3 3.0

Figures may not add to totals because
0f rounding.

Source: Departmentof Commerce.

Another element of short - term bank credits securitieson the part of foreigncommercialbanks
abroad is representedby liquid funds placed by andotherforeign privateorganizationswho were
bankersseekinghigher yields. (This samemotive willing to addto their holdingsin order to accom-
also appliesto short-terminvestmentsof nonfinan- modate the increasedvolume of international
cial corporations— the other subcomponentof transactionsduring 1964. This contrastedwith
short-term investmentbut which is not presented the financing of the 1963 deficit where less than
in the table).Thiselementis more likely to cause 20 percent was financed in this manner.Foreign
the erratic quarter-to-quartermovementsbecause central banks and governmentsincreasedtheir
of its believedresponseto changesin the short- holdings of liquid dollars and U. S. government
term rate of interest in the U. S. relativeto short- marketablesecuritiesby $0.7 billion in 1964; in
term interestratechangesabroad.Thedecline in 1963,U. S. liabilities in the handsof theseofficial
the outflow of short-termcapitalin the third quar- organizationsincreasedby $1 billion.
ter of 1963, for example,hasbeenexplainedas a The “other” classification, for the most part,
reactionto theJuly 1963 increasein the ratewhich representsspecial agreementsbetweenthe U. S.
U. S. bankswereallowedto pay for time deposits; and some of its creditor countries wherebythe
and the increasein the outflow during the fourth creditor country reducesits supply of unwanted
quarterof both1963 and1964, hasbeenattributed dollars by such transactionsas prepayingpart of
to the unexpectedlyheavydemandfor dollars on its long-term debt with the U. S. or buying me-
the part of foreign banks in order to dressup dium-termnU. S. Governmentsecuritiesratherthan
their end-of-yearposition statements. submittingtheseunwanteddollar holdingsto the

U. S. Treasuryfor conversioninto gold. Little use
Financingthe deficit was madein 1964 of “other” meansof financing

United Statesusedonly $125 million of its gold the deficit compared,for example,to the experi-
supply to finance its $3.0 billion 1964 deficit (see ence of the two precedingyears. In 1964, $0.7
Table 3). One-halfof the deficit was financedby billion of the deficit was financed in this manner
increasedholdingsof dollar depositsin U. S. banks whereasin 1963 and 1962the comparablefigures
and holdings of marketable U. S. Government were $1.2 and $2.0 billion respectively.
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conditions...

ontinuing a mnuineimtuni set during 1964,eco-
nomic activity in the Ninth district advanced
stronglyinto the first quarterof 1965. Production
expandedat a rateaboutparallel with that of the
nation. Major industriesreportedfurther increases
in the volume of new orders and some further
inventory expansion. Regional employment se-
curity offices reporteda strongdemandfor labor.
Total retail salesas well as personalincomesex-
hibited a strongstart.

That productioncontinued to expand is indi-
catedby suchdistrict measurementsas (1) indus-
trial useof electricpower (up about 6 per cent in
Februaryfrom a year earlier), (2) the length of
the work week in manufacturing (41 hours in
February),and (3) productionworker man hours
(up about3 per cent from a yearearlier)-

Factory output reports from many of the dis-
trict’s major industriesindicated that industrial
production was increasingat an even faster pace
at the end of the first quarter period. Almost
half of the respondentssaid that new orders in
Februaryand March were up substantiallyfromn
Januarylevels; and otherfirms reportedsteadyto
moderategains.Only one firm reporteda decline.
Continuing inventory accumulationfor both fin-
ished inventories and raw material stocks was
also reported by most major firms during the
first quarter.

CHANGES IN SELECTED ECONOMiC
INDICATORS DURING 1964
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The view of expandedbusinessactivity is sup- ment during the first quarter, no serious price
ported by a decline in insured unemployment distortions haveappeared.Although farm prices
numbersas well as by a sharpincreasein the dis- havestrengthenedsomewhat,in generalthey have
trict’s “Help Wanted” advertising indexes, both remainedbelow year-agolevels. Averageprices
in total lineageand in numberof ads.Also, the paidby manufacturingconcernsfor raw materials
demandfor workersin durablegoodsmanufactur. have remainedsubstantiallystablealthough more
ing, in construction,and in mining was particu- firms reportslight increasesthanreport declines.
(any strong in the first quarter. Skilled workers The samesituation holds for averageprices re-
were in scarcesupply. ceived for finished products.

Judgingby recentdepartmentstoresalestrends, In banking, a strong demand for loans was
although total retail salesstartedactively early in evident during the first quarterwith commercial
the quarter, severe snowstorms and verb cold and industrial loansparticularly strong at the city
weatherlater in the first quarter may havere- banks. The demanddeposittrend, however, was
tardedfurther expansion. relatively weak, but the weaknesswas offset in

The region’s most comprehensivesingle mdi. part by a better thanseasonaltrend in the time
cator of economic trends, personal income, is depositcategories.Despite the weakness,loan-to-
currently available only through February,but deposit ratios increasedslightly even though at
thesedatado showa strongupturnoverDecember. levels a few percentagepoints below those of the
Comparedwith a yearearlierperiod, districtper- nation.
sonal incomeswereup 4.8 percent. The district’s During the first quarter,memberbank borrow.
non.farmpersonalincomeswere up 6.3 per cent ings expanded,but the total number of banks
while farm incomeswere off 7 per cent, reflect- borrowing at any one time remainedquite low-
ing lower farm pricesand lower marketings re- usually less than a dozen.This fact, togetherwith
sulting in part from 1964’s drouth. relativestability in net purchasesof federalfunds,

In spite of the substantialincreasein over-all suggestsno significant changes in total bank
businessactivity and generally optimistic senti- liquidity during recentweeks.
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