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Thie decLno-, ar~d fait of Cs,- gold toandard w:tc was precipitated by 
Ote doprevmon o1 1929. 'as b-Io,,:g~j tuto prom nncv C.L qmestio1 of moch­
anirnme for adjodvzs mt~ o-.a balaucs ox paytrg . ' ottrr w rds 

shc i prime o' of' rnovitary pult'cy kavo, bccorno t~i domesvt.C 
objectives of VAi i~niyv growvc , a.d airaijlity.t -almotit I'r-o
 
rnatWe atea itib', 01om 
 tUat exC63z- N:zider th trtaditioual pr,*c­
Oprec(C-110M IA 'M O!lsroigrc posebi<. Tbr; often-faccd -onfiktc
 
be~wecyi (iic objt0'v-:e of g-rw- ard 
 bztwcmoneor, 'band, 
and exteriial 0:2u, ,}w ot'hk:- .-ILaN V:dttted ;n a ior.airch for "new
 
rrI.?odzilr for !)j..ConC. atin ot 
 o-.fbr euurrjplk tradr., zvistiong
 
exckasige ov~o az~aig' 
 .,atc ',a~tazioas. 

TIub of ~:& 111.14Odd Wo ft'LI, iolaric- ol paymnentit d~±ficuite hatj 
bten tvood IA' af.1 isnvkwivirg for ;rifrvynaticrna ecorwrrc coopeza-

Zin, wi-ah~fr 
 or :baa:. 4-,,.a[i policy 1kab be­o± paymntn 

come, one oi t, 
 bbe- it Lkv:, gZuvving or.r to!:gional into­

g~atir~.cue:j~omi'u ~ :oopt-aioL 'z.dor.a bcaIv:,,. I~n tkv 
ox!,iing famrv-k (if ' Ej)!ropr-as E ;jtwn~c Gontw.',nity, Th Erope-air 

t~at %v.'uld Ia .noccop of bala-se.c of' pavi 'n~b adjveamcAi~ among 

iC-om 10950 k0 198) ' -,zsia) atttmpt' at ,vceonal cooperation,. wao an 
Instito.t~orial dvc " : to 'eackle t:',tc buitar-ce oi paymownta problem; 
it r.viuatiy fac LL~ar.d .,~eg,'oal. a~~ ax can be witnesbed 
today. T'hz regio:*ilt app utc~b Io fx~ac of payrnets probl~icmi taken by 

-1I­
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the Latin kmv-rcaT' covn-,tzvi par cipatrg Lir. et free trade arca arrange­

ment has ats boen a Zopic of c _Yrit didCV~teion and wide Interest. .Ad 

in the receitt couri dcn-atton of f-giicouom,.c cooperation amon~g co.-4n­

tre of Atsia, ba~ar.;ce Of paIMvC:Mb problem- )Tavo figu.red prominenitly. 

Tlhiie Econoim-L LurnrJiLeihto forj Asia acid 64c~ FaXr East %'ECAFE)hrals advo­

cated ~ccreatioy. oi sune~ kind of pavrnciih -_-iiozr as an integral pa-et of 

a fre~ r3ade area arravreii~t oy wv Awt-_ver ofat4r measu're of trade~ lb­

eralization mtgi~t bc. ad~opted by t~n# corut-; o o Abia.. Tfhe propo~aL .4!Lais 

c~al attrac1td 'titc d~cio i dtouvqb, nou- is i , uipeleid o~at I'M ainy detail, 

Thie papext addi!erss Uvb4f to U-i tabk uf examining Uic' vlau~re and 

rationale. of a :-gloiiaZ payt-nq~uta 'W aud tt poasiEblo application fo hw 

conit--le of %sa focoids 7u a~ itenon onA~h~~ some~ of t~to iniplca­

tions of a trad a .,!a a tm .pa% .cvkarVy for tl~e~baiance~ of 

paymentif pohirLs of i.a pa:vtcpaiii andia1thc ebvxpariencc withi 

these~prubcem5 of iccvKoit% withir, oni coiintry Sctaciz TRY dk~cjusse 

Jams.s Zngram't, pzopoo&A1 for financial Lzg:Ta't~un among a greap uf coon­

tries,. whkch takeb it nsplkatio4 from i~h nmccan~ism for adjuiting batancP 

of paymeits among ticctionis of a touvtry. Se~ction WV spells ouJt Inl wone 

detail, on a theo-.LiEca1 1.vel, an altoruative approach: a regtonial pay­

ments Rnlon. Flieaity, Section V txaminos the problem of applying a re­

gional payments tsiiou to thc coi,_ntriecs of Soi.-a ard Soiat tast Asia. 

Thei racer-A [fTca0r# on regiot.ali ntogratton asserts that th~e 

broadening of the ma~ket on a v~eg~oual baisis loads not only to a more offi­

dlent utilizatlon of the bOcaof the participating countrics-the stock 

VJnft,:d N'ationb, "App~oac'4'eu to Regtonal Harmonization of National 
Developme~nt Ptast itt Auia and the Far Ea.ot," Economic Budletin 
for %~sia and tho Fa~r East (December 1964). 

L 
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argumevt of the frac trade advocate- bRt also to Indirect and non-economic 
benefits 2 which in the long rum asscme grcater Importance. These consist 

of the dt~mv.h-,% Lo ei i:'prenurfal act~i os, 1umovations, creation of new 

investment a d now products, developrnitt of new sk.lt,, more advanced
 
training,, etc., Itit these (ndiwect offate; 
 at become the tr-Ly dynamic 

elements of developmelit. 

'The benefic(al effoects dti'ect and indircct) of a customs union will 

%altematlyarise from changes Fn the nattsc, scale, and geographical dis­

trib~atiou of thz region's varovo mat 
 efacttiug and other i-conomlc.activ-


Itlem, which can be,ach 
ovcd by Enflccing the invoatment docisions of 

Sice 'nve.tmerd dccsizon 

and ari, based oi-x cxpcctatot2s of prediction ior and sates to Che 

i2s ent Srcenr.c 	 are long-term In natzrc 

larger
 

regional ma-akct, enmreproncitri wtill ijcd a gv.aantew that t 
e customs 

union or free tradt area, once ebtablshed, will continMe to exist-in 

other wods, t.at ti cm rerng pattexrr, of intra-regional economic rela­

tions "will no mo,., or not for a long time, be disturbed or disrupted by 

trade r trictions. exchaege control, or exchange-ratc revision, "3 rn 

the context of tht Eiropean free trad.o area and Its balance of payments 

problems. Meade obrjc.,veq that te interfe-7enct_ of import restrictions 

on inta-regional traeo 

, o wkth te,,fre.-tade principl its noI to be measured merely by
the amount of restriction of Imports which actually exists at any one 
moment of time Tk.c mnr-e knowledge T'itat trade may be restricted 
In this way in the. fiture wilt dico a.rage th large-scale Investments 
that may be urtcessary to bufld 'vp localized specialized mass prodtc­
tton for thi whote Et?-opean market, The mass prod&ction of motor 

2.1 	 Scltovsky deala with the Importarc of O}ese effects bearing upon 
"the economic bohavior of governments, entrepreneurs, workers, 
ar,d oth.erso' S ~ Tibor Scitovey., Economic Theory and Western 
European tritcaration tLondon: George Allen and Unwin, 1959). 

3. 	 Ibid, . Ch. 2Y, "Theory of the Balance of Payments and the Problem 
of a Common European Currency, " Scitovsky makes this point in 
the context of Western Earopean intogration. 
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cares In Detrol2 in the Unitod Statew involves the investment of huge 
sums of capital in plant and equipment tn Detroit, which is under­
taken bevause tbe prodvcdr knows for certain that the whole United 
States market wi H alwayt be frely open to him,. 4 

The povsibilay of floctiratng exchange rates wdll also deter the producer 

from undertakIng large-ecale investmentv to provide for the larger regional 

market, because, for example, the dep:eciaton of a member coentry's 

currency is eqlvaLet to ta-Aff [mpooition In its offncti on tie producer, 

Controls ov:,r 41tornaronal transactions in the form of trade and ex­

change rost.r-ctons o.- txcharge rate vaeiadous arc all means by which 

balance of paymoltu d ficoltieo may be soivedo Yf the use of chese means 

to to be ruled out, ais ba been argted abovc, an. alternative method must 

be found. The gold tardard techniqve, o2, The "clamaic monetary policy," 

as Scitoveky caLis it; b y.t another m,-Can, of adjttng balance of payments. 

The price effects (t&e ciaisIcal intcrpyetation of the gold standard) and 

Income effects (Kcynesa. aud pst-Key,.s~an interpretation) of changes 

in the money suppty, arising from cOauge 'M gold flows in rebponse to 

external nurpivs or defictt, are expected to restore balance of payments 

equilibrih.m. 13t4, tn.2? acceptance of th moreIimportant objectives of mone­

tary policy-growi., ftill employment, and domestic otability--rules ovt the 

use of monetary policy cioleiy to achieve exte.7nal eqz4libriam., More often, 

policy-makerb find Diaid to reconcl 2 es objectives and make the ob­

vious choice of growth and stablity. 

This is not to dy the existenco of automatic fo:ces which tend to 

restore equilibrium fn the balance of paymentso Even when the mony 

wapply 1s not tied to goid flows, tke ve&rv cause of balance of payments 

4. 	 J. E. Meade, "The Balance of Payments Problems of a European 
Free TradA a ." Economic JoLrnal (September 1957), 388. 

5. 	 Discouraging effects of exchange rate variations on the type of in­
vestment reqi~red for larger markets are also noted by Paul Street­
en, In Economic Integration-Aspects and Problems, 2nd ed. (Ley­
den: A. W.. Sythoff, 1964). p. 73. 
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deficits can, In .exrtain cftcu#matancti.s, release eql~brating forces. For 
example, a decl(ne in txports will tead to both payments deficitis and re­
duictionei In fxicom lattczr,
11ic En 0:.ri bring abolt r.otdced mports, 

strong om'g to c!mZ ady bridgo tkL; pay-mriAbt~ ga. (Bvsideb, tjtu dectlne
 
in Vmpuoii w~l red,.,t-_r 'tAe svxportij of'oihcr~ covrntrt:%and may lead to de­

b Also, 

la very likely to b. neti'atzed by it efabgN~ati~on program. Ais an altorna­
tive, the conry ore~gn ty.0'ango ovo: and above the mini.­

mTm reqrfred to e.-ovce~r c dorn.:t& inaiL.y b,,pply, cani perform an 

clinets in ti.ev ~come aud lmport& the&co-ntxry-e& income redzcion 

1'hw forcr-a aj~blAikg balanice, a! paymnenta ope:ate witl. gireater c~ase
 
boweeirn 
varou~s bsctlous in otic 4;ooutiy 01,an b%:rwr-rn co,,mtrica, For e~xam-
Pith movcits of~ra'ortim ftm'dz and? unobklEty of capital and labor are. 
more eOfoctive In. co% zlig cm pora!,-y paym t,,Ts dist.qylkbria.. T"(40 
flowsj of con-mmetal aq~d Anancal f1,a~ui a -t of tiit- Trtras-Ary matnty deter.­
mine a scttori'm b*aanct of pajnrni~iA :. 1.4c for-mer are comnp Lbed of r-e­
cetpta an'd paymo'nto firum fiuzcf1Yq? rcrz-tirizai trade,~ a detol pay­
mautis to and fr"om f.;vmtral bank, atid tznuvr, entcs of' capital futnds be-tween 
sectlona, Thri iattvr irn-,vid, the r rcdka~e and bakt of governznnt securiticu, 
taxtis, and governmu,.t c-xpendhirek ai-.ci aij5hnc~r. Some of t~ese flows 

hav*. great eqilia%^Eu poteivudai 0 Movemtrvls of markoetable. fnaucial 
claimb..4or exarnptc, da~e avid p'a~ of governmrent isec~arities--can 

camp~raasate for t'dt W66 and gain of rewrvt~ oix the part of the banks in 

the. defleft and its rpluzs ftttfoio, wlttfiov,1 aff~cting the~r money Ns.pply. 

