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THE SECRETARY OF THE TRUEASURY

WASHINGTON

MAR 26 1962

Dear Mr. President:

In accordance with my responsibilities for
continuous review of all the programs and policies
of this Administration with respect to the balance
of payments, I am submitting to you herewith a
report summarizing our progress of the past year

and the nature of the tasks that lie ahead.

Faithfully yours,

/u/) Dougles D111

Douglas Dillon

The President

The White House



RESGRT TO THE CRESIDANT BY THE
SECRETARY OF THE TRAAIUZY ON THE
BALANCE COF PATLIENTS

A little more than a year ago, shortly after taking office,
you cutlined in a speclal message to the Congress a broad and
energetic attack on the balance of payments problem facing this
country. In response to the clear and urgent need, a wide variety
of measures have been introduced and pursued with vigor by all
agencies concerned. At your direction, I have assumed speclal
responsgibility for continuocus review of all these actilvitles,
and for reporting to you at frequent intervals on the status of
our International accounts. It ig tlme now for me to measure
our progress over the past year, and to assess the hard tasks
that still lie ahead.

During 1961, the immedlate pressures apparent at the time you
took office were relieved. Confidence in the dollar was strengthened;
the gold outflow slowed; and the deterioration in our world come
petitive poslition arrested. Nevertheless, I must report that the
task of eliminsting our balance of payments deficit has only begun.
Until it iz finished, we cammot rest easy.

Tha wmain responsibility for righting our deflcit lies in our own
hands - in the sustalned efforts of Covernmment, business, and labor.

But the cooperation of other free countries is also essential
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if we are to bulld a stronger international financial system.
That system must be capable not only of supporting and nourish-
ing expanded trade among the free nations but also of withstand-
ing the strains and pressures that are an inevitanQKPAtt of
progress in this restless world.

The results of our efforts thus far have been good enough
to justify confidence that we have made the right start; they:
are not so good as to justify complacency. Part of our improve-
ment in 1961 came from palliatives, and palliatives must be
continued in 1962. But the cure has also bzgun to work, and
it can be a lasting cure, so long as we recognize that itccan
be neither simple nor painless.

Full success will require time. The necessary time is ours -
i1f we use it effectively. Today ths dollar ig still strong,
bulwarked by over 40% of the monetary gold stock of the free
world. Time will not be our ally 1f we waste it, for then
confidence will be shaken, the basis for essential cooperation
among the leading financial powers lost, and the future will be

in doubt.,

The Naturs of the Problem

In 1961, our basic accounts - which sum up all our recorded

transactions with foreigners except flows of shorte-term capital -
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vere in deficit to the extent of $600 million, a substantial
reduction from the basic deficits of $1.9 billion in 1960 and
$4.3 billion in 1959. This reduction reflected both a larger
export surplus and reduced net payments abroad on Govermment
account = progress in the directions we must move. But, it {is
clear that our progress did not stem entirely from factors of
a lasting sort.

The large surplus of over $3 billion in our trade accounts =
excluding those exports financed by Government grants and capital -
resulted in part from the low import levels that accompanied the
recent recession. In addition, special debt prepayments to
the United States - by the Federal Republic of: Germany, the
Netherlands, the Philippines, and Italy - contributed almost
$700 million to our receipts,a much larger amount than can be
expected year after year. Because these speclal factors were
concentrated in the early part of the year, our basic deflcit
increased appreciably during the final six months.

Moreover, on top of the basic deficit, short-term capital
continued to flow abroad in amounts only slightly less than
during 1960. These flows were much less disturbing than in
1960, when speculation against the dollar developed. They did

not reflact or arouse the same doubts over the future of the
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dollar. Instead, more of the cutflow in 1961 consisted of com=
mercial credits to other countries, vwhich helped to support &
continued expansion of trade. But this was only part of the
cause, and last year the slze of the short~term capital outflow
clearly aggravated our prcblem.

Altogiether, our deficit in 1961 amounted to nearly $2.5
billion. While sharply below the average of $3.7 billion for
the three previous years, this is still far from our target of
equilibrivm in our international accounts. A deficit of the
proportions of 1961 could be, and was, financed without placing
new strains on the monetary system only because confidence in the
dollar was strong and our determination to meet our problem was
apparent.

A little over a third of our deficit in 1961, or $857 millien,
was reflected in gold zales from our monetary stocks. Of this,
$924 million was purchased by foreigners in the single month of
Jonuacy, before you had made clear the determination of this
Adminigtration to maintain the value of the dollar and to take the
vigorous measures nceessary to restore a balance to our international
accounts without resgort to direct controls or restrictions,

Our ability to finance our defleit in 1961 cannot be pere

mitted to obscure the nature of the continuing prolt lem before us.



This country is agreed on its vital responsibilities for leaders
ship in the defense of the free world and for assisting the
developing nations to find a batter 1life in free socleties.

But it ig not always understood that these burdens cannot be
carried if we do not, over a3 series of years, carn a larger
surplug in our commereial accounts.

Equally important is the fact that a?;ound dollar is
essentlal to the strength and stability of the whole interna-
tional monetary system, and thus a vital concern to all eur
allies and trading partners. Amevican dollareg, side by side,
with gold, are a part of the basic reserves of nearly every
country in the free world, They use dollarg to finance much
of their worldewide trade, to pay for shipping and transporta~
tion, and to support thelr foreign investment or borrowing., It
1s this universal scceptability of the dollar as a reserve and
trading currency that has wmade possible a vast expansion in
world trade,

The dollar can continue to perform these functions only
s0 long a8 it 1s reliable. It must be immcdiately reliable as

a currency that can be converted into gold at a fixed price.
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It must be ultimately reliable as a solid claim on the enormous
and rlchly varied resoucces of our abundant economy - a claim
umdiluted by inflation, creeping or rapid.

