
For release 1:00 p.m. 
Eastern Standard Time 
February 2, 1968

Remarks of J. L. Robertson
Vice Chairman of the Board of Governors

of the 
Federal Reserve System

before the
National Export Expansion Council

Statler Hilton Hotel, Washington, D. C.
February 2, 1968

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



It is a pleasure for me to have an opportunity to 
meet with this Council and to discuss with you some of the 
difficult problems that are absorbing so much of the time 
and attention of all of us.

Since all of you are frequent visitors to Washing
ton, I am sure that you can appreciate a thought I had as 
I drove here today and observed the tremendous change that 
has taken place in our downtown business district in recent 
years. If we could only expand our exports as rapidly as 
we expand the construction of office buildings in Washing
ton, our balance-of-payments problems would be solved in 
short order.

One of the things that changes here almost as much 
as the skyline is the direction of the one-way streets.
This is one of the things, together with our diagonal ave
nues and circles, that adds to the adventure of driving in 
Washington. Recently a friend of mine was visiting here 
from my home town, Broken Bow, Nebraska, and he found the 
Washington streets a bit too much for him. Worn out with 
the strain of getting into town via the maze of freeways, 
he stopped for a little liquid refreshment. That fortified 
him, but it did not augment his ability to cope with the 
perils ahead as he proceeded through town. He soon found 
himself going the wrong way on one of our one-way streets 
with cars whizzing by him on both sides. A policeman pulled 
alongside and said, "Buddy, where do you think you're going?" 
My friend said, "I don’t know, but I must be awfully late. 
Everyone else is coming back."

As we struggle with our balance-of-payments problem, 
it often seems to me that, although hopefully we are not go
ing the wrong way on a one-way street, we are awfully late. 
Nine long years have passed since the United States last 
enjoyed a surplus in its balance of payments.

I pointed out in a speech some eight years ago, when 
our balance-of-payments problem was still in its infancy, 
that there was a limit to our ability to sustain balance- 
of-payments deficits and that this in turn limited the de
gree to which we could, with impunity, inflate our costs 
and prices. The huge gold reserves that we accumulated 
prior to 1949 and the universal trust that had built up in
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the dollar permitted us to give something less than top 
priority to our balance-of-payments deficit for these many 
years. We hoped that time would bring an automatic solu
tion. We counted on the maintenance of price stability 
here and inflation abroad to right the balance. At one 
point we were confident that stimulation of the U. S. econ
omy would solve the problem by producing more efficient 
utilization of capacity and a greater inflow of investment 
capital from abroad. Subsequently, we looked to "tempo
rary" curtailment of capital outflow through the Interest 
Equalization Tax and then to "temporary" and "voluntary" 
restraint of capital outflows through the Commerce and 
Federal Reserve programs to restrict direct investment 
and bank lending abroad. Now these programs have become 
tighter, less temporary and less voluntary. It sometimes 
appears that we are going down a one-way road that we al
ways said we wanted to avoid.

What we have always professed was that the best way 
to solve the problem was through expansion of exports - 
not through contraction of our imports or the imposition 
of controls over when and where Americans could spend their 
dollars. And I am sure that everyone still believes this 
to be correct. Our exports have not done badly. From 
1958 - the year our serious payments problem began - through 
1966, we increased our exports by 70 per cent. That was 
considerably better than the U. K., which showed a rise of 
only 54 per cent. However, it lagged far behind the in
crease in exports of continental Western Europe of 124 per 
cent, and it was less than a third as great as the increase 
racked up by Japan. What this meant was that we were losing 
ground relative to our industrialized competitors on the 
Continent and in the Far East. This was reflected in the 
fact that our imports from abroad, especially of manufac
tured products, increased a good deal more rapidly than our 
exports, while the Continent and Japan either held the rate 
of growth of their imports below that of exports or kept the 
two growing at about the same rate.

Our problem was compounded by the fact that the dy
namic growth in Europe and Japan combined with the financial 
stability of these countries to make them attractive places 
for Americans to invest. From 1960 through 1966, American
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private investments abroad rose by $37 billion. Since we 
had been working vigorously through the 1950's to devise 
ways to encourage more American capital to flow abroad in 
order to solve the problem of the dollar "shortage", it took 
us several years to realize that we had to shift gears and 
do something to keep our capital outflow down to less em
barrassing proportions. This is an area in which we have 
had a badly delayed reaction.