6. Bela Balastsa, Th'l-w~oyofEcoprn'eXIntegration (Homewood- Rich­
ard D,. lrwr'n, 1961), pp., 252-53; and Scitovsky op. cit., "p. 80., 

7. T~iv availability of tsuch financtal claims~ au government securities,
however, proeizpposed svtrpki earncd In the past, as to trve of 
co'mLtries' foreign ex~ch~ange when they play anrau~erves evnllibrating
role in tbe adjigutmout of Znternationai balance of payments. 
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Since 	the availabvi-y of tvic' marketable claims will be limIted, only
 
temporary dlsevqA',bv,.a can be finauctd in t~is way,
 

T- 6ami may rno be tr-.* of govr-rnrncnt taxei and . !tomatic
 
transfers, wkf.O,,Lan .x.ixt vq%?lbrat( :g as wp;il as di,ser ibrating tn-.
 
fIn..n,,, Sho~Ld a ve .,ot deviAop a deficlt frorm a decline In expor'ts, a 
redi:.ction un f~derai ta:z-,s and .ncr.ads¢ !n ,;'ritmployrent benefits will 
6alp it,. At tz, tarric im., higIer: tax paym:ita will aggravat the bav,­
ance of paymcni-s proiblr- of a thriving 6cion wbote defictt ;as ar..en
 

beca-it of frnpou't, t:p', origxr~atizig :rj a ri% In incomes., Notiothe. 
loss, 	tie !oie of go mc, t ,xpndlt-,r and ip clal a titance !jas
 
great ootl.bratsng poettal. Uoverurnn. (xp<,ndt' rek1 u
-. SotAern agri.. 
cvltlral tsectont of '1?143nilIcd Stateti inLo 'tiL tleb prev.,nted a dtvcline 
in Incone acid conboinrpt'on Uie.-o ay-d !','pedto maintain their balan,< of 
paym4~nt8 tq t ba 

I'laE poi.,ch:.t of , fde,_al govcrnmr.,nt implen .nted by the financial 
activiti-n r' ca .!eed ti'.roft.t I eea6iry r%;zotrves to be, repicn's~b.d,
making t foV, rn to maintal1u a balance of payrnento equi­rt 

librium, aud a'1o a curtamu of con
Ivve ,,.mpLion. WiUlOIA tv,6cI
tranafe;-., Lioos of reeervou to wfc: thyle woazld havc beol w.b. 
ject, wo'dd .a, forzce'd ag c.:lt.'ral diictv to ti ndcrgo a bovere 
deflation of p. c.auing powez: aiid incomes at a tme when they were 
so;1fering a grt:att r deflationary preis,-re tha~n ti rest of the 
comtry, 8 

To some extejut,, t imgration of people from ikgric-.Jtral to industrial 
secttons, where real incomes we.re 	higiter, aloo acted as an equilibrating 

force.9
 

Temporary balance of payments maladjortrments among tie sect.one 
of a country may aiso be corrected more easiHy i-dr the system of branch 
banking on a nationat scale, rather than the '.,rit-banksystem. The reserve 

8. 	 Penelop.e Hartland, "':neerregional Payments Compared withi interna­
tional Paymentis," Ouarterly Joernal of Economics (Augt 1949). 406,. 

9, bid 
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losses of banks in one iection can bv replnbh.(d throv'gh P:unds lent by 

their 	coenterparts In tho sections experi.cing payments aurplcies. 

W10i. regard to th-, role prayed by Uth mobility of long-term and 

short-torm capital and of labor in n aintaining erqj,.ibrh-rm more eastly 

in interseoctional balanv of payment -ian in intornationat balance ofs 


payments, Hartland coz:ch, deo: 

"... th, ,cc ' operation of t,,o- lntcr-egional gold standad within 
the Uni ted Sit. .ed:"rng the pCfi.od wC. h baw the collapse oi the 
gold standarcd Cuttrnationally, v':*ms to be best explai.ned in terms 
of factor mob'.ItIy: the ftact that p.,oplc- moved frety between agri­
c,.ltl.,.ral and !.-rbai; localitim'Lr o.'o contry and especially the fact 
that the capital was given greatkir tnobfl'ty by tho activitfet of the 
f,Ndera/ gov.xtxieont. T"1e mccha&.sam. of adj ;.trnent available to 
any economr c region for mntr.mg a balazicr of paynntto diseq'ilkb­
ri -rm (glven iXced exchang, ratc-fj) 1 in an income chargt.. a popv.­
lation chang:' or a capltal i.t ' o'nTrn rfort. the adj,,xftrent ia 
mado via factor 'novornente, 0.(%arnalkr wIE be- tha neccatsary ad­
jkistment of nco-f_- -0 

A slmtlar vl.w Is aico vxpredstd by J, C. ugram: " . thu, 0voicition 

aftter 1900 ofa !ar-,.: body of rattionally markctable £inanctal claims, 

coupled with fr ,dom ot'-;apitat movernr.z:tu,, may have provided an impor­

tant part of U'i .easy payrerntu a3jtrnencs In ite 1.;nited States. "1 

n th o cawe of tsalahce of payrcants arlj: dtMer1n b,,-tween coqntref, 

foreign exchange r¢e,.rvcs do play an ,,-.,libratAng role) at noted earlier, 

if thf d.stiqriillbri-a are temporary, Altogih ft Lak been ratntained that 

dlfferenc¢a bbtween "Antt-r-cc0iiaryand "ntra-co-intry settlement mockanisme 

are observed wltl re:gard to the currency byttnm, riles on r.sarve rq.qi re­

mets, and monetary and floca! policy,. 12 tia is not entirely tr' t.The 

10. 	 Ibid.., p,. 407,. 

11. 	 Sameb C.. Ingrani, "A Proposal for Financial lntegraton in the At­
lantic Commnity,"1In Joint Economic Committee, Congress of the 
United Statc,, Factoru Affecting thi United States Balance of Pay­
ments 1Stidieas (Waudington, 1962), p, 199, 

12. 	 Balassa, op., cft., ,p 257, 
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fact tliat thb sections of a com.ntry su'ch as the Lini~tod States have a comn­
nion curreacy doer not gaarantee e~qv nt ctional balance
ib~n ­
of payment,%. Thew, rl.cepts and payrnic-,w 
 of a bection or cotntryv are de­

termined by Its pricvlty, -j~r-ompap"e~e to t ..at of other sectiondi or
 
covanrim-t, tOgectLe;r wit~h the nattire and lt-ve 
 of demand, Tbe Ts of a
 
common c.. rrvucy amiong tht! uctionts of a co .nzry dot-& not rnean thiat a
 
aect~on 
r, ranig at decf-Xt will not losevI~~'~, anmre troan wo~dd the
 

ust of ou., c ,rrvncy amnong all thie coa gnt;cw 0± tbAo ,%orld p?,urvent a nation
 
wtih a ieficlt from lio 
 Ab Las beon arg, d by H'artland,
 
"For all practCaal p-' rN'.os, to long abts~~ It rtee convertibility of
Tki-v 


one currency irao anrofi.er, Ct- gold otabdard 6u..ppt.i a -10nifted reny
 

b'Lt this fact it not ~Ln to u,q,.j.rw wcrnaioiial eqcilbrin. ,, 

kafor~ Czxe appilal..oi of homogeneo4:.i%moriqtary and E'ecal policies 
w~tLdn a coit.ntrr, az appoyied to tittr lack of At arlong 1ar,imas cointries, 

homogenoo..: lrv'-eb im~ply iiolt only tihat sr'ection of the~co .. try 

is svjc to tarmb-li., Policy-miaiking b-rt.altso tliat t~e policybt 

decision of th.at . do no'(, ~ tt armong t~w different toctions,. 
Hartlakid ma#'aitA6 tiar tii l not w~t-olly t'e of a con:ztry uk.;Ch ab vtie Umnited 

Statei., For examplo, ti- F rdeal Reibvrvo, Boazd. idn reqeiiringd1fftrnt 

reesrves Kn erunti racicti lwnhno(~~e\di p~:o~ a ron'oary 

policy. Ia any evera, rdu app!tcation of o4,rrogenteai. u ioconornc policiem 

does not affhct U_,.e dt11erent itcrw ',i ultt uai way. 1 On tiis potni,. 
HJartland ay#~nl' 1il.ro.~ViW eperiorw( of ffd Vrilted Statea 1 

14. Balassa adnitt fact (ao. EcL , p,, 25 Wi 

1S. Most of ti e r~.vao~of the Seciritleaj and Exchange ComnEauion 
apply Implic-tty nv txplcj.0.y to th, No~w Yor-k Stock Exclhange alone. 
Chatngot In Cgiv-t;. r gcdatiovis ttb.is prod;vce far grratar impact on the 
ecouomy aLA tbi : anarce of payamey~le, of th~e Ntew %oP FeealRsev 
]DiUtricT t~aiL cn ariy ottr.r, Bwmca.we of dWffrtnt mnirm-.rn resurve re­
qurementis for differvut NVCtioLS, chdanges in the resqvirernents intro­
dvaced by the~Federal iRevc-rvte Board woild have a different impact on 

http:mnirm-.rn
http:Bwmca.we
http:u,q,.j.rw
http:anrofi.er
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and concludes that "regional eqillbrikm (n the United States cannot be ex­

plained In terms of homogeneolis economic policy, even on the national 
16level 0 

Thus, the exlatence of a common currency and the adoption of homo­

geneous economic policies do not adequatoly explain the differences in
 

IntersoctionaL and international balance of payments adjustments, They
 

can probably beat be explained by the eiilbrating potential of short-term 

capital flows. in tb. event of temporary diseq-.ilibria, and of Migber 

mobility of labor aad long-torm capltat, in the event of persistent dis­

equilibria,, among tOe uections of a contryo Government activities, as 

indicated above, can favorably infLvence soc, movements and mobility as 
may exist. Ad Sc iovsky pointe o.Lt, the contrast between Intra..rs,.tional 

and international trade id "doe to politlcal and economic insttions and 

mental attitudes present in tho one, aboent In the. other case, and respon­

sible for the existeuce and the Actioning of tiese antomatic equilibrating 

forces,, 17 S',t:ch forceu for adji.ovting balance of payments can be delib­

erately developed t~aroiugh ins ttutional ddwvc s 

vartouu ijections, su.ch as Bosto= and Now York. The Federal Re­
serve Board also p..rsuej a uon-hormogeneon s sectional policy with 
regard to regv iation of drsco: .nt rates. Certain percentage changes
in dieco-nt rates 4niformly applied on s. national level will prod.ce 
varying effects on differtnt sectonbi' balanctes of paymenti. Agri­
c t.-Tval policy aimed at oupporting the price of a certain crop will 
affect the sectio prodc.cing -:At crop in one way and those b ying
It in another. ITir, even ho ogcuov ! (i.e. , national) economc 
policies will give rise to different effects in different sections, and 
the sectional differences in policy reslts are sometimes a matter 
of degree and sornetimes a matter of kendo On the other hand, eco­
nomic policis are often far from homogcneois. See Hartland, op 
cit., ppo 395-96. 

16. lbido p. 3M95 

17. Scitovsky. 2 cit.. r Po 80, The re~r.nce to economic institotions 
has nothing to do wit, the common cu rrency and homogeneity of eco­
nomic policies observed within a co,ntry, an is arged above. 

http:Intra..rs
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I
 

3 C. Ingram proposes such a scheme for the developed cou.ntries
 
of the Atlantic community: 18 the financial integration of their capital
 

markets, 19 w.tikh would mean complete freedom for indivldals, firms.
 

banks, and government agencies to trade in tsecurities and other financial 

claims across international boundaries. This would permit capital move­

ments to perform an eq llbrating role in adj.'sting balance of payments
 

and thus relieve the burden on 
gold and/or foreign e,.hange reserves and
 

reduce the scope and severity of countries' balance of payments crises.
 

