
U.S. Balance of Payments 
Developments in U.S. transactions with the rest of the world in 1970 
illustrated the tenacity and complexity of problems involved in 
achieving a satisfactory over-all balance of payments position. There 
was indeed some strengthening of the merchandise trade surplus and 
of net receipts on international investments, but the cyclical situation, 
both here and abroad, that led to such gains also resulted in adverse 
shifts in capital flows. Meanwhile, other elements in the U.S. interna-
tional accounts—notably military expenditures and U.S. Government 
aid and private transfers to foreign countries—which are not so re-
sponsive to business conditions here and abroad, continued to cause 
a large outflow of dollars. 

MERCHANDISE T R A D E 

Events in 1970 underline the extent to which the traditional U.S. 
trade surplus had weakened during the period of excess domestic de-
mand in the latter half of the 1960's and also show the sensitivity of 
trade flows to economic conditions in other industrial countries. 
Studies of the effects on U.S. trade of the demand inflation of the 
late 1960's, which followed an extended period of relative price sta-
bility, suggest that a large part—perhaps most—of the deterioration 
in the trade balance from its 1964 peak was associated with strong 
and sustained upward pressures on prices and wages in U.S. markets. 
The adverse effects of such developments in the international compet-
itive position of U.S. industry can be overcome only with the passage 
of time. 

In 1970 the U.S. trade balance with other countries responded 
well through midyear to the slowing of domestic demand and to the 
strong growth of demand in most other industrial countries. For 
most of the year policy in most countries was directed toward reduc-
ing inflationary pressures, and only as the year ended—with produc-
tion in many industrialized countries flattening out—was attention 
abroad shifting to the problem of averting a general slowdown in 
economic growth. This course of events was reflected in the U.S. 
trade performance—leading to some erosion of the gains made in the 
first half of the year as foreign demands weakened. 
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16. INDUSTRIAL PRODUCTION 

Seasonal ly ad justed O E C D quar te r l y data. 

U.S. exports in 1970 benefited from record shipments of agricul-
tural products and a spurt in exports of large jet aircraft. The major 
support for foreign sales, however, was the demand in industrial 
countries for machinery and industrial materials. Even so, as the 
year progressed, and some slack developed in supply capabilities 
abroad, demand for these products decreased. New orders for ma-
chinery tended to level off, and easier supply conditions for steel 
abroad not only reduced U.S. exports but also supported a renewed 
surge of shipments from Europe and Japan to the United States. 

The level of U.S. imports tended upward during the year, but it 
appears that perhaps three-quarters of the rise was accounted for by 
higher prices of imports. In the last quarter of the year, even though 
there was a decline in real economic activity, imports rose somewhat, 
reflecting especially strong demand for foreign steel, automobiles, 
and petroleum. 

These trends indicate the difficulty of restoring a reasonable trade 
balance after a long period of domestic inflation, especially when 
growth rates and domestic demands in countries abroad are slowing. 
There were, however, some favorable indications in 1970 for the fu-
ture of the trade balance. Import prices rose more rapidly than U.S. 
export prices, and while this factor may reduce the trade surplus in 
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current-dollar terms over the short run, over the longer run it may 
benefit the trade position as the relative advantage of foreign goods 
is diminished. With improved economic performance in the United 
States and resumption of stronger economic growth rates abroad, the 
U.S. trade balance should make further gains over time. 

C A P I T A L FLOWS 
Flows of capital between the United States and foreign countries also 
respond to the cyclical situation. Indeed, the response may be so 
large and rapid as to overmatch changes in the current account. This 
is increasingly true of the immense stock of mobile funds that re-
spond quickly to changes in interest rate levels in the important 
monetary centers, utilizing the convenient mechanism of the Euro-
dollar market. Such flows of funds complicate the management of 
monetary policy and result in sudden, large shifts of international re-
serves (largely dollar holdings) among central banks. 

In 1970 the need for the United States to pursue a relatively ex-
pansionary monetary policy, while other countries did not move in 
that direction until the closing months of the year, led to a return 
flow to foreign commercial banks of some $6 billion of funds bor-
rowed earlier by U.S. banks. This flow helped to restore needed re-
serves to some countries—notably the United Kingdom and France 
—and added to the reserve gains of other countries with continued 
strong basic positions—notably Germany. 

