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ECONOMIC TRENDS IN THE UNITED STATES AND THE 
OUTLOOK FOR DEVELOPING COUNTRIES 

By 

Andrew F. Brimmer* 

I am f l a t t e r e d by the opportuni ty to address t h i s assembly of 

L i b e r i a n business and p ro f e s s i ona l men and Government o f f i c i a l s . I am 

e spe c i a l l y pleased to see so many Americans i n the audience. Un l i ke 

many American Negroes who have only recen t l y d iscovered the r i c h t r ad i -

t i ons which have bound our countr ies together fo r near ly 150 years, I 

was introduced to L i b e r i a as a smal l c h i l d . I learned of your legacy 

not simply as a s tory of b lack people re turn ing to A f r i c a but as the 

romance of an ep i c journey from s lavery to freedom. So fo r a number 

o f years, I have looked forward to the day when I could v i s i t th i s land. 

I have long been aware of the c lose economic t i e s between our 

count r i es . Today, I would l i k e to r e f l e c t on the l i n k s between the present 

and prospect ive contours of economic trends i n the Uni ted States and other 

i n d u s t r i a l i z e d nat ions and the future course of probable development i n 

L i b e r i a and other developing count r i es . C l ea r l y the p rosper i t y and 

growth of these nat ions depend heav i l y on the susta ined economic growth 

of the advanced countr ies which provide the major export markets as w e l l 

as the p r i n c i p a l source of c a p i t a l and techno log i ca l resources to promote 

rap id economic development. Therefore, i t i s important that the advanced 

countr ies mainta in t he i r own economic strength, i f they are to support 

the a sp i r a t i ons o f the developing count r ies . 

*Member, Board of Governors of the Federa l Reserve System. 
I am g r a t e f u l to Messrs. Murray Wernick and Samuel P i ze r of 

the Board's s t a f f for ass i s tance i n the preparat ion of these remarks. 
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I am f u l l y conscious of the c r u c i a l r o l e of the United States 

i n a i d i n g the growth of the developing count r i es . At the present time, 

our r e s p o n s i b i l i t i e s i n t h i s respect requ i re that we b r i ng an end to 

the i n f l a t i o n a r y pressures which are s t i l l present i n our own economy. 

Th is i s prov ing to be a longer and more d i f f i c u l t task than some of us 

had hoped. 

Even a b r i e f survey of the economic scene i n the United States 

provides a reasonably f i rm bas is for assess ing the out look for the next 

few years: 

The American economy i s f i n a l l y responding to the 
r e s t r i c t i v e monetary and f i s c a l p o l i c i e s fo l lowed 
fo r the l a s t year or so, and we are making genuine 
progress i n moderating an overheated economy. Yet, 
strong upward pressures on costs and p r i ces are 
s t i l l ev ident . Thus, the time has not come for 
us to g ive up the campaign aga ins t i n f l a t i o n . 

- Whi le the d i s t o r t i o n s produced by i n f l a t i o n are 
s t i l l being cor rec ted, severa l i n d i c a t i on s 
suggest that moderate economic expansion w i l l 
resume i n the near fu ture . For example, the 
output of goods and serv i ces (corrected fo r 
p r i c e changes) apparent ly rose s l i g h t l y i n the 
l a s t quarter -- a f t e r d e c l i n i n g dur ing the 
preceding s i x months. 

Looking fa r the r ahead over the next two or 
three years, we can expect cont inued strong 
demands f o r goods and serv ices i n the Uni ted 
States . In f a c t , i t seems h igh l y l i k e l y that 
t o t a l demands on the American economy w i l l f a r 
exceed the economy's p o t en t i a l . Thus, the 
shadow of pe r s i s t en t i n f l a t i o n a r y pressures w i l l 
cont inue to c loud the out look. Consequently, we 
w i l l have to cont inue our r e l i a n ce on s t a b i l i z a -
t i o n p o l i c i e s to keep i n f l a t i o n under c on t r o l . 
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- Moreover, i t appears that the United States 
w i l l not face these d i f f i c u l t i e s a lone. Most 
of the other major i n d u s t r i a l countr ies may 
a l so have to cope w i th the same kinds of demands 
on resources -- which might generate the same 
kinds of upward pressures on p r i ces and i n t e r e s t 
ra tes . 

Under these circumstances, the road ahead for 
developing countr ies may be a d i f f i c u l t one to 
t r ave l . Whi le they w i l l face i n c reas ing l y strong 
needs to l i f t t he i r standards of l i v i n g , the 
a v a i l a b i l i t y of f i n a n c i a l and other resources 
from developed countr ies to a s s i s t them may be 
cons iderab ly less than requ i red. 

Expanding demand i n i n d u s t r i a l countr ies may 
provide a growing market for the exports of 
developing count r ies . However, there i s a 
r e a l danger that spreading p r o t e c t i o n i s t 
devices i n developed countr ies -- i n c l ud i ng 
the Uni ted States -- may undercut the progress 
a l ready achieved a t such subs tan t i a l cos ts . 

The heavy demands for c a p i t a l on a l l f ron ts 
may se r i ous l y l i m i t the pace of development 
fo r most countr ies s t rugg l i ng to get ahead. 
Given the unpromising out look i n most advanced 
countr ies for fu r ther expansions i n o f f i c i a l 
f o re i gn a id , i t appears that developing nat ions 
w i l l have to r e l y i n c reas i ng l y on p r i va te 
investment i f they are to make genuine headway. 