After a transifional period, during which financial Integration comes 

into existence, t&o assets of varlots fnancial institgations In the several 

member countries wodld be expected to intermfngleo In other words, 

French inevrance companies wo-id hold sizeable amounts of United 
States, Italian, and Danish aecuritles; U,S, pension funds wold hold 
British coni..l and German bonds; and the asasets of individ.als, cor­
poration s, commercial banks and savings and loan associations, and 
other holders of financial assets in each nation would include secu r­
ites and other claims on a variety of nat[ons0 20 

The a.thor of the scleme does not consider the transitional period in detail, 

focusing attenton on tCe modu operandi of s&t.ch an Integration, b,the 

points out that an intermingling of financial assets does not necessarily 

involve net capital movements from one country to another and, hence, 

gain or loss of foreign exchange reservee on the part of a given country. 

18. Including the United States, the United Kingdom, France, Germany, 
Belgium, the Netherlands, Luxemb( rg, Italy, Norway, Sweden, Den­
mark, Switzerland, Portugal, A ,.stra, Tv.rkey, Greece, and Iceland. 

19. Ingram, o. cit o pp, 177-207. 

20. bid., p. 191. 



Once 	Integration Isattained, capital movements of an equilibrating char­

acter and in suheable amounts can be expected to restore equilibrium in 

the countries' balances of payments, A nation like the United States can 

cover Its external deficit by selling its domestic dollar securities, which 

financial Instituttons and individuaIt in other countries world be willing to 

hold if they are made attractivo, or by liquidating the financial claims on 

other countries wbich are held by U. S. government agencies, commercial 

banks and other financial inttiNtIons, and individuals. .fdomestic secur­

ities are sold, small changes In thei yields which can be brought about 

through adjustments fn Interest rates, wo.ild be svificient to attract for­

eign byero 

For national securities and bonds to become internationally accep­

table claims, and for swch claims to perform adequately the task of re­

storing eqailibrihm, the scheme envieagds rigidly fixed exchange rates; 

elimination of rebtcto).s, including do facto controls on all internat.onal 

transactions on bot rd curent and capital accoknts; and measurea to stan­

dardize qality ratings, registration procedrev, and methods for service 

and redemption of securities. Glveiu tixese conditions, suitable changes in 

monetary policy, e,a. in intericst rates, woild be required to evoke the 

capital movementa necessary to restore eq,11.ifibril.m in the balance of pay­

ments, This wocid curtail a country's ai.onomy in deciding monetary pol­

icy, as it will have to be geared to balance of payments considerationa. 

which woudd require the government to rc1y more heavily on fiscal policy
21 

to combat domestic inflation and recession0 1ingram argues that in today's 

world, where countrEes--at leaut the doveloprd ones-are fairly closely tied 

21. 	 Greater reliance on fiscal policy might lead to larger payments 
deficits, given the freedom of international transactions. Ingram 
probably considers such a possibility very remote, because the gov­
ernment will use Its claims on foreigners before it takes drastic 
monetary measures to sell more of its own assets on external 
markets. 
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by trade and convertibility, they already are unable to set domestic In­

terest raL xciusi'vely in accordance with domestic policy. To qvote him: 

"...under the present system, nations buoffer the disadvantages of inter­

dependence of interest rate str%ctro9s but do not e'njoy the full benefits 
,,2 

of sensitive, eqoklibrating capital movements. ,,22 He f&rther asserts that 

financial integratlonx does not require either a comrron currency or a 

supranational monetary authorty. 

In short, Ingram's proposal seeks to increase the equilibrating vari­

ables 	in the International balance of paymente mechanism and tries to 

bring 	thAs mechanism closer to that prevailing in Intersectional balance 

of payments within a co'ntryo The scheme in fact draws its inspiration 

from 	the experlance of the United States wi t rvgard to adjusting inter­

sectional batanceu As lae saya: 

The case for financlat Integra 1irin may be presented most s ccinctly 
by analogy with the, process thro'cigh which regional paymena- ad.jst­
ments are accomplished within the U, S,. common market, There we 
find a Elgh degroe of financial integration, complete freedom of cap­
ital movements, and scarcely any concern a.bout the process of ad­
justment in a particular region's balance of payments or about the 
level of its external reservoso 23 

Elsewhere, be expreeso, the name view: 

It..oappears that the disappearance of the kind of regional payments 
pressures foamrerly e:,perienced within the United States its the result 
of the development ol large holdtngs of "generalized" claims and the 
attendant development of an integrated market These developments 
have cauzed the payments position of individcal states and regions to 
be less like tfat of separate nattons (as utmaliy analyzed in interna­
tional trade toxtbooks), and more IHke that of parts of a fhlly into­
graed econonmyo 24 

22. Ibid. , p, 195, 

23, Ibid. , p. 181. 

24. 	 James C. Ingram, "States and Regional Payments Mechanisms," 
9hmrterly Journal of Economics (November 1959), 6290 The author 
says that extensive empirical stadies on sectional adJustments in the 
United States are diffic-alt to make because of the scarcity of data on 
intersectional transactions. He refers to the revealing experience 
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Can the coontrte& of -k.iause mcL-an Instltutlonal arrangement for 

financial Integration to c rv their balance of payments Ills, In the event 

that they form a common market or froe trade area? Given the need for 

fixed exchange ratt,, freLdom of trade and payments, and a willingness of 

the countries to adapt monetary policies to balance of payments require­

ments, there wo1::d bave to be prompt,. eeniitive,, and broad-bae.d responses 

in the market for tmc..rairks and oaher financial assets, in order for finan­

cial integration io work Tfiy. This, infx.trn, woJd require the par­

ticipation of ecaorM,. witit ",ar cgatcd striL.'ce of financial assets, such 

as bonds of many mai::,r t e i.treaL.ry bils., acceptances, tiort-term 

commrerc al papk-,. aad dopotsdts jdemand aLd tfn,&}; and wfth a wealt 

of experienc &'izd ,.rac a! know-fiow 'u'.audling s.ch claimif ,25 'hrre­

for,, a wni,-dv-,toped un:t.,ork of fianciai 4vrtztt.Uonts, Inck.ding commer­
.cial bank&, lnIancir compar~vi.u uavings associationo, and ptinaion .ndfs 

woA.id bL n vdd Man'y co ntr . of Atsa -r fact u.Jfe:' from a lack of well­

developod fhi-ancial mark.t and v,,e l1-dvcrif'vd financial claims and 
26 

from 	a lack of L,- - atLd effici.aLt fu of an exchange economy And 

inthe 	absenc: o-f adtuq. -atv a! lvc;s oi for.;ign ,xchangt roervees. an 

of Perto Ri.o Ln "A Propoital for Financiat integration.. ." op, cit, 
A detailtid o:rrpi..icai vidy ol Ptyrto Pico is providud in his book, 

a .tonaI The Cao,,of Ptorto Rico (ChapolPaymtv.nLu Moc iani~ms: 
Hilt: Vntvt-rHity oz North Carolina Prtsur'i 19627) Some omptrlcal ev­
idence ri-latfng to the t:d tral Roisorvc Distrlcta of the Unitod States, 
namely, Botorn, :'.- York, and Minne.apoli,, for the ptriod 1919-39, 
is provided 'n -artiand, op cit. 

25. 	 Ingram, "% Propomal for Financial Integratlon . ," op, cit, p, 180, 

26. 	 Even in tc, Xtlantic Comm nity, ad Yngram maintains, ffie condition 
of availability oi'wcvtf-developed financial Institutlona may not be 
uniformly me,4 by all cotmtrteao Natlons uch ariGreece and 'Trrkey 
may not keem a-dtqvat, y prepared for participation in financial Inte­
gration, b't tileComrmrnity aa a ;,,hole can form an appropriate nu­
cious for inteogratlorao 

http:treaL.ry
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intermingling of internationally acceptable financial claims is virtually
 
ksaan comntrioo.27
impossible for 

In wfat ottr way coId the countries of Asia devise a suitable insti­
vtional arrangement foxdealing with their payments problems ? How else 
co,!ld 	balance, of paymenbs adjnstmentu among kalan countr' es be brought 
closer to tfe mecLauns-n for adjutit.ng 'intersectional balances ? What 

other 	eqv.ilbrating variablhit could be created? What type of intogration 

or cooptration ca. ctre paymen.i defic,t9 Can the alternative scheme 
of a paymutw union woik toward the uolution of balance of payments diffl­

cz.lttet, dvtvn i t, co,'r involved hai.'e not formvd a freme trade area ? 
What 	conditioub Lcvd to be f lfillod if tbe payments vnion i8 to providv,. an 
answer to th-q.s: probkmem and Iead to morre trado 	with-in tihe region? 

Earilter, wc al.d,,,d to th6 mobility of capital fe'nds between vario . 

sectione of a cazntry -.ndor t.e iiattoL.ai brauch banking systom Banks 
opvjratfiig in a utction t!,ir in'piclng paymn-vs defiift can rely, " pon their 

braneuhvz or head offtsc iiW a rsqatAon v mto -phitar foz thte financial usp­
port rWq,. 2rLd to ps'c- 'nt the loss o rcoerves and th eiventeallty of mone, 

tary contraction, by taking advances from th-,m. Thia idea cau also be 
applir.d to betlhig baiance of payrnent8 among cotntries seeking to form 

a group bamed on rn tu'al coopd.. ation for m...t 4a1 benefit,, 'n other words, 

cov.ntrts r- nzing paymint-n dfiett on an ntxra-grocp account coLAd obtain 

ahort.n,~rm o cdirm-f.rm credit from tGxod countrlo rz'nning payments 
surpi.!.n L ord,.r to avoid nwmeroz5 bilateral crudit negot ationt and 
arrangeents,. to make t~i ue of credtt m-ttilateral within the groip, and 
to inspire t:U0 coif.dencv ox' the, partic-pating covnritij in s' ach a credit 

mec~an±h- .UmdWV', of a pay entti ' .n.on with credit-granting powere 

can be 'r .. adAgiven cortain co.dition. U!nder thts arrangement, deficit 

27. 	 It is not posible,, at t-ts stage, to provtdv empirical evidence sap­
porting thoso goneralzations, bijt they seem to hold good, 

http:dirm-f.rm
http:iiattoL.ai
http:adjutit.ng


countr~es on an intra-group account wo~ld obtain credit from tbeo union, 
which in tu.rn woe.ld obtain credit from t~he eampkue cou-ntries within the 
group. Suc~h a achamo~, it m,,it be empiaiszed, can tackle only temporary 
and seLf-corrocting balance of paymenta daqurilibrla. The details are
 

ditictsed below.
 

