Money and the Balance of Payments

The title for this paper, “ Money and the Balance of Payments,”
is one of those ambiguous titles that links two concepts together
with the word “and” a word consistent with any kind of
relationship — including none at all — between the concepts. So
perhaps I had better begin by defining my subject more precisely.
What I shall be doing is arguing that the balance of payments is a
monetary phenomenon, and that it can enly be understood by the
application of monetary theory. This point may seem obvious, when
stated in this form; but it tends to be obscured from public
understanding, and the understanding cven of most international
economic theorists, by two facts.

The first is that people often refer to “the balance of payments,”
which properly defined is the net flow of international reserves
(international money) into or out of the national economy, when
they really mean the net balance of international transactions on a
subgroup of accounts. in the balance of payments. More specifically,
people often use the term “ balance of payments” to mis-describe the
excess or deficiency of exports of goods by comparison with imports
of goods — the balance of trade — or the balance of sales and
purchases of both goods and services or “invisibles” — the balance
on current account. Yet there is no reason why a surplus or deficit in
cither of these subaccounts should give rise to a cash inflow or outflow
on the overall accounts, or indeed should constitute a problem for
national policy from any other point of view either. (There is, of
course, a fallacious view that dates back over two centuries to
“ mercantilist * times, that a country should strive for a surplus on
its international trade: and fallacious though it is, one still finds
it occasionally in official economic thinking.) ‘

The second fact is that, precisely because the balance of payments
is a monetary phenomenon, it requires analysis with the tools of
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monetary theory; and these tools are sophisticatcd, and difficult even
for the professio-nal economic theorist to understand. In fact, full
understanding of what has to be included in a Togically consistent
theory of the balance of payments has been achieved by a relatively
small number of international monetary theorists, and by them only
in the past decade or so. Without an understanding of the relevant
monetary theory, and especially of what are technically known as
« srock-flow relationships » and « flows resulting from stock readjust-
ment processes” — illustrated, to be concrete and homely, by the idea
that when 1 save some of my income I do so in order to increase my
wealth, and that when 1 have enough wealth T will stop saving — both
laymen and professional economists are strongly tempted to try to
make do with what they do understand, on the assumption that
what they do not understand will somehow «fa]] into place” or
“ come out in the wash.”
For the layman, the usual resort is to simple arithmetic: “1f
the balance of payments is running three billion dollars in deficit,
and I can see that private foreign investment (or defense expenditure
abroad, or aid to less developed countries) is yunning three billion
dollars over its figure of some years back, then it is obvious that all T
nced to do to balance the balance of payments is to lop three billion
off spending on foreign investment (of defense, or aid).” The
professional conomist — so long as he does not become a govern-
ment employee — knows better than that: the items in the balance
of payments are all interconnected, foreign invesment makes exports
higher than they otherwise would be, and so forth; and there is DO
reason to expect that cutting three bhillion off of any form of capital
outfow will cut the same amount — or indeed anything — off the
balance-of-payments deficit. But the professional economist, though
he knows that everything is connected, 1s likely to concentrate
exclusively on cestain kinds of connections, suggested by the theory
of relative prices and quantities and resource allocation that is his
standard kit of professional tools, namely the prices of a country’s
imports relative to the prices of its exports, and the interest rates
that give the relative prices of future goods in terms of. present goods;
