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June 16, 1959

Barnﬁtein on the "International Fosition A, B. Hersey
of the U,5, Dollar®

%e X, Bernstein has recentlvy written an article on the
"International Position of the U.3, Dollar" for a ilew York stock exchange
firm. The article, which has had wide private circulation, contains a
cogent analysis of the U.5. balance of payments during the past nine
years and other data to back up lir, Bernstein's opinion that "the dollar
is not .,. basically weak in the sense that the United States will be
unable to maintain a well-balanced payments position over a longer period."

| In most respects the article is fully uo to ir, Bernstein's
high standards of accuraey, clarity and sound judgment. People ought

to be told, as he does tell them, that "the United States is an enormous
capital ereditor in the world ecoanomy," that "there is no imminent
danger that our monetary reserves will prove inadequate," that "the
apparent weakness of the U.3. dollar /arises/ from tae restoration of
the naturally strong economic position of other areas," and that "the
United States is a country with enormous productive capacity whose costs
remain sensitive to business conditions." It is rigat to say, too, that
"in one way or another, means will have to be {ound to bring the outflow
of gold to a halt,"

The article does have two weaknesses. Any reader of the news-
papers over the past year must know that there is a zood deal of evidence
that some U.S, products are probably in serious competitive difficulties,
Bernstein may be right, or he may be wrong, in his over-all judgment
that "there is no justification for the pessimistic view tnat the com-
petitive position of the United States in world trade has been seriously
impaired," but the article suffers in persuasiveness, at least, from
a failure to give much attention to the unfavorable evidence,

The other weakness in the article comes in its analysis of
what can or shoild be done to promote adjustment in the balance of
pavments. Most of what Bernstein has to say here is eminently sensible,
but he leaves some important tnings unsaid. He asserts, without much
discussion of the point, that "to attempt to strengthen the current
account surplus ... would entail deflation in the United States." (He
rigzhtly ohbserves that "such a policy would be unwise and uncalled for.")
“hile it must be granted that we cannot count on any realistically
conceivable sort of monetary and fiscal action bringing a quick adjust-
ment of the U.S, international current account, Bernstein is silent on
the longer-run importance of our avoiding price iniflation. He says
nothing either about the short-run possibilities of contractive adjust-
ment in the capital account. Here is an obvious means of gaining time
for the more desirable expansive adjustments in export trade that
conceivably may take several years to achieve.
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-2~ Bernstein on the Dollar

Bernstein's positive recommendation is that U.S. Government
gaid end expenditares for Zurove, now largely for military purposes;
siiould be greatly reduced. He makes a reascnable arguzent for this
recomm ndation, but the extent to which the balance of payments could
be helped in this way does not appear to be nearly as large as he
suggests,

Description and explanation of the decline in the current account surplus

Bernstein Ciscusses exports in 1958 against the background of
earlier years, makes br*ef conments on tne growvh of imports, and o
concludes the {irst half of his paper witi an observation that the carrent
account surplus (vhich he defines so as to exclude U.S. m;lltary expendm-
tures abroad on the payments side, as well as military aid supplies an
services on the export side), though smaller in 1950 than in 1956 and
1957, was larger than in any other vear from 1950 on.

Exports -- Bernstein's discussion of export changes is a,most
entirely in terms of foreign demand cevelopments. ke %ries to dls“ose
ol the problem of U,S competitiveness by showing that the U.S. share
in total world exports was a little larger —- he says “considerably
larger" but the data he quotes do not bear that out —- in the "depres~
sion year" 1958 than in 1953-55, and by showing that’b.S. exports of
manufactures in 1558 were virtually as large in relation to exports of
other industrial countries except Germany znd Japan as they were in
1951, when the world volume was much smaller.

There is little to question in what Bernstein says, so far as
it goes., "The falil in U.S. exports in 1958 {and tne first quarter of
1959), although large," he says, "was in an environment of decreasing
world trade.," While he emphasizes the cycliczl forces, and Is con;ldent
that U.S. exoorts will increase in 1940 if not in 1959, he apparently .
would not expect our exports to regain the 1957 peak very soon., Like
many other writers, he fails to explain clearly and accurately just why
exports became so large in the latter part of 1956 and first half of
¢°5?, ne puts toc much weight, I think, on Suez and on other "special
circumstances,'" ratizer than on what might be cailed, broadly, cycllcal
influences, But I would agree wita a conclusion that seems to be ¢mpllclt
in his analysis, namely tnzt the growth of productive capacity in other
incdustrial countries makes it unlikely thzt demand for U.S. goods will
be quite so strong in the next period of werid boom as it vecame in
1950-57.