In general.. any r-:giol[ paymenta -cnon comprL~ed of a gmp ol'
 
coC,-trirj~ corbinf,, two &dar-ital ~a~~~ 
 chearing and settlement, 
and C6 faced with- lw . probltonio coit~iateral eleartng or offd.etLng of bl­
lateral balancru-w. pl'eiets and d(d'icit~b Pa-ist from trad4, among the mom­
ber cao\:ii'l&c; and i, tt-mcnt of eacih co uvry'i neit bau.xrpsor
 

deficit-with inx Unict-4,., t-, .
 wtUA oOiiei E-nmbir countriog takvin as a 
whle. Dtvpendwg;,cpai the detailbq of t*. - arrarge.,nent,, 4t may also fa,.: a
 
tird problen,, na0 .icty,. botoleitri~t oi Ox erota '%dnct balanc, i.I a,.,te
 
wa of ne~t bakanuLoW ol' we- menbtr cO,1.awtth Lbo rte;t of the worid,. 28
 

nih* fis n-nti 
 auy ~to~,~a (Jearing kotooe arrangrement within tho 
union,. _ir.rcond, mtma~.~ay the ,-nion to deivist suitable 
croi provioom. In m.-dor thiat rnmv c nvitrilb may avoid pos,.Abk 
tracl6 retstrkititm an irzt 'a --.o,'nal.acco-,.ii- becauve of' payments difficuA­
t. 1"~th W'.d p-oblvr w~ich alt~o tIi~rvovcd a tNettlement rnecLanlism, 

ka concernorl vwitciw rg~onaf aceov,,nts e , tirJent of t rogion's 
nist trankactiornb wW~',. M.t.id z orld, Tk.- vnion may be reqiqrod to 
insfite a joint f,,-nd of gold and for&vigzz txchanga reaervea. provided by 
the memnber co rrlo, and th.iu will leiad to some uniformity in members' 
foreign ex)ch~ange potk'VcieL% 

28. R.0 FM Wheel 0 "R1egional Multilateral Payments kzrangementsI
Qi!arte~Iy o rnalof'Economicseg 1948). 500-18& 

http:acco-,.ii
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For the multilateral clearing of bilateral balances within the region, 
the bilateral surpkises and deficits of Indi idual cotntries with each other 
can be pooltd together, and a mingle net powition-urptes or deficft-can be 
obtained for eaci caantry vis-a-vis the union. Under this procedure, thoue 
co~'ntrles rvnning st:,rpluseo on intra-roglonal account would acquire claims 
againut the payments vnion, rather than against the coxmtries in their debt, 
while the iiion itaself woi:,Ad acqvire clarns on the latter. 'rhis corresponds 
to the procedLre adoped by an association of domestic banks for clearing 
checks; and it will raiti the problem of eettling net balances of those cou.n­
trieu running a deficit with tl.o qnion This iu the most crucial q i.testion
 
for a regional payments union,
 

T.he soen~c, o a paymento vnion 'is t[i: the participating co',0ntries 
do not have to se-tto ther 1nra..r .¢ional trade balances in 100 percent

gold 29 In otte,_r word& 
 a coi.-try ru.;nnig a deficit woiidd cover part of 

that deficit withi credit grant d by tie Ynion and part with gold payment,
 
Similarly,, t6h co'in y r -minga :rpkts wov.d extend credit to tho xunion
 
for part of Its anrpl',.part it woId uearid tte by tha receipt of gold. The 
rights and oblitgahouu o the paynm:,th union would conAeLst of extension of
 
credlt to it by potentfal apLTpl', 
 and prxovlsion of credit by it to
 
potential deficit covntriao, .,maspoutiv y,, T: is wov.ld 
 make trade non-dis­
criminatory wflhan th, 
 roanz arnd dacriminatory with t:he outside world. 

The provisOon of part.al czedit wow.ld liave the mrit of enabling po­
tential deficit ccuntri.:,n Co econorn!ze on a 
 liriited OLpply of foreign exchange. 
The avoidance of trade rettrictions by the potential beneficiariew of the 
":nlon wozld thvs saft, ard the trading interests of the participating cou n­
tries and act as a powerful otInwlus to tntra-reglonal trade. It would aid 
the bringing abo,.it of a consciosly attempted trade liberalization program. 

29. The term "gold" [s used throughot tLis discussion to denote con­
vertible currencies as well as gold. 
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As an alternative to partial credit, the payments union might adopt 

the method of granting an exclusive lne of credit, whereby deficits within 

the lines womald be sett~ed in 100 percent credit and those beyond in 100 per­

cent gold, Thia worltd have some disadvantages. The change-over from 

100 percent credit to 100 percent gold wom.ld provide excessive facilities 

at the ontset and might lead to a sudden veed for import reatrictions. Thus, 

the partial credit metiod would seem to be the most frritf.,,l approach. 

30 
Having uotled on th,j eources of credit and the pt.rpobe for which 

it is to be utilized, &bVe2 next the qVI dtion of aize of credOlto For de­

termining thts, tat bULioxvng proc-o.d're ,mka' to tht ont, adopted by the 

E,4ropean Pay. nts I9nkmn In the later years of fs erxivtence) can be used. 

Each co.ntry wo'2,d irttatily bu g~vin a certatn qu.ota, set at, day, 15 or 

20 oy 30 peruc,a oi covntry's total viioible aud invialble trade wfth the 

region In a gaver, p ir.od Th6 amoint o: t q .,ota woitd basically dotermino 

the amont of trade d .ficlt o-. surp[,26 t6laa woyld qualify for or b4, anbje.ct 

to partlal credit aud parttal gold 6ttt-rnent -t wo :ld not designat6 tat cradit 

line rt.cetved or gran:ed Ct oi'.gh 9t wold .ndlvetly eater into the ovor-ail 

30, 	 in th d jc. juon of a poosible chvaring ho'Lse wth credit provisions 
for the Lat.n %.e rican rogtonal market, It waa suggested that cdear­
iug hovc'ruditt covld play a dLal roe,, tf t e central bank of tVh", 
dd'lcit coiatry re~eving "payrritrite" credft allowed the importer to 
iar c' it cr di't. Co:riter 'o ft ft was aIao arga'.ed Chat "It is 
difficct ... to vI.-allze how a c. LnMxal bank co'.Ad thud commercialize 
.Us tl.aring c?"',dit No facitlt'%os cot1i1 be, made available to Import­
ero in r_ ta rupng cotnrries be.ca .ee the central bank tself 
wov).ld nog itelt- any credit, Even .n deficit cosntriis, the central 
bank wo0Ad ao, know 'n advanc- the amovat of credit it was to re­
cew,_.. " '%Infact, the credii.-grant'ng operations of the clearing 
ko*&ee do not comv into . tee i.rtll co.,.ntries' Underlyng trans­
actaons arou cleaeod and net positionB are eatablishedo See F. A, G. 
Keesing and P, , Brand, "Posslble. Role of a Clearing House in the 
Latin %ner.canRegional hlvarket " 2ntcrnational Monetary Fund Staff 
Papers,, X, No, 3 (Novesmber 1963). Otr proposal for a payments 
unlon, ae indfcated eazlior, Imbased solely on balance of payments 
credit, 

http:arga'.ed
http:anbje.ct
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credit element). The credit line would be defined by what percentage of a 
given 	trade deficit (satrplias), within the limit of the quota., Is to be settled 

in credit. Credit can be made liberal or stringent, depending upon this 
percentage. The quota would net the limit beyond which the cumu.lative
 

trade deficit or stvrplus wai2td be settled in 100 percent gold 31
 

Settlement between each member and the union would be made at the 
end of each accounting period, say. a quarter or a month. The change in 

c'cmaative (accounting) position-deficit or s'urplus-would form the basis 
for the settlement in eacb period At each settlement, a country ranning 

a deficit with 6xe nion would receive credit and pay gold in specific pro­
portions of, oay, 
 50 percent credit and 50 percent gold, or 60 and 40, or 25 
and 75. Similarly, a coirntry running a surplvas wold grant credit and re­

ceive gold in te same proportione. To make the payments union more or 

lees self-financing, tVie credits obtained by debtor countrien would need to 
be matched by those granted by c.eAditor contries. Similarly, the amcunt 

of gold paid by debtor cmintries wox|d ueed to correupond to the amo nt of 
gold received by creditor cocntrtes,. Thl can be accomplished by fixing 

the same proportions of gold-credit ottlement for both the debtor and cred­

itor countries, since the total of intra-rgifonal deficits would by definition 

equal intra-regioual s3rp2eeo 32 

31. 	 Some time limit for the repayment of octstanding debts may be ne­
cessary, so that ae union's claims on debtors and creditoru' claims 
on the union will not remain frozen for an indefinite period. Norm­
ally, 	interost pa.yments by debtors woid serve to prevent this 
possibility. 

32. 	 All accounts and credit operations would be carried out, say, In a 
special payments union %nitdeflned by it.gold content. In this con­
text, it should be noted that if tie payments union is established 
without forming a c.stome union or free trade area, the member 
countries may be permitted to vary their exchange rates In the 
event of exchange rate variations, the outstanding claims and debts 
of the union would not be affected, since they votild be enumerated 
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Thase principles can be Illustrated by the following hypothetical 

example. Countries 4, B, C., and D are assumed to be the members of 

a payments union with qLt otas of $100 million, $150 million, $50 million, 

and $200 million, respectively. Settlements of deficits and surpluses are 

assumed to take place in gold and credit on a 50-50 basis. As in Chart 1, 

case 1, countries A and B have deficits of $20 million and $80 million, 

respectively, in period . On the other hand, countried C and D have szr­

pluses of $10 million and $90 million, respectively, in the same period 

Under the paymeutw -nion arrangorment, tbe deficit8 of $100 million and 

the corresponding _rplv.is.e of $100 rtton would be vettted In equal pro­

portions of gold az.id credit. Co:'ntry A receives credit for $10 million 

from tho ,,iion and paya gold worth $10 million to the zinion; coumtry B 

receivos credit for $40 million and payi gold worth $40 million; country 

C gives credl of $5 nifilton to the union and receives gold worth $5 million 

from it; and coi:ntry D givet credit of $45 million and receives gold worth 

$45 million T*e rceitp of gold by C and D are matched by the payments 

of gold by A aud B. and tino exteinon of credit to A and B are matched by 

the granting of credit by C and D. Ths procedure will be repeated for 

each country v.ntil itsiri'ritative pouition exceedis its previously estab-

Lihed quota. 

It may be noted tMat adopting a change in cam latlIve poeition as the 

basis of sett.ernemt wouid enable a deficit country to recelve gold by earn­

ing a sa.rpius in a single period. For example. in came 1, country k. which 

runs deficits for tkE firtit three periods and thereby loses gold. earns a 

aurpls, of $20 mlllfon iL the fourth period. To settle its ourplas, it re­

d ces its debt to tVe ,.nion by $10 million and receives gold worth $10 

in a spec:al monetary enit of dpecifIc gold content. It should be re­
peated &at exchange rate variations would be reled out if the coun­
tries have established a cuotoms union or free trade area with or 
without the payments union, except that initial exchange rate adjust­
ments may be permitted. 
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CHI1RT I. 

ott1ern ents gn Payments Union 
(Hypothetical oxamr, cqu with gold-credit settlement ratio of 1: 1, US$ millions) 

Cornviative 
poeltKon at Means of Settlement 

Covntry, SLrpk (+) 
the end of 
the period 

Vie-a-vis the Union 
Credit Gold 

quota, 
period 

and or deficit (-) 
for the period 

svrplus +) 
or deficit 4-) 

received (+) 
or granted (-) 

paid J+) or 
received (-) 

(2) (3) (4) 

Case I 

Co:,Mtry A,, q.ot. 
Periodi 

100 
-20 - 20 +10 +10 

Ptriod 11 
Period RA 
Period IN 

-.10 
-40 
+20 

- 50 
- 90 
- 70 

+15 
+20 
-10 

+15 
+20 
-10 

Period V -20 - 90 +10 +10 

Cov,ZB, 
Period 1 
Period 11 
Period 1i1 

qcz it"5 
-80 
-60 
+10 

- 80 
-140 
-130 

+40 
+30 
- 5 

+40 
+30 
- 5 

Period IV -20 -150 +10 +10 
Perlod V 1 -150 -

Cov.,.ntr 1 oa. 50 
Period 1 
Period g 
Period 

+10 
+24 
+6 

-0 
+ .4 
+40 

- 5 
-12 
-

- 5 
-12 
-

Period IV 
Period V 

+i0 
0 

+ 50 
+ 50 

-5 
. 