The brosd challenze before us is to maintain the value of
the dollar unquegtioned - and to do so without impairing our vital
domestic objectives, the strength of our mutual defense, or our
ability to assist the less fortunate nations along the path to
prosperity and fxreedom. In the end, these tasks are mutually re-
inforeing. We cannot afford to neglect one for another, for omnly
wvhen our economy is expanding at home, our defenses strong, and
the poorer countries are making visible progress can we command

the sort of confidence in our own futufe that is necessary.

The Qver-all Oblective

Our programa and policies to maintain the strength of the
dollar within a framework of free and expanding markets at home
and abroad are focused on two broad and related cbjectives:

First, ve must eliminate the daficits in our intcrnational
iccounts, taking thé good years and the bad together, so that
rolonged and e:cegsive drains on our own reserves cease., This
¢111 require, above &ll, that we achieve a still larger commercial

surplus by competing more vigorously with produccks of other
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countries both in foreign markets and at home. It also requires
that wve reduce ocur net payments to other countries on Government
account to the minimum required by national security and economic
development objectives. And, we must ¢liminate from our tax .
system artificial incentives = grounded in neither equity nor
economic efficlency = to moving capital abroad, |

Second, on this firm base, we must build a stronger framee
work of mutual cooperation among govermrents and monetary authorle
ties. Acting with our partners, we must be able to defend the
international monetary structure from speculative excesses and
other strains. In particular, while alloving short-term funds
to move freely from country to country in accordance with private
Initiative, we must mske 1t inpossible for sudden and canriciocus
movenments to undermine the stability of the payments system,

To achieve thesce objectives, the energles and resources of
all agencies of the United States Govermment have been mobilized
to specific tasks in the area of thelr responsibilities. To assure
that the proper prloritles are maintained and the appropriate
sense of urgency prevalls throughout Govermment, I have, under
your authority, established procedures for continucus review of

all these activities, Full rveports on the actions of all Covermment
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departoents and sgencles are, &s you gnaw. prepared for your
review at leact once @very'thr@e‘mmntﬁs. Special actions being
taken or nceded throughout the Govermment to overcome our balance
of payoents problem are brought to your attention promptly, and

you have i{issued 8 series of directives, and sent to Cepngress &

nucbker of proposals, to intensify and coovdinate these eflorts,

Eliminatine the Deficit

The balance of payments iz made up of countless imcividual
tranzactione, each rasponding to s wide varicty of factors.
Among these factors some 2re under the divect contrdl of Governe
went] others roflect the performance of our winle domestle economy,
and gtill othevs the policies and performance of cther nations.
Anid these complenities, there can be no satisfzctory single solu-
tion to the deficlt. that 1s needed i3 8 concerted effort on all
fronts - by the Covermment, business, lebor, and fimnence in this
country snd by other leading countries gs well, particularly
thoge whose balance of payaents surpluses represent the epposite
gfde of our deflelt,

The fivst line of sttack

The first line of attack on our balance of payuents delicit

congints ol measureg 6o curtsll the ovtflov of dollars stemalng
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from the activities of Govermcent itself, Many of these meoasures
are nov well advanced, and contributed to the improvemsat in 1961,
Others are just now becomlng effective, and should provide necded
help this year. But still more cun and iz being done to asszure
that all Govermsent pregrams ave fully sdjusted to the needs of
today,

- The Scervetary of Defenge 1s conducting negotiations

with certain of our allies to offzet, through the pur~

chase by thom of additicnal U.S. military equipuent

end ssrvices, the heavy payments which we wust make

to maintaln and support American forces in their

countrien participating in the cosmon defense. Expondie

tures for defense purposes overseas were cloge to §3

Billion in 1061. It is ezpmeted that our total sales

of wmilitary equipment and services will result in paye

ments to the U, S5, of wmore than $1 billion this year,

conpaced to lopr than half sz much in 1961, This will

help grestly in reducing our 19462 defleit,

- The Ifease Depariment has slso dirvected the

return of procurement to United States sources of a

portion of the wglor enuipment, supplles, and secvices
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formerly purchagzed in forelgn countries for the supply
of our armed forcoes overseas, It ls stroamlining overs
seas deployments snd pruning installations with a view
to congerving dollars within the frascuork of our needed
defense requirements, Milidary and civilien personnel
and thelr dependents are being urged to reduce thelr
peveonal eipenditures overseag and to channel thelr family
savings into United Stetes savings bonds and other Amerie
can gsecurities or savings institutions,

- In our econoulc asgistance programs, we.are yoe
ducing the portlion transferved to Fforeiga eountries

in the form of dollars rather than U, 8. gooda and
pervioes, Conversely, the shave of our ald trange

farred dn the form of U, 8. goods and services 1s

beding inereased. Because asubstantial part of

current expenditures stess from conmitmonts made

under earlier policleg, the full rcesults of ocur new
enphaslis have not yet been rellected in the balance

of payments data. Roughly two-thirds of the funds
expended for 2ll our forzign sconomle assistance

progeams in 1961 (logluding forelpn currency salos
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of agricultural surpluses) were initially utilized for
expenditure in the United States. The portion spent
in this country will increase a3 .procurement orders
under present directives become worec fully reflected
in our balance of payments. ¥ays are being developed
to r;&uce st1ll further the impact of economle assigte-
gnce on ocur balance of payments - without damage to thé
objectives of the AID program,
- Our program for bartering agricultural surpluscs
under P, L. 480 is being reexamined to mike sure it
will not adversely affect the balance of payments of
the United States, The danger is that, In scme ine
stances, potential export sales for dollars may be
diverted into barter arrangements that return to this
country imports for which there 1s no current need,
This problem chould ba recognized in any modification
of legislation or additional appropriations for the
barter programs contemplated by the Congress.