Because of t h i s conjuncture of c ircumstances, 
the i n t e r na t i ona l f i n a n c i a l p o l i c i e s of the 
developed countr ies w i l l be of v i t a l importance 
to developing areas. In p a r t i c u l a r , the 
i n d u s t r i a l nat ions - - i n c l ud ing the Uni ted States — 
w i l l have to ensure that measures taken to protec t 
t h e i r own balance of payments do not p lace undue 
burdens on those countr ies t r y i ng to enter the 
mainstream of economic progress. 

In the r e s t of these remarks, these main po ints are amp l i f i ed 

fu r the r . 
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The Ba t t l e Aga ins t I n f l a t i o n i n the Uni ted States 

For t h i s audience, there i s no need to dwe l l on the o r i g i n s 

o f the current i n f l a t i o n i n the Uni ted States. I t w i l l be r e c a l l e d 

that i t was p rope l l ed by a business investment boom and the acce le ra-

t i o n of the Vietnam War i n mid-1965. At that time, the economy was 

a l ready on the eve of f u l l employment, pushed forward pa r t l y by pub l i c 

p o l i c i e s designed to s t imu la te f u l l e r use of the na t i on ' s phys i ca l and 

manpower resources. The rap id r i s e i n demands for goods and serv i ces 

f o r m i l i t a r y and business purposes added to an a l ready expanding 

economy and r e su l t ed i n the r ap i d a c ce l e r a t i on of i n f l a t i o n we have 

seen i n the l a s t f i v e years. 

Over the l a s t year, however, as a r e s u l t of r e s t r i c t i v e 

monetary and f i s c a l p o l i c i e s , we have been making s i g n i f i c a n t progress 

i n e l im ina t i ng excess demand i n the American economy. The rate of 

economic expansion has slowed apprec iab ly , and some s lack has developed 

i n markets fo r labor and other resources. There has been no growth 

i n r e a l output f o r the l a s t n ine months. Employment has dec l ined , and 

the unemployment ra te has r i s e n s i g n i f i c a n t l y . Unused i n d u s t r i a l 

capac i ty has increased, p r o f i t s have f a l l e n , and investment i n p lant 

and equipment has begun to slow apprec iab ly . Thus, measured by any 

standard, the economy has been operat ing w e l l below i t s p o t en t i a l . 

However, wh i l e we have succeeded i n e ras ing excess demand 

i n our economy, we are s t i l l exper ienc ing strong upward pressures on 

costs and p r i c e s . The d i s t o r t i o n s r e s u l t i n g from the past pe r s i s t en t 
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r i s e i n p r i ces have become deeply rooted. Expectat ions of consumers, 

businesses, and workers have not yet f u l l y adjusted to the current 

balance of aggregate demand and supply. 

Progress i n ge t t i ng i n f l a t i o n under con t ro l i n the United 

States has been slow, and the e f f o r t i t s e l f has caused d i f f i c u l t i e s 

i n many sectors of the economy. But there i s reason to be l i eve that 

we are making headway. The rate of p roduc t i v i t y growth i n manufacturing --

which showed l i t t l e change l a s t year -- i s now improving no t i ceab ly . 

This turnaround has been r e f l e c t ed i n a s lowing i n un i t labor costs --

which i n turn should temper p r i ce r i s e s . There have a l so been a 

number of s igns recen t l y of a moderation of increases i n pr i ces i n 

severa l major areas. Wholesale food p r i ces have dec l ined, and 

e spe c i a l l y encouraging has been the slower r i s e i n the pr i ces of a 

number of important i n d u s t r i a l commodities. 

There are a l so i nd i ca t i ons that economic progress w i l l be 

resumed i n the near fu ture . Real output which dec l ined fo r two 

quarters rose s l i g h t l y i n the Ap r i l - June months. To an important 

extent, the economic adjustment that has been underway r e f l e c t e d 

e f f o r t s of businesses to b r ing excessive inventor ies in to be t te r 

balance w i th f i n a l sa les . This apparent ly has been l a rge l y accom-

p l i shed , and as sa les strengthen, inventor ies are l i k e l y to be 

rep len ished. In add i t i on , both monetary and f i s c a l p o l i c i e s have 

become somewhat less r e s t r i c t i v e i n recent months, and i n t e r e s t ra tes 

have begun to dec l i ne . With rates d e c l i n i n g and money more r ead i l y 
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a v a i l a b l e , a s i g n i f i c a n t recovery i n home cons t ruc t i on and State and 

l o c a l government out lays should become more apparent i n the near future 

and should ac t to bo l s t e r aggregate demands. At the same time, prob-

ab le dec l i nes i n c a p i t a l spending and i n defense out lays should serve 

to l i m i t the upswing. 

I f we cont inue to pursue appropr ia te s t a b i l i z a t i o n p o l i c i e s , 

and I th ink we w i l l , there should not be any re-emergence of excess ive 

demand pressures l a t e r t h i s year or i n 1971. Thus, w i th reasonable 

conf idence, I look forward to a resumption of sus ta inab le economic 

growth as w e l l as to fu r the r d iminut ion i n the ra te of advance i n 

p r i c e s over the next year and a h a l f . 