and to forget about the influence of differences between desired
stocks and actual stocks of wealth, including stocks of money, in
determining whether the residents of a nation want to use less ot
mote current productive resouUrees than they possess (in the homely
phrase often applied in this context, “five beyond their means ), and
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whether they want to accumulate more cash 'by running a bal
of-payments surplus or vice versa. ¢ e
The difficulty of understanding monctary theory in the proper
terms of stock-flow adjustments, and the resulting temptation ptD fhc
Professmnal ccor}omist to rely erroncously on an analysis couched
in terms of.the influence of monetary factors on real relative rices
(especially interest rates) and of real relative prices on ﬂmfrs of
expenditure, as being far more congenial to common sense, has in
fact been endemic to monetary theory — both the -monetﬁ . theor
of a closed economy, and its extension to an international rrﬁonetarY
system — right from the start of formal monetary theory. In facg
the difficulty of monetary theory can be seen as an extra c017;1 limtior;
of a pr?blem i{l “real” or “barter” theory that has alwaps civcn
cconomic theorists trouble — and continues to do so, espec};allg for
cconomists who like to consider themselves radical b:ecause thg do
not understand what allegedly “ orthodox ™ economic theory is rZa]l
saying, and prefer to create the impression that orthodox economi}é
theory really maintains the kind of stupidity that the themselves
would perpetrate if they were “ orthodox,” given the r{ow level of
economic L:mdcrstanding they are capable of. >
~ The difficulty can be put very simply. The fact that the laborer
in the ficld contributes by the sweat of his brow to the production of
th-c crop “should,” to use a favorite phrase of my one-time colleague
Lionel R.obbins in lecturing to his classes, be obvious even to %Ee
;vc:zkt?st intellects among you.” But what is the contribution of the
.211:‘1:I itself, or the seed-corn, both of which are as available at the
en of the crop-year as they were at the beginning, and lose no sweat
:‘n the: interval between? The simple and superficial answer is
nothing at all: the owner merely extorts some of the worker’s
output by virtue of his right of ownership” The economic theoretic
t?}}iplanatmn, .dcvclope(.i first in the Ricardian theory of rent, was
t Oa: pfroduct{vc I:emd is scarce, and yiclds a surplus above the Tabor
5 ?f .workmg_zt,.whlcl-] accrues to the landlord. That explanation
'Sﬁ;as airly convincing, since everyone could see that good land is
ﬁarce, .and that the scarcity is “ an act of God” in either a real or a
prg;gif:ﬁ ri::?sc. ?ut what about capital equipment, which is a
profeed | niis o %roc}uction and not a part of the environment
ey i rre}zro uc1tl;)le. Why s'hquld capital (in this narrow
) IY y cturn above deprcaauon and replacerent? The
sical and traditional answer is that capital is scarce, because its
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production requires Tesources that could otherwise be used for
producing current consumption, and people will not forego current
consumption merely for the same amount of consumption deferred
into the future; instead they will require an increment of future
consumption to compensate for the deferment. That answer has
never satisfied the radicals, partly because they seem incapable of
understanding that the compensation is for past abstention. from
consumption, or for refraining from running down the equipment
in order temporarily to increase consumption above income, and
that the need for the compensation is not visible in any obvious
suffering by those who now own the capital and can live — sometimes
obscenely luguriously — off the income while keeping the capital
intact, Partly, howevet, there are genuincly debatable issues about
the ethical basis of the ownership of capital acquired by individual
saving and abstention. from consumption, and even mote about the
ethical basis of the ownership of capital acquired by inheritance or
by gambling. But these issues are quite unrelated to the fact that
capital is scarce, and commands a price for its services 1o produc-
tion — spcciﬁcally, that because of its scarcity it yields a surplus
above its own depreciation.