Loncer ranse programs

The task of reaching a balance Iin our international accountsg

is not one that Government can achieve alone, The private sector
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of the economy has an even more vital role to play. Long run
eguilibrium will be reached and maintained only if private in-
dustry improves ite efflelency wore rapidly, produces goods and
gervices fully competitive in world markets, and actively sceks
out and fully explolts its esport opportuntities.

Here, Government cen act as a prod and catalyst and help
assure the proper enviromment, wé.have recognized that, if
business moves shead as we expect, a balanced budgst in £iscal
1963 15 en essential part of this enviromment. It will assure
that the over-all fiscal program of the Govermment is in keeping
with the neced to avold excesses in our domestid economy and to
release savings and resources for productive investment, MHMore=-
over, our monetary policles are béing conducted in & manner to
asgure that ample credit is available to finance domestic growth
without providing new fuel for inflatiom. But, in the last
analysis, the critical decigions and the crucisl acticns are those
of private cltlzéns,

Above all else is the compelling nead for business and labor
to exert conscious westraint in shaping wage and prilce policles.

Our industry cannot remain competitive 1 we repeat the pattern of
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the 1950's, vhen prices of industrial goods in this country ad-
vanced more rapidly than those of ould leading competitors. Prices
of American manufactured goods exports, for instance, vose 147
relative to those of -other industrialized nations from 1953 to
1960. Over the same period, our chave of world exports of'&anu-
facturesg declined from 25.9% to 21,&%.

All the agencies of Government directly concerned - the
Council of Fconomic Advisers, the Departments of Labor and
Commerce, and we in the Treasury -~ are cooperating in the effort
to bring home to all Americans the key fact that the United States
can, in this intensely competitive world, win the battle for mar~
kets only by doing a better job in restraining our own prices and
costs. Your Labor and Management Advisory Committee, too, is
fully aware of the lwportance of price stability to cur inter~
national payments situation, as well as to our domestiec economle
welfare., That Committee can be of continued and even greater
help in the future,

The Council of Econemic Advisers hag set forth guideposts
for wage and price decisions consistent with ocur long-run needs,

These guldeposts would permit increases in average wages over
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time in line with increaces in natisngl productivicy, Thoy would

allow for the corrcetlon of existing incquities in the wage strucs
ture, and would permlt warket forces to be appropriately reflected
in relative wages and prices. They do not provide preclse angwers
to every question that ariscs amid the tug and pull of collective

bargaining and prlcing decisions, But they can indicate, awmid

the strong pressures on both labor and management to seek whatever
bargaining advantage the woment offers, vhere the publle interest

lies,

Fortunately, we hawe 89 far come out of the recent recession
without price increases. UWholesale prices of industrial comodi-
ties are astuall& a bit lover than a year ago despite a gain in
production of over 127 - altogether the best performance of the
pogtwar-years, At the same time, prices in wost forcign countzies
have tended to rise, But, as the domestic economy wmoves aghcead,
and the beneflts of extraordindry galns in productivity typical
of the ¢arly stages of recovery are absorbed, we cannot relax our
vigllance,

A year ago, in taking office, you suggested that it was the
responsibility of every cltizen to ask what he could do for his
country. In this area of price and wage deelsion, that challenge

is clear and specific,
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Yore wapid modernization of our industrial plants, so that
the United States can retain its leadershlp 1n efficient produce
tion, 1s aaother essential part of our longer-run efiort to
achleve and maintain & stronger position in export markets.
Improved efficicoey ia the only way that we can hope to achleve
faster growth at home and a better life {.: a1l of cur eltizens,
while still meetlng our commiiwents abroad and remaining com=
petitive in world markets.

This improved efficiency is in goo! part dependent on
bringing to our factories the fruits of modurn science and
techinology. Congress now has before it a bill that would pro-
vide g tew credit to be applied ggainst purchases of new ine
dustrial equiprment. Hthin the framovork of existing laws, the
Treasury also has underway a program of depreciation reform,
updating the outmoded guidelinea set yecars ago and permitting
faster write-ofis in line with current ewperience and technology.
Together, these key reforms will provide incentives for nsu ine-
vestimont in the United States comparable to those available to
Investment in productive facilities in other industrialized
countries of the free world,

At the game time, our payments situation underlines the

Importance of removing from our tax laws those provisions that



give an unwarcanted stimulus to investment by American firms in
the developed countries abroad. American buginess does not re~
quire the use of special tax privileges, and pavticularly access
to tax havens that avoeid ﬁractically all taxes, to oparate
effectively in daveloped countries with bueiness tax systems
comparable to ours.

Price stabllity and lmproved efficlency provide the essene
tial wmderpinnings for any effort to expand our commercial trade
surplus by penetrating export markete aggressively while at the
sama time meeting import competition without resort to restrice
tions. BDut, in addition, Govermment officials and businessmen
alike must become exporteminded - much more so than ever before.
To assure that the opportunities open to us are fully exploited,
efforts within Govermment to facilitate and encourage the flow
of American goods and services to foreign warkets have baeen
greatly inereased,

- The forelgn trade funotions of the Foreign Ssrvice

and the Department of Coummerce have baen reshaped and

infused with fresh cnergy so that American businesa

can be made aware of export cpportunities as they artse.

Foreign market surveys by our Forelgn Service numbered
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over 34,000 in 1961, an increase ol 77 over 1960. The
Commercs Dopartment has established a National Export
Expansion Council, linled to 14 r&giPnal eouncils through-~
out the United States on which 1,000 business executives
are being asked to serve.