A Longer View of Economic Prospects 

Looking f a r the r down the road perhaps two or three years 

from now, I see i n t e r n a l demands f o r improving our standard of l i v i n g and 

i n c reas ing our product ive capac i ty cont inu ing to provide strong 

underpinnings to the Uni ted States1 economy. Of course, both i n t e r na l 

and ex te rna l demands are l im i t e d by the r e a l ra te of growth i n the 

economy. Over the next few years, i t seems h i gh l y l i k e l y that t o t a l 

demands on the economy w i l l f a r exceed the economy's p o t en t i a l . Th is 

prospect r a i s e s the specter o f cont inued i n f l a t i o n a r y pressures and 

the need fo r the con t inua t i on of s t a b i l i z a t i o n p o l i c i e s to keep i n f l a -

t i o n under c on t r o l . But i t a l s o means pub l i c p o l i c y w i l l c on t i nua l l y 

be faced w i t h e s t a b l i s h i n g p r i o r i t i e s among those competing fo r the 

a v a i l a b l e goods and se rv i ces . 
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I t may be h e l p f u l to get a be t te r grasp of some of the 

cons t ra in t s the United States i s l i k e l y to face i n the near fu ture . 

For t h i s purpose, i t would be use fu l to present some rough est imates 

of the po t en t i a l output 3 years from now and some of the more press ing 

i n t e r n a l demands that we now foresee. With a resumption of r ea l growth 

i n output, p r oduc t i v i t y i n the p r i va te economy should reach 

about 3.2 per cent per year by 1973. I f unemployment i s he ld to about 

4.0 per cent of the labor fo rce , the po t en t i a l growth of r e a l gross 

na t i ona l product (GNP) for our country i n the next few years should 

increase to about 4.3 per cent a year. By 1973, w i th al lowance fo r 

the present u n d e r - u t i l i z a t i o n of resources, t h i s would mean a GNP i n 

1969 d o l l a r s of around $1.1 t r i l l i o n . I r e a l i z e that the prospect ive 

r i s e i n p r oduc t i v i t y m the Uni ted States may appear low i n comparison 

w i th trends i n some other count r ies , but i t mainly r e f l e c t s a la rge 

and growing percentage of personal consumption expenditures devoted 

to medical , educat iona l , and personal serv ices where p r oduc t i v i t y gains 

are l im i t ed by high labor i n t en s i t y . 

The po t en t i a l growth of the American economy w i l l a l so r e f l e c t 

the expansion of resources ava i l ab l e to the Government from what 

economists have de f ined as a " f i s c a l dividend,11 a ga in i n revenue that 

au tomat i ca l l y accrues, even w i th an unchanged tax s t ruc tu re , as the 

economy grows. To t a l r ece ip t s of Federa l , State, and l o c a l governments 

(exc luding g r an t s - i n - a i d to States and l o c a l i t i e s ) are expected to increase 

over the next decade at an average ra te of around 7 per cent per year. 
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Savings that might r e s u l t from dec l i nes i n defense spending i n the next 

year or two may be used fo r other s o c i a l programs i n l a t e r years. How-

ever, defense budgets w i l l probably become s tab le and there are not 

l i k e l y to be continuous cutbacks i n defense spending that might y i e l d 

funds f o r a l t e r n a t i v e uses i n the longer-run. 

At f i r s t g lance, i t would seem that w i th a l l our a va i l a b l e 

resources, we cou ld meet both pub l i c and p r i va te needs. But a b r i e f 

review of some of the major c la ims on na t i ona l output ( i n c l ud ing pub l i c 

programs a l ready i n ex is tence) may he lp b r i ng the problem in to focus. 

A p r o j e c t i on of the c la ims on our na t i ona l output suggests that the 

Federa l Government's budget w i l l most l i k e l y be j u s t as t i gh t i n 1973 

as i n the current year. In great par t , these budget pressures r e f l e c t 

a greater s o c i a l awareness of the needs of the disadvantaged -- whether 

because of advanced age, race, or urban l o c a l i t y - - and funds fo r these 

programs are expected to compete w i t h the more t r a d i t i o n a l requirements 

of na t i ona l s e cu r i t y and hea l th and we l fa re demands. To these demands, 

the American people are a l so i n c r eas i ng l y adding a h igh s o c i a l p r i o r i t y 

fo r c l ean a i r and water and the preservat ion of our na tu ra l resources 

of a l l types. 

These important s o c i a l goa ls , moreover, must compete fo r t h e i r 

share of GNP w i t h strong p r i va te demands. Demographic f a c to r s i n the 

Uni ted States are now p a r t i c u l a r l y favorab le to a consumer boom, and 

the pent-up demand fo r housing (which has r e su l t ed from the slowdown 

i n r e s i d e n t i a l c ons t ru c t i on a c t i v i t y i n 1966 and 1969-70) w i l l i n t e n s i f y 
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the pressures. Business requirements f o r expanding inventory out lays 

and p lan t and equipment expenditures are a l s o l i k e l y to be exceedingly 

in tense . 

Thus, pressure on resources and the cur ta i lment of excess 

demands w i l l have to be l im i t e d by appropr ia te monetary and f i s c a l 

p o l i c i e s . 

