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“In a framework where monetary policy decisions
are made independently of fiscal policy decisions,
the monetary authorities, through the relevant credit
policy decisions, determine the level of government
debt purchases by the non-bank private sector,
while the fiscal authorities are left to finance the re-
sidual.

.. By contrast, if monetary policy is passive
with respect to fiscal policy, credit policy decisions
and the level of government debt purchases are di-
rectly linked to the deficit since the full amount of it
must be financed by the monetary authorities.”

(Akhtar & Wilford, 1979:3)
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Excess Domestic Liquidity and Balance of Payments Deficit
in Non-0il Developing Countries: 1968-83

Fathi Kh. El-Khadrawi

This paper contributes to the literature of the monetary approach to the
balance of payments. It reports on the experience of non-oil developing
countries, oil-exporting countries, and industrial countries for the period
1968 to 1983.

The fundamental conclusion of the monetary approach is that domestic

money supply (demand) manifests itself in an external deficit (surplus). Be-
cause of the heavy.reliance of non-oil developing countries on domestic
credit (the domestic component of money supply), external imbalances of
those counties are best explained by this approach. Hence, our hypothesis
is that this approach is best suited to non-oil developing countries rather
than oil-exporting or industrial countries.
After sketching the fundamentals of the monetary approach, and reviewing
the experience of the three economic entities, a model is developed in the
form of a single equation that relates current surplus (net export of goods
and services) to both the domestic credit variable and money demand var-
jable. The empirical investigation supports this hypothesis.