- 5 

-25 
0outty D, wzota 200 
Period 
Period U 

+90 
+66 

+ 90 
+ 156 

-45 
-33 

-45 
-33 

Period U1 
Period IV 
Period V 

+24 
-10 
+20 

+180 
+170 
+190 

-12 
+ 5 
-. 10 

-12 
+ 5 
.. 10 

-95 -
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Chart 1 (contini.ed) 

() (2) (3) 	 (4) 

Case 2 

Commtry , 

= 12 -20ota +10 

Period r -70 . 20 +10 
50 	 +15Period 	]2 -30 - +15 

11 -40 - 90 +20 +20rerfod 
-	 -10 -10Period IV +20 70 
- +1.0 +10PeriodV 	 -20 90 

+45 +45 

Co .ntry B, 
quota =-10 

80 	 +40PeO.od 1 -80 - +40 

Period i 1 -60 -140 +30 t30 
-Period 1i 	 +10 -130 - 5 5 
+10Period iV -20 -150 +10 

Meriod V 0 -150 - ­
+75 +75 

Co.intry C, 
o t = 5 0 

Period 	1 +10 + i0 - 5 5 
+.4 + '34 -12 -12Period 	1 

3Period W + 6 + 40 - 3 	 ­
- 5
Per od 1V +10 + 50 - 5 


5 0 5
Period V + + 55 

-30
 

Cor:ntry D,
 
sqnota =200
 

-45 -45
Period ir +90 + 90 

-33 -33
Period It +66 +156 

Period M +24 +180 -12 -12 

Period IV -10 +170 + 5 + 5 

Period V +15 +185 - 7.5 - 7,5 
-92.5 -9& 5 

http:contini.ed
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Chart 1 (continnedI 

(1) (2) (3) (4) 

Case 3 

Cow,'ntry A, 
s' ,,ota = 100 
PeriodX -.20 - 20 +10 +10 
Perod Q -30 - 50 +15 +15 
Period li -40 - 90 +20 +20 
PT.riod IV +20 70 -10 -10 
0 eriod V +12 -58 - 6 - 6 

Coli.ntry B, 
qu.ota =150 
Pr.od 1 -80 - 80 +40 +40 
Period ai -60 -.140 +30 +30 
Period IL, +10 -130 - 5 - 5 
Dariod iV -20 -150 +10 +10 
Poriod V -32 -18? 0 +32 

+75 +107 

Comry C, 
gvota = 50 
Perlod 1 +10 + 10 - 5 - 5 
Period +24 + 34 -17 -12, 
Periodff. + 6 + 40 - 3 
Period YV +10 + 50 - 5 5 
Period V. + 5 + 55 0 - 5 

-25 ..30 

Co..ntry D, 

Period I +90 + 90 -45 -45 
Period 11 +66 + 156 -313 -33 
Period 10 +24 +180 -12 -12 
Period AV -10 +170 + 5 + 5 
Period V +15 +185 - 7.5 - 7,5 

-92 5 -92-5 



23 

miltion.. Stmtlaa'ly. a corntry rinning a s ,':rph,:s and earning gold wotuld 

be req' irad to make gold payments, aho~ld it acqkaire a deficit in a single 

per.od,, Th.s, comnt,y D in ozur example, having a cusmulative sirphas of 

$1A.0 million fron t-f- f,.rut t roc pv-riods, pays gold worth $5 mrtlon and 

redces tts u,;,d.t ciam& on the union by $5 millon in order to settle its 

$10 million dcftci in ,L.-fo.rth period,. 

'.ae ill traton givc-n above Indicats perfect matcking between 

kuredit. grarnted to debtor cntriob ar-Ad c:"cdits received from creditor 

cou.ntr es, as well ai 6ttwt gold received from dobtor c..ntries and gold 

FaWd to creditor ovntriea, bit tis wo.,d not nacessarily take place, as 

os adow in cas, 2 At fe end of t fift p .-fod of J.oon operations, the 

wirnor, ,as granto a total of $120 mkllou c,,v.-dtt to 0.,e debtor co' ,tries, 

bk t 4.a4. r.cev,.d a total of only $ 117, 5 mliova czrad't from the craditor 

cot.ntri,,. At t),c uto'n .auame tien, xas receivod gold wortN $120 

rntdlon from Vbz dbtorb, .%, r pai.d out gold wort;- $122, 5 mdilon to the 

credlto's.., T}.;w-,Po-dd occor wlie n debtor coinItrfee bettle their deficiti 

wit j'n Vt - iA, on a 50.-50 goid-cri.dt basis, while creclitov. rrntA, 


cavutrile aciLwai'zdate . beycnd UtCit1 qlotab, so that the amopmt 

'n eoxct' of thr. q'cotas i sttled in 100 p rcont gold. 

Or It may .appon, a6 b 6.'owrn in can,. 3. that tho union receives 

more gold tCran it pays. Tbis wom.td come abo,..t when a debtor country 

exctedr its -',,ota and settles its ecto deficftd in 100 percent gold, at a 

time when the s,'irphvs cot'ntrtes do not excecd t: eir qt.otas at all or by 

very mizch. "1'2s. t1.o settlemont of excess dtbta in 100 percent gold wontd 

brinig more goid into tu, anlon tan ft paid ott to creditor co .ntrivs. 

in order to take care of the contingency tt-Lat the u.nion might pay out 

more gold tuan it receves, soma working capital in t le form of gold or 

convertible cI-,rreuci0M woedld be reqtjared 'Me qtestion arises of how this 

capital fund 33 can be raisedo One way of doing it Is to ask tho participating 

33. 	 Tie capital fYnd wo:'d also seve as a gtarantee to the creditors 
against possible default by the dabtors 

http:goid-cri.dt
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co;.xtries for a nominal contribution in gold in proportion to their q otas, 

b'nt in view of their foreign exchange dfffic:,.,ties, the member countries 

may not be able to contrib-zte to such a fnd,. Alternatively, the payments 

union may approach t. developed cot.ntrlew to reqtet o~tright grants for 

thi pe.rpo :i.t may be noted in tals connection that, with the establish­

ment of the EoL.vopan Paymento Union in 1950, tCie U.,S, government pro­

vided a doliar graut of $350 million ,nder tUe.Eiropean Recovery Program.34 

The ,, cot.'d mak. a .(milaz' graxn- Zo th pxzojected Asian Payments Union. 

It woId br dffi~cit to decide a Driort t..U dime of tko capital fk.nd re­

quired for a pavymtAi L:mnono 
 We: migl'. n'otc that d,'ring t1 eig~t-year 

exietojco, the E'%, topeawa Payments Union .:.ad a capirai fvnd of $272 million. 5 

This amwoint wava h becau.%svbsicqntly raksatd. of tCai "nion"s net carnings,.
 

wvfci a,.-oa from differenceer inEntewest paynme ,6 receivod by te 
 Inion
 

from debtor covatTice and paid by t,e itoiu to ceeditor co ,ntries,
 

11a dlffor.nce between .Uterout reccivd and paid can aiso be a
 

8o'1rce of i/quiddty fo, .-vn'on. 306 tled way in which to avod any pos­

tible gold tshortaga wo-::id be tic atlocation of additional qi,,otai to colntried 

w~tth chronic ,.pis, ,nordcz to make mo-e remote the posbibility of
 

liaving to tetttq ivi100 pz;rcent gold.
 

It o6.id bz clear from tie above t&ia the contn'aing -Iilityand suc­
cess of a paymetnut, .txiort woald dopcnd q,:pon t .eacLf-correcting nat~re of
 
tNe balance of pavr-t±t behavior of ti particpating ontrie,, If the inion
 

34. Bank for .ttk.rnational Settim ,8TwIuty-Ftrut An ,aiReport,
April 1950-MarcN 1951 (Baal,. 1951 )I p, 227. 

35 'he original grant of $350 million, less $78 million spent by the 
Earopean Payments Union ntially to adjs.st certain countries' debit 
and credit baiazcez before johing.. 

36. This differenco: can be made positive by creating an interest d(ffr­
eotial on crudits gianted to and by e tinion, The Interest structure 
shoutd be Mdbjievct to review at trequont interval, to take into account 
dev loptmentm in te -4n.onls cr:dft opcrations. 

http:Program.34
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ie a clote gro'zpiug w~t no external relations, this wou~ld mean that ti 

mv.st be able to rentore eqitilbrium in their Intra­partic(pating covntriva 

regi.onal acco%%niwi over a raasonable period of time, so tt they will not 

",'e to face the problem of ea'aeti,g their qaotas too soon, nor that of 

,arrying too heavy an 1riterast b'.rden, As stated earlier, the payments 

to afford coun­,iniou woii td be d bitgid to provide short-term liquidity, 


a
tri*&experieiczxg balance of paymentes difficlties breathing spall d~r­

iag wiAcb ihi. wo,d bt able to take tsvtrtablo corre~ctive measvires, 

ii a payrnf, rti ,ciear.ng posit1oxis on intra-regional account 

are.uceksery aa indcator&of whic t colntries qualify for the %sgv of 

c~redit aid art:~ru to tsxted cxrcd~t. T.i codtd tcad to folAr 

poutsible ai o . (8 D,btor co- .tile'on intra-region.at accovint might 

also :-:n a dct w ,otside co':ntrieo. No dpcial problem woulid arise, 

and the ava. Aity of pa)-tWai c-edit for tv. eAtgtlment of tntra.regional 

dC-flcItb V-o':.,.id /6,-. 'it.lpfl_!l to Ct-66 CO,..t?1eA;o 

j2) Debto: co.j,.:,. on ntra-regioral accont rnAgki carn a serptA 

(n t~e' transaceiio.,e w tjt otiide coimtn,, ei, wzich -.o.,d be t-.sed to finance 

telr intra.-rglonat df. .dtu, in tvnl cab.v, debtor cor,.ntries wo',.d not need 

to L.eeU credit available to tm,., Fu.rthe.rrmore, they probably would not 

'ave any inccntwv to a,.m..late ttrti o. dc-t rpLues, while obtaining 

credit from tC:. 'nio, to finance tutra- ,.gioiaL debta. becaaettt intf.rest 

paf.d on c.'edit from 01'r ianon mlght exceed tl.q interest earned onithe out­

side surplr-.seB Howevr, In order to a,,old the possibility of thOir ueing 

irtra-r.gionaZ crcd-A wiu,.;n thtey l'avc ots-de' -'rplcses, the q:.nion might ax­

plicitly r'e(41 tLai., to q ,alffy for theVo of credit from tie anion, comn­

tries must first makr. vc of any s, pbEs ot',tsido they might have earned,, 

may also r%, 

with OtJtidte covn-1tris.. They wo-jijd extend credit to the Union, In view of 

their Intra-regiouai i,'rpl&~es, aewell as to t.e otide, and no special 

problem woid azse. (4) Bt a pculiar sitation womid arise If creditor 

(3) Creditor cm.ntrEat n wsrpluaes In their transactione 

http:V-o':.,.id
http:intra-region.at
http:ciear.ng
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contrles wer.e In deicit with otside co1tntries, for they wo.idd be reqir-d
 
to extend credit to Uie %iniondespite tkeir over-all eqvAlibri[,Lm lassurming 
their intra-regional arple.ues balancod their extra-regtonal deAicits), f 
the gold-credit sottleimnt e on a 50-50 baes, then biv creditor cozntry
 
can 
hope to %-tflizt tke half of its Intra-regional sw:rplvs ricelved in gold
 
for finavicing 
the o'taide defieft. The ot .ir &alfmust be flinanced from thl 
co,,ntryvs own Ioregn exciange re-erved , 

B-i,,t wow,4d a coentry iVI r ;C&I a biattou accept this arragcenent? YU 
tim. abisnce of cr.dlt f'rum the tmrplcb country to the union, and Lece from 
the, .nkon to a defitct co ,ut-y, tc later might find . ncc8ay to hl-npor
 
rentrictions 
on Us .mio.zt* comng from Cte t ,.,rpha; c&o.,nry 'atsw v.tngOat 
tU-i paymrnatt . wab forined wU:o..t pr-oe comiitncn. to lre, trade 
witin thie i:,n~oiae, Comseq,i-ertly,~ tfi bv ;PplrQ co"i:litry wotid caelo 'to be a
 
svrpk,x coun~try, or-at lt att ir. wotdfind iti3 v I.M'A rud'cod.. 
 in. order to 
protect itd, C-,xpo~T, izitorsta, thop~ co-,ritry wat-,d be willing to accapt 
the poitp'on rntRPA oi cta-'mr for pavt o1 Uh Sj.tpL[,i oii inti-a-reglonal acco :nt. 

