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THAT DOES NOT JUSTIFY CYNICISM, RETRENCHMENT OR INDIFFERENCE. |IT

DOES RECOGNIZE A POSITIVE VALUE IN ASSERTING BETTER SAFEGUARDS

AND GREATER PRUDENCE THAN HAS SOMETIMES CHARACTERIZED QVERSEAS

LENDING IN THE PAST. WE HAVE A FINE LINE TO WALK IN BRIDGING THE

TRANSITION TO WORLD RECOVERY. TO SUCCEED WE HAVE TO DISTINGUISH

TRUE LIQUIDITY PROBLEMS FROM CASES WHERE PERPETUAL OPERAT ING

SUBSIDIES CAN ONLY INCREASE AN UNHEALTHY DEPENDENCY. TO CONTROL

OUR LOSSES, THESE DISTINCTIONS HAVE TO BE MADE. AMONG OTHER

THINGS, SUCH AN APPROACH SHOULD LEAD TO MORE SUSTAINABLE TRADE

AND FINANCIAL RELATIONS, LESS SUBJECT TO UPSETS BY SHIFTS IN THE

WORLD ECONOMY OR DOMESTIC UPHEAVAL.
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A POSITIVE REAL ISM

ANOTHER INDICATION OF THE NEW 'POSITIVE REALISM!
REGARDING INTERNATIONAL ECONOMIC RELATIONS IS A MOUNTING REACTION
AGAINST THE PROTECTIONIST THREAT THAT ITSELF AROSE AMIDST THE
PAINS OF RECESSION AND THE DANGER POSED TO DOMESTIC INDUSTRIES.
ACKNOWLEDGMENT BY THE OECD MINISTERS OF THE NEED TO ROLL BACK
BARRIERS TO TRADE AS PART OF A LONG-TERM STRATEGY OF RECOVERY AND
CONT INUED DEVELOPMENT IS NOT ONLY WELCOME: IT MAY WELL MARK A
TURNING POINT IN THE PROGRESS TOWARDS WORLDWIDE RECOVERY.
UNDOUBTEDLY, THERE WILL CONTINUE TO BE HAND-TO-HAND COMBAT ON
QUESTIONS OF INDIVIDUAL MARKETS AND SPECIFIC BARRIERS, PERCE|VED
OR REAL. THE UNITED STATES HAS A STRONG INTEREST IN OVERCOMING
ARTIFICIAL BARRIERS TO ITS EXPORTS, AND WE WILL STAND OUR GROUND
IN PROTECTING THOSE INTERESTS. BUT WE WILL FIGHT FAIR, AND WE

WILL CHOOSE OUR CAUSES CAREFULLY. AT THE SAME TIME WE WILL
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CONTINUE TO WORK FOR THE EASING OF TRADE RESTRICTIONS ON A BROAD
SCALE, BECAUSE IT IS IN OUR INTEREST TO DO SO , AND BECAUSE THE
WORLD SHARES THAT INTEREST. THE DANGER OF MARKETS SEALED OFF BY
DOMEST IC PRESSURES., AND THE ECONOMIC TAILSPIN THAT WOULD BE
CERTAIN TO FOLLOW, APPEARS TO BE RECEDING. AND THAT IS ANOTHER
HEALTHY SIGN THAT WE ARE ABLE TO LEARN FROM HARD EXPERIENCE.
WISDOM IS ACCOMPANIED BY SCAR TISSUE., EVEN IF IT IS BETTER TO
HAVE BOTH THAN NEITHER.
DEFICITS AND_MONETARY RELATIONS

NONE OF OUR PROBLEMS OCCURS IN A VACUUM. NONE OF US ARE
SHELTERED FROM THE CONCERNS OF OUR NEIGHBORS. OR THE DEL |CATE
MECHANISMS OF AN INTERDEPENDENT ECONOMY. JUST AS DOMESTIC AND
GLOBAL POLITICS CONVERGE ON QUESTIONS OF TRADE AND INTERNAT [ONAL
LENDING, SO THEY MESH--OR IN SOME CASES CONFLICT--ON BASIC

QUESTIONS OF INTERNATIONAL FINANCIAL RELATIONS. FOR MANY MONTHS
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NOW WE HAVE BEEN HEARING THE CRY, IN THE PRESS AND AMONG OUR OWN
POLITICAL ALLIES, THAT THE DOLLAR IS OVERVALUED ON FOREIGN
EXCHANGE MARKETS. THE CONSEQUENCES OF THIS., IT IS SAID, ARE LOSS
OF EXPORT OPPORTUNITIES FOR THE UNITED STATES, WHILE FOREIGN
CAPITAL IS DRAWN INTO THE U.S. THAT MIGHT OTHERWISE FUND
INVESTMENT AND DEVELOPMENT ABROAD.

