
US. Trade and Payments in 1963

Improvements in both trade and capital
flows contributed to the sharp reduction in
the U.S. payments deficit during the second
half of 1963.

The adverse balance on all "regular trans-
actions"—that is, excluding special U.S.
Government receipts from foreign govern-
ments for advance payments of debts and
military orders, and for acquisitions of non-
marketable U.S. Government securities—
fell to a seasonally adjusted annual rate of
$2 billion in the second half of the year,
after having averaged $4.6 billion in the first
half. In early 1964 this balance improved
further.

IMPROVEMENT—TEMPORARY OR LASTING?

In two other periods since 1959, as the
chart shows, the rate of deficit has fallen

below the $3 billion level, but in both these
instances the reduction proved to be the
result of temporary factors. In the first half
of 1961 economic recession in this country
depressed imports, while a year later specu-
lation against the Canadian dollar led to
substantial, though quickly reversed, capital
flows from Canada to the United States.
These past experiences of temporary im-
provement underscore the need to examine
the principal factors responsible for the cur-
rent reduction in the payments deficit.

Much of the improvement in the second
half of 1963 reflected the sharp decline in
the outflow of private capital, from a $5
billion annual rate in the first half to less
than $3 billion in the second. During the
first half the outflow on security transactions
had reached extraordinary levels, but follow-
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ing the President's July proposal for an
interest-equalization tax, U.S. purchases of
new foreign bonds fell by two-thirds.

In addition, a rise in U.S. money market
and deposit rates in response to the July in-
creases in the Federal Reserve discount rate
and in the maximum interest rates payable
by commercial banks on time and saving
deposits led to some repatriation of liquid in-
vestment funds held abroad. This helped to
reduce the net outflow of short-term capital.
But the moderate lessening of bank reserve
availability after midyear apparently did
not restrain bank lending to foreigners. With
strong foreign demands for credit, banks
made a record volume of term loans, and
there was a sizable outflow of short-term
bank credit.

Another factor acting to improve the pay-
ments balance in the second half of 1963
was the enlargement of the trade surplus.
Exports rose sharply during the latter half
of the year in response to both expanding
demands from industrial countries abroad
and increases in the foreign-exchange earn-
ings of some countries producing primary
products. Imports rose during the spring
and summer, but then leveled off. In the
fourth quarter the trade surplus was at an
annual rate of just under $6 billion, season-
ally adjusted. This was about 50 per cent
larger than the 1958-62 average.

Gradual improvement in recent years has
occurred in some other types of U.S. inter-
national transactions, notably net income on
foreign investments and military expendi-
tures and sales.

While some part of the gains in trade and
capital accounts that were realized in the
second half of 1963 were probably due to
temporary factors, an appreciable share of
the over-all improvement may prove to be
more lasting.

TRADE SURPLUS

The U.S. trade surplus increased by $0.6
billion on a seasonally adjusted annual basis
from the first to the second half of 1963.
In response to buoyant foreign demand for
industrial supplies and machinery, and—
late in the year—an increase in sales of
grain, exports rose by almost $1.8 billion
from their average rate of $21 billion in the
first half. Sales increased to all major mar-
ket areas except Latin America.

The larger trade surplus was achieved in
spite of a strong rise in imports through
July. The leveling off in imports after July
reflected in large measure some easing in
U.S. demand for imported materials for in-
dustrial use.

Exports. Much of the increase in U.S. ex-
ports during 1963 reflected an unusual
coincidence of strong cyclical expansions in
most major industrial countries. In the
United Kingdom and also in the Common

NOTE.—Three-month centered moving averages, weighted
1-2-1, of Census Bureau data, adjusted by Federal Reserve
for seasonal variation and to correct for timing distortions
caused by the Dec. 1962-Jan. 1963 U.S. port strike. Data
exclude special-category exports, for which details are not
available by destination. Latest figures, Dec. averages.
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Market countries, industrial production in-
creased by 8 per cent from the first quarter
to the fourth. In Japan and Canada sub-
stantial increases in industrial activity be-
gan in April and August, respectively, and
continued through the end of the year.