These flows of liquid funds were not inspired—as were those of 
other recent years—by financial crises and currency speculation, but 
rather by market considerations. Under present-day conditions, when 
investors and borrowers are free to seek the most advantageous mar-
ket, such flows respond readily to changing interest differentials 
among countries. These flows tend to be reversible as interest rate 
relationships change, and they do not have the same significance for 
the balance of payments as more deep-seated shifts in other transac-
tions affecting reserves. A large part of the Euro-dollar reflows in 
1970 represented a readjustment of the U.S. domestic banking sys-
tem to its renewed regulatory and economic ability to compete for 
funds in domestic money markets. As noted earlier, the Federal Re-
serve took steps to moderate the rate at which U.S. banks were re-
paying their borrowings, in order to help offset the unsettling effect 
that might occur if large reflows continued over a short period. 
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Longer-term capital flows are also highly responsive to variations 
in economic activity here and abroad, and also to corresponding var-
iations in the cost of funds. The outflow of U.S. funds in response to 
such variations remains inhibited by Government restraints, which 
have been retained in 1971 because of the persistence of large defi-
cits in the U.S. balance of payments. U.S. industrial firms have indi-
cated that they plan to carry out major programs to expand their 
foreign productive facilities in 1971. With domestic demand for 
loans relatively weak, it is to be expected that U.S. banks would 
wish to enlarge their foreign credits if there were no guidelines con-
cerning foreign credit restraint. Though there was some increase in 
the outflow of capital for these purposes in 1970, it was probably 
much less than would have occurred without the restraint programs. 
In the case of U.S. purchases of foreign securities, the outflows were 
smaller than in other recent years, in part because of the restraints 
but also because Canadian borrowers made more use of their own 
capital markets. 

The principal change in flows of foreign capital in response to 
changes in the economic situation—apart from flows of liquid funds 
—was in transactions in U.S. equity securities. Foreign investors 
shifted from net sales of $0.2 billion in the first half to net purchases 
of $0.8 billion in the second half, once the U.S. equity market began 
to show basic strength again. 

Taking U.S. and foreign private long-term investments together, 
there appears to have been a net increase in outflows of some $1.5 
billion from 1969 to 1970. Of course, the adverse shift in flows of 
short-term funds was much greater. Looking ahead, it seems likely 
that the outflow of U.S. private capital will continue to be large in 
1971, though the amount will be limited by the restraint programs. 
However, with recovery in the U.S. economy, some increase in the 
inflow of funds for investment in corporate securities would be ex-
pected. Also, there is much less scope for return flows of borrowed 
private foreign short-term funds, after the attrition of 1970. 

O V E R - A L L B A L A N C E 

The net result of divergent changes in the U.S. trade and capital ac-
counts in 1970 was a moderate improvement in the liquidity balance 
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—apart from special transactions and the initial allocation of SDR's. 
Over the years there has been a tendency for the current and capital 
accounts of the U.S. balance of payments to move in opposite direc-
tions, as the cyclical conditions favoring improvement in the current 
account have, at the same time, tended to encourage net capital out-
flows. Given the large dollar outflows that are not related to eco-
nomic conditions, large liquidity deficits tend to persist. From an-
other point of view, the desire of foreign governments and private 
holders of assets to add to their liquid reserves, with the dollar a 
principal vehicle for doing so, is a factor in the continuation of U.S. 
balance of payments deficits. 

17. US. BALANCE OF PAYMENTS 
SEASONALLY AOJUSTED ANNUAL RATES SEASONALLY ADJUSTED A N N U A L RATES 

BILLIONS OF DOLLARS B I L L I O N S OF DOLLARS 

1 Exc ludes special t ransact ions w i t h fo re ign governments and the S D R a l loca t ion . 
- Excludes S D R al locat ion. 