It is obviously difficult to understand the productive contribution
of stocks of capital equipment; but at least one can see the part that
capital equipment plays in the productive process, even if it is merely
a structure like a barn that just stands there. Tt is much more
difficult to understand the productive role of money as a stock, since
money does nothing except circulate around, and it has no value in
itself, but only value to the extent that it can be passed to other
people in exchange for something else more tangibly useful. And
it is not really very satisfying simply to asscrt, as the more common
version of the quantity theory of money does — the version using
the velocity of circulation 2 lz Irving Fisher rather than Walras’ and
the Cambridge school’s desired ratio of money to income — that
there 1s some sost of objective and basically technological relationship
between the flow of income to be circulated and the stock of money
required to circulate it. It is not satisfactory, because a technological
relationship (a) is a constraint on behavior not observed in practice,
(b) strictly speaking leaves no room for adjustment behavior — unless
onc tells a descriptive story that violates the assumed technological
character of the relationship.

Some of the more profound neoclassical monetary theorists,
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potably Walras and Marshall, understood the stock-flow relationship -
1nv01v.ed in money-holding, and its essence as economic choiceI:
behavior; but their exposition was not embedded in a general theo
of stock:ﬂow relationships, and hence was hard to grasp. Other ab]iy
neoclassical theorists, most noticeably Wicksell and Il):;ttcr Ke ncc
were led by dissatisfaction with the standard version of the qua}llltits,
theory to develop a more plausible and apparently sensible theory
often rcft::rred to as “the income-expenditure approach” wh‘ic}lrl,
achieved its apparent common-scnse quality by depicting moneta
phffnomen? as influencing the rate of interest, as the price rewardirfy
t%mft (saving) and constituting the cost of increasing roductivitg
(1nve§tmcnt), hence influencing the relative magnitudt:.gJ of saviny
and investment, and hence creating an inﬂafionary excess demamgi
for toFal output or a deflationary excess supply. Characteristically in
this line of theory, excess demand or supply were assumr:gr to
determine the movement of money prices, output being assumed
to be kept at full employment through the automatic competitive
f‘nechams.m of the ma}rkct. Keynes’s General T heory, and the resultin
Kcyr{e.smn .Rcvolutmn,” however, shifted the focus, and the anal si%
of equilibrating responsc to monetary disturbance, from varia-tim:msY in
money prices with constant output to variations in output and
employment with constant money prices {or, more accuratel
constant money wages with money prices pegged to money wa z;
through the marginal productivity theory relationship). v
Claiﬁ'};lclletresl;ﬂt of the Kcyncsian.Revolution was to convert what still
o be monetary theory into real theory: with moncy wages
ﬁxed, variations in the nominal quantity of money meant Variatic%ns
in the real quantity of money, which in turn affected the relative
price of real money in terms of other real assets — the interest rate —
with equilibrium being restored by a change in the quantity of real
:1;10116317] demanded, the change being partly induced by the effect of
¢ change in the interest ratc on the quantity of real mone
Szinandeld for liquidity or asset purposes at a given level of outpu};.
e ierilt‘gc?trmre?t, _am_i gart.ly induced by .thc_eﬁect of the change in
ool 3 ned 1tr}11 c;r;f;c;mg ; change in investment, output and
ot money., a change in the transactions demand for
ccon?; Jizltlﬁs ﬁdcx:;:loped it — as the theory of a closed monetary
ooy E:e or only slowly changing money wages — the
eory focussed on simultaneous equilibrium of stocks (via
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equilibrium between liquidity preference and the exogenously given
stock of money) and of fows (the equilibration of saving and jnvest-
ment through muliplier changes in income.) This was jts truly
revolutionary contribution, from the standpoint of monetary theory
_. though that contribution was temporarily outweighed by its
sevolutionary insistence that changes in output, not in money prices,
were the equilibrating mechanism for the relevant short run, together
with Keynes’s emphasis on the less-than-unitary marginal propcnsity
to consume as the key concept in explaining why changes in output
layed an cquilibrating role. Because he dealt with a closed economy,
characterized by simultancous stock and flow equilibrium (specifically,
equilibrium in the Marshallian short-run Sense, since the analysis
abstracted from the growth of the cconomy) Keynes cannot be held
responsible for the errots made by his disciples and followers in
extending his analysis to an open economy Or world system charac-
terized by balance-of-payments disequilibria, and spcciﬁcally in
treating stock disequilibria as flow equilibria. To be more concrete,
Keynes cannot fairly be blamed for his tollowers’ error of treating
the international flows of money that constitute balance-of-payments
deficits and surpluses as permanent fAows determined by national
incomes, relative prices, and relative interest rates, incorrectly, rather
than as temporary reflections of -a process of adjustment of actual
to desired stocks of assets. Keynes can, however, fairly be blamed
for the habit of assuming that monetary phenomena can be assimilated
to real phenomena, and particularly the assumption that exchange
cate changes can be considered as effectively changing the rea
relative price of a country’s Xport goods in terms of its import goods.
The persistent assumption that monetary phenomena can be
adequately analyzed in terms of a real” system is, of course, the
crux of the © monetarist” critique of Keynesian economics.

Teaving to onc side the question of how far Keynes was to
blame for it all, it is undeniable that the events of the carly 19308,
of which the collapse of the international monctary system — the

old standard — was the one that concerned practical economists
and policy-makers and the Keynesian Revolution was the onc that
concerned monetary theorists, led to a basic change in the theoretical
approach to halance-of-payments problems, 3 change which has only
gradually and relatively recently been seen to have been a switch
off the main track of theoretical international monetary development
onto a sidetrack gra'dually disappearing :nto nowhere. Perbaps it
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them. Unfortunately, devaluation of the currency involves turning
the devaluing country’s terms of trade against it; but the welfare
loss involved is the price that has to be paid for improving the
balance of payments by devaluation.