Domestic expansion in Great Britain,
particularly in the second half, and the
recovery in U.S. exports of tobacco in the
autumn from the unusually low levels of
1962 raised total U.S. exports to Britain in
the final quarter of 1963 to a level 11 per
cent above their average annual rate of $1.1
billion in the first 3 quarters. U.S. exports to
continental Western Europe rose much
faster than industrial output in that area.
Most of the increase occurred after midyear.
It should be noted here that in the data
shown in the accompanying chart the dis-
tortions of timing produced by the U.S.
port strike at the beginning of 1963 on ex-
ports to markets other than Canada have
been eliminated by special adjustments.

Exports to Japan rose sharply from a
seasonally adjusted annual rate of $1.5
billion in the first half of 1963 to about $2
billion in October and November. Then in
December and January there was a small
decline. In recent months, in response to a
worsening in Japan's balance of payments,
the Bank of Japan has taken some measures
to tighten credit in order to slow the very
rapid expansion of demand.

Sales to Canada, particularly of capital
equipment, showed a strong upward trend
after the spring of 1963, despite the con-
tinuing adverse effects of the 1962 deprecia-
tion of the Canadian dollar, which has
tended to raise the prices of U.S. goods in
Canada.

Exports to areas outside Western Europe,
Canada, and Japan also rose substantially
in 1963. The rise was sharp in the second

quarter, when a temporary surge occurred
in U.S. Government-financed sales of farm
products for local currencies and in other
U.S. aid to various countries. By the fourth
quarter, exports to these areas were at an
annual rate well over $9 billion. Commer-
cial transactions not tied to aid accounted
for all of the large expansion in the second
half.

Exports to Australia, New Zealand, and
South Africa were substantially higher than
in 1962, particularly in the second half.
There were also widespread increases in
commercial—that is, non-aid—sales to
many other countries.

The rise since 1958 in U.S. exports to less
industrialized areas outside this hemisphere
has more than offset the loss of the Cuban
market and the general decline in Latin
American purchases of U.S. goods. During
1963, exports to Latin America declined
further until late in the year when improve-
ment in the balance of payments of some
of these nations helped to check the down-
trend.

Agricultural exports benefited during the
second half of the year from increased de-
mand for foodstuffs in Europe, where poor
weather reduced local supplies of wheat, and
also in Japan. A good crop of U.S. export
tobacco and changes in procedures for sell-
ing raw cotton from Government holdings
also contributed to the rise.

In the second half of 1963 exports of all
agricultural products reached a seasonally
adjusted annual rate of just under $6 billion.
This was 11 per cent above the rate in the
first half of 1963 and 16 per cent above the
total for 1962.

Exports of capital equipment also rose
strongly during the second half of 1963.
Sales of machinery had turned up sharply in
the second quarter and for the rest of the
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year grew at an annual rate of about 8 per
cent, the same rate as in the 1958-62 period.
Exports of commercial motor vehicles and
of automotive parts for assembly abroad
showed a substantial rise.

The increasing tempo of industrial activ-
ity abroad accounted in large part for the
steady rise in U.S. exports of industrial ma-
terials during 1963, even after allowance

EXPORT GAIN broadly
based in 1963

FOODS

NONFOOD CONSUMER GOODS

NOTE.—Dept. of Commerce data by end-use categories, sea-
sonally adjusted by Federal Reserve. Latest figure, fourth
quarter.

for the usual seasonal strengthening toward
the end of the year. But total exports of these
materials at the year-end were not much
above the levels achieved in early 1960.
Since then exports of chemicals have risen
markedly, but exports of steel are still below
their early-1960 levels.

Exports of other types of goods also rose
during 1963. Sales of consumer goods, while
still a very small part of total exports, were
8 per cent larger in the fourth quarter of
1963 than a year earlier, compared with av-

erage annual increases of only 1 per cent
since the mid-1950's.

In the aggregate, increased financing by
Government economic aid programs was not
a major factor in the 1963 rise in U.S. ex-
ports, apart from the bulge in the second
quarter. The gross outflow of Government
grants and capital rose by $0.2 billion from
the first quarter to the fourth, in terms of
seasonally adjusted annual rates, and Gov-
ernment payments directly financing U.S.
exports rose by $0.3 billion.

Imports. Business expansion in the United
States has often tended to raise the ratio of
merchandise imports to gross national prod-
uct. This happened in the first half of 1963.
The sharp increase in this ratio at that time
was similar to the increases in 1958-59 and
in mid-1961. Since July, however, imports
have been relatively stable despite the con-
tinuing increase in GNP, and the ratio to
GNP has again dropped well below 3 per
cent, as the following chart shows.

