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FO R  THE PRESIDEN T 

F R O M  Joe Califan.'

THE WHITE HOUSE
W A S H I N G T O N

e; F;
D e ce m b e r  23, 1967 
S aturday, 7:25 p .m .

A ttached  a re  p ap ers  S e c r e ta ry  F o w le r  wanted you  to have as 
back grou n d  fo r  co n s id e ra tio n  o f  the ba lan ce o f  paym ents 
qu estion . F o r  the m ost part they e la b o ra te  on the ca b le  I 
sent you y e s te rd a y , a cop y  o f w h ich  is a ls o  attached fo r  your 
co n v e n ie n ce .

J ? . ?

/

If w e go the rou te  o f  m an d atory  co n tro ls  on cap ita l in vestm en t 
abroad  and tigh ter  regu la tion  by the F e d e ra l R e s e rv e  B oard  o f 
bank lo a n s , we w ould not need  a ll o f  the e la b ora te  paper w o rk  
attach ed , and you cou ld  p ro b a b ly  m ove  p rom p tly  next w eek .

The in te re s te d  a g en cies  in the gov ern m en t outside the T r e a s u r y  
have ju st r e c e iv e d  the long p a p ers  attached  and w ill  re q u ire  sem e 
tim e to s ta ff them  out.

The D em ing w ork in g  group  w il l  be m eetin g  to m o rro w  to put togeth er 
a m a n d a tory  co n tro l p ro g ra m  and to co n s id e r  the go ld  qu estion s  ra ise d  
in  you r ca b le s  to m e today.

F o w le r  is aw ay w ith his fa m ily  and w ill  re tu rn  e a r ly  T u esd a y  m orn in g . 
I b e lie v e  the o th ers  a re  in tow n and ava ilab le  should you  want to have 
a m eetin g  to m o rr o w . I w ill  be at h om e , aw aiting a c a ll  f r o m  you.
I w ill  b r in g  R ostow  up to date.

A lso  a ttach ed  is  a m em o  G ardn er A c k le y  wanted you  to have.

A ttach m en ts
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—SE C R E T

T H E  C H A IR M A N  O F  T H E  
C O U N C I L  O F  E C O N O M I C  A D V I S E R S  

W A S H IN G TO N

D e ce m b e r  23, 1967
DECLASSIFIED

Authority t ,UcW\.-- ¥-7 3 ~rH
M EM O RAN D U M  FO R  TH E PR ESID E N T _  _ ------~-------—

B y _____ NABS, Date i  ~ /~  7 ^
S u b ject: A lte rn a tiv e s  to the N ew B a lan ce  of P aym en ts P r o g ra m

1. The b a s ic  o b je c t  o f the new ba la n ce  o f paym ents p ro g ra m  is  to get 
through  1968 w ithout an in tern ation a l fin a n cia l c r i s i s . It is  in tended

to re d u ce  the d e fic it  in 1968 and beyon d ;

th e re b y  to g ive  E u rop ean  cen tra l ban k ers  g re a te r  co n fid en ce  
and m ak e  them  m o r e  w illin g  to h o ld  d o lla rs  and to co o p e ra te  
in  o th er w ays; and

th e re b y  to ca lm  sp ecu la tion  both  on a r is e  in the p r ic e  o f gold , 
and on a p o s s ib le  devalu ation  of the d o lla r  re la tiv e  to fo re ig n  
c u r r e n c ie s .

2. It cou ld  v e r y  w e ll s u c ce e d  in  this b a s ic  o b je c t iv e . On the oth er hand, 
there  is  at le a s t  a ch an ce  that it cou ld  p ro v o k e  such a c r i s i s , by  setting 
o ff e ith er  a ch a in  o f  d eva lu ation s, o r  a s e r ie s  o f r e ta lia to ry  a ction s  
lead in g  to a g e n e ra l state of e co n o m ic  w a r fa re  in the w o r ld . H ow ever, 
in what fo l lo w s , I a ssu m e that it w ou ld  a ch ie v e  our 1968 o b je c t iv e .
But w h ere  w ou ld  it le a v e  u s ?