What does the © elasticity approach ” have to tell us about this

proposition? The elasticity approach defines the balance of payments
as being equivalent to the balance of trade {or sometimes the balance
on current account) by excluding international capital flows except
for international flows of moncy. The first step is to recognize that
for consistency the balance of trade has to be defined in terms of
values of exports and imports in terms of one of the currencies: for
balance-of-payments analysis the foreign Currency is obviously
indicated, though if we are interested in trade as @ determinant of
domestic employment the domestic currency is indicated. Tt is im-
mediately evident that the first part of the Proposition we are
discussing is wrong, because it involves valuing exports in terms of
domestic currency and imports in terms of foreign currency. If we
alue trade consistently in terms of foreign currency, expenditure on
imports must decrease, because the domestic currency price of
imports but not the foreign currency price is increased, while the
quantity must fall; but the forcign price of exports must fall, and
this fall in price may not be compcnsatcd for by an increase in the
volume of exports. In fact, the forcign currency value of exports
may fall by more than the foreign currency value of imports falls,
and the balance of payments worsen. The necessary condition for
this to happen, assuming trade initially balanced, is that the sum of
the elasticities of demand for imports on the two sides of internationa
exchange is less than unity. This is usually described as “the
Marshall-Lerner criterion for stability of the foreign exchange
market,” but this is 2 misnomer, because we are talking about 2
price for foreign exchange that is not a free-market price but a price
pegged by the government, which is shifted to a higher fevel by
devaluation.

The second part of the Proposition is also wrong, because it
involves the same crrot of measuring alternatively in terms of two
different currencies. The initial effect of devaluation, in the elasticity
analysis, is t0 raise the domestic currency price of exports above cost
of production; equilibrivm is restored by a fall in the foreign and
domestic demand price, and a rise in the domestic and foreign
supply price, as quantities demanded and supplied increase — af
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of the three goods ar¢ arbitrarily assumed to be zero, the demand
and supply of a traded good depending only on its own price, i.c, its
yeal price in terms of the mass of non-traded goods. This form of
criticism, however, is more clearly expressed in Keynesian terms, in
the statement that the approach jgnores the influence of demand on
income and back again on demand. Suppose, for cxample, that the
devalpation is successful in the double sense of increasing export
carnings and reducing import expenditure. One would expect that
the extra export carnings would Increase incomes in the export
industry, and hence the home demand for importable goods, ex-
portable goods, and non-traded goods; and that extra demand for
the latter two types of goods would further increase income and
hence demand for imports; similarly, onc would expect that ex-
penditure diverted away from imports would be matched by increased
expenditure on exportables and non-tradeables, thereby generating,
increases in incomes and therefore in demands. The unanswered
yestions, which are simply buried by the Marshallian partial
cquilibrium approach, are, frst, € where does the extra output
demanded come from? ”; and, second, “ why doesa’t the expansion
of income and therefore demand go on and on until the initial
improvemment in the trade balance is exactly offset by reductions in
exports and increases in. imports induced by the cymulative cxpansion
of income kicked off by the initial improvement? ”,

The answers to these tWO questions are provided by Keynesian
multiplier analysis, in the sctting of the 19308 experience of mass
unemployment. The expansion of produetion required to mect the
extra demand for domestic output created by successful devaluation
is provided by re-employing some of the unemployed; and the extra
income generated by inereased employment does not increase demand
enough to wipe out the initial improvement in the halance of
payments, because part of the increased income is not spent on
goods but saved. Thus the multiplier effect of the initial improve-
ment in the trade balance brought by successful devaluation, in
increasing demand and employment, and so reducing exports and
increasing imposts, reduces but does not fully cancel out the initial
improvement in the payments batanice. Note that the Keynesian
model of the effects of ‘devaluation alters the interpretation of the
elasticity criterion, sum—of—the-—import—demand-elasticities—minus—one,
used in the elasticities approach. On the elasticities approach, fulfill-
ment of the criterion guarantees successful devaluation; on the
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crade is not an inevitable consequence of devaluation, as demonstrated
eatlier; and in any case there is a degrec of import restriction beyond
which further import restriction damages economic welfare more
than would 2 deterioration of the terms of trade.

A second outcome Was the Alexander “ absorption approach.”
This approach (the novel part of if) argued that devaluation effected
by itself under conditions of inflationary demand and «over-full”
employment would not change the relative prices of exports in
relation to home goods, but instead would produce an inflationary
rise in prices cancelling out the initial relative price effects of
devaluation, Any improvement in the balance of payments would
depend on. the ‘s flation itsclf deflating the aggregate demand for
goods from full-employment production. and incomes. Such
deflationary consequences could come through two alternative
coutes: the Keynesian route of income redistribution from workers
to capitalists, OF from taxpayers to government, and a consequent
increase in saving —- a route that may not work, either because the
redistribution of income through inflation does not take place, of
because the assumed differences in saving propensities do not exist}
and the quantity theory of money route of a reduction on the real
value of existing money balances through the inflationary rise in
prices.

