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5. EQUILIBRIUM
DISEQUILIBRIUM OF THE
BALANCE OF.PAYMENTS

The account of international paymen.ts must
necessarily be in balance ; for every cr e,d't entry §
there has to be an off-setting debit entry,
Charles P. Kindelberger has defined |
equilibrium as “that state of balance of §
payments over the relevant time period which §
makes it possible to sustain an open economy |
without severe unemployment on a continuing §
basis.”® A state of disequilibrium of the
balance of payments of a country assumes :
either the form of a surplus or a deficit. The'
disequilibrium is said to be favourable when the §
difference between the autonomous demand for |
and supply of foreign exchange is positive. On §

the contrary, a negative difference between the §

two denotes an unfavourable disequilibrium of
Ppayments, . |

i
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A balance of payments disequilibrium must
be attributed to a number of sources according
as they have their impact upon the domestic
economy. These sources of balance of

payments disequilibrium can be placed broadly
in three main categories :

(9) Such sources of disequilibrium which
simultaneously cause the worsening of the
balance of payments and the lowering of incomes

or improving the balance of payments and raising
the income levels ;

(#) Such sources which while lowering the
income level, tend to improve the balance of
payments or while raising the income worsen
payments situation ; and

(iii) Such. sources which have no impact
upon the income levels.

In the first category, the disequilibrium is
basically caused by the shift in demand from
one country’s output to that of another. Such
a shift, in addition to its effect upon balance of
payments equilibrium, will cause a disturbance
in the level of income. The second category
covers such sources of payments disequilibria
as the differences between the costs and prices
in the different countries. The third category
is concerned with such disturbances in the
balance of payments which while leaving a
country’s current account unaffected bring about
changes only in its liquidity position. Such
disturbances are caused generally by the desire
of domestic or foreign wealth-holders to change
the composition of their asset portfolios.

The consideration of the above categories
of sources of disturbances is essential for proper
understanding of the dimension of the problem
and to evolve its appropriate remedy. In this
direction, it is worthwhile also to consider whether
the balance of payments disequilibrium is
temporary or chronic.

A temporary disequilibrium manifests a
payments situation in which in-payments, for a
short time, exceed the out-payments, followed
by a period in which an opposite situation
prevails. Such deficits or surpluses are caused
by random variations in trade, seasona!
fluctuations, the effects of weather on agricultural
output and so on. The deficits or surpluses
resulting from such reasons are temporary and
are expected to reverse themselves within a
fairly short time.

The  chronic  or  fundamental
disequilibrium is due to the fundamental
changes in the economic position of a country.
The main factors that lead to such a situation
are the shifts in consumer tastes at home or
abroad which affect the country’s imports or
exports, technological improvements in products
or methods of production in the industries of home
country or abroad, differences in the rates of
growth of labour force or of capital accumulation
between the country and its competitors. The
structural changes in an economic system may
also be caused by a major war. The wartime
destruction of a country’s productive capacity
may hamper the capacity of a country to meet
her domestic needs as well as to increase her
exports for a considerably long time. The war
may also lead to heavy liquidation of foreign
investments as a means of obtaining foreign
exchange to pay for the imports of war material
and also to discharge heavily mounting
international debts. The foreign policy
consideration like heavy outlays for foreign grants
and loan and military expenditure also have a
very significant bearing upon payments situation.
If these expenditures, are undertaken and
maintained for a considerable length of time, the
chronic or fundamental disequilibrium in a
country’s balance of payments is likely to result.
The chronic deficits that have characterised the
U.S. economy during the recent years have been
principally on account of these reasons.
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