3. Som e e lem en ts  o f the p ro g ra m  a re  a im ed  at lo n g -ru n  im p ro v e m e n t in 
our b a s ic  b a la n c e -o f -p a y m e n ts  s itu a tion . T h is is  p a r t icu la r ly  true
of the e x p o r t  fin a n cin g  and e x p o rt p ro m o tio n  m e a s u r e s , the e n co u ra g e 
m ent o f fo r e ig n  to u r ism  and fo r e ig n  in vestm en t in the U nited S tates, 
and the e f fo r t  to get other cou n tr ies  to red u ce  n o n -ta r iff  b a r r ie r s .  
H ow ever, none o f th ese  is  new , and one can doubt how m u ch  fundam ental 
im p ro v e m e n t they  w ill  m ak e . A lthough  end o f the V ietnam  w ar cou ld  
b rin g  a su bstan tia l im p ro v e m e n t, w e w ill have to continue to spend 
h ea v ily  in  S outheast A s ia  fo r  d eve lop m en t p ro g ra m s  - -  perh aps n e a r ly  
as m u ch  as w e 'r e  spen din g th ere  now , in te rm s  o f fo re ig n  exch an ge.

■ s e e d e r
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M ost o f the im p ro v e m e n t sought by  the p r o g r a m , h ow ever , is  not 
lo n g -te r m . It w ill  continue on ly so  lon g  as we continue doing things 
that a re  d is ta s te fu l, and that w e w ou ld n !t w ant to  and shou ldn ft do in  
the lon g  run* T h is  is  su re ly  true o f  the vo lu n tary  (or  nonvoluntary) 
c o n tro l o f bank and c o r p o r a te  in v estm en t, the to u r is t  tax, the b u y - 
A m e r ic a n  p o l ic ie s  o f  DOD, the tying o f  a id , and the b o r d e r  tax a d ju s t
m en t. It is  a ls o  tru e  o f  high in te re s t  ra tes  d esig n ed  to pu ll in  funds 
fr o m  a b ro a d .

T h ere  is  the h op e  that - -  w ith  the p r o g r a m  - -  w e can avo id  a c r is i s  
lon g  enough fo r  the SDR plan to sta rt pum ping out in c re a s in g  am ounts 
o f np a p er  go ld , n a fte r  w h ich  the p ro b le m  w ill  fad e  aw ay. H ow ev er , 
even SDR*s w ill  not d ir e c t ly  help  our b a la n ce  o f  p aym en ts . T h ey  m ay  
m ake oth er co u n tr ie s  a b it  m o r e  re la x e d  about th eir  r e s e r v e  p o s it io n s , 
and thus m o r e  w illin g  to fo llo w  exp a n sion a ry  p o l ic ie s ,  to le ra te  a litt le  
in fla tion , l ib e r a l iz e  trad e  u n ila tera lly , e tc . - -  a ll o f  w hich  cou ld  
in d ir e c t ly  h elp  ou r s itu ation . O peration  o f the SDR plan cou ld  a ls o , 
even tu a lly , ca lm  the gold  fe v e r  and resu lta n t sp ecu la tion .

H ow ev er , a good  ca s e  can be m ade that w e a re  on ly  buying tim e  with I 
our p r o g r a m ; that the fundam ental d iff ic u lt ie s  w ill  not go aw ay but \

w ill on ly  be r e p r e s s e d ;  that a c r i s i s  w ill on ly  be  p ostp on ed , not a v o id ed . 
One can  argu e  that w e should fa c e  up to  the m o r e  fundam ental a ltern a tive  
now  ra th er  than la te r .

One a lte rn a tiv e  - -  w h ich  we su re ly  m u st r e je c t  is  to ra is e  the p r ic e  
o f  g o ld . T h is  m a y  ap p ear an ea sy  so lu tion ; but its  lo n g -r u n  co s ts  and 
even  s h o r t -r u n  co n se q u e n ce s  a re  m o s t  u n a ttra ctiv e . T o  save t im e ,
I w o n ’ t d eta il th em , u n less  you  w ish  m e  to . In any c a s e , it  s o lv e s  
none o f  ou r b a s ic  p r o b le m s .