Persona l consumption. S i g n i f i c a n t changes i n the age 

composit ion of the popu la t ion and labor force over the next few years 

w i l l con t r i bu te to a h igh ra te of economic growth. But at the same 

time they are l i k e l y to a f f e c t patterns of household consumption as 

w e l l as the l e v e l of investment i n p lan t and equipment, the volume of 

r e s i d e n t i a l cons t ruc t i on , and the types of pub l i c programs which w i l l 

be g iven h igh p r i o r i t y . Because of a la rge increase i n b i r t h s i n the 

immediate post-World War I I years, the popu la t ion between the ages of 

20 and 35 i s i n c reas ing r ap i d l y - - an age group w i th a very h igh pro-

pens i ty to consume. In the f i v e years ending i n 1973, the number i n 

t h i s age group may increase by 7.5 m i l l i o n . Most of these young adu l t s 

w i l l enter the labor fo r ce , a f a c t which exp la ins the expected increases 

i n the growth of the c i v i l i a n labor force from an average of 1.2 m i l -

l i o n per year i n the 1960 rs to 1.5 m i l l i o n per year i n the decade of 

the 1970 fs. The number of marriages w i l l a l s o increase sharp ly , and 

as a consequence, net household format ion i s expected to jump by almost 

20 per cent . 
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These demographic changes probably mean not only a higher 

propens i ty to consume but a l s o a lower saving r a t i o than we have 

experienced i n recent years. These young f am i l i e s , desp i te t he i r 

more a l t r u i s t i c i d ea l s , f o r the most part w i l l s t i l l want new cars, 

app l iances , f u rn i t u r e , r e c rea t i on and a l l the other goods and serv i ces 

which an a f f l u e n t soc ie ty has lead them to expect. These out lays w i l l 

probably r e s u l t i n a higher percentage of d i sposab le income being 

devoted to durable goods and a somewhat lower percentage to nondurables 

and savings. 

Business investment i n p lant and equipment. The growth i n 

r e a l p r i va te business investment out lays i n the Uni ted States has been 

very rap id , averaging about 6.5 per cent annual ly i n the I9601 s -- we l l above 

the 2.7 per cent annual growth i n f i x ed investment dur ing the 1950 fs. 

In 1969, r e a l p lant and equipment expenditures increased by 7.0 per 

cent . 

Par t of t h i s unusua l ly la rge volume of investment i n recent 

years i s undoubtedly a t t r i b u t a b l e to i n f l a t i o n a r y psychology. The 

rap id r i s e i n the p r i ce of p lant and equipment, e s pe c i a l l y i n con-

s t r u c t i o n cos ts , has caused business to push ahead w i t h new programs, 

even when the need fo r these f a c i l i t i e s was not urgent. As p r i ce in-

creases moderate, t h i s source of st imulus should fade. 

However, strong consumer demand ( e spec i a l l y for durables 

w i th t he i r greater c a p i t a l investment requirements), the expected 

demand from the pub l i c sector ( p a r t i c u l a r l y for urban t ranspor ta t i on 
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systems), and requirements f o r changes i n the product ion process 

which w i l l c u r t a i l p o l l u t i o n of the environment w i l l undoubtedly 

generate la rge c a p i t a l requirements. In add i t i on , the need to keep 

up w i th a c ce l e r a t i ng techno log i ca l advances impl ies la rge future 

c a p i t a l expendi tures. Moreover, businessmen seem to be i n c r eas i ng l y 

aware of long-term trends i n the economy and are p lanning t h e i r 

investments acco rd ing ly , w i t h less regard than p rev ious l y to short-

term f l u c t ua t i o n s , and greater a t t en t i on to the prospect ive r i s e i n 

un i t labor cos ts . A l l t h i s suggests heavy demands fo r c a p i t a l funds 

and cont inu ing pressure on c a p i t a l markets. 

R e s i d en t i a l cons t ruc t ion . The goals of the housing indus t ry 

are equa l l y impressive, and they have been c l e a r l y de f ined by our 

Housing and Urban Development Act of 1968. Th is l e g i s l a t i o n c a l l s 

f o r the cons t ruc t i on of 26 m i l l i o n new homes over a 10 year per iod; 

the r e h a b i l i t a t i o n of scores o f urban centers throughout the country, 

and the c r ea t i on of 110 new c i t i e s . These requirements r e f l e c t the 

backlog of housing demand from the severe cur ta i lment of home b u i l d i n g 

i n 1966 and aga in i n 1969-70 due to r e s t r i c t i v e monetary p o l i c i e s , 

the la rge increase i n household formation and r i s i n g incomes. The 

l e g i s l a t i o n was a l s o in f l uenced by the r e cogn i t i on that cont inued 

urban sprawl would create almost insurmountable t r anspo r ta t i on 

d i f f i c u l t i e s . For some time yet , workers w i l l cont inue to move 

f a r the r from t he i r work i n to the suburbs, and i n some cases, p lants 
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and se rv i ce f a c i l i t i e s have moved out to these workers - - but the 

r e h a b i l i t a t i o n of center c i t y housing must be part of the so l u t i on . 