- Rfforts to familiarize foreign businessmen with
American products and firms are also being intensified.
The U. §. Trade Center Program, initiated successfully

in Loudon last yeayr, is being expanded - centers in
Bangkok, Frank{furt, and Tokyo vill open in 1962. Last
year we participated in 11 international trade fairs

and sent special trade missions to 12 countries,

- The Department of Agriculture, utilizing forelgn
curvencies received from our sales of gsurpluses abroad,
has expanded its program to develop foreign markets. for
Ameriean vheat, feed grains, rice and other agricultural -
products, TForty private trade groups are assoclated
with the Department in this efiort. In 1961 alone,
agricultural trade promotion exhibits were pro;ided at

20 intevnational fairs in Europe, Af:ica, the Far East,

and Latin America.
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- The Expovt-Import Bank, in cooperation with 60
insurance companies, has devzloped a broad program of
export credit insurance to be carried out through the
newly crecatced Foreign Credit Insurguce Asgsoclation.
The FCIA, which began operations carly in February,

is offering to exporters throughout the United States
a single insurance policy, bacled by extensive Govern=
ment guacantees, covering both comisereial and polielcal
rigle comected with U, S, export sales to buyers in
friendly foreign countries., lhen {ully effective,
this new ingurance prograrm, togather with existing
Covermment and private facilities, should permit the
American exporter to offer export credit on a footing
at least as favorable as available to his foreign
copetitors.

- To promote forelgn travel to the United ftates,
and thereby reduce our deficlt of roughly $1 billion
a year on forelgn travel account, the Depavtment of
Commerece has established a new agencey ~ the United
States Travel Service -~ assiated by a 36-man Travel

Advigory Committee dvawvn from our private travel and
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tourist industry. United States travel promotion
personnel are now established in seven foreign cities
and are working with travel agents, carriers and the
general public in 30 foreign countries.

- Procedures for entry into the U. S. for foreign
buginess and vacation travellers have been simplified.,
Most visas for such visitors are now issued in less
than 3O minutes. The Department of State last year
recommended legislation designed to simplify visa
requirements for travellers still further and eliminate
them entirely on the basis of reciprocity. Congreas
failed to act on this proposal last year, but it will

be resubmitted at the present session.,

To assure that the maximum potential from this wide variety
of efforts is reached, Secretary Hodzes and 1 recommend that you
appoint an Export Coordinator in the Department of Commerce.

He should be a top level official, concentrating wholly on the
overriding need to expand our export sales.

The Export Coordinator would be responsible for developing,
in consultation with private business, meaningful export targets
by industry, and b, country and reglon of destination. He would

assure that the vast facilities of Government are used to best
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advantage in helping our expocters to reach these targets. He
would keep a close watch on performance, pursulng through his
owm small staff end existing channels the reasons for any short-
falls and assisting in the removal of obstacles as they develop.
Finally, he should identify new problems that wmight arisa, and
make recormazndations for dealing with them to the proper officials,

The role of other countries

The deficit In our own balance of payments has gits counters
part in the gsurpluses of other countyias, Thege surpluges, in
recent yearxs, have been largely coancentrated in several of the
industrialized couﬁtries in Continental Western Europe. These
countrics have as great a regponsibility for cutting Jdown their
éﬁrpluses as we have for reducing our defieit, if the Iinternational
monetary system 1g to be both strong and stable,

Substantial advances have occurred over the past year in
this charing of regponsibility., There were the military arrange-
ments and sizakle debt prepaymonts by certain of our allies alveady
mentioned? Purther agreomcnts along these lines are anticlpated
during 1962, But there must be more. e are hard at work now
daveloping the means,

Only a beginning has boen made in mutual support for the

expanding nceds of the developing countries for economic assistance,

[ 4
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on terms and conditions suited to their elrcumstances., Convene
timnallloans, repsyable within relatively short perlods at high
rates of interest, do not adequately meet these needs, Other
industefalized countries, in the years ahead, must contribute
smuch more assistance to the developing countries, and on better
terms, This must be 2 continuing objective of our foreign policy.
In most industrialized countries, busincsses and individuals
are still not free to invest vhere and vhen they wish - outside
their own currency arcas. Frequently, they are not free to invest
in the United States vhen they want to, and in ways they prefer.
Such restrictions can no longer be. generally justified on balance
of payments grounds. Continuzd use of them is cspecially anomalous
in the case of the countrlaes with large and grouwing monegsry re=
gorves,
Surplus countries should move boldly now in freesing thosa
capital movementa. Moveover, our long-tiwme objective « removal
of controls over trade itself « is only partially fulfilled.
To be sure, quotas and otheyr quantitative restrictions, so common
earlier in the postwar period, are now largely gone for manufactured

goods in the industrialized countries. That has becn a great gain.

But barriers remain for agriculturedlgoods. . And the progress of
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the Common Market, desirable ae it is, will bring into being a
cormon external tariff - a barrier vhich must be lowered 17 the
United States is to expand its sales to this great and growing
market. ‘

A breakthrough is imperative in this area. Broade~szcale
trade negotlations under the authoricy of the Trade Expansion

Act that you have already proposed to the Congress offers the

only realistic opportunity,

Strengthening the Worxld Monetary System

The f£irst requisite for a strong and healthy international
monetary system is progress towvard resolving our own basice
balance of paymeénts problem., Only in that vay can there be
a {irm basis for continuing confidence in the dollar. But even
then the system will remadn exposed to potential shocks and
strains avising from large-scale shifts of liquid funds from
one country to another,

Hormally, these short~term capital flows serve a construc-
tive purpose in moving funds to the point of greatest necd. But,
these flows can also magnify temporary fluctuations in a nation's
balance of payments and become a vehiele for spcculation against

one currcncy or another. No nation, hovever strong in resgerves,



~ 2

L3

could withstand alone the potential pressures that could con-
celvably arise, The industrialized nations therefore have a
cousnon interest in protecting the system upon which we all rely
to facllitate the flow of trade among us.