The weakness in Pernsteins's discussion of exports lies, as
I indicated earlier, in his feilure to pay much atiention to unfavorable
evidence aboui U,.S. competitiveness. Cranting that much of this '
evidence applies only to bits and pieces of the export picture, and

granting that pessimistic views of scme U.S. producers and exporters
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-3~ Bernstein on the Dollar

are likely to get more publicity than optimistic hopes of others, we do
have to question, now that data for the first four montns of 1959 are
available, the flat statement that "if the U.S. competitive positiocn
has been impaired, it is not reflected in tiie export and import data."
It is one thing to say that "the large decline in U.S. exports in 1953
is due primarily (my underlining) to the disappearance of ... unusual
circumstances," but anctaer to state flatly, on the same page, that
"the fall ... was entirely due to special circumstances,"

The following tabulation of U.S. foreign trade data for the
first quarters of each of the years 1955 to 1959 shows that Bernstein
should have been more cautious in drawing conclusions from the over-all
statistical results. If he had been able to carry his Tables I and II
into this more recent period he would have had to show the U.S, share
of world exports at a new low for the decade, percentagewise.

U.S. Foreign Trade
ig;Fitst yjaarters)

1955 1957 1958 1959
(In millions of dollars)
Finished manufactures ‘
EX?QI‘W,%/ 1:955 2,275 2,5’*"# 25142& 2;273
Importsb/ 592 733 8% 892 1,109
Other
" Exports®/ 1,486 1,640 2,51 1,624 1,527
Importst/ 2,121 2,k22 2,398 2,238 2,413
Total
~ Lxportsa 3,441 3,915 5,048 L,048 3,800
Importsd/ 2,713 3,155 3,237 3,130 13,522

a/ Ixcludes military ald exports and re-exports.
g/ Excludes excess of "general" over "consumption" imports.

I do not argue from this that the figures disprove an expla-
nation of the 1957-58 change as "primarily" cyclical, nor even that they
rule out a somewhat similar explanation, in part, of the 1958-59 change,
On the contrary, I believe that the interpretation in terms of general
demand conditions abroad (and in terms of the balance-of-payments
situations of particular foreign countries) is supported by the following
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facts among others: (1) that exports to Canada and Japan, where recovery
has been rapid, have risen some this year, while {Z) exports to Latin
fmerica, which lagged considerably on the initial downturn in 1957-58,
~nmow explain a very large part of the decline in total exports since the
first quarter of 1958. But it does seem likely that this interpretation
inaterms.of foreign demand is not the whole story, and that growing
competition from Germany, Japan and perhaps a number of other countries,
may still be shrinking our share of the maret on both downswings and
upswings. Just how important a development this may be I do not think
we can tell until more time has elapsed for this year's new expansion

of vorld trade demand to cumulate, both in the industrial countries and
in those primary producing countries that now find their own balances

of payments improving,

Imports -- Bernstein's brief discussion of U.S, imports,
including a table comparing imports with GNP, does littie more than
underline the fact that U.S, imports still absorb only a very small
share — and a relatively stable share —- of aggregate U,S. expenditures
domestically and abroad. Inclusion of first-quarter data for 1959
would not change this picture, lMerchandise imports in the first quarter,
though up sharply from last year, were again only about 3.0 per cent
of GNP, i.e., within about 0.1 of a ?ercentage point of all but one of
the yearly ratios for 1952 to 1958.1/ As Bernstein says, "foreign
exporters generally do not find it easy to compete in the U.S. market."

Again, this is an incomplete picture. As one can see in the
figures I have tabulated above, imports of "finished manufactures"
— the statistical classification is not an entirely satisfactory one ——
increased 37 per cent from the first guarter of 1955 to the first
quarter of 1959, while other imports increased only 1L per cent. Over
this interval the value of U.S. GilP rose 22 per cent, and total world
trade apparently something between 15 and 20 per cent. I can agree with
Bernsteln tnat "tiuere is no convincing evidence that the United States
is priciug itse.f {uy underlining) out of world markets." Still, these
figures of manufactured imports, when taken together with the trouble-
some evidence on the exgort side, make the problems of meeting liestern
European and Japanese competition look a good deal harder than Bernstein
seems to admit them to be.