The stability in total imports since July
reflects in large measure the absence of
urgent demands for industrial materials. The
relative stability in demand for such mate-
rials may be seen from the Federal Reserve
production index for these materials. Dur-
ing the period from January 1963 to July
this index rose by 8 per cent, partly in
response to the threat of a steel industry
strike, but was no higher in February 1964
than in July. Imports of crude and semiman-
ufactured industrial materials, other than
fuels, were virtually unchanged from July
through the early months of 1964.

Increases in imports during 1963 were
concentrated in consumer goods, particu-
larly automobiles, and in capital equipment
and some types of steel. Automobile imports
were 15 per cent greater in value in 1963
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NOTE.—Imports, 3-month centered moving averages, weighted
1-2-1, of Dept. of Commerce data (excluding uranium), sea-
sonally adjusted by Federal Reserve. Latest figure, Dec. aver-
age. GNP, Dept. of Commerce quarterly data, seasonally
adjusted. Percentages were chosen to indicate the range within
which imports in the last several years have usually fallen.
Latest figure, fourth quarter.

than in 1962, but there was little change in
the ratio of sales of foreign to domestic cars
and no sign of a large build-up of foreign-car
inventories at dealers during the year. A rise
in food imports reflected mainly the increase
in the price of imported sugar.

PRIVATE CAPITAL MOVEMENTS

The substantial reduction in the net out-
flow of U.S. private capital in the second
half of 1963 was accompanied by a marked
shift in composition. The outflow on direct
investment account was slightly lower, and
that on security transactions much lower. In
addition, there was a reflux of liquid short-
term funds from abroad. On the other hand,
the outflow of bank credit rose markedly.

The flow of foreign capital into long-term
investments in the United States amounted
to nearly $200 million. This was about as
large as in the first half of the year when

the British Treasury was purchasing U.S.
stocks to replenish and diversify its share
holdings, after it had shifted part of its hold-
ings to private ownership abroad.

Transactions in foreign securities. The net
outflow on security transactions fell sharply
after the President's proposal that Congress
enact a temporary interest-equalization tax
on purchases of foreign securities from for-
eigners. This proposal provides for a one-
time tax on U.S. purchases of foreign secu-
rities at rates ranging up to 15 per cent of
the purchase price of bonds, depending on
their maturity, and at a flat rate of 15 per
cent on stocks.

The tax is designed to raise the effective
interest cost to foreigners on bonds sold to
U.S. investors by about 1 percentage point
per annum. For new issues the tax would be
effective as of July 19, 1963. New issues of
less developed countries would be exempted.
In addition, a special exception was pro-
posed for new Canadian bond issues in the
mutually agreed expectation that policies of
the Canadian authorities would result in a
substantial reduction in Canadian borrow-
ing in this country.

The outflow on new foreign issues de-
clined from an annual rate of $2 billion in
the first half of 1963 to just over $0.6 billion
in the second half, a rate more in line with
that of previous years. The reduction re-
flected a drop in Canadian borrowing from
extraordinarily high levels and a curtailment
of borrowing by other industrial countries.
Some industrial countries that formerly bor-
rowed in the U.S. capital market have re-
cently turned to European markets. Most of
the outflow in the second half of the year
was on issues arranged prior to the tax pro-
posal and on issues of borrowers in Canada
and other borrowers that would be ex-
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empted. Pending enactment of the tax, un-
certainties regarding its final form continue
to influence potential borrowers, under-
writers, and investors.

Since last autumn the volume of external
bond issues offered in Europe for U.S.
dollars or for other currencies has been
running well above totals for earlier years.
Coupon rates on the dollar issues offered in
Europe, and on most foreign-currency issues
except those offered in Swiss francs, have
been slightly above those on issues of the
same borrowers offered in the U.S. market
in 1962 or early 1963. Apart from prospec-
tive costs associated with the interest-equal-
ization tax, the total costs of borrowing on
many of these issues also appear to be
slightly higher than in the United States.