A n oth er  a lte rn a tiv e  w ou ld  be fo r  the U nited States to d e m o n e t iz e 11 ,
gold  - -  q u ick ly , and at one s tro k e . T h e re  a re  v a r io u s  w ays to  do it .
M y own p r e s e n t  v ie w  as to the b es t w ay is  th is . We suddenly stop  
a ll go ld  s a le s ,  and announce our in ten tion s:

W e  w ill  in v ite  a ll  o f f ic ia l  h o ld e rs  o f  d o lla rs  (govern m en ts  and 
ce n tra l ban ks) to  le t  us know  how m an y  o f th e ir  d o lla rs  they want 
to ca s h  in  f o r  g o ld . I f the sum o f what they want e x ce e d s  our 
s to ck , we w il l  pay out p r o  rata .

-S B eK E T
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If it  d o e s n ’t  and it  m o s t  p rob a b ly  w on 't , w e w ill  g ive  them  a ll 
they ask  fo r  and u se  the rem a in d er  to buy a s to ck  o f fo re ig n  
c u r r e n c ie s  fr o m  the IM F  o r  fro m  the co u n tr ie s  co n ce rn e d .

We m ak e it  c le a r  that w e w ill n ev er  again  buy an ounce o f gold  
at any p r ic e  and, o f  c o u r s e , w on ’ t s e l l  any.

We w ill , how ever, c a r r y  out our ob lig a tion  under the IM F  to 
s ta b iliz e  our c u r r e n c y  against oth ers  - - a t  the ex is tin g  p a r ity  - -  
in  the sam e w ay as e v e r y  other cou n try  d oes - -  by  buying and 
se llin g  fo re ig n  c u r r e n c ie s .

W e w ould , o f c o u r s e , u rg e  a ll other cou n tr ies  to fo l lo w  our exam ple  
in  d em on etiz in g  go ld . W e w ould  thus be taking the in itia tive  in 
fr e e in g  the w o rld  fr o m  the tyranny o f the ’ ’b a rb a ro u s  m e ta l11 - - t o  
u s e  B ill M a rtin ’ s n ice  p h ra se  - -  ap p rop ria te  ch a ra c te r iz a t io n s  by  
W illia m  Jennings B ryan  a re  a ls o  a v a ila b le . (If a n u m ber o f m a jo r  
c o u n tr ie s  w anted to fo l lo w  ou r exam ple , it w ould be n e c e s s a r y  fo r  
IM F  or  som e  oth er in tern a tion a l in stitu tion  to take o v e r  a ll m on e ta ry  
g o ld  s to ck s , in  exch a n ge  fo r  som e  kind o f a u tom atic  draw ing r ig h ts . 
W ith a ll o r  m o s t  o f the w o r ld ’ s m on eta ry  gold  s to ck  lo ck e d  up in the 
IM F  - -  w hich  w ould  n e ith e r  buy nor s e ll  - -  the p r ic e  o f  n ew ly -m in ed  
and d ish o a rd e d  gold  w ou ld  p ro b a b ly  d rop  w e ll b e lo w  $35. )

I f  it  su bsequ en tly  d e v e lo p e d  that we cou ld  not m a in ta in  the p a r ity  of 
the d o lla r  w ith  oth er c u r r e n c ie s ,  we w ould have to le t  the d o lla r  
’ ’f lo a t , ” o r  e ls e  to announce a change in its  p a r ity . But w ith no gold  
co m m itm e n t, w e w ou ld n ’ t need  to fe e l gu ilty  tow a rd s  anyone who w as 
h o ld in g  d o lla r s  b e ca u s e  he thought they w e re  c o n v e r t ib le  into gold .