The current account surplus -- Finally, four comments should
be made on Bernstein's picture of the total surplius on current account.

1/ Bernstein's Table Iil contains an incorrect ratio for 195h. Imports
of goods (balance-of-payments basis) were 10,35 billion, or 2.85 per
cent of the 3363.1 billion GNP that year.
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-5~ Bernstein on the Dollar

In the first place, extension of the figures into the first
quarter of 1959 makes them look less encouraging. Seasonally adjusted
trade figures for this latest period will show an annual rate of trade
sgrpius of not mucn over .1 biliion, compared with $3.9 billion for the
f;ratvquarter of 1958 and 3.3 billion for 1958 as a whole (tne last
figure in the first column of Bernstein's table). The total current
account surpius (with services and remittances incladed but leaving
out for the moment, as Bernstein does, U.S. military expenditures
abroad) may prove to be at a rate of scmething like 23-1/2 billion in
this period (though not necessarily for 1959 as a whole), i.e., smaller
than in every year but two (1950 and 1953) of the last nine.

Secondly, this reduced current account surplus (or the trade
surplus itself) is a mucn less convincing indicator of U.S. ability
"to compete in supplying comrercial goods and services in world trade"
now than it used to be.

Several years ago, the question of how best to measure the
U.S. current account surplus hinged on whethker or not to include as
exports military goods transferred under military assistance grants.
(See the leading article, "United States Balance of Payments in
1952-53," in the Federal Reserve Bulletin of October 1953 for a brief
discussion of this question.) It has pecome stancard practice not
to count military aid exports zs contributing to the surplus. At that
time, the parallel question of whetrer exports financed by economic
aid grants should or should not be included in mezsuring the current
account surplus was not often raised. Such exports were invariably
included. Altnough it was clear that U.S. exports would have been smaller
in the absence of econcmic 2id, it was obvious (1) that there was
strong demand abroad for tre U.S. exports made possible by aid, and
(2) that there was no close correspondence between year-to-year changes
in aid and changes in either the ability oi foreign countries to purchase
U.S. goods or their demand for them. Thus, when economic grant aid was
diminishing between 1949 and 1954 frem $5 billion to less than $2 billion
a year, it would have been misleacing for us %o have shown a shrinkage
of only about {1 billion in our current account surplus instead of the
declire of over ¢4 billion that occurred according to the standard
measurement. The latter interpretation was clearly the better one, for
Eurovean recovery was reducing the part of world demand that could be
satisfied only by exports frecm the United States.

Under present circumstances, it has become somewhat more
questionable whether exports financed by normilitary grant aid should
continue to count, in toto, as part of our export surplus and of
our current account surplus, especially if tne resulting quantities
are to be thought of (as Bernstein thinks of them) as indicators of
our competitive strength. A good part of our $1.6 billion yearly
total of normilitary grant aid now goes to countries that are in
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chronic deficit in their international payments because, among other
things, their economies are uubalanced by the roles they play in our
defense arrangements. In these cases, and also in some others, a g
close relationship exists between U.S. exports and the grant and "soft
loan" aid the countries receive from us. In 1953, Turkey, Spein, and
Yugoslavia received 60 per cent of the net new normilitary grants of

just over $200 million made to "Jestern European" countries, and Xorea,
Vietnam, and Pakistan received neariy nalf of the remaining $1.3 billiaps;/

Questions may also be raised about counting in the current
account surplus exports of wheat and other agriculturai commocdities
financed in the first instance by our tsking local currencies tnat we
agree not to convert into dollars, These sales have amounted to roughly
51 billicn a year (export value plus transportation costs charged to the
foreign countries) in each year from 1956 on. A small part of the proceeds
is used for U.S. Government expencitures that would otnerwise cost us
dollars directly, but the remainder is disbursed eventually as grants
or soft loans, Of the (1.6 billion total of nomilitary grants in 195€,
about 300 million was financed in this way, Long-term credits under
these programs and resicdual temporary accumulations of local currencies
in 1958 amounted to over $500 million of aid zdditional to the grants;%/ ’