The U.S. balance of payments reflects a great diversity of eco-
nomic and political decisions here and abroad—a diversity that is 
unique because of the pivotal role of the dollar in the world's mone-
tary system. The large flow of dollars into foreign official accounts in 
1970 was accommodated with relative smoothness, though not with-
out concern that the continuation of such flows would disrupt the 
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progress being made toward an improved monetary system. Contrib-
uting to generally calm foreign exchange markets in 1970 were the 
exchange rate adjustments accomplished in 1969, increased consulta-
tion and cooperation among national authorities, and the introduc-
tion of SDR's. • 
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U.S. Balance of Payments 
During 1971 it became evident that the balances of both current and 
capital transactions between the United States and the rest of the 
world had worsened to such an extent that conventional changes in 
monetary or fiscal policies here or abroad could not be expected to 
reverse the trend. In fact, the cyclical situation was adverse for the 
balance of payments because demand in the United States was 
strengthening whereas in most major foreign countries—where re-
source utilization was still relatively high—the pace of economic 
advance was slowing. 

The international monetary scene in the first half of the year was 
dominated by huge flows of funds to Germany, as that country con-
tinued to pursue a relatively tight monetary policy, while the revalua-
tion of the mark in 1969 did not appear to have diminished Ger-
many's strong trade surplus. By Apr i l these flows reflected market 
expectations that the mark would be revalued, and on May 10 the 
German authorities allowed the mark to float; at the same time the 

14. U.S. BALANCE OF PAYMENTS 
SEASONALLY ADJUSTED ANNUAL RATES 

BILLIONS OF DOLLARS 
I 60 

SEASONALLY AOJUSTED A N N U A L RATES 
B I L L I O N S OF DOLLARS 

Excludes S D R al locat ions. 
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Netherlands guilder was allowed to float and Switzerland and Austria 
revalued their currencies. 

For a brief period thereafter there was a partial reversal of specu-
lative flows and some relaxation of tensions in international markets, 
but as evidence of the deepening troubles of the U.S. balance of pay-
ments mounted, another and much more massive flow of funds got 
under way. Demands for the currencies of most other industrial 
countries built up, and foreign official reserve accruals accelerated. 
By the end of July U.S. liabilities to foreign official accounts stood at 
$37 billion, compared with $24 billion at the end of 1970; mean-
while, U.S. reserve assets had fallen from $14.5 billion to $13.3 bil-
lion. In the first 2 weeks of August reserve liabilities grew by about 
$4.5 billion, while reserve assets were reduced by $1.2 billion. Re-
ductions in reserves occurred mainly in connection with repayments 
by other countries to the International Monetary Fund. Moreover, the 
United States made large drawings on swap lines with some countries 
that were accumulating large holdings of liquid dollar assets. 

MEASURES OF AUGUST 15 

The external measures announced on August 15 as part of the new 
economic program represented an effort by the United States to exer-
cise an initiative to restore, via a change in the exchange rate for the 
dollar, the country's competitive position in world trade, to obtain an 
easing of restrictive trading arrangements, and to arrange for a more 
equitable sharing of mutual defense expenditures. As a first step to 
effect these changes, the U.S. Government suspended the convertibil-
ity of dollars held in foreign official reserves into gold and other re-
serve assets. Other actions taken—imposition of a temporary 10 per 
cent surcharge on dutiable imports and the limitation of tax relief for 
capital expenditures to domestically produced capital goods—were 
intended to emphasize the seriousness with which the U.S. Govern-
ment viewed the need for exchange rate adjustments. These measures 
were eliminated once agreement on such adjustments was reached in 
the meetings held in Washington on December 17 and 18. 

In the period between August 15 and the weekend of December 
17 and 18 the currencies of other industrial countries were allowed 
to float above their previous parities. In most cases, however, the ex-
tent of the appreciations of these currencies was limited by official 
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intervention in the market or by various measures intended to l imit 
inflows of speculative and interest-sensitive funds. In that period the 
outflow of funds from the United States (reflecting not only flows of 
liquid funds but also leads and lags in payments of all kinds) was 
again very great, and liabilities to foreign official accounts rose by al-
most $12 billion. Japan was the principal recipient, as that country 
was reluctant to accept at an early stage the major revaluation that 
was generally expected. 

As negotiations toward a realignment of exchange rates proceeded, 
the extent of the change in the U.S. balance of payments that was 
required came to be better understood, though it was actively de-
bated. In particular, the U.S. trade balance had clearly tended to de-
teriorate more rapidly in recent years than could be accounted for by 
changes in general demand conditions here and abroad. By 1972 the 
trade balance could be expected to register a deficit substantially 
larger than that already in prospect for 1971. It also seemed clear 
that, in the absence of major adjustments of exchange rates, the bal-
ance on current and long-term capital transactions would be headed 
for a deficit even larger than in 1971, whereas a surplus of some size 
for these transactions would be necessary to produce a satisfactory 
balance on official settlements. 