The “absorption approach ” contains hoth the embryo of the
later © monetary approach” and another ground for criticism of the
reference Proposition: if a currency is devalued under inflationary
or necar-full-employment conditions, the result will likely be 2 general
rise in prices, not the change in the relative prices of exports an

imports by comparison with domestic goods that the argument
assumes; and any favorable effect will be a monetasy side-cffect of
the inflation. that offsets the relative price effects of the devaluation,
not a real effect of changes in relative prices operating through
traditional elasticities of demand and supply.

The “ absorption approach,” however, is seriously defective, In
the sensc that it assames that the government of the devaluing
country does not understand the inflationary effect of devaluation,
or understands it but does nothing about it. An intelligent govern-
ment, presuming for the sake of analysis that such a government s 2
possibility, at feast as an “ideal type” should be presumed to
accompany devaluation by a policy of domestic deflation. gauged as
closely as possible to offsetting the inflationary effects of an initially-
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zgf;fngtﬂndzalﬂmﬁ. gh}; aif;sumption, suitably genera]jzed, is the
cade-Tinbergen model or tl i
ndat nber, heory of economic
tpﬁ?(;}ﬂ .:1:1— ;I:tloepst’::l ctc;mq?y; in simplest form, the Meade version of
s that if a country has two objecti
_ ‘ fa cc jectives — taken
E;llzimlt)ilobchnt-wnhoutqnﬂanon, or “internal stability,” and a:
bal t:: . ectl ance of payments, or external stability” — i1§ needs to
us cong-olln hcpcindcnt policy instruments in coordination — a polic
o cot 01.t e level of aggregate demand (fiscal or monetary policy%
ane P (;cy to oontrol the division of domestic and foreign demand
Z Sx:;f:{n i nomesnc acllnd foreign output (exchange rate Polioy though
p o }31;6 Mpogt e'tIr(x. export controls and interventions instc;d)
ot Crigiisil g:;bzrgen chhcy mo?el of devaluation indicates yet
. ur reference policy Proposition: i fai
recognize the need for, and to i cion : s fallure o
specify, policies to offset th
demand effects of : #: O B B
successful devaluation and
e ding 10 o . and prevent these effects
ification of the effects i
. pe : . of devaluation through
?If;};zeit;:;g 'domcstn_: 1nﬂa:t1on. The Meade-Tinbergen model ovcrcomgcs
Kcyncsiﬁsn;;u‘i:?llc'h applies ai:o to the elasticities approach and the
nultiplier approac under full empl iti
Regp . ployment conditions
th::i ﬁczd??'wéhat different way to the « absorption approach.” BuE
the Mead -1 ;iise;lgin rgodel,has “WCH. as its predecessors, is subject
ased on the * monetary a h,”
that it envisages a conti i i Y he. the et
ntinuing deficit or sur lus i
ot con : plus in the balance of
pay Aoaﬁqa;?d a lfontmumg outflow or inflow of international reserves.
o t}cl 3;, there are .two criticisms of the reference Proposition
and of ewgﬁl sgccosswg applroachcs to devaluation theory I havc:.
, ch derive directly from considerati
o ( eration of the balance
rcsgzig:xeﬁts surplus or deficit as a flow of international money (or
s nOt)soc:l‘:;Zilztf:o?flt?cs.dThe first, of great practical importance
ically fundamental as the scc d, i
two successive differenc e Prot
\ es between the point h i
1o sux i ‘ P reached by the Proposi-
o n(cit t}(l:l vagloos roodcls, na}mcly that successful devaluation IE::ads
o £x gg_ raic) increase in the excess of export receipts over
oo Italfin litlilres, and the conclusion that successful devaluation
jproves ¢ t; alance of payments. The first difference is that an
erease I e excess of sales of current output over expenditures on
o Ilcccssall‘)i‘ilt (or‘ O}f export carnings over import cxpenditures) is
g instond E)r matched by an accumulation of money balances; it
may instead .:f mal}:fhcd by an accomulation of securities, With’ no
cash. The second difference is that an accumulation
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of money is not necessarily an accumulation of foreign mmoney (or zl‘ternqivc. context of a _growing domestic and world economy,
isequilibria between desired and actual money stocks leading to