LET'S FACE FACTS. THE OPEN MARKET DECIDES THE VALUE OF
THE DOLLAR. SO IF THERE IS A PROBLEM, IT MUST LIE IN THE
ECONOMIC FUNDAMENTALS THAT THE MARKET READS AND INTERPRETS IN
DETERMINING EXCHANGE RATES AMONG CURRENCIES. IF WE EXAMINE THOSE
FUNDAMENTALS, WE SOON STUMBLE ACROSS THE PRINCIPAL VILLAIN:
THE U.S. BUDGET DEFICIT. THAT DEFICIT HAS TO BE FINANCED, OUT OF
SAVINGS IN THE U.S., OUT OF INVESTMENT FROM ABROAD -- OR FROM

BOTH, AS IS NOW THE CASE. GIVEN THE LIMITED NET SAVINGS IN THE
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U.S. -- AVERAGING SEVEN PERCENT OVER THE PAST TWO DECADES -- THE
TRADEOFF MUST COME BETWEEN ATTRACTING FOREIGN CAPITAL OR
IMPINGING ON PRIVATE DOMESTIC INVESTMENT, WHEN THE BUDGET
DEFICIT IS RUNNING AT SIX PERCENT OF GNP, AS IS NOW PROJECTED,
THE CHOICE SHOULD BE CLEAR. TO DRAW FURTHER ON SAVINGS AVAILABLE
FOR INVESTMENT WOULD UNDERMINE THE PROSPECTS FOR SUSTAINED
RECOVERY IN THE U.S. IN OTHER WORDS, TO ARTIFICIALLY WEAKEN THE
DOLLAR THROUGH MAJOR INTERVENTIONS IN FOREIGN EXCHANGE MARKETS
WOULD WORK AGAINST OUR OWN DOMESTIC ECONOMIC GOALS, WITH
INCALCULABLE NEGATIVE EFFECTS ON FOREIGN ECONOMIES. THE PROPER
PATH TO FOLLOW, TO ACHIEVE DOMESTIC RECOVERY AND TO CORRECT THE

VALUE OF THE DOLLAR., IS TO REDUCE THE BUDGET DEFICITS.
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IF WE CAN DO THAT, THE EXORBITANT REAL INTEREST RATES
THAT SUSTAIN THE DOLLAR'S HIGH VALUE SHOULD SUBSIDE. THAT WOULD
HELP REDUCE OUR TRADE DEFICIT AS WELL. IS THERE ANY REALISTIC
OPTION? | SUGGEST NOT: TO FINANCE THE BUDGET DEFICIT THROUGH
INFLATIONARY MONEY CREATION, WHILE IT MIGHT BRING DOWN THE VALUE
OF THE DOLLAR IN THE SHORT RUN, WOULD MERELY DISGUISE THE VILLAIN
AND SUGGEST WE'VE LEARNED NOTHING FROM OUR BRUSH WITH CHAOS.

TO BE SURE, SOME OF OUR TRADING PARTNERS HAVE SUGGESTED
THE DESIRABILITY OF SUCH A MOVE. BUT HERE WE COME TO THE CRUX OF
THE PROBLEM. FOREIGN EXCHANGE MARKETS ARE UNRULY BECAUSE
GOVERNMENTS ARE UNRULY. IN THE REAL AND IMPERFECT WORLD, THERE
IS NO AGREEMENT ON COORDINATION OF FUNDAMENTAL ECONOMIC GOALS AND
HOW TO REACH THEM., EXCHANGE RATES SIMPLY REFLECT THOSE BASIC
DIFFERENCES. IF THE UNITED STATES ATTACHES PRIORITY TO REDUCING
INFLATION WHILE COUNTRY X SEEKS EXPANSION AT ALL COSTS., IT IS NO
SURPRISE TO SEE THE VALUE OF THE DOLLAR RISE RELATIVE TO X'S