MERCHANDISE TRADE 

The U.S. trade balance in 1971 dropped to a deficit of nearly $3 bil-
lion compared with a surplus of $2 billion in 1970 (Table 12). The 
trade deficit stemmed from a very weak showing in exports, which 
were only slightly higher in value than in 1970, while imports ad-
vanced sharply—by about 15 per cent. Part of the difference re-
flected a somewhat larger increase in import prices than in export 
prices. 

On the export side, increases in sales of agricultural commodities, 
in sales of automotive vehicles and parts to Canada, and in deliveries 
of commercial aircraft were just about offset by declines in ship-
ments of machinery and industrial materials. The declines in these 
exports were attributable mainly to the easing of demand in foreign 
industrial countries. In volume terms, exports as a whole were 
slightly lower in 1971 than in the previous year. 

The gains in imports in 1971 were broadly based, with all major 
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Table 12: U.S. I N T E R N A T I O N A L TRANSACTIONS 

I n b i l l ions o f dol lars, seasonally adjusted 

1971 
I tem 1970 1971 » 

I I I I I I I V P 

Merchandise trade balance 2.1 - 2 . 9 .3 - 1 . 1 - . 6 - 1 . 5 
Expor ts 42.0 42.8 11.0 10.7 11.5 9.6 
Impor t s 39.9 45.7 10.8 11.8 12.0 11.1 

Services, remittances, pensions, net .1 1.4 .6 .7 .2 - . 1 
U.S. G o v t , grants and credits, net - 3 . 8 - 4 . 2 - 1 . 1 - 1.1 - 1 . 1 - 1 . 0 
Long - t e rm pr ivate capi tal , net - 1 . 5 - 5 . 1 - 1 . 0 - 1 . 8 - 1 . 7 - . 5 

Balance on current account and long-term 
capi ta l - 3 . 0 - 1 0 . 9 - 1 . 3 - 3 . 2 - 3 . 2 - 3 . 2 

N o n l i q u i d shor t - te rm pr ivate capi ta l - . 5 - 2 . 8 - . 4 - . 4 - 1 . 2 - . 9 
Er ro rs and omissions - 1 . 1 - 9 . 3 - 1 . 0 - 2 . 3 - 5 . 1 - . 8 
L i q u i d pr ivate capi ta l - 6 . 0 - 7 . 2 - 3 . 0 .1 - 2 . 8 - 1 . 5 

Of which: L iab i l i t ies to fore ign commerc ia l 
banks - 6 . 5 - 6 . 6 - 3 . 1 - . 1 - 2 . 1 - 1 . 3 

O f f i c i a l settlements balance 1 - 1 0 . 7 - 3 0 . 3 - 5 . 7 - 5 . 9 - 1 2 . 3 - 6 . 4 

p F o u r t h - q u a r t e r da ta are p a r t l y est imated. 
1 Exc ludes S D R a l loca t ions . 
N O T E . — D e p t . o f C o m m e r c e da ta , w i t h some Federa l Reserve est imates. De ta i l s m a y n o t 

add t o to ta l s because o f r o u n d i n g . 

categories of goods—foods, industrial materials, capital equipment, 
automobiles, and other consumer goods—increasing over 1970 lev-
els. The greatest increase was in imports of autos, especially from 
Japan. Despite this increase, sales of imported autos other than those 
from Canada accounted for about the same share of total U.S. sales 
of autos as they had in 1970—about 15 per cent of the number of 
vehicles— but this was a much higher share than the 10 per cent av-
erage for 1967-69. 

A rise in prices of foreign goods accounted for about one-third of 
the increase in the value of imports in 1971, whereas in 1970 nearly 
two-thirds of the increase in imports had stemmed from price in-
creases—as measured by unit values. 

