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When that outflow is greater than our earnings and credits from for-
eign nations, a deficit results in our international accounts.

For 17 of the last 18 years we have had such deficits. For a time those
deficits were needed to help the world recover from the ravages of
World War II. They could be tolerated by the United States and wel-
comed by the rest of the world. They distributed more equitably the
world’s monetary gold reserves and supplemented them with dollars.

Once recovery was assured, however, large deficits were no longer
needed and indeed began to threaten the strength of the dollar. Since
1961 your Government has worked to reduce that deficit.

By the middle of the decade, we could see signs of success. Our
annual deficit had been reduced two-thirds—from $3.9 billion in 1960
to $1.3 billion in 1965.

In 1966, because of our increased responsibility to arm and supply
our men in Southeast Asia, progress.was interrupted, with the deficit
remaining at the same level as 1965—about $1.3 billion.

In 1967, progress was reversed for a number of reasons:

—Our costs for Vietnam increased further.

—Private loans and investments abroad increased.

—Our trade surplus, although larger than 1966, did not rise as much

as we had expected.

—Americans spent more on travel abroad.

Added to these factors was the uncertainty and unrest surround-
ing the devaluation of the British pound. This event -strained the
international monetary system. It sharply increased our balance of
payments deficit and our gold sales in the last quarter of 1967.

THE PROBLEM

Preliminary reports indicated that these conditions may result in
a 1967 balance of payments deficit in the area of $3.5 to $4 billion—
the highest since 1960. Although some factors affecting our deficit
will be more favorable in 1968, my advisors and I are convinced that
we must act to bring about a decisive improvement.

We cannot tolerate a deficit that could threaten the stability of the
international monetary system—of which the U.S. dollar is the
bulwark.

We cannot tolerate a deficit that could endanger the strength of the
entire free world economy, and thereby threaten our unprecedented
prosperity at home.

A TIME FOR ACTION

The time has now come for decisive action designed to bring our
balance of payments to—or close to—equilibrium in the year ahead.