Basic to progress in mecting this problem ave frank con-
sultations and close understanding among the leading financial
nations. The working groups within the OECD and the regular
meetings of FHuropean Central Bankers at Basle, to which the
Federal Ressrve now regularly sends an cbserver, have provided
appropriate forums for such discusaions, and I ban report that
the cooperative gpirit displayed has becn gratifying. As a
result, we can now shape our policies with fuller understanding
of the needs and responses of others. The uncertainties and
lack of information that can be a breeding grohnd for specula-
tion andiinstablility have been largely «diassipated,

It was this understanding and cooperative approach toward
our mutual problems which made posgible the agreesment announted
in December by ten leading industrialized countries to supple«
ment the resourcaes of the Intcrnaticnal Monetacy Fund by means
of a new system of lending errangements totaling $6 billionm.,
These arcengements will greatly enhance the ability of the Fund

to cushion any significant shocks to the monetary syatem, from
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whatever source, and to diffuse the impact among the surplus
countries best able to bear it. In particular, the new arrangee
pents would greatly incresse the potential resources of the Fund
in currencies of the surplus countries of Western Europe, upon
vhich the United States would need to draw in the event of need,

¥e are awalting final approval of the .ecnsabling legislation by

the Congress.

The Treasury also began, during the past year, to operate
directly in the foreign ezchange markets. VUsing in part curren-
cles borrowed in fovelgn marlets, this intervention was helpful
in damping down the kinds of temporary fluctuaticns in the
axchangss that can set of excessive shorte-term capital movee
ments. The Pederal Resevve, acting under its existing statutory
authority, began in March to engage in foreign exchange operations
in full consultation and cooperation with the Treasury. This
participation by the Federal Reserve will strengthen this country's
regources and facilities for countering any threatening presgsures
againgt the dollar in world exchange markets. It will, in the
end, contribute to the further use of : the dollar as 8 reserve
and trading curreacy.

There i3 on2 area in which the U, S. can 1ts;1f talke action

to elininate an incentive for shorte~term capital €lows that serve
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no real economie purpose. Cortaln recuntly irposed ts:es abresd,
in combination with the current provisions of our tasx laug pevre
mitting A& eccedle for foreion tawes pald, have eveated, for soms
coxponiss, an cutirely avetficial incentive to transfer liguid
balances asbroad., A specifie recomsendation for dealing with

this guick in the application of ocur ta. laws is being prepared
by the Treasury so that an appropriats remedy way be lacluded

in the tax bill now before Cougress.

Prosnects for 19867

R ST

Chanzes in any ratlon’sz balance of payments from year to
year, reflecting a mass of eross currcats in both the domestie
and’fer@ign gepnonies, gre never {ully preodictable., Heverthes
lesgs, it i3 clear that the measures already taken and proposed
will not have had tlwe to work thele full effect in the space
of 1962. Ve must thurefore be preparsd for ancther defieit
this year.

The principal factor wocking agalnst a balanes 1n 1962 1s
the prospect ol a gharp increase in ifmports over the unusually
1ow level during the early pact of 1%61, This ean be expected in
regponse to the growth of our domestic cconomy. The same sovt of

{increase canmot safely be assumed for exportz, tlad closely to marglet
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conditions abroad, although we will be doing all we can to expand
our forelgn markets. Our commitments for defense and economic
assistance should, however, lmpose a smaller burden, because

of offsetting payments to the United States « related both to
military purchases and debt prepayments - and necessary ‘tying of,
aid,

We must also be prepared for a possible further outflow of
ghort~term caplital, Borrowings in the American market by resi-
dents of other countries and foreign governments, unusually large
over the past two yéars, are likely to slacken, but not to cease,
In the conduct of our monetary and debt management policies, ve
must remain continually alert to assure that our own short~term
market does not become so liquid that credit spills over
unnecegsarily into foreign lending.

The means for financing our prosapective deficit in 1962 are
available, In the process, some portion will need to be settled
in gold as some countries exchange part of their dollar holdings
for gold to restore or maintain thelr varied rule of thumb
ratios of gold to thelr total international reserves, although
ratios of that sort have less relevance as international coopera-

tion becomes closer and the payments sytem is strengthened,
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These gold losses in 1962 should not be of a size or
character to cause dismay, But they will be a forceful reminder
that, until our accounts are fully in order, we are using our
reserves to buy time,

We still have the time for the most important element in any
real cure consistent with the maintenancé of our commitments to
free world securlty and economic progress in the developing
countries -« an expanded commercial surplus. To achieve that
expanded commercial surplus we shall have to apply ourselves to
the job at hand with the same urgency it would need if little
or no time were left. And we shall also have to insist that
other free countxries able to do so assume and discharge their
full ghare of the common burden, and provide us with the sort of
trading opportunities that will permit us to carry our own full

sharea,

Needed Legialative Action
Essential parts of this over~all program still require
legiaslative action for thelr full implementation:

¥ Authority to participate in the supplementary
IMF arrvangements.

' Authority to bargain effectively for lower tariffs
with the European Common Market and other countries
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under the terms of the Trade E:ipansion Act.

