SIR ALEC CAIRNCROSS

CONTROL OF LONG-TERM
INTERNATIONAL CAPITAL MOVEMENTS

A Staff Paper

. 5 “\S&e \luchschule p%)\_
;' ' %
! : o, Nr.g g /’ “

J;‘-’f/ i Lehestynt 100 o,
2 und Okono™
M

“«W

THE BROOKINGS INSTITUTION
Washington, D.C.



CONTENTS

. The Argument for Control 1
Justification ofbontrols 2

The Misuse-of-Resources Argument S5

The Threat-to-Monetary-Policy Argument 11

Workable Controls 13

. Magnitude and Causes 14

Magnitude of Long-Term Investment 14
The International Bond Market 19

. U.S. Capital Controls 27
The Interest Equalization Tax 27

The Voluntary Credit Restraint Program 39

Controls over Direct Investment 43

What Did the Controls Accomplish? 50

. U.K. Capital Controls 55
The Development of Controls 56

The Course of Investment 67

Balance-of-Payments Effects 68

An Uneven Bite 77

. Concluding Reflections 81

The Pre-Bretton Woods Debate &1
Capital Controls and Exchange Rate Strategy &7
Future Policy 9&

Bibliography 101



Xiv

2-1.

2-2.
2-3.
2-4.
2-5.
2-6.
3-1.
3-2.
3-3.
3-4.
3-5.

3-6.

3-7.

3-8.

3-5.

3-10.

3-11.
4-1.
4-2.
4-3.
4-4.
4-5.
4-6.
4-7.
4-8.
4-9.

4-10.

Tables

Private Long-Term Foreign Investments (Portfolio and Direct),
December 31, 1967

Private Long-Term Foreign Investments, 1913 and 1938

U.S. International Investment Position, 1960 and 1970

U.S. Foreign Assets and Liabilities, 1970

International Bonds: Markets of Issue, 1960-71

International Bonds: Main Borrowers, 1963-71

Private Capital Flows in the U.S. Balance of Payments, 1969-71
Bonds Issued in the United States by Foreign Borrowers, 1960-71
Net U.S. Purchases of Foreign Securities, 1960-71

Loans to Foreigners by U.S. Commercial Banks, 1963-65
Recorded Net Private Capital Flows in the U.S. Balance of
Payments, 1960-71 _

Increase in Foreign Claims Reported by U.S. Banks and
Financial Institutions, 1960-71

Inflow of Private Liquid Capital and Increase in Liabilities of
U.S. Banks to Their Foreign Branches, 1966-71

Direct Investment by the United States in Europe (Excluding
the United Kingdom) and Canada, 1965-70

Sources and Uses of Finance for U.S. Direct Investment
Abroad, 1965-71

Contribution of U.S. Corporate Transactions to Balance of
Payments, 1960-70

Changes in U.S. Corporate Foreign Assets and Liabilities, 1960-72
U.K. Private Long-Term Investment Overseas, 1956-71

Price of Investment Currency in the United Kingdom, 1961-72
U.K. Private Long-Term Investment Overseas, 1960-71
Elements in U.K. Private Outward Investment, 1960-71

U.K. Private Investment in the Nonsterling Area, 1965-71

U .K. Direct Investment in the Nonsterling Area, 1967-70
Foreign Exchange Generated by U.K. Outward Investment, 1967-70
U.K. Portfolio and Oil Investment in the Nonsterling Area, 1967-70
U.K. Private Portfolio Investment

Effect on Foreign Exchange by Components of Outward
Investment, 1967-70

Figure
Outflow of U.S. Private Capital, 1960-71

INTERNATIONAL CAPITAL MOVEMENTS

15
16
17
18
20
21
30
33
36
38

39
40
42
47

48
49
50
62
64

66
67

71
71
72
73

74

27