Irle imoi;.atiorl cf arg-creiz is ad foilow": If contriet commit 

themselve& to a ir.e t.ade ax'ra arrangemct, witljo-,rt also negotiattig tlae 
creatton of a paymoutb c',nion, incenti es for potiritial creditors to join the 
9'ni.on may bt: .ri c,-small. LdAs provides a good .-eaeon for mnak Lg a pay­
ments arrangemcnt a

37 neceusary part of ai contemplated frec, trade pro­

posal. A lb,), do ,ctad aurple. positionn may chang.e, and contries 

37. An erzactty uimilar view te exproescd wtt;', regard to Latin American
coLntrea by' Kiscsg and Brantd, o c , p, 450. "One of t;lecon­siderations prompting Intereited croditor contrres to offer creditsof a certain size may b%the deturc to p-otect their export interests.
In this contrit, !t should br,no*d that t it; principle of non-discrim­
inatory treatmcnt of alt intra-area trade ao been tnconditionally
incorporated in tlte Trreaty of Moutevideo, without reference to the
conclusion of a payrmonta arrangement. As a consequence, tse in­centive fok potontial creditors to participate In a payments arrange­
ment may be rathfer small, " 
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from $5. 4 billon in 1951-63 to $6, 0 billion in 1958-60, while exports de.. 
cllned from $5,, 7 billion to $5° 3 billion Inthe same period, as shown in 
Table 1. As a reest,lt a trade surplou of abov:.t $300 million In 1951-53 be­
came a trade defic(t of nearly $700 million in 1958-60,, This deterioration 
of $1 billion de.ring te 'fifties took place despite trade and exclhange re­
strictions Imposed by many covntrLea drtring t.i.o latter part of tbeldecade,. 

Import restrictions have naterally 8hown a bias in favor of capita[
 
goods and materialu '.cdchiefly for capital goodis, 
 av a res ,lt of the d i­
ve-opment program6 tiseme coantrieu have adopted. 
 Daring the 'fitfies. tht 

de'veloping 'kan ,o,tnriebs 4 1 incrcased Oiolr imports by 11 porcoit, bit 
t6-itincrease wa ,.ae.vt.nlydlstrib-!ttd among varlou catogor cs of goodt
 
and indicatod fa -­roac.ing ciangew in t7;.e import ttrutxr,'t of the groi::p.
 
.importa ot cap~t.a goodB tncvoatjd by 65 p,reent and t.ose of maerialw
 

cblefly for capitl 
goods 'by45 pe.ent. in contrakt, import, of food and
 
non-fmAd convm.er 
good- d ,cl ned, t~i forme.r by 2 percent aud the latter 
by 23 percent, t1o;..,gd. .mporta of mater~alfi for conw.::mor goodi In­
creasud by 4 p rcL~t-

The reiat-e; uharf..of capital goode in total imports of all fifteen de­
veloping Auiau co*ntr:ii increaued from 1951 to 1960o D-,:ring 1958-60,
 
for the groiup af a w.: ole,, imports of capital goode 
and materials chiefly
 
for capital goods accoijemd for abotz 40 perccent of total imports, 
 compared 
to 28 percent r 1951-53., Non-food co-. .mption goods and rnatoriab
 
chiefly for uonai:'mption goods accoznted for abo,1.40 percent In 1958-60,
 
in contrast,wiZ;4 
50 percntIn 1951-53. And food dropped to 19,6 percent 

In 1958-60, from 22, 2 percei tn 1951-53,42
 

41. Thir ph'rast "developing ksan contries" refors throtughomt to tMe 
following gro',,p of 15 cozntrte B',rma, Cambodia, Ceylon, China-

Taiwan, Ve Fderation of Malaya and Singapore, Hong Kong, India,
.ndonseaa, Laoti, North Borneo Pakistan, the Philippines& Sarawak, 
Soth Vtet Nam, aid Thailand. 

42° For fuwit,&r detaile,. see Vnted Nadons, Economic Surv*y of Asia and 
the Far East, 1962. 

http:convm.er
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TABLE 1. 

Intra-Pegional Trade, South and Southeast Asia
 
(Exports and h.lportis as percentages of total exports and Imports,
 

annual avorages, 1951-53 and 1958-60)
 

Exports -Imprts 

1951-53 1958-60 1951-53 1958-60 

Burma 6204 63; 1 35,, 1 17. 3 
Ceylon 4.9 3.7 27.3 21.8 
India 15.8 9.7 14.8 7.2 
Indonesia 31.9 33,,8 14.0 15o 3 
Fed. of Malaya aud 

Singapore 16 6 16, 2 41L6 43. 9 
Sarawak (46. 3) 42.7 (11,, 3) 12,.2 
Carnbodta (27. 2) 17,. 0 (23. 9) Ii 1I 
Laos (84 6) 72,7 (30.6) 22.06 
SoL.th Viet iam 16, 9) 19.4 ( 9.4) 1 o 6 
Pakteita 15.9 9. 8 14.6 9.0 
Phitippines 0. 7 0.- 3 6 8 9.8 
Thailand 41,:9 35.5 20.8 15.0 

Eight eot.mntry total 
ik,=cwf.ding Sarawak, 
Cambodia,, Laos, 
and So.:th 'Viet ,4aml 20. 8 17.8 22 1 19, 4 

Eight co'nry intra­
regona! trade (n 
US$ million) 1, 182.4 946,3 1, 196.8 1, 163-8 

Elght co',untry 
totat trade (in 
US$ mlltion 5,689..1 5.339,.5 5,411.2 6.012.4 

Note: Export and Import data sihown in parenthesed relate to ann-oal ave­
ragt for tih period 1955-57 for tbose countries. 

Sov.rce: United Nations, Direction of luturnational Trade- and UN,, EC ,FE, 
Intra-Rogional Trade Statistics (sixt~h seriesi. 



30 

These changes In the Import strvctare have also meant changes in
 
te direction of Imports,. Since developed countries ontsde the region 
are 
the chief socrce of capital goocs and materials chiefly for capital goods, 4 
the shifts in I.mpo t structn.re necesuitated by foreign exchange difficulties 
have favored itke exports of developed countries at the expense of those of 
the developing covntries both within and otaide the region, As was shown 
in Table 1, the Intra-regional exports of eight South and Southeabt Asian
 
comntries declined from 
20o 8 percent I 1951-53 to 17.8 percent in 1958-60, 
while Intra.-regional Imports fel! from 22, 1 percent to 19.. 4 percent in the 
same portod, There wore aome etxceptons among individ a co';ntrtes, tha 
Intra-roglonal -xports of B::Irma and fndonesia increased slightly; and the 
intra-regional irpnrtz of tVto Federaiion of Malaya and Singapore, the,Phil­
,ppnes, and lndoi.sa regtsitered Increased,. jOf tioISe not tnc. ,ded in the
 
eight-covntry total, 
Sarawak siowed an ir,,crtase In intra-regionat imports, 
axid So-,e Vtot Nam raised §ntra-regonal trade bot. of exports and im­
ports., ) B iton t,,wlole, the trends .n intra-regional trade have not been 

44 
encouraging., 

43. Itsho.ld be noted triat the developed contries s:pplled 65 percent of
%be total imports of $9. 23 biIlion of'developing Asian cottitrieb In1960. Chem ca 1 , machinery and transport eq'I,.ipment, and other
manufacrv goode acco.nted foe° abot 60 percent of thisted group's
importb in 1960. of which the developed ca.,-ntries of the world (Wes­tern Eirop., .. fiorth andAmerica, apan) accounted for more than 
four-fifthso !bid. 

44. The share of tntra-rogtonal trade in total imports of one group of
ECAFE comintries "Afghanistan, Banoi B,4,rma, Cambodia, Cey­
lon. Ch~na..Tailvwat,a Hong Kong, :da, Lndonesia, the Reprvbtic of
Korea, Laos, Makaysia, Nepal, Pakitanu, the Philippines,. Thailand,
tho Reptblic of Viet Nam, and Wevtern Samoa) declined by about 3percent betwe¢:n 1955-57 and 1959-61, The greatest dropb wore 
istered for food, agric:,it.fral raw rmaterialu, and oven 

reg­
and fv.els,

wkich c:an bn go.erally explafned by grow.ng internal requ.irements
fox' raw materials and orea, elf-seffic ency drives with respect tofood, and foroign exchange shortages. For details, see United Na­
tion8, Economic Bulletin for ,sia and the Far East (Jvne 1964). 

http:lndoi.sa
http:structn.re
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TABLE 2. 

Sonth and So,,.tkeast Asian Cozetries, External Transactions 
on Goods and Services Accoczts, 1956-62 

(Millions of V. S. dollars) 

1956 1957 1958 19S9 1960 1961 1962 

Burma 
Ceylon 
XIndia 
Yndonesia 
Malaysia 
Pakistan 
Philippine 
Thalland 
Viet Nam (S) 

3..2 
28.,8 

-675..8 
-165o0 

-

-165.8 
114..0. 

- 15.3 
.-323 9 

- 1126 
- 32,.8 
-1,030.7 
- 850 

-

- 172o9 
272.0 

- 36.3 
1835 

- 109,1 
- 27.3 
-933-6 
- 65, 0 

-

-211.6 
-136.,0 
- 78.,7 
-148,,1 

- 10.1 
- 41.2 
-530.9 

250 
-

-10519 
- 75,0 
- 700 
-169,4 

- 23.7 
- 5018 
-881.3 
- 84.0 

172.,5 
-236,6 
-144,,0 
- 40,0 
-153.5 

- 4.2 
- 22,1 
-735,.7 
-521. 0 

74. 8 
-271,8 
-163.0 

2.6 
-214,.2 

16.0 
- 28.4 
-919.1 
-367.0 

4.4 
-212.8 
- 120 
- 69,.9 
-191,2 

Not No tsign nd cateu credft; mln% sign indicates debit, 
B rma..Fke given in kyate in original scyarcen were convvrted 

into U. S, dollars at the official exchtange rate of kyats 4.76 -- $1.00. 
Coylon, india, and Pakwtan-Figv ret given in ripoets In original 

sourcici wrt convert .d into U. S. doilari at tfei official exchange rate 
of Rivped 4 76 . $1 00,. 

Malaysia-. Frv et given In Malaybian dollaro in original sc.vrct 
were coxuveted into V. S. doliars at L:. officlal exchange rate of Ma­
laystan dollaioL 3- 1 -:$1., 00. 

So,.rce: Intaruatfonal Monetary Ft2red, internatdonal Financial Statistics, 

Thubalance of pamrnts experience and the pattern of intra-regional 

trade balances of tese countries is also pertinent. The most striking fea­

ttrLe Of tfe former io te perasltent deflts-t on the goods and services ac­

coater dring 1956-62 for almost all of te cotitries of South and Southeast 

Asia, as Tablo2 dmontstrat.eua Malaysa, which started with a srpls 

on the goody and urvics accont, experienced a rapid sv.rplu. deteriora­

tion d ring tbuperiod 1960-62. Moat of the good& and ,ervices accomnt 

deficit is believed to have bt %met by capital inflows (grants and loans) 
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from ontside the region and by the countries' own foreign exchange re­

oerves.. A dotailed plctLire of the geographical pattern of the cointries' in­

ternational transactions ts not available, except on the visible trade account. 