These szles for local currencies are aiready priced at our
stendard export prices, wnich for grains and cotton (though nct for
vegetable oils and oilseeds) are lower than our domestic prices. It
might therefore be thought we are in erfect giving away something we
ought to have been able to sell for hard czsn. No cdoubt at the still
lower prices we could achieve if U,S. agricultural supports were
lowered drastically enough, we would in fact be able to sell for hard
cash, somewhere or other in the world, a volume of agricultural exports
comparable to the total volume we now ship out commercially and otherwise
(valued at a vearly average of 3.9 billion in the past four years).
The conclusion seems unavoicable, however, that maintenance of the present
total value of agriculitural exports does depend upon continuance of
these currency sales arrangements.

From this consideration of tne relationship of nonmilitary
grants and local currency sales to U.S. exporis, it would seem con-
servative to estimate that at leasi half of the 32,1 billicn total aid
involved in these programs ought to be deducted from the current account
surplus when anyone uses it as an indicator of U.S. export competitivenesse

T/ Sés survey oi Currens Business, April 1959, page 20, Table 3,
column 3, and compare with regional totals of "other grants" as given
in the U.S. balance of payments.

2/ Survey of Current Business, April 1959, page 18, under
"Agricultural sales.”
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, The third comment to be made on Bernstein's treatment of the
current account surplus relates to his exclusion of U.S. military
expenditures abroad, as an "import" item. Some part, at least, of
these expenditures will undoubtedly continue for many years, with no
chance either of their being replaced by U.S. expenditures at home
or of their cost being assumed by foreign governments, The following
tabulation shows the rapid rise of U.S. military expenditures abroad
from 1950 to 1953 and the subsequent slower increase, and it also
compares Bernstein's measurement of tne current account surplus with
the standard measurement. In the latter measurement the full amount

U.S. Military Expenditures Abroad
and the Current Account Surplus

{In millions of dollicrs)

Military Current account surplus
expenditures Bernstein Standard

1950 576 1,856 1,280
1951 1,270 4,530/ 3,26l
1952 1,957 3,757 1,800
1953 2,535 2,355 ~ 180
1954 2,603 3,8L9 1,26
1955 2,823 L, 3ch 1,L81
1956 2,910 5,961 3,071
1957 3,120 8,1952 5,075
1958 3,365 $,053/ 1,688
195918/ 3-1/27 3.1/27 0?

a/ Bernstein's figure, 3,534, contained a typographical error,

b/ Bernsteint's figures for 1957 and 1958 {(8,35L and 5,232) omitted
a deduction for "pensions and other transfers."

¢/ Estimated seasonally adjusted annual rate for first quarter of
1959, in billions of doliars.

of these expenditures is treated as equivalent to U.S. imports. It
will be seen that the current account surplus, as usually measured,
virtually disappeared in the first quarter of 1959 -- even before any
deduction to take out exports related to nonmilitary aid grants or
local currency sales of agricultural surpluses. Very possibly this
may prove to be the extreme low point in the present cyclical move-
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-8 - Bernstein on the Dollar

ment, but the fact is tnat it is disconcertingly low, even as a
temporary event,

Fourthly and finally, the whole idea of using the absolute
level of the current account surplus as a measure of a country's com-
petitive ability may be questioned. There is no reason why a country
should have a current account surplus of any particular size, positive
or negative, except to provide the countrv with a real counterpart for
its outflow (or inflow) of canital investments and transfer payments,
so tnat chronic one-way shifting of currency balances or of gold can be
avoided, Seen in this light, the question of how to define the current
account surplus becomes a subsidiary one; whatever is excluded as a
receipt or payment in one half of tne accounts will be counted in the
other half, Ior the United States, the important questioas are these:
how large do we want tne component items on *the two sides of the accounts
to be? and how far are we now from holding the twc sides in balance with
each other? The larger a capital flow we think we can afford, the larger
we will have to make our current account surplus,

Adjustment of the balance of payments

Of all the great trading nations, the United States has the
least ability to strengthen its foreign trade balance quickly through
monetary and fiscal action.