CURRENCY .
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THE LACK OF COORDINATION AMONG DOMESTIC ECONOMIC

POLICIES IS THE REAL SOURCE OF THE AGITATION FOR COMPREHENS IVE

REVISION OF THE INTERNATIONAL MONETARY SYSTEM, OF A "BRETTON

WOODS 11" OR THE LIKE. FOR OUR PART, THE UNITED STATES HAS TAKEN

THE POSITION THAT IT IS TOO SOON TO CONSIDER COMPREHENS IVE

REFORMS. AND THAT PROBABLY IS A CORRECT STANCE. BUT THE TIME

HAS ALSO COME FOR US TO BEGIN LAYING THE GROUNDWORK FOR BETTER

ORDERING INTERNAT IONAL ECONOMIC RELATIONS. NOT THROUGH MASSIVE

GOVERNMENT INTERVENTION OR RESTRICTIONS ON MARKET BEHAVIOR -- BUT

THROUGH COMMUNICATION, CONSULTATION, AND A REAL EFFORT TO BUILD A

CONSENSUS ON SHARED ECONOMIC GOALS. INFLATION AND UNEMPLOYMENT

ARE WORLDWIDE PROBLEMS. EACH NATION CAN DEAL WITH ONLY PART OF

THE PROBLEM, WHILE THEIR DIFFERING DECISIONS HAVE |MPORTANT

CONSEQUENCES FOR THE ECONOMIC ASPIRATIONS OF THEIR NE|GHBORS.

THAT IS WHY, IF WE ARE SERIOUS ABOUT THE LONG-TERM GOAL OF ENDING

BARRIERS TO TRADE, WE MUST SHOW A GREATER WILL INGNESS TO BALANCE

OUR ECONOMIC GOALS AGAINST THOSE OF OUR TRADING PARTNERS.
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THE ALTERNATIVES -- VARIOUS FORMS OF THE ECONOMIC

STRAIGHT JACKET., RANGING FROM A WORLDWIDE GOLD STANDARD TO A

RETURN TO FIXED EXCHANGES -- ARE POLICIES OF THE PAST,

DUST-COVERED ANTIQUES THAT DESERVE TO BE RELEGATED TO THE

HISTORICAL ATTIC. THE WORLD OF 1945 IS IRRETRIEVABLY LOST.

TODAY, MARKETS ARE TOO COMPLEX AND INTERNATIONAL RELATIONS T0O

CRITICAL TO RESPOND ADEQUATELY TO SOLUTIONS THAT WORKED IN A LESS

DIVERSE UNIVERSE OF ECONOMIC POWERS. BECAUSE FREE MARKETS ARE

ALWAYS GROPING FOR THE BEST INFORMATION ON WHICH TO BASE

DECISIONS -- AND BECAUSE CURRENCY VALUES ARE AMONG THE MOST

COMPLEX FACTORS THE MARKET MUST DETERMINE -- A GOOD CASE CAN BE

MADE FOR A LIMITED GOVERNMENT ROLE TO SMOOTH MARKET

FLUCTUATIONS., A BETTER CASE CAN BE MADE FOR GREATER OPENNESS

ABOUT OUR ECONOMIC GOALS -- AND FOR STRONGER SOURCES OF

INFORMATION THAT THE MARKET CAN EVALUATE.
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ABOVE EVERYTHING ELSE, THE U.N. AND ITS SUPPORTERS CAN BE A FORCE
FOR RATIONALITY IN AN IRRATIONAL WORLD. SO EMPLOY YOUR TALENTS.,
INVEST YOUR ENERGIES., MAKE KNOWN TO THE PUBLIC, BOTH HERE AND
ABROAD, THE PROMISING VISTA THAT LIES BEFORE US, IF ONLY WE LIVE
UP TO EVEN SOME OF THE CHARTER'S COMMITMENT TO CO-OPERATION AND
INDIVIDUAL RIGHTS. OUR DOUBTS MAY NEVER BE FULLY ERASED. BUT
OUR DESTINIES DRAW NEARER WITH EACH DAY. WITH YOUR HELP, WE WILL
CONTROL THE ONE -- AND COMMAND THE OTHER.

THANK YOU VERY MUCH,
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