* Incentives for more rapid modernization of
industrial equipment by means of an investment
tax credit,

* The removal of special inducements to invest
abroad by eliminating the possibilities for tax
avoldance on foreign operations tﬁrough the use of
tax havens and unwarranted deferrals of taxes on
operations of foreign subsidiaries. /

*# New appropriations adequate to staff and operate
effectively the Office of the recommended Export
Coordinator and the enlarged functions of the
Departments of Commerce and State in stimulating

exports.,

2 Simplified visa requirements for foreign visitors.

* Continuation of P. L., 480 in a form that will not

adversely affect our balance of payments.

Conclusion

Recognition of the problems before us, the wisdom to devise

and ::forcefully apply appropriate remedies, the understanding
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cooperation of our allies abroad - all of these are critical
elements in a successful resolution of our current difficulties.
But in the end we will succeed, as in all our endeavors, only

as all Americans grasp the challenge, and demonstrate that
combination of restraint in setting wages and prices and bold
initiative in seizing export opportunities that the circumstances
require. The stability of the dollar is a key to economic progress
at home and abroad. Beyond that, it will stand as a symbol of

our own determination to discharge the responsibility that is ours

for leadership of the free world.

March 26, 1962
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THE SECRETARY OF THE TREASURY
WASHINGTON /W

un 261862

MEMORANDUM FOR: The Secretary of Defense
The Secretary of Commerce
The Under Secretary of State
The Administrator, AID
The Director, Bureau of the Budget

The Chairman, Council of Economic
Advisgers

to "keep a sharp eye on the management of our own dis-
bursements within the Executive Branch." He has asked
Dave Bell to bring to the new committee proposals for a
"gold budget" for controlling federal expenditures
affecting the balance of payments,

Copies of the President's memoranda to me on this
subject, of June 7 and 22, and of my memorandum to him
of June 14, are enclosed,

Axrrangements will be made for a first meeting of
the committee at an early convenient date,

on
/8l pouglas piit

Douglas Dillon

Enclosures:

The President's memoranda
of June 7 and 22,

Memo of June 14 to the
President,

JMLeddy:cvb:6/25/62



THE WHITE HOUSE
WASHINOGTON

June 22, 1962

MEMORANDUM FOR l

THE SECRETARY OF THE TREASURY

N\

I like the proposals in your memorandum of June 14ti .n

the ways of carrying forward a small inter-Cabinet com-
mittee on the balance of payments. I agree with you tha:

the Director of the Bureau of the Budget should be added,

and I also believe that we should have representation from
the State Department -- presumably George Ball -~ and
from the Council of Economic Advisers, I doubt if we would
need any further White House representation at this stage,

I agree with your view that the group should begin to think
hard about broad policy cn the baiance of payments, butl
also want it to be a working committee that will keep a
sharp eye on t1i¢ management of our own disbursements
within the Executive Branch, For this purpose I am ask-
ing Dave Bell to be prepared to bring to the new committee
proposals for what might be called a "gold budget' for use
in controlling all federal expenditures that affect the balance
of payments. A number of instances in recent weeks h:z.ve
made it clear that our Executive control in this area i~ .-
what it ought to be, and I think the basic budgetary proces
provides an excellent analogy to the sort of thing we now
need in the balance of payments field,

W ~ ces }g,essrs'. Fowler, Roosa, Ladcy.

A‘L..-*.‘



MEMORANDUM FOR TUE PRESIDINT

1 welcome your sugcestion that a emall Intex-Cabiact
Cezmitlee on the balance of payments be ostablizhed undor
wy chalrzmanship, including the Sceretary of Defensz, the
Secretary of Commerce and the Dircctor of the AID Agcacy.

1 would suggest adding the Director of the Furcau of the
Ludget to the group. 1 believe that we should operate this
aroup informally in order not to impair the wider intere
agency coordination which I am carrying out in accozdance
vith the directive in your memoruncum to me of February 17,
1961, a copy of which {s attached.

I suggest that we might procecd as follows: When the
draft of my next report to you on the balance of payments
is rcady == about the end of next month == 1 would ezll a
meeting of the new informal Cabinet Coxmittec to go over
the report and begin thinking about the further steps, o
intensified action on existing steps, which could be pat
together in a program or report toward the end of the year,
This program or report would, amons other things, asscess
the rcalism of the targets for achioeving balance by 19C4,
vhich I sent to you in oy memorandum of June 1. It would
also list any altermative steps that may be required to
achieve such balance.

I think it would be helpful to deslgnate somcone £rom
the Whito Housa staff to sit in on the July mecting.

I£ you agree, I will proceed accordingly om the basis
of the authority in your memorandum of February 17, 1961..

il

¢
" giguod 1
Hou 18 pillon

" Douglas Dillon

Enclosures w
Copy of February 17, 1961 memos . | e et vt e e s o
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THE WHITE HOUSE .
WASHINGTON

) - June 7, 1962

MEMORANDUM FOR

SECRETARY DILLON .

’ I think we should have established an
inter-Cabinet Committee with you as Chairman,
Secretary of Defense, Secretary of Commerce
and the Director of the Aid Agency to work on
this balance of payments problem. It may be
desirable to assign a permanent.staff membexr
to the White House to work with this Committee,

This interwCabinet Committea should
come forward with a program perhaps in
November with assurances of bringing this
pProblem under control within a reas onable
period of time. I would appreciate your

thoughts on this.. "
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MAR 26 1962

Dear dalphs

I mcerstand that you have glrsady beenm inforred by
Alza Holrmos that Seerctary Dillon heas agrecd $0 reccnatitute
Ui A& Hoe Camudilce on Dalamee~of-Paymonts Statisties, in
ender to deal wilth Litadsr aspects of the balanco of pay-
wortg., I will gerve oo Chalran of the Cormittoo, and wo
have edded Walthor Lederor of the Depariaont of Camserce t0
it mmXorchip, Pleass infora me if you wish to rake eny
change in e rwpresantation of tha Board,