T h e in it ia l r e a c t io n  co u ld  w e ll be  one of p a n ic , d o m e s t ic  and in te r 
n a tion a l. F in a n cia l m a rk e ts  w ould p ro b a b ly  go h a y w ire . But a fte r  
a few  m on th s, p e o p le  w ou ld  see  that it r e a lly  m a d e  no d iffe r e n c e , and 
that we w e re  m u ch  b e tte r  o ff  in  te rm s  o f b e in g  f r e e  to p u rsu e  the 
d o m e s t ic  p o l ic ie s  that a re  c o r r e c t  fo r  us, w ithout w o rry in g  about gold . 
T h is  m ea n s  that - -  i f  it  w e re  to be done in  1968 - - i t  should  be done 
e a r ly  in  the y e a r , not next su m m e r .

— s e e d e r
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P m  not n e c e s s a r i ly  a d voca tin g  th is c o u r s e , But I think you should 
know  that th e re  is  this a lte rn a tiv e  - -  one w h ich  m o s t  e co n o m is ts  
w ould  p ro b a b ly  fa v o r .

T h e re  is  a ls o  another a lte rn a tiv e  to  the d ra s t ic  p ro g ra m  that Joe F o w le r  
p r o p o s e s . It w ould  om it the b o r d e r  tax ad justm ent and the to u r is t  tax, 
and w ou ld  k eep  the ca p ita l ou tflow  p ro g ra m s  vo lu n tary . It w ould do all 
the o th er things he p r o p o s e s . T h is  o b v io u s ly  w ould  have co n s id e ra b ly  
le s s  im p a c t  on our b a la n ce  o f p a ym en ts . But it  w ou ld  m in im iz e  any 
d an ger o f  re ta lia tion , o r  o f tou ch in g  o ff  a c r i s i s .  W e w ould  then 
th row  the b a ll back  to  the E u rop ea n s , in  m uch  the w ay Joe F o w le r  
did in  h is  G ranada sp e e ch  la s t  y e a r :

MA g a in st this b a ck grou n d , how  should  the U nited States re a ct  
bey on d  in ten s ify in g  its  e x is t in g  p r o g r a m ?  Should w e take the 
n a r r o w , n a tio n a lis t ic  v ie w  that in  the in te re s t  o f the U nited States, 
the U nited S ta tes1 b a la n ce  o f  paym ents m u st be  brou gh t in to 
e q u ilib r iu m  no m a tte r  w hat the c o s t  to the F r e e  W o r ld ?

nShould w e attem pt to  s o lv e  this p ro b le m  through  a red u ction  
in  our o v e r s e a s  m il ita r y  co m m itm e n ts ?

MShould w e attem pt to  s o lv e  it  by  s la sh in g  our fo re ig n  
e c o n o m ic  a s s is ta n c e  p r o g r a m s ?

"S hou ld  w e attem pt to  s o lv e  it  b y  r e v e r s in g  the en tire  trend  
o f  ou r tra d e  p o l ic y  and the w o r ld ’ s trade  p o l ic y ?

"S hou ld  w e r e s t r ic t  t r a v e l?

"S hou ld  w e im p o s e  m a n d a tory  co n tro ls  on ca p ita l f lo w s ?

"S hou ld  we s o lv e  it , in  sh o rt, at the ex p en se  o f the oth er 
im p o rta n t, c o n s tru c t iv e  d e c is io n s  that rem a in  to be  m ad e  - -  that 
m u st b e  m a d e  - - i n  in tern a tion a l e co n o m ic  a f fa ir s  in  1966?
Should w e so lv e  it  at the r is k  o f  u n rav e llin g  the c a r e fu lly  w oven  
fa b r ic  o f  in tern a tion a l c o o p e ra t io n  that has s e rv e d  us so  w e ll 
d u rin g  the la s t  20 y e a r s ?
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"W e a ll know that the U nited States cou ld , i f  it d e c id e d  
that it  m u st do so , s o lv e  this p ro b le m  a lon e , but it cou ld  do 
so on ly  at g re a t  c o s t  to the e c o n o m ie s , the a sp ira tion s  and, 
in d eed , the sa fety  o f  a ll the nation s o f  the F r e e  W orld .