This is not to say that monetary and fiscal action is unduly
circumscribed in this country. On the contrary, whatever our difficulties
in selling long-term Government securities might portend if they were
to remain unsolved, the present situation is that we have a large and
adequate market outside the banks for short-term Treasury debt; the
Federal Reserve thus has an ability, unparalleled in other countries,
to intensily, maintain, or relax pressure on member bank reserve
positions througn open-market operations., Because we have a decentralized
unit banking structure and an efficient system of member bank borrowing
from the Federal Reserve to give individual banks a safety valve for
temporary cushioning of severe impacts on their liquidity, the over-all
pressure exerted by central banxing action works effectively to influence
both credit availability and the rate of growth of the money supply.

The tightening of credit conditions that occurs when money supply rises
less rapidly than demand for credit, and the pressure on business and
personal liquidity that is reflected in a speeding up of the velocity

of circulation of money, serve to modify the time shape and amplitude

of the business cycles that are constantly in flux in an advanced indus-
trial economy with freedom of enterprise and of consumer choice, and
help to check the development of inflationary pressures. Equally,
easing of credit in a recession serves to check contractive tendencies
in the economye.
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- But fluctuating pressures of domestic demand, modified in these
weys by monetary action - and by fiscsl action as well — tend in this
country to have less certain and foreseeable effects on foreign trade
transactions than the same pressures would have in other countries,
This is simply because of the size of our domestic economy and the rela=
tively small proportion of external trade activity in our economy. -
Whereas in Japan yearly merchandise iaports (c.i.f.) in 1953-58 amounted
to 10 to 15 per cent oi GilP, in Britain to 17 to 20 per cent, and in the
Hetherlands to 37 to Ll per cent, the ratio here is only 3 per cent.

In other countries, variations in the presure of domestic
demand, whetner arising from cyclical developments more or less
independently of monetary action or reflecting directly the actions of
fiscal and monetary authorities, tend inevitably to exert much of their
impact on the flow of imoorts or on the avsilapility for export of
goods that are in demand both at home and abroad. Typically, the inven-
tory cycle in other industrial countries expresses itself in large part
in swings in the trade balance ratier than maialy in cumulative con-
traction of domestic expenditures, as in the United States. iecessions
in steel and textiles abroad in 1957-58 did have cumulative internal
impacts, but they also led to sharp reductions in imports of raw and
semifinished materials,

In this country, year-to-year changes in our trade are dominated
by specific supply and demand (and competitive) situations here and
abroad for particular products that happen to bulk largest in our import
and export trade, rather than by the variations in over-all pressure of
domestic demand, This is well illustrated by the LO per cent expansion
of our exports from the second half of 1954 to the second half of 1956,
which reflected overwhelmingly the pressures of foreign demand for
particular commodities we could supply, not current income developments
within the United States. It is illustrated also by the tremendous
increase in our imports of automobiles in recent years,

All this is not to deny that fiscal and monetary nolicies in
the United otates can influence the foreign trade balance over a longer
period, especially througi: price developments. A still better way of
putting it is that all government and private policies that affect the
long-run movement of U.3. prices are bound to have an iniluence on the
trade balance in the long run,

Bernstein, in asserting that "to attempt to strengthen the
current account surplus by generating a larger volume of exports and
a smaller volume of imports ... would entail deflation in the United
States," seemns to me to be saying in brief what I have taken several
paragraphs to say in another way. I assume that by "deflation" he
means both a severe contraction of domestic incomes and expenditures and
the cutting of prices that would be an integral feature of such a
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contraction. I agree with him that "deflation" is not an appropriate
policy for us to use. 7That I find missing in Bernstein's paper at this
point is an adequate reminder for his readers that what happens to our price
1‘Y§1,31n the absence of this unwanted "deflation," will have important
:affaqts on the longer-run development of our export Zhd import trade,

o Adjustment of the U.S. balance of payments, so far as it is
to take place within the current account for goods and services, is
}ikely to work itself out in considerable part through mechanisms of
income and expenditure in the econouwies of other countries, HRising
monetary reserves in other countries are bound to influence ambitions for
economic expansion and to bring a rising trend in aggregate world trade
demand, underlying the shorter-run cyelical fluctuations that will always
be ocecurring., But our exnorts will not share adequately in the fruits
of this long-run expsnsion —- our balance of trade will not get the full
benefit of the workings of this slow adjustment mechanism -- unless at
the same time we can prevent a continual slow inflation of the U.S.
price level,