I cugcost that the dnitial meeting of the Cornittee take
plece ab 11:00 a.m,. on Yodneaday, March 28, in Room 44206,
Treagury Dopartamt. We will do in touch by telephone with
o reprosentatives with respoot $0 the egonda for the Lirgt

... 4 txugt these arrangemsnts will be satiafactory.
Singerely yours,

.(signod) John M. Leddy
| Jam . Lesey

1.

ir, Balph 4. Young
Advisary +9 tho Boand
Fedoral DRosorve Syzton

WW ”y D. Co

OIF:CLCAl1AndersXls 3-22+62



THE WHITE HOUSE
WASHINGTON

March 9, 1961

MEMORANDUM FOR THE HONORABLE

DOUGLAS DILLON

This memorandum is to confirm the
action of the President today in ter=-
minating the informal|Cabinet Committee
on Balance of Payments Problems. The
directive of the President that responsi-
bility for coordinating the government~
wide effort on balance of payments
problems will be lodged with the Sec=-
retary of the Treasury.

Frede¥ick G. Dutton
Special Assistant to
the President
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THS VHITE HOUSE COPY L/i/
WASHINGTON
Sebruary 17, 1561 Q
< A2
ORANDUM FOR
TEE SECRETARY OF THE TREASURY .

my Message of Februaxry 6, 1961 to the Congress dealing

th the balance of payments and gold, I assigned to the
dividual Departments and Agencics most imm-diately con~

rmed the respousibllity for implementing the measures
ich I directed to be taken.

-

should like you, as the chief financial officer of the
wvernment, scting in close cooperatlion with the Bureau
' the Sudget, to undertake coordinating responsibility .

)T that program and to report to me pericd cally on
1. progress achieved, along with any recommendations
v additional action deemed necessary on the balance
{ payments problem. In carxrrying out this responsi-
llity, you should comsult yith the heads of other
spartments and Agencles concerned.

an gending coples of this memorandum to heads of the
ther Departments angd Agencies which have been ass igned

pecific implementing tasks,

Signed by President Kennedy

‘f&'j. 3/’ -
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THE WHITE HOUSE LE7E '/
! WASHINGTON

February 17, 1961

MEMORANDUM
N
TO: The Secreteries of State, Treasury, Commerce and the

vtorney General -

FRCM: The President

“ As one of the measures to correct the basic balance of payments
deficit, I have directed the Secretaries of State and Comxerce

to develop a major new program to encourage foreign travel in
the United States.

As I stated in my Message of February 6, 1961, an essential
paxrt of this program is “action to simplify our visa and entxry
prccedures for temporery visitors."

Therefore, the appropriale departments are reqQuested: .-
1) Immediately to take all necessary administrative steps to
facilitate the granting of nonimmigrant visas overseas where
now required by lew, recognizing that the Congress will be
asked to amend applicable statutes to waive nonlmmigrant visas
insofar as security considerations permit.

e
o

-

/ 2) To take other administrative steps necessary to encourage
an inflow of foreign tourists and expedite their entry, in-
cluding easing of financial capacilty requirements and customs

procedures e

3) To prepare for submission to Congress emendments to the
Immigration and Nationality Act To welve nonimmigrent vises,
on a basis of reciprocity, and perticularly with respect to
nationals of non-quota countries and of countries whose quotas
are normally undersubscribed.

;'The Secretary of Commerce shall be responsible fgr coordineting
this program and keeping me currently informed of its progress.

nw LJ

T I2t0noe Abrazson, Hally, Widuan, 51 SCloninng b



Wreof 2/29/60

MAn 8 158D

~
o

Your References O0O)C
Gentlexen:

Reference is rade to the request of the Lecretary
of State, dated February 17, 1960, for the designation
of a Treasury Department nominee to eerve ag idviser
to tha Inited States Delegations to the |\balance of
Payments Consultations and the Sixteenth Sedsion oI
the Contracting Parties.

This Departnent wishes to nominate for this purpose
Mre Morris J. Flaldse The required security olearance
Lor Mre. Fields is enclosed herewith.

8incerely yours,
to) (f M%

Assistant Sooretary of
the Treasury

0ffice of International Conferences,
Departnent of State,

Washirgton 25, Ds Ce

Enolosures

the clearance referred to
above.



AN 29 1960

A ort
Deor ivsCateT

You will rerenber that lest Fall you and others met
with Jocrotary inderson 23 aninforrel HAC group opn the
Yo fabalance of payments. Since that Vime work hes™
prorroccod on fome aspecis of this problem without the
need for a full meeting of the comeittess On the other
Lhand, 4% has become apperen® that s large nunver of aspects
of thla prodblem, which Ly thoelr naturs need not be restricted
to the Secrctary!s group itself, could be best handled by
a staff group of tha sgencies that are now in the Secrotary's
zroup, and that the work could be dilstriduted amongst thenm.
Cocrotery Andarson hopas that you cculd appoint a deputy to
ropraesent your Iepartsent in this connectica. Alfred U.
Yon Klermerer, who is Assistant to the Tegretary and scte
ag T. Uroydon Upton's depuly, BARE boon asked 10 coordinate
the work of this groun. It would ba appreciated Lif your
deputy could commnicate with him #o that he can eall
e meoting of the proup at sn early date.

Secrotary Andersen has asked me to toll you that in
vicw of the interest showm by the Uurcau of the Budget in

the balasnce of payments problam, Maurice Stans hes dbeen added
to his bzlanca of payasats group.