We can also see some signs of this delayed reaction 
effect in other areas. We have tried to maintain a busi
ness as usual posture in the face of a continuing payments 
deficit. In the face of pretty strong evidence that we were 
trying to live beyond our means, we found it distasteful to 
the point of impossibility to cut back on any of the activi
ties which we had grown accustomed to financing. We kept 
telling ourselves that we were the richest, most powerful 
nation on earth, which was true, but we drew from this the 
false conclusion that our resources were without limit and 
that we did not have to deny ourselves anything our hearts 
desired. We wanted to go to the moon, and we also wanted 
to travel in vast numbers to the far corners of the globe.
We wanted to provide a military shield for Europe and Japan 
while we were virtually single-handedly trying to keep the 
totalitarian forces from sweeping Southeast Asia. We wanted 
to maintain a rapidly expanding rate of consumption at home 
and at the same time underwrite expensive programs to finance 
higher consumption and higher investment for over a billion 
people in Asia, Africa, and Latin America.

I cannot fault our goals and objectives. They have 
been high minded to a degree unprecedented in history. But 
the fact remains that year after year we were doing more than 
we were prepared to pay for out of current income, and con
sequently we were obliged to finance our excess outlays by 
drawing down liquid assets and tunning up short-term debts.
It was inevitable that unless something fortuitous turned 
up, we were eventually going to have to assign priorities 
and decide which of our many desires we could satisfy and 
which we would have to sacrifice in some degree.

Now the President has let us know that the time for 
assigning some of these priorities has come. He renews his
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request for a tax increase to restrain some of our appe
tite for consumption here at home. He suggests the intro
duction of measures that will curtail some of the travel 
to the four corners of the globe, and he has indicated that 
we will also cut back on tourism for mortals beyond this 
sphere. We are asking our affluent allies both in Europe 
and the Far East to contribute more to the cost of their 
own defense. Unfortunately, we have not done an effective 
job of persuading them that their interests, as well as 
ours, are involved in the defense of free Southeast Asia, 
and it seems that we can expect little help from them in 
that area. We have put tighter limits on the amount of 
private American capital that can flow to foreign coun
tries, especially to continental Western Europe.

Perhaps you have already familiarized yourselves 
with all the details of the new restrictions which the 
Federal Reserve Guidelines have placed on the outflow of 
capital from banks and nonbank financial institutions. I 
will give only a brief summary of the major changes made 
in the January 1 revision of our program.

In the program for 1968 which we announced last No
vember, we kept the ceiling on bank loans abroad at 109 per 
cent of the amount outstanding at the end of 1964, for the 
third consecutive year. But we did remove some inequities 
and introduce some flexibility for banks that had relatively 
small bases; we decided to request them to use either the 
109 per cent ceiling or one based on 2 per cent of their 
total assets, whichever was larger. For the banks which 
had small outstandings of foreign credit when the program 
was launched three years ago, this amounted to an addi
tional leeway of about $600 million. Obviously that pro
gram was still a tight one, but since most banks were not 
up to the ceiling, it did provide some room for further ex
pansion of bank lending abroad.

When the last quarter figures began to disclose a 
further deterioration in the balance-of-payments deficit, 
the President decided to announce on January 1 a program 
with even more muscle. The Federal Reserve was asked to 
revise its program, not to restrain an outflow, but rather
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to achieve an inflow of at least $500 million in 1968. To 
accomplish this, we revised the ceiling for banks, lower
ing it to 103 per cent of the amount outstanding at the 
end of 1964. We did not apply this to the banks with rela
tively small bases, but we did take away two-thirds of the 
increase in the base that we had earlier planned to give 
them and requested that even that amount be used only for 
priority credits, e.g.. export credits and loans to less 
developed countries.

In order to ensure that the impact of the reduction 
would fall primarily on the countries of Western Europe, 
which have been running surpluses in their balance of pay
ments, we provided that term loans to those countries should 
not be renewed on maturity (except for export credits) and 
that each bank should reduce its ceiling by the amount of 
the reflow from these maturing loans. Moreover, we re
quested that outstanding short-term loans to the developed 
countries of continental Western Europe be reduced by 40 
per cent during 1968 and that each bank reduce its overall 
ceiling by an amount equal to the reduction in these loans.

In short, the new 1968 program envisages an actual 
reduction in the overall level of bank loans abroad, with 
an especially sharp reduction in loans to Western Europe.
We continue to request that priority be given to export 
credits - a request that has been scrupulously honored in 
the past. We have also tightened up on the program for 
nonbank financial institutions, and we expect that under 
their new guidelines at least $100 million will be brought 
back to the United States in 1968.

I would like to point out that the Federal Reserve 
program remains voluntary, and tell you why. We have been 
highly pleased with the cooperation that banks and other 
financial institutions have given us in carrying out this 
program on a voluntary basis since it was introduced back 
in February 1965. In the three succeeding years, outstand
ing bank loans to foreigners have risen by less than $370 
million. We may not have solved our balance-of-payments 
problem, but our financial institutions, and especially the 
banks, have done everything they were asked to do, and more. 
In addition, such restraint has been exercised with good
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spirit and without the introduction of legal compulsion.
In view of this record, we saw no reason to change the 
voluntary nature of the program, and I am sure that we 
can keep it that way.