We need also to cultivate, in oane way or another, more enter-
prise and initiative on the part of U.S. producers in developing and
pushing into foreign markets the kinds of products that foreign buyers
will want to buy, and in developing products that domestic consumers
will prefer over imports. Fossibly our present competitive difficulties
l'f are helping to generate awareness of this side of the problen,

The enlargement of the U.S, trade balance that will be needed
to let us translate large capital exports into corresoondingly large
movements of goods and not just into transfers of dollar balances or gold,
may conceivably take several years. As Bernstein suggests, in the mean-
time we may have to take corrective measures affecting other types of
paynents. His own recommendation is for "a redaction in U.S. Government
transfers to and exnenditures in Western turope." Before commenting on
this recommendation, I must call attention to one other sort of adjust-—
ment that Bernstein overlooks. This is typified by the contraction in
outflow of U.S. private investment capital and loans that has occurred
since mid-1958. Here is an area in which monetary policy actions that
may be needed anyhow to check or prevent domestic inflation can also have
quick direct effects upon the balance of payments. ,

Changes in the private capital outflow are influenced by many
factors, just as exports and imports are. Capital expenditure programs
of U.5. companies abroad are a factor, and borrowing needs of foreign
companies or governments may also affect the levels of taeir new issues
or of medium-term and short-term bank loan borrowing in the United States,
Persistence of foreiga borrowing deaands in the first half of 1958 was
partly a reflection of efforts abroad to build up liquidity and of needs
for financing the balance-of-payments deficits of some of the primary
produeing countries. But low interest rates in the United States at
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that time accentuated the flow of long-term capital and loans, and nigher
rates since then have undoubtedly dampened it and diverted demands for
funds to financial markets in other countries. In the first quarter of
11959, when there were net repayments on s.ort-term U.S. private credits,
the seasonally adjusted annual rate of cutflow of U.S. private capital
may have been as low as 31-1/2 billion, compared with a $3 billion total
for the year 1958 and an even higner rate in the first half of 1958,

Even though we may expect, and want, a larger capital flow
in the future, short-run adjustments in the capital accourt can clearly
play an important part in minimizing drains of gold and dollars during
periods when the current account surplus is smalles ztan we want it to bes

Bernstein's specific suggestion for adjustnent of tae balance
of payments is that certain Government payments no longer apprapriate
in the present world economic situation should be recuced, The suggestion
apnlies, as he puts it, to "ransfers and payments (military expenditures,
grants of militarr supplies, other gronts, and U.S. Government net capital
outflow)" to "the industrial countries of ‘Jestern Lurope," which 10
longer need the help these outlays have been gziving them, He citen a
total of §3.L4 billion for such transfers and payments in 1958, If ary
such sum as this could be taken out o:i the present drain of gold and
dollars, it would obviously be an extremely useful acjustment to make,

. The $3.4 billion total apparently is derived from the $3.7
billion total of the following items for " .estern Qurooe,"} minus an
allowance for nonindustrial countries.

Military expenditures 51,863 illion
Grants of military supplies
and services 1,487
Other grants 316
Net U,5. Govt. capital e

$3,706 million

The major items are the military ones, I have already noted
that over half of the $300 million item of nommilitary grants went to
three nonindustrial countries.,

The first point to note about the two military items is that
they involve a duplication of about three-quarters of a billion dollars
of offshore procurement (included as a U.S. “import" undar "military
expenditures") of equipment and services subsequently tremsferred to
turopean countries (as part of the "export" counterpart of the Ygrants").
It is only the remaining three-quarter billions of the geant item that

1/ U.S. balance of payments, 1953, preliminary.
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Normilitary

Bernstein's grants Hilitary

,tgtal,,‘ and,credits expendztures,
| (In nillions of dollars)
- 1950 L, 7h2 3,6L0 576
-5 55931 3,191 1,270
1952 6,9L0 2,380 1,957
1953 8,54k 2,055 2,535
1954 7,318 1,554 2,603
1955 753598/ 2,211 2,823
1956 7,816 2,321 2,910
1957 8,136 2,576 3,120
1958 8,uk9 2,57 3,365

a/ Bernstein's figure, 7,259, contained a misprinte

The last two columns here contain the duplication of offshore proc
ment and related transfers I have mentioned above. In the world
this duplication amounts to a few hundred million a year at firstw
close to %1 billion a year in each of the past five years.