Trade movements in 1971 were greatly affected at times by such 
factors as actual or anticipated domestic strikes (mainly in port op-
erations, steel, aluminum, and coal), anticipation that "voluntary" 
controls would be imposed by foreign governments on their indus-
tries' sales to the United States, and the increasing possibility of 
changes in currency values. Therefore it is difficult to determine how 
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15. INDUSTRIAL PRODUCTION 
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NOTE.—Seasonal ly adjusted quar te r l y data f r o m the O r g a n i z a t i o n f o r E c o n o m i c Coope ra -
t i o n and Deve lopment . D a t a fo r f o u r t h qua r te r o f 1971 p a r t l y es t imated. 

much of the 1971 deterioration in the U.S. trade position resulted 
from these factors rather than from more enduring ones. In addition, 
the deceleration in business activity abroad and the easing of supply 
conditions in Europe and Japan were major causes for the downturn 
in U.S. exports of machinery and industrial materials—and probably 
also for the rise in imports, as foreign producers intensified their sell-
ing efforts in the United States. A t the same time, however, contin-
ued sluggishness in domestic economic activity held imports to levels 
below what they would have been if output and consumption here 
had been more buoyant. 

The steady deterioration in the trade balance of recent years is ex-
pected to be slowed or arrested in 1972 as the recently announced 
changes in exchange rates begin to shift competitive advantages. 
However, it may take 2 or 3 years before rearrangements of produc-
tion and consumption patterns both here and abroad will have 
gone far enough to produce substantial improvement. In the short 
run, the U.S. trade balance is likely to be affected mainly by general 
business conditions, as economic activity in the United States gains 
momentum while foreign economic activity may remain below opti-
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mal levels. Under such conditions, foreign demand for U.S. products 
wil l be blunted, even at relatively favorable prices, while foreign sup-
pliers to the U.S. market may be inclined to accept lower profit 
margins. 

CAPITAL FLOWS 

The net outflow of private capital from the United States—taking 
into account both recorded and unrecorded elements—reached enor-
mous proportions in 1971. For most of the year there were interest 
rate incentives for U.S. investors and banks to add to assets abroad 
or repay foreign borrowings and for foreigners to borrow dollars. 
Outflows spurted at times when the market became convinced that 
appreciations of foreign currencies were imminent. Larger-than-usual 
outflows, or smaller inflows, of private capital were recorded in all 
major categories. 

Recorded outflows of U.S. private capital reached about $10 bil-
lion—some $3 billion larger than in 1970 and more than double the 
average of the 1960's. Outflows for direct investment rose, reflecting 
both a further increase in outlays for foreign production facilities and 
an extension until the end of February 1972 of the requirement to 
meet the ceilings for 1971 under the direct investment controls. Net 
additions to foreign assets reported by U.S. banks rose sharply to 
about $3 billion, as relatively higher interest rates abroad focused 
demands for funds on the U.S. market. The exemption of export 
credits from the voluntary ceilings toward the end of the year may 
also have led to increased foreign lending. Foreign claims reported 
by U.S. nonbank institutions also rose, but it is believed that many of 
the transactions affecting the foreign assets of U.S. corporations and 
of other investors other than banks were of types that are not cap-
tured by the statistical reporting system, and are therefore reflected 
in the residual "errors and omissions" in the balance of payments ac-
counts. 

The recorded inflow of foreign private capital (apart from liquid 
assets in U.S. banks) dropped sharply from $5 billion in 1970 to 
only about $2 billion in 1971. Foreign investors had placed substan-
tial amounts in U.S. direct investments and corporate stocks in 1970, 
but under the pressures of exchange rate uncertainties and a weak 
U.S. economic performance in 1971, such inflows ceased, and at 
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times there were sizable net outflows. Borrowing abroad by U.S. cor-
porations to finance overseas direct investment or for other purposes 
also diminished in 1971. 

U.S. banks further reduced their borrowings from the Euro-dollar 
market in 1971, as the increase in the cost of funds in that market 
relative to costs in the United States outweighed the advantages of 
retaining the reserve-free Euro-dollar borrowing bases established by 
the Federal Reserve with a view to moderating the liquidation of 
such borrowing. By the end of the year borrowings of U.S. banks 
from their foreign branches as registered in the U.S. balance of pay-
ments accounts had dropped to $1.3 billion, a reduction of $5.0 bil-
lion for the year and $14.1 billion from the peak in October 1969. 
U.S. Government securities that had been offered to the branches at 
attractive rates earlier in the year in order to slow the pace of the 
withdrawal of funds borrowed abroad were allowed to run off after 
mid-August. 