The pub l i c sec to r . As I have mentioned, governments a t 

a l l l e ve l s i n the Uni ted States are under great pressure to expand 

e x i s t i n g s o c i a l programs and to embark on new ones. Yet , w i thout 

new changes i n our tax laws, demands fo r personal consumption and 

p r i va t e domestic investment are l i k e l y to absorb most of the increase 

i n r e a l GNP which may accrue through 1973. When the Counc i l of 

Economic Adv isers added up competing demands on output e a r l i e r t h i s 

year, i t found that - - even w i t h no increase i n pub l i c expenditures 

by governments - - c la ims aga ins t our p o t en t i a l GNP would j u s t about 

equal gross na t i ona l product i n 1972. Only i n 1973 d i d the Counc i l 

suggest that an an t i c i p a t ed r i s e i n pub l i c expenditures of $3 to $4 

b i l l i o n might be poss i b l e . The reason f o r t h i s i s that w i t h a c tua l 

GNP below p o t e n t i a l and because of the l oss of revenue due to the 

changes i n the tax law i n 1969, there w i l l be - - a t best - - on ly a 

modest net ga in i n revenue u n t i l 1973. In the in te r im, most o f the 

a d d i t i o n a l Federa l funds fo r s o c i a l and environmental problems must 

come from the pro jec ted dec l i ne i n defense spending. 

In these p ro j e c t i ons , the Counc i l o f Economic Adv isers a l so 

foresaw a s h i f t of funds from Federa l expenditures to State and l o c a l 

governments. 

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



-13-

Despi te an increase i n Federa l a i d to the State and l o c a l 

governments, which have primary r e s p o n s i b i l i t y fo r the adminis-

t r a t i o n of many important s o c i a l programs, the States them-

selves w i l l have to r a i s e cons iderab ly more funds. About one- th i rd 

o f the p ro jec ted increase i n est imated expenditures w i l l be d i r e c t l y 

a t t r i b u t a b l e to popu la t ion increases, and the remainder was a l l o c a t ed 

toward higher r e a l per cap i t a serv ices provided by the State and l o c a l 

governments. Th is pro jec ted increase i n q ua l i t y , however, i s l e s s than the 

a c t ua l increase from 1962-1968, and i t i s c e r t a i n that there w i l l be 

cons iderab le pressure fo r a dd i t i o n a l funds to improve the standard of 

l i v i n g of poor f am i l i e s , to m i t i ga te the hardships of the urban environ-

ment, and to preserve our na tu ra l environment f o r our expanding popula-

t i o n . A l l together, desp i te the subs t an t i a l r i s e expected i n the l e v e l 

of pub l i c spending, t h i s package w i l l leave most Americans d isappo inted. 

Outlook f o r Developing Countr ies 

In the face of t h i s i n ev i t ab l e and un i ve r sa l pressure o f 

demands fo r goods and serv i ces of a l l types i n the Uni ted States and 

other i n d u s t r i a l na t ions , there w i l l be even stronger des i res and 

greater needs fo r improvements i n the l i v i n g standards of deve lop ing 

count r i es . What can we say about the ways i n which f lows of r e a l and 

f i n a n c i a l resources between the developed and less-developed worlds 

w i l l be i n f l uenced by these i n t e n s i f i e d demands? 

Let me s t ress a t the outset that , i n these genera l remarks, 

I am aware of the great d i f f e rences among the developing count r ies . 
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Some w i l l be i n a be t t e r p o s i t i o n than others to b ene f i t from grow-

ing f o r e i gn markets or to take care o f t h e i r own developmental needs. 

On t h i s occas ion, my primary purpose i s to assess i n broad terms the 

imp l i c a t i ons fo r developing areas over the next few years of trends 

that are a l ready under way i n the i n d u s t r i a l reg ions o f the wor ld . 

Fo re ign t rade. As f a r as trade f lows are concerned, the 

i n d u s t r i a l count r i es w i l l need much greater quan t i t i e s of primary 

mate r i a l s produced i n the r e s t of the wor ld, and the p r i ces of these 

commodities are l i k e l y to r i s e s u b s t a n t i a l l y . Moreover, i f we are 

co r re c t about the in tense pressure on the a v a i l a b i l i t y of labor and 

other resources to meet fu ture demands i n the i n d u s t r i a l count r ies , 

we should envisage a r i s i n g f low of manufactures i n t o these countr ies 

from the count r i es where such resources are underemployed. I w i l l 

come back to t h i s po in t i n a moment. 

Meanwhile, the deve lop ing count r ies w i l l have f a s t e r popu la t ion 

growth than the i n d u s t r i a l nat ions and a much greater abso lute gap between 

needs and resources - - and they w i l l have an a c ce l e r a t i ng demand fo r the 

products of the i n d u s t r i a l na t i ons . Consequently, i t would seem l i k e l y that 

net merchandise imports of the developing count r ies as a group should be 

expected to r i s e . Th i s i s s imply another way of saying that developed count r ies 

as a whole w i l l encounter a r i s i n g demand to provide par t of the r e a l resources 

needed fo r economic progress i n the less-developed areas. 

We are very much concerned i n the Uni ted States that the 

developed count r ies o f the wor ld recognize that these development needs 
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have to be accommodated w i t h i n t h e i r o v e r a l l balance of payments ob jec t i ves . 

I t seems to me that i f we are not c a r e f u l the measures taken to dea l 

w i t h our excess ive domestic demands, and to generate balance of payments 

surp luses, may c o n f l i c t w i t h the needs of the developing coun t r i e s . 

One obv ious ly con t rad i c to ry domestic p o l i c y stand i s the 

attempt to p ro tec t i ndus t r i e s from ex te rna l compet i t ion. To do so i n 

the face of a long-term prospect of excess ive pressure on domestic 

supply c a p a b i l i t i e s i s c l e a r l y counterproduct ive. I t seems to me to 

make a great dea l of sense to open up our markets to goods a va i l a b l e 

abroad. Beyond that , we should make a s pe c i a l e f f o r t to encourage 

count r ies w i t h unemployed resources to develop them more e f f e c t i v e l y , 

w i th the p o t en t i a l of export markets i n the i n d u s t r i a l count r ies 

a c t i n g as an i n cen t i ve . I f we could move t h i s process a long f a s t 

enough, i t cou ld he lp to so lve the problems of both groups of count r i es . 