1/ Anprex1matelg Talf of tne wl,hﬁ? nmillion military grant tota
Europe in 1958 had its counterpart in $70L million of snipments from
the United States. The corresponding world totals were $2,510 million
and 51,543 million. Jor the shipments figures, see uepartment of
Commerce, .orld Trade Information Series, Part 3, nNo. 59-13, Tota
txport and Import Trade of the United States, Jamary-December 1958,
pe 9 and explanatory notes on p. 2.
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‘The balance-of-payments impact comes from the sum of the’secénd
d columns above; the grants in the last column -— both thos > that
it transfers of offshore procurement and the unduplicated part Vi,
represents gifts of U.3.-produced military supplies -- involve no
transactions whatever, Bernstein gives a misleading ’mpr9351on }f
points to the increase in his total (the first column) from
illion in 1950 to $8,4 billion in 1958, Actually, the 1ncrease ]
~ that is relevant for the net balance of payments (sum of columns 2 a *37“
was only from $L.2 billion in 1950 or in 195k to 35.9 billion in 1958
(Inc1dentally, the increase in this sum after 1954 was associated in
- considerable part with the buildup of local currency sales of agrzcultural
pgodugti, as well as with the further growth in military ezpendltures
adroad,

In addition to this increase that affected the net balance of
payments, U.S. grant-financed mxlitary shipments from the United States
(part of column L) rose from a small figure in 1950 to $3.5 billion 1n
1953 and then fell to {1.5 billion in 1953. Cuttinz out the grant
financing of these military shipments from the United States would help
the U.S5. balance of payments only if the reaxplent countries would agree
to continue taking such shipments and to pay for them in cash., If they
were to shift to procurement in Europe, or were to pay us under long-
term credits, the balance of payments would not ce helped. o

Cutting out the other grants of military supnlies -- those
procured abroad for transfer to foreign governments -- can not help
the balance of payments at all, Any saving for the balance of payments
on these transactions would have to take place at the stage of procure-
ment, under the balance-of-payments head of "military expenditures."

Let us go back now to the item for ™military expenditures"
Europe. lost of this has been sgent in the industrial countries. Th
latest available country breakdown of U.S. military expenditures 1n‘
"Jestern Europe" that I know of relates to 1956, when the total for
the area was 31,676 million. Spain, Turkey, Greece, and Yugoslavia
accounted for only ;142 million of that figure. 'he major sums were
spent in France, Britain, Germany and Italy, with a total for these four
of 31,358 million, The total for all Western European countries other
than the four nonindustrial ones named above was 31,534 million, -
figures are net of Allied support paymenits received from uermany,}/w3 .

To save any such sum as $l.5 billion without significant 1@55 |
to the defense effort would require drastic revisions of present arrangeu
ments for international sharing of costs. Could foreign countries be,;

T/ Balance of Payments Statistical Supplement, 1958, p. 119. See
notes, p. 118. .
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‘Bernstein on the

?lltary expendltare in“western Europe in 1956 was a

 procurement of supplies and services to be transfe

vmership and use, Perhaps it is in this sector that t
rtunity for shifting the financial burden would lie,

I conclude that Bernstein's suggestion, which is clearly nct e

wan,unreasanablﬁ one on economic grounds, is probably much overstated
in magnitude., Action along the line he suggests would help the balance

~of payments, but it does not constitute anythink like a full solutlan -
for our problem, o

"~ 1/ Balance of Payments otatistical Supplement, 1958, p. 118. Tbtal :
"expenditures by troops, civilian personnel, post exchanges, etc.," fori
the world total (not broken down by areas) were $817 million in 1956, ‘

28 per cent of the world total of U.3. military expenditures in that
year, $2,910 million, "The data do not include expenditures in

) Deutschmarks received from the Federal Republic of Germany as Allied

’; support payment, or expenditures in yen received from the Goverrnment of; ,
Japan as contributions to the support of U.S. forces stationed there.“ f,_,