By increasing the incentives for borrowers
to look to other capital markets for funds,
the proposed tax is contributing to the faster
development of those markets as alternatives
to the U.S. market. In this way the tax, al-
though temporary in nature, may help the
U.S. balance of payments in the long run
as well as over the next 2 years.

The proposed interest-equalization tax
contributed also to a shift during 1963 in the

balance on transactions in foreign stocks. As
the chart shows, gross U.S. purchases of
foreign stocks usually exceeded gross sales
until last summer, and U.S. investors added
to their holdings each year. After mid-
August, when U.S. purchases of outstand-
ing foreign securities had become potentially
liable to the tax, such purchases fell sharply
to the lowest level in recent years. Since
there was little change in gross U.S. sales
of foreign stocks, which reflect at least in
part the normal turnover of portfolios, U.S.
holdings were reduced by about $100 mil-
lion in the fourth quarter.

Bank credit. The net outflow of bank
credit in the second half of 1963 reached
a half-year record of $0.8 billion, and it has
continued at very high levels in early 1964.
Acceptance credits and short-term bank
loans accounted for about half of this out-
flow. But more striking was the sharp growth
in long-term bank loans that began last
spring; early this year the outflow receded
from the peak fourth-quarter rate.

The net outflow on such loans to foreign-
ers rose from $150 million in the first half
of 1963 to more than $400 million in the

PURCHASES of foroigi slocks decline after tax proposal

NOTE.—Quarterly totals, reported by banks, brokers, and dealers in the United States.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

April 1964



U.S. TRADE AND PAYMENTS IN 1963 431

second. In earlier years the annual outflow
had not exceeded $200 million.

Nearly all last year's outflow represented
credits to European countries and Japan.
These credits were made for a wide range
of borrowers. Most were made to private
companies. The rapid expansion of long-
term lending in the second half appears to
have resulted primarily from an increase in
the scale of lending by U.S. banks rather
than from any marked shift in the type of
loan or borrower.

Short-term bank credits to foreigners, as
in earlier years, represented mainly credits
to Japan and the less developed countries.
These outflows fluctuate substantially from
year to year, for the most part with varia-
tions in credit demands abroad.

Japan drew heavily on acceptance credits
from U.S. banks in 1963, as it* had during
its previous period of rapid expansion in
production and imports in 1960 and 1961.
As at that time, the growth in these credits
reflected large increases both in acceptances
based on U.S. exports and in those based on
goods stored in or shipped between foreign
countries.

The outflow of short-term credits to less
developed countries continued at a moder-
ate pace. This outflow has shown much less
variation than that to Japan. The reason is
that no single country or small group of
countries borrows so heavily as Japan, and
repayments by some borrowers each year
partly offset new credits to others.

There was some outflow of short-term
bank credit to Europe in 1963, mainly
through loans to foreign commercial banks,
including overseas branches of U.S. banks.
European banks use these credits from U.S.
banks to provide both dollar and foreign-
currency financing for their customers, but

credits from the United States represent only
a very small portion of the total funds avail-
able to the European banks.

Liquid funds. The reflux of more than
$250 million of short-term liquid invest-
ments in the second half represented a re-
turn of funds previously placed in U.S.-
dollar time deposits in foreign banks. In
recent years these deposits have accounted
for roughly half of the outstanding volume
of recorded U.S. short-term investments
abroad.

The rise in market rates of interest after
mid-1963 and the rise in interest rates on
negotiable time certificates of deposit nar-
rowed the advantage favoring placement of
funds in dollar deposits abroad and contrib-
uted to the repatriation of funds late in the
year. Investor interest in such placements of
funds may also have been adversely affected
by the bankruptcy of several businesses,
both here and abroad, that had borrowed
dollars from banks outside the United States.

Net movements into or out of foreign-
currency assets were not large during 1963.
Following the July increase in the discount
rate here, the Bank of Canada also increased
its discount rate by Vi percentage point.
This restored much the same relationship
between money market rates in the two
countries as had existed since May, when
the Bank of Canada's rate had been reduced.

The February 1964 increase in the Bank
of England's discount rate from 4 to 5 per
cent was accompanied by a smaller rise in
the British bill rate and a widening of the
discount on the forward pound sterling.
On balance, these changes substantially
eliminated the previous covered yield ad-
vantage of U.S. Treasury bills compared
with British bills and increased slightly the
net return available on other British money
market paper.
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