But exper ience shows that i t w i l l take determined p o l i c y measures to 

reduce e x i s t i n g ba r r i e r s to trade. As you know, i t i s d i f f i c u l t a t 

times - - and the present i s an example - - not to lose ground i n the 

movement toward f r ee r trade. 

By the same token, I do not be l i eve that less-developed 

count r ies can he lp themselves i n the long run by t r y i ng to encourage 

i n d u s t r i a l development behind a bar r i cade aga ins t imports. I t w i l l 

c e r t a i n l y not be poss ib l e to create i ndus t r i e s capable of competing fo r 

export markets, or s a t i s f y i n g domestic requirements a t reasonable cos t , 

i f such i ndus t r i e s are e i t he r i nheren t l y non-compet i t ive fo r var ious 

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



-16-

reasons, or i f t h e i r operat ing costs are r a i sed by t a r i f f s on the 

mate r i a l s or equipment they use i n product ion. 

For the foreseeab le fu ture , then, we must a n t i c i p a t e that 

deve lop ing count r i es w i l l be net importers o f goods and serv i ces on a 

l a rge sca le - - and that i n d i v i d u a l count r ies w i l l not au tomat i ca l l y 

f o l l ow p o l i c i e s to f i l l that gap. 

I n t e r na t i ona l c a p i t a l f l ows. That br ings us to the problems 

of f i nanc i ng . What we have sa id about the intense demand pressures 

to be expected i n the i n d u s t r i a l i z e d count r ies imp l ies a cont inu ing 

st rong demand fo r c a p i t a l . The cost of c a p i t a l w i l l be h igh, and the 

task of a l l o c a t i n g c a p i t a l a v a i l a b i l i t i e s so as to s a t i s f y h igh p r i o r i t y 

s o c i a l needs w i l l be formidable. I t w i l l not be easy to f i t i n t o t h i s 

p i c t u r e the mounting f low of f i nanc ing to develop ing countr ies that 

w i l l be requ i red . Unless strenuous e f f o r t s are made, I would doubt 

very much that a s u f f i c i e n t f low of f i nanc ing can be generated. 

As I s t ressed above, na t i ona l governments i n i n d u s t r i a l 

count r ies are confronted w i th aggregate plans f o r expenditures a t 

home that w i l l r equ i re very h igh l e ve l s of t axa t i on i f i n f l a t i o n a r y 

borrowing i n t h e i r own c a p i t a l markets i s to be avoided. There w i l l 

be cons iderab le r e s i s t ance to i n c l ud i ng i n t h e i r budgets l a rger amounts 

fo r f o r e i gn ass i s t ance . 

Accord ing to repor ts of the Development Ass i s tance Committee 

o f the OECD, the net f low of o f f i c i a l f i n a n c i a l resources from member 

count r i es averaged a l i t t l e over $6 b i l l i o n a year from 1961 to 1966 and 

was about $7 b i l l i o n i n 1967 and 1968. There was on ly a smal l upward 
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trend over the per iod . I doubt that f i gu res fo r 1969 and 1970, 

which are not yet a va i l a b l e on a g l oba l bas i s , w i l l show much of a 

change. Taking i n t o account p r i c e increases over the per iod, and 

r i s i n g i n t e r e s t charges on that part of the f low i nvo l v i ng c r ed i t s 

ra ther than grants, there has probably been l i t t l e i f any increase 

i n the f i nanc ing f low i n r e a l terms. Over the whole per iod, the share 

of the Uni ted States i n the o f f i c i a l resources provided by the DAC member 

count r ies has been about 50 per cent. For a l l DAC members together, the net 

f low of f i n a n c i a l resources to developing countr ies both o f f i c i a l and p r i va t e 

equa l led about 1 per cent of t h e i r combined na t i ona l incomes i n 1968. 

There are many e f f o r t s at a l l l e ve l s to f i n d ways to increase the 

o f f i c i a l f low — and to make i t more product ive. In the Uni ted States, we would 

l i k e to see more use of the m u l t i l a t e r a l agencies i n t h i s process, l e ss ty ing of 

a i d to exports of i n d i v i dua l donor count r ies , and more r e cogn i t i on of the 

problems of debt f i nanc ing -- e s pe c i a l l y when c r ed i t s are a t h igh 

i n t e r e s t ra tes and fo r r e l a t i v e l y short ma tu r i t i e s . I do not have 

to r e c i t e a l l the problems — they have r e cen t l y been analyzed i n 

the repor ts of the Pearson Commission, sponsored by the World Bank, 

and the Peterson Report, rev iewing the United States1 experience 

w i t h f o re i gn ass i s tance . 