But in view of their goodu and services acco,3nt deficits, It can be expected 

that the capital butflow from South and Southeast Asia woid be marginal. 

Tables 3 and 4 give the trade balance matrices of So,,.th and Sovtheast 

aian countrieis on the Intra-regional and over-all accounts, respectively. 

Data pertaining to 1956-62 s.ggest that Burma, Indonesia (1956-61), Sara­

wak,. and Thailaud were the sw.rplke countries on intra-reglonal account. 

Of t.eve forir covmtres, only Indonesia and Sarawak (except for 1961) had 

trade svrpb.sms on ovor-all account. -Asecond group, Ceylon,. the Fed­

eration of Malaya and Singapore, Laos, South Viet Nam, the Philippines, 

and North Borneo, had deficits on intra-reglonal trade account throughout 

1956-62. Here Laos, South Viet Nam, and the Philippines (except for 1959) 

ran persist-ut d±ficits Inover-all trade; Ceylon and the Federation of Ma­

laya and Singapore had no consiotent deficits, bf.,.t exhibited net deficits on 

over-all account over the period 1956-62; North Borneo, on the other hand, 

had small surplases on over-all accont (except in 1962). A third cate­

gory of coruntrIes-Cambodta, India, and Pakistan-had fluctating trade 

balances on intra-regtonal accoumt, Cambodia ending the perlod 1956-62 

with a net swtrplus and India and Pakistan wfth net deficits. All three had 

dctlcits in eacb of the years from 1956 to 1962 in over-all trade. T!hus, 

throvghot, 1956-62, Intra-regional trade surptvpses were concentrated in 

a few coitntries , namely, B-rma, Indonesia,. Sarawak, and Thailand, while 

Ceylon, the Fedvratton of Malaya and Stngapore, Laos, Socth Viet Nam, 

the Phllippine, and North Borneo had deficits° Only three countries, 

Cambodia, ludia, and Pakistan, failed to have either chronic strplkses or 

chronic deficits on Intra-regional acco..nt. 

Itwas suggested above that, In the proposed payments union, the 

criterion for granting credit wov.ld be Intra-regional surpluses and that 

http:acco..nt


TABLE 3. 

South and So.thas%. Asian Co'intrles, Trade Batances Matrix on intra-Regional Account 
(Millions of U,S, dollars) 

1938 1948 1950 1951 1952 1953 1954 1955 1956 

Burma 74.8 128-5 5110 87,o 95C 0 65. 1 98.13 52.3 84.8Indonesia 45c 6 40, 2 219-4 315:5 144.9 135 2 176,3 177-.9 150 8Sarawak 8.0 40. 8 - .- 42.8 521
Thailand 36,0 

58.4
75,6 106.8 138,. 1 116.3 67=8 70.,7 78,4 77.1Ceylon - 36.6 810 - 87 9 ­ 82.5 - 8016 - 65.9 - 53c7 - 64.2 - 66.4 

Federation of
 
Malay-. and
 
Singapore -119,9 -142c 2 -284.1 -429,1 -229.9 -248.4 -26819 -388,9 -37409

Laos - - - - 7 5 - 1012Viet Nam (S) 
-

-
- ­

- - - - - 1. 1 - 16.4
Philippines - 2 6 ­ 242 - 13.8 - 31-.7 - 318 - 18.3 - 29.4 - 45.9 - 42.1Cambodia ­ - - - - - - - 3. 0 - 309
India - 35.7 -I15.8 55.8 -120.5 59.6 13,2 - 59.8 ­ 9.2 2 9Pakistan - 175,7 15.3 94.5 - 486 11.5 11.9 38.9 25.2
N. Borneo - - - - - - - - 0. 9 

Source: United Nations, Direction of internatonal Trade; and ECAFE. Zntra-Regaonal Trade Statistics 
(sixth series), 

,Xote: No sign means s-rph;.s; minus sign means defict. 

w 



Table 3 (continued) 

1957 1958 1959 60 1961 1962 

Bu.rma 
indonesia 
Sarawak 
Thailand 
Ceylon 

70 2 
1245= 3 

60° 4 
90.2 

- 93o8 

94-4 
203,2 
47.3 
60,6 

- 64.3 

96. 8 
209° 7 
55 9 
5M 2 

- 75.5 

93z 2 
186o 1 
50 9 
72,8 

- 80,6 

75, 4 
157. 2 
34.3 

118 1 
- 80,7 

99 7 
-

35. 1 
103 9 

- 66.0 
Federaeion of 

Malaya and 
Singapore 

Laos 
Viet Narn (S) 
-Phtlippinoz 
Cambodia 
India 
Pakistan 
N. Borneo 

-376,9 
- 8 6 
- 22.0 
-'54.,9 

2 5 
- 1.8 
- 2015 
- 1,1 

-376.9 
- 5,7 
- 13,3 
- 63..8 

3, 7 
- 44.9 
- 26. 4 
- 6.8 

-449.1 
- 3.1 
- 22. 3 
- 54.0 
- 4.0 

297 
- 4,6 
- 9.5 

-414 7 
- 3,9 
- 3 0 
- 36.9 

S, 2 
- 252 

4.5 
- 9o6 

-3725 
- 6.4 
- 122 
- 47.9 

2. 0 
30,5 

- 19.7 
- 7,5 

-326.3 
- 1118 
- 13.5 
- 33.6 

3.6 
- 12,.8 

17.3 
- 3,.7 



TAkBLE 4, 

South and Southeast Asian Cot tries, Over-All Trade Balances 
(Millions of UsS0 dollars) 

1938 1948 1950 1951 1952 1953 1954 1955 1956 
B-rrna 
ndonesia 

Sarawak 
Thailand 
Ceylon 

Fedeiration of 

98c 0 
111.7 

-

33, 1 
17.7 

43:8 
- 70.1 

34 1 
86. 0 

5.10 

43.3 
359c3 

-

160.3 
82.8 

68. 7 
424-6 

-

206. 5 
72?0 

71v8 
- 12-8 

-

953 
- 43.1 -

33-9 
66,7 

-

38. 9 
8..9 

46,8 
237.3 

9.3 
2L. 1 
86.6 

46.2 
314,4 
116 
63.0 

100.5 

47,4 
28.9 

7,5 
- 35,3 

21 3 

Malaya andSingapore 
Laos 

19.0 
. 

- 28,8 359.6 
-

431.3 14.8 - 67,7 - 9.8 109,,3 41 
Vint Nam (S) 
Philippines 
Cambodia 
India 
Pakistan 
N. Borneo 

-

14,4 
-

50.2 
-

-268,ol 
-

_6587 
212,6 

-

-

- 5.3 
-

34.9 
106.0 

-

- 71.5 
-

-1684 
228.7 

-

-
- 6807 

-
-377.,0 
- 77.2 

-

- 25c0 
-

- 79.8 
807 

-

-
- 81.7 

-
-113,0 

34.2 

-175 
-194, 0 
-1469 
- 9.6 
-136.9 

111.6 

-34.0 
-172.5 
- 55.4 
- 19.4 
-457.6 
- 76.1 

L 1 
Note: No sign means sirphLk; mins eign means deficit. 

Source: Same as Table 3, 



Table 4 (continued) 

1957 

Burma - 860 
Indonesia 172.5 
Sarawak 11.8 
Thailand - 442 
Ceylon - 45.4 
Federation of 

Malaya and 
Singapore - 68.2 

Laos - 40.6 
Viet Nam (S) -209.0 
Philippines -185.5 
Cambodia - 6.7 
India -804.2 
Pakistan -103.5 
N, Borneo 1.4 

1958 

- 11.0 
242.2 

10. 0 
- 856 
- 1. 3 

-228.? 
- 25.9 
-176,9 
- 65.9 
- 19,.2 
-599. 0 
- 989 

0. 6 

1959 

01l 
413o 6 
26.3 

- 60.0 
- b5.7 

- 218 
- 26,.1 
-149.5 

20.4 
- 8.6 
-555,7 
- 32.9 

7.2 

1960 

- 36,6 
266 8 
14,3 

- 401 
- 38.7 

56-4 
- 1019 
-153,9 
- 25,8 
- 253 
-791- 1 
-259.5 

8.7 

1961 

6:8 
- 10.4 
- 4,7 
- 11,4 
- 4,1 

100.6 
- 15:9 
-184.v3 
-121.2 
- 33c7 
-595. 1 
-242.6 

1.8 

1962 

40.7 
-
2. 3 

- 87. 8 
23.0 

-304,.6 
- 23.7 
-206.0 
- 32,2 
- 48.0 
-815. 7 
-341:1 
- 1 0 

1A 
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for recat-Ang credit womid be intra-region:_1 defictts, On the basis of thero 

criteria and the data In Table 3, the concltsion seems obviors that Burma, 

Indone~ia., Sarawak, and Thailand are the potential chronic creditor cotm­

triets and Ceylon, the Federation of Malaya and Singapore, Laos, Sowith Viet 

Nam, and the P tltppinrs the potential chronlc debtors, Also, itshouAld be 

noted, out of the fo'ir intra-reglonal creditor co,,ntries, only 1ndonesia and 

Sarawak had over-alt trade trplaea dirliug 1951-62 (Table 4), Further, 

Yndoneiv.a zad riieabl deficits on the goods and servizes account, oxcept 

.n 1959 (Table 2),, 

Inviow of ail thai, the sian payments :jnion proposed above would 

not have becn very c.. ', had It btren in oxistence dring this period. 

Certairxiy, th.: dobtor co .ntr~tc of tho regiou ,.voitld very mii cIh welcome the 

idea of a payrnent ,ori gince they wo through thb,t1d, credit itwovid 

make. availabkl, btj able.. to vcononze c sca.-ct foreign exchange retonr­

cets. On tU otk,' nand, thb croditor covntrier-tespecially tih,, cikronic 

once-.vwed didl i.,dlr¢ :duary to postpon- part of their clailni by granting 

crodit.. De-ponding 'opon tker trading poation with Lie rest of titt world,. 

this granting of cr-d11 might: cav:%;, or aggravat€ over-all paymentt d~fi-

CitSr 'i t.i , , tetr ability and w.!ngue-fs to gtve intza-gro,;; 

-rfted., 

cOciftries 

credit v,7o.: Id bt, a-ve 1.y Aud t: problnos epLprencod by debtor 

h repap'Lg T.:e crcct giv,-n LLrn mght raisve doi:.bts abo': t tliw 

tfflkjnt woriWng of &.ej payments iunion. 

None-heielea, thtsre doom xiskt a came. for t2e! establishment of an 

Aslan payments tnon. Tho regiontl past krita-regtonal trade patternN 

and balance of payments bekhavior way not hold In the f.tuire. After all, 

contrtois' trade flows reflect domestic produtction structure and svpply 

pooltion and demand stitations both within and or.t1lde the domeutic 

market, Here we eaor ld take note of te projections, from 1960 to 
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45 46
 
1980, of foreign trade for 15 developing ECAFE countries, based on
 

47
 
12 commodities. These commodittei account for about 60 percent of
 

total exports of these countries In 1960. The primary commodities In­

cluded make up abo ,t85 percent of total primary exports, and the 

45. 	 See "Projections of Foreign Trade of the EC kFE Region up to 1980," 
in United Nations, Economic Bulletin for Asia and the Far East (De­
cember 1963). At explained in the source0 the projections are based 
on an aessedment of demand prospects In the importing cottntriesw, 
based on postulations as to growth rates of populatlon and gross na­
tional prodvct (GNP) and coefficients of income elasticity and demand 
functions for each of the commoditieu included. The lower and high­
er estimatee of the export projections for the developing ECNFE 
countriee are arrived at by taking into aucoimt lower and higher es­
that s of growth rates of GNP In the Importing regions.. These two 
sets of growth rates, together with population growth, are an fol-
Lows (inaximu.al compound ratts of growth): 

GNP 	 GNP/Poyatation 

Importing region 	 i 13 Popr.lation X n 

North America 3, A 4.4 1.8 1 3 2. 5 
Western Eitrope 4.,2 5, 2 0. 7 3.5 4. 5 
Japan 6b0 7.0 0,7 5. 3 6.3 
EC -*FE (clu.fidmn 3apan) 3,,6 4.. 9 2o3 1.3 2.5 
Lat.n America 4,,7 5. 5 2,7 21 0 2 8 
Other countries 4, 0 5 3 2. 5 11 s 2' 8 

Two implcit asstimptioue arc also involved: (a) that the developing 
ECAFE coiutriets' share in total world er:ports of each commodity 
wli remain constant; and (b) thert will bo an adeqiuate export sar­
plus of eaci of the commodities In tht roglon o satisfy the expected 
export demand, For details, see ibid. 