Sincerely,

5/ GpuSan

Julian Be Balxd
Undar Secretaxry

Honorable Thozas S. Gates, Jrs
Secretory of T'efonse
Departzent of Dofence
Washington 25’ De Co

AVR/ish 1-20-60



AN 28

Losar Mwm

You will rosomser that last Fall you and others
et wilh Secretary Arklercon ag an informzl HAC group on
the le S balance of poyuents. Since that tiwe work has
pragresred on sors aopects of Wis prollom without e
nced for s full moabting of the commitice., (n the other
hard, it has Lecome apgereat that & large number of
aapects of this problem, which by thelr nnture need oot
be reatricicd to the Secretary's group itself, could re
Lest handled by & staff group of he ageacies that are
now in the Secretsry's group, end ihat the work could be
distributed asonrat them. Secretary Andorson hopce that
you could snpolat a deputy to repragent your Peparituont
jin thir conncetion. 21{red Y. Von Xlemperer, who is
Asnsistant to the fecretary snd ects s T. Grsydon Upton's
deputy, has been szked to coordinate the work of this
group. It would be appreciated 4f your depruily could
commmandente with hin 2o that he can call e mseting
of the group ab sn carly date,

facretary Andarsoa has esked me to tell you that
in view of the interest shiown Wy the Hureau of the 2udged

in the balance of paynonts problea, fsurice Stans hae
been addod to his belance of paysenls groupe.

Sincerely,

%S

Julian B. Dalrd
Uader Secretery

Hoaorable Douglss Dillon
Under Socretary of State
Tepsrisont of State
Washington, Te Co
AVK/ish 1-20=60

se .A.&a,
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Doar &raartin:

You will remenbor that last Fall you and others met with
Secrelary Andarson as an informal NAC group on the U. S. balance
of poymonta. Since thal tize work hss progresced on soms sapects
of this provlom without tho need for a full moetinsg of the
cormitize. On the othor hand, it has becowe apparsnt that
a large nuwmbor of aspects of this problem, which by their nature
necd not be restrictsd o the fecretsryt's group iteelf, could
bo Lest bandled by & staffl group of the azencies that are now
in the Socretaryl!s rroup, send that the work could be distributed
srongst them. Secoretary Andsrson hopos that you could appoint
a doputy o represont the Board in this connection. Alfred i,
Von Klezperer, who is Asslstant to the Secretary and T. Orsydon
Upton's doputy, has been asked to coordinate the work of this
groupe. It would be sappreciated Af your ceputy could conmunicate

with him so that he can call a mweting of the group at an
early date.

Secretary Andorson has scked me to toll you that in view
of tho interest showa bty the Bureau of the PBudget-in the balance
of payments problen, Yaurice Stans has bLoen added to his balance
of payments group.

Sincerely,

Under Secretary

Honorable Willien XoChesnoy rFartin
Chairman, Federal Keserve Board
Washington. D. C.

AVK/4ish
1-20-60 -
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Toor #o‘ﬁ”llﬁ?‘

You will remexber that last Fall you and others
met with Secretery indorson as an informal HAC group on
the Us Se balence of payronts. Jince that time work hag
procrezsed on sums aspects of thie probles without the
need for & {ull meeting of tho comculttes, On the othar
hend, 4t has Lecome apparent that & largs nurer of
aspecte of this problam, which by their nature ncsed not
te reslricted o the Secrotaryts group itself, could be
bast handlod by & staff group of the ggoncies that are
now in the Jecretary's group, and that the worlk could be
distributed amonpat thems, Feerctary Anderson hopos that
you could appoiat a deputy to represent your Nepartaend
in this connsction. Alfred He Von Klemporer, who is
Lzeistant o the Tecretary and scte as Te. Orsydon Upton's
dapuly, has boon asked to coordinate the work of this
groupe It would be srprecinted 4f your devuty could
cormrmanicate with him go that he can call & meoting of
the group at xn esrly date.

Secretary Andarson has asked mo 1o tall you that in
viev of the intorest shosm by the ‘urean of the Budget in
the balanco of paymoats problen, Msurice Stans bas been
added to his balance of puysents group.

S8incerely,

s/

Julisa B. Baird
Under Secretary

Ronorable Fredorick . dMusller
Ecoretary of Comxnree
Departmeat of Cocmmarce
washington 25, De Ce

AVK/ish 1=20-60
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Doar s —¥uuzhs

You will rermember that last Fall you snd others
et with Secretary Anderson as an informal XAC group oa
the 0. £. talance of paynents. Since that time work has
progrecsed on somo 28peots of this problen withiout the
necd for a full meating of the comittes. On the other
hend, 4t hee bocormo gpparent that a large nazber of aspocts
of t:ls problem, which Uy thoir nature noed not Le restricted
W the Jeoretary's groun itself, could be best handled by
2 ateff group of the arencics that are now in the Secretary's
group, #aud that the work could be distributed avonsat them.
Secrotary Anderson hopos that you could appoint a deputy W
represent the Export-Import Rank in this conmecetion. Alfyed
He Von Kleuperor, who 1s Assistant to the focretary end acts
as Te. Graydon Upton's deputy, has been aaked to coordinate
the work of this group. It would be appreciated if your
deputy could corzmunicate with him eo that he can cezldl
& meeting of the group at an early dete.

Secrotery Anderson has asked me 40 tell you that in
view of the intorest shown by the Buresu of the Dudget in

the balance of paymeats problem, Hourice Stans has been
acded to Liis balance of payments group.

Sincerely,

o Gpin

Julian De. Balrd
Undor Sesretary

Honorable Samuel C. Wangh
Procident end Chalrman
Export-Import Bank of Washington
811 Vermont Avenue, He We
ﬂaahmmn. DQ c.

AVE/ish 1-20-60
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