My po in t i s that a very great e f f o r t w i l l be necessary on 

the part of the Governments of the developed countr ies to r a i s e 

fu ture f lows of developmental ass i s tance . They w i l l have to convince 

t he i r c i t i z e n s that t h i s i s a h igh p r i o r i t y na t i ona l ob jec t i ve; they 
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w i l l have to make room i n t i g h t budgets; they w i l l have to f i n d ways 

to make the a i d process more e f f i c i e n t , and they w i l l have to avo id 

the bu i l d -up of c rush ing burdens of debt repayments. For my par t , I 

would be prepared to work very hard to b r i ng about a l a rger and more 

e f f i c i e n t a ss i s t ance e f f o r t . But 1 a l so want to s t ress that r e c i p i e n t 

count r ies must understand that we are not t a l k i n g about p rov id ing 

excess resources, we are t a l k i n g about the shar ing of scarce resources. 

And t h i s process w i l l not work a t a l l un less the resources are r e a l l y 

put to work i n the r e c i p i e n t coun t r i e s . The more evidence we can show 

that the a i d process i s ach iev ing i t s developmental goa ls , the eas ie r 

i t i s f o r us i n the i n d u s t r i a l i z e d count r i es to convince our c i t i z e n s 

that they should f inance the process through t he i r tax payments. 

P r i v a t e c a p i t a l movements. The p lace of p r i v a t e f o r e i gn 

f i nanc i ng fo r development i s a good dea l more con t r ove r s i a l , as we 

a l l know. Neverthe less, I th ink i t i s necessary to take a f resh look a t 

both the costs and bene f i t s of such investment. 

In the f i r s t p lace, i f much more f i nanc ing w i l l be needed 

by deve lop ing count r i es i n the years ahead -- and the increase i s 

more than can be counted on from o f f i c i a l sources - - there w i l l be a 

need to c u l t i v a t e sources of p r i va te c a p i t a l to br idge the gap. 

Again r e f e r r i n g to the repor ts of the DAC, the net f low o f p r i va te 

c a p i t a l from member count r ies to deve lop ing areas has been r i s i n g 

over time, from about $3 b i l l i o n on average i n 1960-64 to $4 b i l l i o n 
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i n 1965-67 and near ly $6 b i l l i o n i n 1968. In 1968, net p r i va t e f lows 

were only $1 b i l l i o n l e s s than o f f i c i a l f l ows, and fo r the whole 

1960-68 per iod p r i va te f lows accounted fo r about 40 per cent of a l l 

f i n a n c i a l f lows to the developing countr ies from DAC members. 

Undoubtedly, there are problems connected w i th r i s i n g f lows 

of p r i va t e c a p i t a l w i t h which we have to cope. One obvious problem 

i s that a r i s i n g po r t i on of the p r i va t e f low seems to be export 

c r ed i t s - - many of which are r e l a t i v e l y short- term w i th r e l a t i v e l y 

h igh i n t e r e s t r a tes . Although a r i s i n g volume o f export c r e d i t out-

standing i s a normal complement to an enlarged f low o f t rade, we 

must be on our guard to avoid dependence on such c r ed i t s as a 

subs t i t u t e fo r long-term f i nanc ing . I f not , before long, we w i l l 

f i n d a l a rge r and l a rge r par t o f our developmental f lows being 

absorbed i n repayment of commercial c r e d i t s . F rank ly , i n d u s t r i a l 

nat ions - - and not a lone the Un i ted States - - that are supply ing 

long-term developmental c a p i t a l w i l l not be happy i f they f i n d they 

are merely f i nanc ing the repayment of export c r ed i t s from other 

coun t r i e s . 

Another p o t e n t i a l l y important source of c a p i t a l f o r 

develop ing areas i s the pub l i c c a p i t a l markets. Here we come d i r e c t l y 

i n t o c o n f l i c t w i t h the f a c t that i n t e r e s t rates even to wel l-known 

domestic borrowers w i l l probably remain very h igh. For most develop-

ing count r i es , there would need to be an expensive and extended e f f o r t 
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to create acceptance of bond issues by the general pub l i c i n the 

Uni ted States or European markets. One way out of t h i s i s to make 

more use of the m u l t i l a t e r a l o rgan iza t ions as in te rmed iar ies i n the 

borrowing process. To the extent t he i r debt i s guaranteed by the 

Governments of t h e i r members, and they are recognized e n t i t i t e s i n 

the market, they w i l l be ab le to borrow on terms a t l e a s t as good 

as those of other prime borrowers. Our c a p i t a l markets i n the Uni ted 

States have been very recep t i ve to the bond issues of these organiza-

t i ons - - p r i n c i p a l l y the World Bank. 

Another hopefu l development i s the ex t raord inary growth 

of the European market f o r i n t e r n a t i o n a l i s sues , as w e l l as the 

increased e f f o r t to open up some na t i ona l markets to f o re i gn 

borrowers. Here again, the i n t e r n a t i o n a l i n s t i t u t i o n s are i n the 

best p o s i t i o n to r a i s e funds on reasonable terms. On the whole, 

however, I be l i eve i t would be adv i sab le f o r i n d i v i d u a l count r ies 

to be very caut ious about i n cu r r i n g a la rge bonded indebtedness. To 

succeed i n s e l l i n g such i ssues , a country must be prepared to meet 

the t e s t of the market - - which w i l l look to the expected performance 

o f the country i n assess ing the r i s k invo lved. In most cases, i n t e r e s t 

ra tes w i l l be h igh, and I would urge borrowers to be very sure that 

the proceeds w i l l have a product ive use that w i l l con t r ibu te --

d i r e c t l y or i n d i r e c t l y - - to the fu ture a b i l i t y o f the country to 

repay debt. 
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F i n a l l y , I would l i k e to comment on the other p r i n c i p a l 

source of p r i va te c a p i t a l - - p r i va te d i r e c t investment. Th is i s 

r e a l l y more than a source of f i nanc ing , because a long w i th a c a p i t a l 

i n f l ow comes the a b i l i t y and knowledge to put i d l e domestic resources 

to use and to b r i ng a quick re tu rn i n the form of both r i s i n g incomes 

and balance of payments bene f i t s . I know the h i s t o r i c a l record i s 

mixed: sometimes the f o re i gn investor has taken out of the country 

a d i sp ropor t i ona te share of the product of the en te rp r i se , and some-

times there have been undesired s o c i a l or p o l i t i c a l consequences. 