46. 	 The phrase "developing EC AWFE coont),Ios" reford ehro.rghoit to the 
following group of 15 countri s: Grv..nei., Burma, Cambodia, Ceylon, 
China-Tai,:an, hdla0 1ndonesia, Iran, Malaya and Singapore, North 
Borneo, Pakistan, the Phtlippinw, Sarawak, South Viet Nam. and 
Thailand 

47, Natural r'-bber, crt:de petroleum and petroleum prodvucts, tea, veg­
ttable oils, rice, j~zte (raw jute. and Juto goodsl sugar, tin (tin metal 
and tin-in-concentrate), wood and h'.mber, cotton fabrics, raw cot­
ton, and tobacco. 

http:aximu.al
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20 percent of total manufac:­mam.wactared commodities account for some 

tured exports. No attempt is made to forecast the &tire trend in terms 

of trade, and the projections are made on the basis of average prices from 

1958 to 1960. 

The combined exports of these 12 commodities are likely to increase 

113 percent by 1980, If conditions with respect to growth rates (of GNP) 

are favorable; and only 50 percent, if they are not (,see Table 5). The 

lower estimate mptles that exports will Increase at an annal compound 

rate of about 2 percent, while the higher earimate projects a rate of in­

crease twice as large--abo.t 4 percent, 

Mineral Z.Vtns are expected to offer &i; greateet export growth po­

tential-a mean increase of 134 percent., Exports of foodstafs and raw 

materials are Likely to go vp by abouzt 55 pvruent, in view of the low incomv­

elaoticity of demand for these commoditles The 31 percent increase in 

the exports of manuiact res, which Incvbde only jtte manufactures and cot­

ton textiles, is qvzitv modett, sine it is baased on the assaLmption that the 

regkon'is cmi.rently low eha-e in total world exports of cotton texties will 

remain cnchanged.. 

Table 6 gives a pictvire of the developing ECAFE co4intries" export 

expansion vi.-a-vis vario.s foreign markets from 1960 to 1980. The re­

gion's traditional markete, North America and Wertern Europe, will In­

crease their imports from it only modeut.y,. 37 percent and 64 percent, re­

spectiveily, becase tL.etr ac.cblorated growth Is likely to lead to increased 

demands for the import of Ew.,s and metals (In which the region iS deficient) 

and increasing te clnologial substutton for the kind of agric,',ltural raw 

materials in which C.e region apocializes On the other hand, Japan, be­

can.ve of Its h1gl growth potential, and tiv region itself, because it will be 

passing thromghi the transltional stage the developed world experienced in 

the past, are expected to prov'de fast-growing markets for the region's 

traditional exports; they are anticipated to increase their imports from 
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TABLE 5, 

Developing ECAFE Countries, 
Export Project[ons for 1980 by Commodity Groups 

(Millions of ,.S, dollars) 

Indicea for 1980 
Co,nmodity ro0e 1960b Low 1980 (1960 = 100)HigL Mean Low Hgt Mean 

Food, beverages,

and tobaccoC 1151 1376 2,182 1,779 120 190 155Raw matertaled 2,105 2o804 3782 3,293 133 180 156 

Mineral fels' f 942 2,,204 3,146 2,675 234 334 284
Manufactvured goods 293 334 435 384 114 148 
 131 
Total 4o491 6,718 9,545 8,231 150 213 181
 

a, Fifteen covintret as given in footnote 46.,
 
b9 1960 roferis to 1958-60 average 
'n tis table and Table& 6 and 7. 
c. lncivdes rcc t.ya,. t,.tgae, and tobacco., 
d. IncLdes natv.ra ribber. raw jv'.te,, raw cotton, tin metal and tin-in-con­

centraci, wood avd iu'mber, and vegotable oils copra. cocontw,.t oil, palmoil,, gr'o'.,,ndnu:t ol, and o A mot--e3] 

v. lnct .de, c.-Wet pqtroleT~.m auid p oe;prodvvta.
 
f f ickvdet jv.ta goode and cotton fabr c ..
 

Som:rce: Unted Natio.s, Ecoromic Buil ,un De­for Xuia and the Far East 
cembtr 1963), 

TkLBLE 6o 

RelatIve Expan, to3 In the Foreign Markets for ECAFEa Exports by 1980 
Z1960 = 100i 

Country or region Low Mlg Mean 
North America 123 151 137Western E,.rope 139 189 164 
Japan 
 220 299 260Eastern Ev'rope 91 147 119ECAFE ( ntra -regionaia 172 294 
Other countgesb 

233 
160 221 190 

Total 1S0 213 181 
a. Fifteen couatrios as given In footnote 46. 
b . Inchidis 11,,S.SR .. mainland China, lfrica, andMiddle East, Oceania, 
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the region by 160 percent and 133 percent, respectIvely, between 1960 and 

1980, Otluer cocntries, exelvding Eastern Europe, are likely to Increase 

thetr demand foc-Asian exports by 90 percent. As Table 7 Indicates, the 

shareo of the region itself and of .apau in total exports of thie developing 

ECAFE coi.ntric6 are expected to Increase at t6e expense of tae shares of 

iorth America, Western Ecrope, and Eastern Europev, while the share of 

other contries will remain almost stable,, 

The prospcctes for intra-Pegional trad. seemn t be biget, espocially 

If Yapav*- special poset'on ao a developed cov. ntry is takein into account. 

We can ot mak atAy p-,dvcioub regardlrg fk&tt re trade balance patterns 

whlcl, may omera L'om tie ncased levei of rado, batr ntra-r.gkonal 

tie latter dovi ind'at. 6o greatcr nead for fluancial arrang.nieuts of 

ti estabImtulsomr Sox't" it L. at of a ci btornn onion, with Kntia 'ealign­

monts ofixa ,rat,., or t-v r gionaI coordination of invwtment activ­

ties and ftbual poiic cj c- a plainced bams, cau bring abo'ut chaugot in the 

reglontts p.od,:.,.ctoxm itr-,ctcru and pattiru w".,.c i co"Ad eolv tr, .ct,.ai bal­

ance of pa-kncr:tB diaeqt|ibr:'ia, a ftroug caar- ex 'tsts fo,' to otablljhment 

of a paymenti ; ion to deal wit'a tmporarj' ai-d aelf-co.actitig irnbalances. 

The6 paymIut5 wuiou wo;,Id f':.nction as a "sab.1iliza'on ftnd," so tLat cotun­

trlws r,,,nuivig paymerita defiC Itb uo,:d avoia tradr restrictions or deflation­

ary policies, tiro yi tAvr reco..rue io t lqir.dity croated by t., credit 

mectanitsrn of the paymeutti ,nion,. On tioti ot,.rr hand, covntr .s wftka s.r-, 

pliser wouxld be pravvnto.d from Ind-,gi.ng 6.n intlaticnary pollc .,v or too 

liberal import poaic&:qvu or from Loldhing . eariAng idle, baca vs tley 

wovuld be req -red to exten~d credit to Ut vnioxt This woadd lead to stabil­
ization of inmpor-tt avid domwutic poL~ciee, n tCre reg.on, Howcvr, w6 ar 

left with a morw. 1&.ndamontal problem: regionai coordination of Investment 

and prod.ction plalb and of fiscal policies. 
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TkBLE 7. 

Direction of ECAFEa Exports In 1980 

Millioni of U,.S. Dollars Percentage Dlutribution 
1980 1980 

Cowntry or reg~on 1960 low Mean 1960 Low MIgh Mean 

North 11merica 856 1,050 1,291 1,170 19 16 14 15 
Wedton E,'ropc 1,565 2,174 2,952 2.563 35 32 31 31 
Japan 423 932 1,266 1.099 9 14 13 14 

Svb-total 2,844 4,156 5,509 4, 832 63 62 58 60 

Eautern E,,rope 211 192 311 252 5 3 3 3 
ECAFE jIntra­

regiona!)a 755 1,295 2,219 1,757 17 19 23 21 
Otxer cou.ntr[eb 681 1,089 1. 50 1,,296 15 lb 16 16 

Total 4,491 6,718 9,545 8,,131 100 100 100 i00 

a, Fifteen con~r ac gveu in footnoL6 46 

be Ync~de S. S. R. , mainland China, Afrka, Middle Eat,, Oceania. and'V 

Latin '\merca. 

Soerie.: Same ari Tabie 5, 

vX
 

Ve bai dc',d , c'etion of sore kind of .nbtt4,'tlonal device fopi 

Increas5ng the rol* of H brathng vari-ableit In th6 nechanibm for acj:'.uit­

tng nt;rnattonat ba.ai-ce-Lo of payrmonta, patct.arly In tiv conic.-A of a free) 

trade ar',a arraumg.rA, wAch would 1ro Lce elim(nation of tradr, and 

oxchange contr'oli and e.x.ch-ange rat.- vaviationt as wvaponm againSt imbal­

ane4w Tt; tak ikthiUpieatkon frorn ts roiativey vmootli vorkingel of 

balanm of pa ,m".ztwadj.,'arn arnong tiaot, eectiones of a cotzxtrr. It ae 

been hown t)at a payments ..nio can. deal witk the problem of temporary 

dioeqvlibria in balarvce of payments.. 

http:arraumg.rA
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Trie avaltabic data from t~ie recent pata t'jggt thiat the prospects 

for a pa", entei uion anijong ther countrix-t of Sovith and Sowth±eatit Asia do 

not titem br~giht at t. e moment, in vIew of ( ) thaeir ii.igh propensity to 

spend availabkt fovf',Xgii exci-ange on goodt3 originating in countrtesi outvide 

the region*; and 21 tsl concentration of intra-regionaI s%rptxtaoa and def­

icts in certa~n ca.nvrtetd Bvrt theac condi~tiorni may czhange an~d c~liange 

radically, if these- co : rtriejz etstabivh~ a costorne union or Coordinate Chair 

Inveetmnit act~vitica axnd production plazA~v tiira&:gh deliberate plihning,. 

Depcnditzg w Oi ro, kivo[!.tion of ti , part,'wPatt1rg co nri-q batance 

of payrment8,.~ p-voposal for a paym-,nt v.non on Le lines avggested 

above dceservoej zic.-ioc, coi-ire-:ratiorn, k±f M,. L~ ree of trade interdepon­

dwrnce amng Arvan coon'&riet ib Inctreaad Ouil'h-tt eabim, nt of a 

C-1ISTorn vACIXou 01' L v-vav!v the,tade Ubertalizatoi or i1Lro.1g 

increatscd ab~iiy of vtKx~ prod-.ction iba-ccVte i t~o uatfy bttur eacTh 

otbvit nec, L. oncomnitarit rtablltimkti: ofi a r.ymvent4h~. %.nonmigh&t 

ititeL aWd thru PZLG of br~ve.zng abo~ot a tgrt atcr dclgree~ of trade interde.­

pandem:cru or r.op,,,tu, prov~dect. of' that: 010641. Countrieto do n~ot 

rrn into chiron~ic balance of paymontg dfic:Ititt 

http:i1Lro.1g