I note that one of your outstanding resolutions 
calls for the exemption of export credits from the ceil
ings imposed by the Federal Reserve program. I am sure 
that you were disappointed, as we were, that the develop
ments in our balance of payments during the past year did 
not permit this or any other liberalization. Since money 
for foreign lending is obviously going to be harder to come 
by this year, I expect that we will get even more requests 
than we have in the past for the exemption of this or that 
type of credit. And certainly we will be urged again to 
exempt export credits.

I am sure that you have heard many times why export 
credits cannot be exempted from the program. I grant that 
it might seem logical to make such an exemption, but we 
have thought long and hard about the problem, and we remain 
convinced that such an exemption would open up a loophole 
that would destroy the effectiveness of the entire program. 
Incidentally, let me say that but for our confidence that 
the Board of the Export-Import Bank is as desirous as we 
are to make this program effective, and will conduct it
self accordingly, we would be concerned about the provision 
in the program that provides for an exemption for loans 
guaranteed by or participated in by the Export-Import Bank 
or insured by the Foreign Credit Insurance Association, 
since this opens up a possible loophole which might inter
fere with the achievement of our goal. Our instructions 
were to secure an inflow of $500 million. If enough ex
emptions were given, for any reason, we might find that 
while the banks had observed the guideline ceilings, the 
foreign credits outstanding would not have been reduced by 
the desired amount.

Now it may be argued that this will not matter if 
the loans are offset by exports, but there is no way in 
the world that we can ensure that the loans are made to 
finance exports that would not have been made in the ab
sence of the loan.
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We are quite certain that there is ample credit avail

able under the ceilings to finance our exports. We know of 
no sales of exports being lost for lack of financing, at
tributable to our program. However, we do not believe that 
American lending institutions, including government institu
tions, should extend credit for exports when the credit does 
not appear to be necessary to ensure that the sale will be 
made. There are many products in which we have a competi
tive edge large enough to permit us to ask our foreign cus
tomers to pay cash without fear of losing the sale. We can
not afford to assume the posture of offering easy credit for 
everything we sell regardless of whether or not this is neces
sary to meet competition. In doing so, we could very easily 
find that any increase in exports that might result from such 
unlimited liberality was more than offset by increased capi
tal outflow.

I do not expect to convince you who are so intimately 
concerned with the export expansion problem of the wisdom of 
this approach in the few minutes available to me here, be
cause it took a much longer time to convince myself.

One of the things that we are acutely aware of is that 
nothing we can do to bring about a solution to the payments 
problem is apt to seem equitable or even sensible to those 
who are in some way pinched by the action. Even those of us 
who believe the problem must be solved prefer to have the 
pinch put on somebody else. One would think on the surface 
that the proposed restraint on tourism, while it might not 
seem equitable to those who want to travel, would at least 
be accepted as a measure that might do more good than harm.
But even this is questioned. It is argued that if effective, 
the curtailment of foreign travel could result in a substan
tial reduction in sales of jet aircraft and that this might 
on balance do more harm than good to the balance of payments. 
Certainly the curbs on direct investment have been criticized 
as being injurious to the balance of payments in the long 
run.

Those who look at the overall problem are not denying 
the validity of the arguments of those who see possible dis
advantages in the actions taken. However, we recognize that 
in this process of establishing priorities, some of the
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useful and desirable things that we have grown accustomed 
to financing cannot now be financed quite so generously - 
not if we are to maintain world confidence in the strength 
of the dollar. Readjustments are going to have to be made, 
and some pain will be caused all along the line. We ex
pect to get complaints, and I assure you that we will con
tinue to listen and learn.

And speaking of complaints, I might finish up with 
one little story about the young man from Broken Bow who 
entered the Trappist monastery where the discipline was 
very severe. Each monk was permitted to speak only two 
words a year. At the end of the first year the abbot had 
an interview with the new monk and asked him if everything 
was all right. The monk used his two words and said, "Bed 
hard." The abbot said, "Yes, I suppose it is; we'll try 
a little more straw in the mattress." Another year passed 
and the monk had another interview with the abbot, who asked 
again if all was going well. This time he said, "Food bad." 
The abbot allowed that it might be improved and said he would 
speak to the cook. The third year the abbot asked the monk 
if he had any comments, and he said, "I quit." The abbot 
replied, "Well, I guess it is just as well. You have done 
nothing but complain ever since you came here,"

Now I would be happy to react to any questions or com
ments that you may have, and I hope they are not all com
plaints.
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