international reserves); the extra money demanded may be providcd ) .
by the domestic monetary authority, through domestic credit creation. ]};a a{;r_l{c{e.—of—payments deficits or surpluses can be continually recreated
To cut a long argument short, and merely state its conclusion, a 1}17 ;) erences betwe?n the rates of growth of demand for money and
balance-of-payments deficit can occur only if the domestic monetary %e anking system's holdings of domestic assets (domestic credit);
authority allows domestic credit to expand faster than the public ut even in the growth context, “ permanent ” deficit and surplus
wants to expand its money holdings, with the result that the public positions require continuing differences in one or both of the countries’
gets ¢id of the otherwise excessive balances through a balance-of- rates of real cconomic growth and income-clasticitics of demand for

payments deficit and a reduction in the international reserves backing money. - )
the domestic money supply — in other words, domestic credit . Let me conclude this paper by attempting to dispel the impres-
substitutes for international reserves in the packing of the moncy sion that my presentation has been concerned with an abstract and
supply. Converscly, a devaluation. can only improve 2 country’s arid theoretical subject, only remotely relevant to the practical world
balance of payments if a tight monetary policy forces the public to of balax}ce-of-payments problems and policy, by stating or restating
accumulate the extra money it wants by acquiring international very b_n_eﬂY some of the mote startling conclusions to which the
rescrves through the balance of payments. : recognition of the balance of payments as a monetary phenomenen
The second, and theoretically more fundamental, criticism s requiring mo.ncta.lry—theo-retic analysis leads. T have alrcady explained
that what the public demands is a stock of money, not @ flow of that devaluation is only capable of improving the balance of payments
‘ncreases in the stock of money period by period -~ more accurately, tcnf}porarﬂy, and then only if it is backed up by a restrictive monetary
this is true if we follow Keynesian analysis in abstracting from the policy. Consequently, we should not be surprised that much of the
evidence about devaluations seems to suggest that they often do not

process of economic growth over time, and the associated increase
' wealth and in the stock of money demanded that goes with work — the wrong theory of devaluation leads to looking for the
wrong: evidence and misinterpreting it when you find it. More

growth. It follows that balance-of-payments deficits ot surpluses are ‘

by their nature transient and self-correcting, requiring no deliberate strongly, since the effect of devaluation is essentially a deflation of

olicy to correct them, and allowing no policy for maintaining a thﬁ_moncy S'JPP1§_7 by inflation of prices, which deflation could be
achieved more directly by deflation of the quantity of money by

deficit or surplus as a permancnt feature of international economic !
celations — again in the usual theoretical short-run context that monc{ary policy, there 1s some justification for treating devaluation
as a last-resort policy, because of the economically disturbing side-

abstracts from growth. The reason is simply that deficits reduce the
moncy stocks whose excessive size anderlies the deficit, and surpluses
build up the money stocks whose deficiency underlies the surplus.
The qualiﬁcatio-n necessary in this context is only that in the short or
medium run there may be a limited possibility of a country maintain-
ing a deficit over a sequence of periods by running down its reserves,

effects of the associated inflation, rather than treating it as the sine
qua non of freedom of domestic policy action. Turning from
devaluation to the alternative method of controlling the balance of
payments favored by governments — which is not monetary deflation
but the application of direct controls over and impediments to

or a surplus over a sequence of periods by sterilizing the monetary _1ntfi:nat1ona1 transactions - the monctary approach implics that
such methods will have no effect at all on the overall balance of

consequences of balance-of-payments surpluses by offsetting sales of

Jomestic securities in the open market. But this possibility of slippage anments, except to the extent that (a) controls increasc the demand

is inherently limited by the ceduction in the central bank’s holdings Or money by raising domestic prices (b) the extra money is not

of international rescrves in the first case, and its holdings of domestic prlo vided by domestic monetary expansion. The extremely practical

assets in the second case, towards zero as a result of the policy of ;e evance of this point, incidentally, is demonstrated by the fact that
or an almost unbroken period of about fifteen years — from 1957

attempting t0 (maintain a continuing imbalance between desired and o ¢
actual money stocks. It should be added, perhaps, that in the 1973 — the United States Administration tried to improve the
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U.S. balance of payments by the imposition of ever-more-ngenious
interferences with freedom of international trade and payments
_ and failed consistently to make a significant dent in the chronic

U.S. deficit.

Chicago
Harry G. JomnsoN
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