In addition to tHe net recorded outflow of U.S. and foreign private 
capital in 1971—which aggregated about $15 billion—the unre-
corded payments element in the U.S. international accounts rose to 
more than $9 billion. The combined total of $24 billion was about 
$15 billion greater than the comparable figure for 1970. Such unre-
corded net outflows reached their peak in the period of hectic specu-
lation preceding the August 15 measures taken by the United States. 

YEAR-END PERSPECTIVE 

As 1972 began, the events of 1971 clearly had set in motion strong 
forces tending to restore equilibrium in the U.S. balance of pay-
ments. The exchange rate realignments achieved in December were 
substantial, and they could be expected over time to move the trade 
balance into a surplus position more in accord with the normal role 
of the United States as a supplier of real resources to less wealthy 
countries. Moreover, such a realignment of rates should also have fa-
vorable effects on capital transactions—reducing the incentives for 
outflows of U.S. capital and restoring the basis for resumption of siz-
able inflows of foreign investment capital to the United States. In ad-
dition, impetus has been given to work on remodeling the structure 
of the international monetary system—especially regarding the man-
agement of international reserves and the process for adjusting ex-
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change rates—so that the system wil l be less crisis-prone and more 
capable of making the timely adjustments required to avoid persist-
ent deficit or surplus positions among countries. 

There can be little doubt that the process of strengthening the 
U.S. trade and payments balances wil l take considerable time. I t wil l 
probably be a year or more before there are clear signs that the nec-
essary adjustments in basic transactions are taking place. Such ad-
justments are slow to develop even under the best of conditions, and 
in 1972 they wil l probably be further delayed by a faster growth of 
demand for goods and services in the United States than elsewhere. 
Consequently, there should be no cause for undue concern if the 
U.S. deficits are not quickly reversed. On the other hand, restoration 
of a secure equilibrium wil l require the pursuit of active policies both 
here and abroad to foster noninflationary economic growth and to 
accommodate the necessary redistribution of trading surpluses and 
deficits. • 
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U.S. Balance of Payments 

Attention was focused in 1972 on the lack of progress toward equilib-
rium in the U.S. balance of payments after the realignments of ex-
change rates agreed to at the Smithsonian meeting in December 1971. 
The year was relatively free of hectic speculative activity, but pres-
sure on the pound sterling at midyear led to the temporary abandon-
ment of a fixed rate for that currency and a renewal of speculative 
flows into some other European currencies. Also, a large and per-
sistent flow of funds to Japan, coupled with an undiminished Japanese 
trade surplus, enormously swelled that country's international re-
serves. Though there were large inflows of foreign capital to purchase 
U.S. securities, and some sizable inflows of liquid funds at times, for 
the year as a whole there was no significant repatriation to the United 
States of the capital that had moved to other currencies in 1971. 

The failure of such a return flow to materialize reflected in part 
the relatively higher levels of interest rates abroad, especially in the 
early months of the year, and in part the continuing uncertainty about 
the eventual effects upon U.S. exports and imports of the exchange-
rate changes of 1971. After early 1972, exchange rates against the 
dollar of the currencies of most industrial countries remained above 
their central rates or parities, and many countries adopted controls 
or various types of special reserve requirements or other barriers to 
protect them from large inflows of foreign capital. 

Soon after the end of 1972 exchange markets became increasingly 
unsettled, as the extent and persistence of the large U.S. deficit and 
the counterpart surpluses of some other countries were more clearly 
perceived. Speculation against the dollar in favor of other currencies, 
primarily the German mark and the Japanese yen, rose dramatically 
in late January and early February of 1973. In the light of these 
conditions, and because of the need to achicve a speedier adjustment 
of the underlying imbalance in U.S. international transactions, the 
President announced on February 12 that he would request Congress 
to authorize a devaluation of the dollar by 10 per cent. This step was 
taken in consultation with other countries and in the expectation that 
its effects on the exchange rates for the dollar in terms of the cur-
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20. INDUSTRIAL PRODUCTION 
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rencies of other industrial countries would in general not be neu-
tralized by other par-value changes. The Japanese yen was allowed 
to float, and it quickly appreciated by about 16 per cent relative to 
the U.S. dollar. 

