
May 17, 1971

MEMORANDUM FOR THE PRESIDENT
Subject: The Recent International Monetary Disturbances 

and Some Suggestions

The economic Policy Committee of the OECD met in Paris 
last week, and I had agreed to be in Brussels one day also.
I found myself, therefore, in a position at first hand to 
observe reactions to the international monetary turbulence.
In various discussions I tried to make certain basic points.

1* The D-mark and Dutch guilder have been allowed to 
"float" to a small premium, and the Swiss franc and the Austrian 
schilling were appreciated moderately. To call this a devaluation 
of the dollar is to use language loosely. One could just as well 
allude to a devaluation of the French franc, the pound, or the 
Japanese yen. Moreover, the four countries who changed their V 
exchange rates account for roughly 11 percent of the developed I 
world’s GNP. To say that the currencies of those who account I 
for the other 89 percent were devalued is to suggest that the ' 
tail wags the dog.

2. The heavy flow of funds was originally induced by 
differences in interest rates here and in Germany. Germany, 
with an overheated economy, was pursuing tight monetary 
poljjgj.es, and the U.S., with domestic economic slack, was 
pursuing more expansionist policies. Interest-sensitive. funds 
begem to move into Germany. This calmed down in down in April, 
but comments by Giscard d'Estaing of France and Karl Schiller 
of Germany seemed to set a tidal wave going in early May.

Was the original movement the "fault" of the U.S. or Germany? 
This is a frequently asked question, but it is the wrong one.
The real question is: “What is the problem?” After all when 
two people are not in step, who is out of step?
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There is a widespread feeling in Europe that we have 
no interest or concern about the international financial and 
economic system. Some assume that we are wholly absorbed 
in domestic matters. Two scholarly articles in the U.S., one 
by Haberler and Willett and another by Krause of Brookings, 
argued that we should take a passive or "benign neglect* (the 
phrase is used) approach toward our external|payments problem, 
ancT these had high visibility in Europe.

We can, I believe, insist that our economic policies 
reflect due regard for our balance of payments problems, and 
that they are consistent with U.S. obligations to the inter
national trading and financial system, (We cannot and should 
not say th^t balance of payments problems have priority over 
domestic economic matters.)

We have used a balanced "mix" of fiscal and monetary 
policies. The budget will show a deficit of at least $19 
billion this fiscal year and another substantial deficit next 
year. Fiscal policy is being "used." Monetary policies should 
be expansionist, and tKey have been. The money supply has 
increased 6.2 percent during the last year. There is a widespread 
view in Europe that the 9.5 percent annual rate during the first
4 months of 1971 has been irresponsible. This, however, largely 
made up for a shortfall during the closing months of 1970.

This leads me to make four suggestions of an "action'' type.
1. You might want to communicate to Arthur Burns that you 

support fully the expansive monetary policies of the Federal 
Reserve this year, though you know the Fed has been criticized
for this abroad. The Federal Reserve will be under strong pressure 
from their colleagues in the central banking fraternity to tighten up. 
Indeed, the Fed did tighten up in April, and this shows in the 
statistics on the money supply and interest rates. We have had our 
dif^eif&nces with the Fed, but an expression of support and under
standing would be useful now and in order.

2. We should actively support work toward a better 
coordination of domestic economic policies among nations. This 
is no panacea, but it is a constructive initiative, and was 
already foreshadowed in your Foreign Policy Report of 1971. This 
will be discussed at the ministerial level of the OECD in June 
(to be chaired by Secretary Rogers). We should take a strong 
stance there (though cautioning against procrustean rigidities
of procedure).

Suggestions
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3. We in the Administration need to show more explicit 
awareness, in our speeches, of the world economy. Our 
strategy for economic policy is consistent with concern 
also about the balance of payments, and more attention
to this in our speeches would be helpful to make the point.

4. A more active program of low-key visitation abroad 
by pertinent officials of the Administration might be useful. 
Through the happenstance of my being in Paris and Brussels 
last week anyhow, for example, I believe that I was able to 
make a small contribution toward getting our position a 
little better understood in Europe.

Paul W. McCracken

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



T H E  C H A I R 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  

WASHINGTON

May 18, 1971

MEMORANDUM FOR THE PRESIDENT

Would it be worthwhile to send a personal letter 
to Arthur Burns along the lines of the attached draft? 
It would enable you to state explicitly your views, 
and there might be some point in having such a 
communication in the files.

aul' W. McCracken

Attachment
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DRAFT OF A POSSIBLE LETTER TO ARTHUR BURNS

Dear Arthur:
This is just a personal note to tell you that I 

wholly support and appreciate the generally expansionist 
monetary policies for which you have provided leadership 
during 1971. These unquestionably have helped to 
establish the basis for an orderly expansion that will 
in due course enable the economy to regain reasonably 
full employment.

The "mix" of economic policy, about which we must 
always remain flexible and open to new evidence, has 
reflected a balanced approach with due regard for our 
international responsibilities as well as for the resumption 
or orderly domestic expansion. Your monetary policies have 
been carefully expansive. Fiscal policy is also playing 
a vigorous role. The budget which I put forward earlier 
this year projected a $17 billion rise in outlays and 
changes in certain taxes such as the liberalization of 
depreciation.

If we stay firmly on this course, I am persuaded 
that we can continue our progress toward a stronger 
American economy and a better international economic and 
financial system.
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