"Is  th is the d ir e c t io n  in w h ich  w e should m ov e  at the 
c r o s s r o a d s  in 1966?

1!O th er nations - -  m any o f  them  re p re s e n te d  h e re  today 
have a v ita l in te re s t  not on ly  in w h eth er the U nited States 
s o lv e s  its  paym ents p ro b le m  but in how  w e s o lv e  it ,

1!W e b e lie v e  that w e should  and that w e sh a ll find the 
so lu tion  to this p ro b le m  w h ere  w e have found the so lu tion s  
to so  m an y o th er  p ro b le m s  during the la s t  20 y e a r s .  That 
is ,  w e sh a ll find  it  in a com b in a tion  o f  m e a s u re s  w h ich  w ill 
be co n s is te n t  w ith  the r e s p o n s ib le  r o le  o f  the U nited States 
as a g ood  p a rtn er  in in tern ation a l fin a n c ia l co o p e ra tio n . n

14. The E u rop ea n s  m igh t w e ll again  r e fu s e  to ca tch  the b a ll. In that 
c a s e , the w e a k e r  p ro g ra m  m igh t not be enough to get us through  
1968. H o w e v e r , sta rin g  the a lte rn a tiv e s  in  the fa c e ,  they m igh t 
ca tch  it  th is t im e .

15. It is  c le a r  that th ere  a re  s e r io u s  r is k s  in  w h atever w e do o r  d on !t 
d o . T h e se  r is k s  have been  bu ild ing up e v e r  s in ce  1959, but a re  
s tro n g e r  in 1968 than in any p re v io u s  y e a r .  M any o f  them  a re  the 
r e s u lt  o f  th ings e n tire ly  beyon d  ou r c o n tr o l ,  and it is  h ard  to see  
how  they co u ld  have been  a v o id ed . L o ok in g  back , I see  v e r y  few  
things w e m ig h t have done b e tte r , e x ce p t , p erh a p s, fo r  the 
p o l i t ic a l ly - im p o s s ib le  tax in c r e a s e  in 1966.
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T H E  SECRETARY OF TH E TREASURY  
W A S H I N G T O N

DEC 2 -3 K 7

EYES ONLY FOR THE PRESIDENT

MEMORANDUM FOR THE PRESIDENT

Subject: Major Issues To Be Resolved in New 
Balance of Payments Program

Attached you will find another draft of my proposed 
letter to you recommending a new balance of payments pro
gram, revised in the light of the week of discussions 
since your departure.

In a separate envelope is a draft of the Treasury 
White Paper which is the Report referred to in the letter.
It will serve as a supporting Brief for the program, as 
well as an account of past actions, and an educational 
document for interested members of Congress, the public 
here and abroad, and officials of other countries and 
international organizations concerned, as well as our own 
personnel in the Executive Department here and abroad who 
must sell, defend or negotiate the proposed actions.

The major substantive issues to be resolved are:

1, To Expand Our Trade Surplus (See Section I of attached 
HHF draft letter, pp. 9-12a)

Alternative A  —  Act on some part of discrimination and
negotiate on remainder —  see HHF letter
I, par. 4, pp„ 9, 10 and 11

The announcement as part of the package (Dec. 29 or 
Jan. 2) of (a) a legislative proposal on the rebate of 
United States exports of all or some substantial portion 
of secondary, indirect and property taxes and an equiva
lent border adjustment tax on imports to offset partially
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the varying trading advantage of Common Market countries 
and (b) an intention to negotiate a harmonization of the 
rebate and border taxes to remove the disadvantage and 
discrimination against United States trade which will 
still remain even after the U 0 S 0 legislative action.

Alternative B —  Negotiate on all before announcing
proposal

The omission of any legislative proposal in the 
package but the statement that U. S, representatives 
(Roth & Co.) were initiating immediate discussions in 
Bonn (and perhaps a few other capitals) to see if the 
German government would recommend to the Bundestag a 
temporary withholding of a new and larger border tax 
adjustment scheduled to go into effect January 1. If 
this were possible, we would simultaneously begin dis
cussions in Geneva (GATT) under Article XXII of the 
border tax problem.