In the course of 1972 economic activity rose in most industrial 
countries but lagged somewhat behind the upswing in the U.S. 
economy. In a number of European countries price inflation was 
accelerating early in the cyclical advance. Monetary restraint was 
commonly adopted as a countermeasure, and several countries moved 
to offset interest-induced inflows of funds through special controls 
or reserve requirements. In the United States also, short-term interest 
rates were rising, as demand in most sectors of the private economy 
strengthened rapidly. 

A large over-all deficit was registered in the U.S. balance of pay-
ments in 1972, but it was not swollen by an enormous net outflow 
of capital as had happened the year before. In terms of official settle-
ments, the deficit for the year was $10.8 billion (apart from SDR 
allocations) compared with more than $30 billion in 1971. The bal-
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ance on current account and long-term capital (the so-called basic 
balance) probably registered a deficit somewhat greater than the $9.3 
billion deficit of 1971. There were divergent swings in the current-
account and capital-account components of the basic balance: The 
balance on goods and services worsened by about $5 billion in 1972, 
to a deficit of about $4.5 billion, while net long-term capital flows 
probably improved by a somewhat smaller amount. 

21. U.S. BALANCE OF PAYMENTS 
SEASONALLY ADJUSTED ANNUAL RATES SEASONALLY ADJUSTED ANNUAL RATES 

BILLIONS OF DOLLARS BILLIONS OF DOLLARS 

M E R C H A N D I S E I M P O R T S 

B A L A N C E O N 
C U R R E N T A C C O U N T A N D 
L O N G - T E R M C A P I T A L 

M A J O R C O M P O N E N T S -
O F F I C I A L S E T T L E M E N T S 
B A L A N C E 

O V E R - A L L B A L A N C E S 

m e r c h a n d i s e 
e x p o r t s 

o f f i c i a l s e t t l e m e n t s 
b a l a n c e 1 

a l l o t h e r 

1 Excludes S D R al locat ions. 

G O O D S A N D S E R V I C E S 

A number of factors combined to push the U.S. trade balance to a 
deficit of $6.8 billion in 1972—about $4 billion larger than the one 
in 1971. The major influence was the rapid rise of economic activity 
here in advance of similar developments abroad. In addition, prices 
of U.S. imports rose sharply, responding to both the devaluation and 
the general increase in world prices, while export prices in terms of 
dollars increased much less. These changcs in relative prices were 
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only just beginning in 1972 to yield the reallocations of production 
and consumption patterns necessary to halt the worsening trend in 
the U.S. trade balance that had been developing since 1965. 

The strongest feature of U.S. export performance in 1972 was the 
rise in shipments of agricultural products—from $7.8 billion in 1971 
to a total of $9.5 billion. By the last quarter of 1972 such shipments 
were at an annual rate of $11 billion, reflecting the shortage of these 
commodities in Russia and other countries and a very rapid rise in 
their prices. Sales of agricultural products in 1973 are expected to 
continue at a very high rate. Exports of machinery and industrial 
supplies, supported by the build-up in economic activity abroad, were 
rising during the year. 

While the value of exports rose by 14 per cent from 1971 to 1972, 
the value of imports rose by 22 per cent. Prices (as measured by unit 
values) rose 3 per cent for exports and 7 per cent for imports. In 
real terms, imports rose by about 14 per cent, about double the rise 
in real GNP, a typical reaction of imports to a sharp step-up in de-
mand. Increases in imports were registered in all major commodity 
groups; a particularly significant feature was the acceleration of petro-
leum imports from $3% billion in 1971 to $4% billion in 1972. 

During 1973 the trade balance should begin to benefit measurably 
from the devaluation of 1971; the net effects of the further realign-
ment of exchange rates early in 1973 will probably not be large until 
the following year. Other strong influences will also be operating. 
Most important will be the evolution of demand pressures and of 
relative costs and prices in the United States and in other industrial 
countries. This factor will be helpful if this country can continue to 
moderate inflationary pressures, and if other countries move steadily 
toward reasonably full utilization of their productive capacity. The 
United States wil l also need to compete more effectively for the trade 
of nonindustrial countries, many of which will be able to increase 
their imports in 1973 on the strength of their reserve gains in recent 
years and of a continuing rise in demand for their exports. 