But I be l i eve the Governments o f the develop ing count r ies are now 

be t te r ab le to see to i t that these investments are operated equ i tab l y 

and mainta in a proper r o l e i n the soc i e t y of the host country. For 

t h e i r pa r t , the d i r e c t inves tors have learned, I be l i eve , that t he i r 

long-run i n t e r e s t requ i res that they f i t i n t o the soc ie ty o f the 

developing count r i es , and they recognize that t h e i r r o l e must be 

developmental ra ther than e x p l o i t a t i v e . 

D i r e c t inves tors are not ph i l an th rop i s t s - - they w i l l i nves t 

because a p r o f i t can be made w i th reasonable s e cu r i t y o f c a p i t a l . I 

be l i eve the record w i l l show that on the whole such investment makes 

a major c on t r i bu t i on to f o re i gn exchange resources - - even a f t e r 

deduct ing remittances of earnings -- and that i t s po t en t i a l f o r 

generat ing employment, e s p e c i a l l y s k i l l e d employment, i s s ubs t an t i a l . 

I am not here to promote d i r e c t investment as a c u r e - a l l f o r develop-

ment problems. But I be l i eve i t has an important p lace, and that 

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



-22-

develop ing count r i es should cons ider i t s p o t e n t i a l i t i e s , i n today 's 

c i rcumstances, w i thout p re jud i ce but i n a s t ra igh t fo rward business-

l i k e way. Ca l cu l a te the costs and bene f i t s r e a l i s t i c a l l y - - and 

remember to compare these costs and bene f i t s w i t h those that must be 

faced when one borrows abroad, or when one attempts to draw domestic 

savings i n t o the development process. 

Balance of payments cons t r a i n t s . I mentioned e a r l i e r the 

f a c t tha t mounting demands for more and be t t e r goods and serv i ces 

i n the i n d u s t r i a l i z e d count r ies w i l l c reate oppor tun i t i e s for the 

less-deve loped count r i es , but they w i l l a l s o create d i f f i c u l t i e s . 

We face an immediate d i f f i c u l t y i n the Un i ted States; our balance 

of payments has been i n d e f i c i t f o r a long time, and progress toward 

a stronger balance i s d i s t u r b i n g l y slow. We have only r e cen t l y begun 

to improve our trade balance, and i t w i l l take c a r e f u l demand manage-

ment i n the years ahead to avo id d e t e r i o r a t i o n . Imports have been 

growing r e l a t i v e to our GNP - - p a r t i c u l a r l y imports of f i n i s h ed goods --

and t h i s has a l ready t r i gge red a st rong p r o t e c t i o n i s t d r i ve . We have 

had to put r e s t r a i n t s on c a p i t a l out f lows i n order to avo id even 

l a rge r d e f i c i t s . Ye t , I be l i e ve we have succeeded i n con f i n i ng the 

r e s t r a i n t s to f lows to the other i n d u s t r i a l nat ions wi thout i n t e r f e r -

ing w i t h f lows to deve lop ing coun t r i e s . 

These are immediate problems, but they a l so cast a shadow 

on the prospects f o r the longer run that we have been d i s cuss ing . I t 
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seems to me that other i n d u s t r i a l count r ies have to recognize that 

the Un i ted States cannot shoulder a r i s i n g burden of development 

ass i s tance unless i t s export surp lus on goods and serv i ces i s 

cons iderab ly improved. Th is i s very d i f f i c u l t to accompl ish i f 

competing count r ies a l so aim a t r i s i n g export surp luses, and r i s i n g 

reserves, and r e s i s t exchange ra te or other adjustments that would 

he lp to smooth the way fo r i nc reas ing wor ld trade and c a p i t a l f lows. 

Developing count r i es , there fore , have a d i r e c t i n t e r e s t 

i n seeing to i t that the i n t e r na t i o na l adjustment process works 

smoothly. More s p e c i f i c a l l y , i n d u s t r i a l i z e d count r ies other than 

the Un i ted States w i l l have to be prepared i n the years ahead to 

f inance t h e i r growing trade surpluses w i t h long-term f i nanc ing on 

terms that meet the needs of deve lop ing coun t r i e s . 

Concluding Observations 

I do not want to leave the impression that we w i l l f a i l 

to respond to the needs of the developing count r ies i n the decade 

ahead. We a l l hope they w i l l be years of progress i n a l l parts of 

the wor ld . I do want to emphasize, however, that there are not enough 

resources i n s i gh t to s a t i s f y the a sp i r a t i ons of a l l o f our people, 

and that i t w i l l take r e a l statesmanship and determinat ion to b r i ng 

about the r e d i s t r i b u t i o n of resources that w i l l be c a l l e d f o r . 
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