2. To Increase Current Income From External Investment and 
Reduce Current Outflow (See Section III)

(a) The level of the program on direct investment

The program proposal would call for action assuring 
$1 billion of benefit to the balance of payments in 1968 
as compared to 1967 through reduction in the use of out
flows and retained earnings abroad for direct investment 
in developed countries.

Secretary Trowbridge would fix the target at a 
lesser amount —  approximately $800 million on the 
ground that the program could not be successfully admin
istered on a voluntary basis at any higher level.

Most of your other advisers believe that the target 
should be at least $1 billion and that mandatory controls 
under the Trading With the Enemy Act should be invoked to 
assure that result, be convincing here and abroad in the 
score of determination, and make more palatable the legis
lation proposals for taxation of tourism, etc.
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Chairman Ackley has strong reservations on the 
effect and desirability of controls.

Secretary Fowler believes the target must be 
$1 billion, but has reserved judgment on the choice 
of means (mandatory controls v. continued voluntary 
program) „

The draft letter does not address this issue, I 
felt you would want the full option on this point.

(b) The inclusion in the proposal of a program to hold 
down any further increases in 1968 of direct invest
ment in less developed countries above the level of 
1967 which showed a sharp increase. (See Part III)

An alternative proposal would not put this area 
under any positive hold down but ask for regular reports 
from the 708 companies in the Commerce program so as to 
keep some track on what is happening.

(c) Tightening of Federal Reserve Program on Bank 
Lending Abroad

There is more of an open question, and less of an 
issue on a toughening of the Federal Reserve Board pro
gram on bank lending abroad. The initial Federal Reserve 
Board program called for reducing the leeway to increase 
total bank lendings abroad in the year 1968 from 109 per
cent of the base date (December 31, 1964) to 105 percent. 
There is agreement that this percentage should be 
reduced further. In fact, the Federal Reserve Board on 
December 20 proposed that it be reduced to 103 percent 
which would leave only a small margin of increase ($100- 
$200 million). It has now been proposed that, in view 
of a tough firm program on direct investment calling for 
$1 billion of balance of payments benefits in 1968 over 
1967, that the Federal Reserve Board reduce the bank 
lending ceiling (see HHF letter III, 2, on page 18) to 
a percentage level that would not only eliminate any 
leeway for increased loans or a potential drain, but
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also result in $500 million of inflows as existing bank 
loans are paid off and the scale of relending to 
Western Europe for non-export credit is reduced.

This matter is under active consideration by the 
Board*

(d) Treatment of the Gold Cover Issue in the Program

This is not a substantive issue, but a matter of 
procedure and public relations* Everyone is agreed that 
you must seek a mobilization of our gold reserves beyond 
the old gold cover arrangement early in the year and 
that a specific statement to that effect should be 
included either in the balance of payments program, the 
State of the Union Message, or the Economic Message.

It is also agreed that the Treasury White Paper 
and my letter to you should anticipate action by the 
Congress on the Amendment to the IMF Articles of Agree
ment (the Rio proposal) and action on the gold cover.
The only difference is one of shading -- whether inclu
sion of a specific and definitive announcement by you on 
the gold cover should be one of the numbered points in 
your statement.

One way of handling it would be along the lines of 
pages 23, 24 and 25 of the draft HHF letter.

This is a rough summary of the major substantive ques
tions to be resolved. You will have received from Mr. Califano 
a memorandum on the discussion held at your request Friday 
afternoon. I have not included anything on the travel question 
because everyone is in agreement on the objective —  to reduce 
the travel deficit by one quarter or between $500 and $600 
million. The question that remains is the details of the 
proposal in which I do not think you should become embroiled.
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For a flavor of the range of reaction on these issues, 
in addition to the Galifano memorandum on yesterday's meet
ing, I am enclosing a copy of the minutes of the meeting of 
the Cabinet Committee on the Balance of Payments held last 
Thursday,,

!' ■ - . | 1 t ■. >- •i- >'v 'U %

Henry H„ Fowler
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