There was some reduction in the surplus in the nontrade elements 
of the U.S. current account in 1972. Part of this resulted from smaller 
net receipts of investment income, as interest payments to foreigners 
—mainly interest paid to foreign official holders of claims against the 
United States—rose faster than receipts from U.S. direct investments 
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abroad. There was also an increase in net U.S. military expenditures 
as military sales fell off. 

CAPITAL FLOWS 

In 1972 the net outflow of long-term private capital from the United 
States was probably less than $1 bill ion—a striking shift from the 
recorded net outflow of more than $4 billion in 1971. One change 
between the two years was in direct-investment outflows, which ap-
parently declined from their record high in 1971. A striking feature 
of developments in 1972 was the upsurge in foreign purchases of U.S. 
corporate securities. For the year as a whole such purchases totaled 
some $4.5 billion, including $2.4 billion of corporate stocks purchased 
in U.S. markets, of which $1 billion came in the fourth quarter, and 
$2 billion of debt issues offered by U.S. corporations in foreign mar-
kets, mainly to finance direct investments abroad. 

Net outflows of U.S. Government grants and credits were some-
what less in 1972 than in 1971, but they were rising at the year-end 
and they wil l probably be considerably larger in 1973. 

Table 11: U.S. BALANCE OF PAYMENTS 
I n b i l l i ons o f dol lars, seasonally adjusted 

I tem 1971 1972 c 
1972 

I tem 1971 1972 c 

I I I I I I I V « 

Merchand ise t rade balance - 2 7 - 6 8 - 1 7 - 1 .9 - 1 6 - 1 6 
Expor t s 42 8 48 8 1 1 8 11 .4 12 3 13 3 
I m p o r t s 45 5 55 7 13 5 13 .4 13 9 14 9 

Services, remit tances, pensions, net 1 9 8 1 _ . 0 3 3 
U.S. G o v t , grants and credi t , net - 4 4 - 3 6 — 9 .6 — 8 - 1 2 
L o n g - t e r m pr iva te capital, net - 4 0 - 6 - 1 0 .8 - 1 - 1 

Balance on current account and long-
te rm cap i ta l - 9 3 - 1 0 2 - 3 6 1 .8 - 2 2 - 2 6 

N o n l i q u i d shor t - te rm pr ivate cap i ta l , net . . - 2 4 - 1 5 5 .6 5 - 1 0 
Er ro rs and omissions - 1 1 () - 2 8 8 - 1 . 1 - 1 9 _ 6 
L i q u i d pr iva te capi ta l , net — 7 8 3 7 - 1 1 .4 - 2 2 6 

Of which: L iab i l i t ies to fo re ign 
commerc ia l banks - 6 9 3 9 5 1 .0 3 2 1 

Of f i c ia l sett lement balance (exc lud ing 
S D R al locat ions) - 3 0 5 - 10 8 - 3 4 - 1 .0 - 4 8 - 1 6 

F o u r t h - q u a r t e r da ta p a r t l y es t imated . 
N O T E . — D e p t . o f C o m m e r c e da ta w i t h some F . R . es t imates . D e t a i l s m a y no t a d d to t o t a l s 

because o f r o u n d i n g . 
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Recorded flows of private short-term capital in 1972 were inward, 
on balance, in contrast to a net outflow of more than $10 billion in 
1971. Whereas in 1971 there had been an outflow of nearly $7 billion 
to commerical banks abroad when U.S. banks repaid all but a rela-
tively small part of their borrowings in the Euro-dollar market, in 
1972 there was a sizable inflow as the U.S. agencies and branches of 
foreign banks brought in short-term funds from abroad. (The agen-
cies and branches of foreign banks are not subject to the same re-
serve requirements on their liabilities to foreigners as are banks that 
are members of the Federal Reserve System). 

Large swings in the "errors and omissions" item in the accounts 
provide a crude indicator of flows of funds in response to speculative 
pressures. Apart from such flows this balancing item is usually nega-
tive, and its normal level in recent years has been around $1 billion. 
According to early estimates, the balancing item in 1972 was larger 
than normal, but far smaller than the $11 billion figure for 1971, 
most of which had represented capital outflows through unrecorded 
hedging and through leads and lags in commercial payments. 
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