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The decline ard fail of the gold standard which was precipitated by
the depression of 1929 hasg brovglit luto prominence the question of mech-
anisms for adjeating inteenational balances of P2yments . n otirer words,
gince the prime couce2nn of monetary policy have become the domestic
objectives of tull ¢mployment, growta, and srauility, the almost "arto-
matic' attainment of egailiberivm et exisied vader ths traditional price-
pprcie-tiow muechai om s no longe posaible. The often-faced contlict
between the object vea of growtl ard ‘uterpal equilibrivm, om the one nand,
and external eguihibrdem, on the ofher | as regulted {n a scarch for "new
methods' for adjusting ucome ana Outgo--for exampls  trade restrictions,

exciiange conirols, and eXChdnpge vale var.atjoas.

The voe of vuch mvetaods o 1 gas balance of payments difficulties bas
been qrestoned Ly 4l Yiope striving lor ‘uterrational economic coopwra-
tion, wiether global or regrorat. e valacoe of payments policy Las be-

o

coma one of the ivelice! lsswes in e growing fterature on regional inte-
gration ~internanonal «conomic coopr ralion ui a ranited scale.  In the
exisiing framework of (e Euvropean Economic Commounity, the Europeai:
Monetary Agveetneii 5o prencils an allemnp. to create cguilibrating varlablew
that v.ould facilitaie iy process of talowce of paymenis adjustment among
the participaiing comntyics. 'Lhe Ewropean Payments Wnion {which ex{sted
from 1950 (o 1958} ‘u itself aw attempi at vegional cuoperation, was an
Institutional device deeigued to tackle tic bulance of payments problem;

it eventvally facilitated dcepes regional tntegiation, aa can be witnessed

today. Tie region:t approact o balance of payments problems taken by

- 1a



the Latin American covnizies participating u: die free trade area arrange-
ment has alsc boen a topic of current discvasion and wide interest. And
in the recant cousideration of vegional cconomic cooperation among coun-
tries of Asta, balamce of payments problems have figured promineutly.
The Economic Cummission for Asia and the Far East (ECAFE) nas advo-
cated il creation of sume kind of pavments wnion as an integral part of

a free trade area arvangement 0¥ whaizver otiwr measvres of trade lib-
eralization muiglht be adopted by the covutries of Ania. : The proposal ias

10¢ attracted the attention i dewerves, nos is 14 spetled ont in any detail

Thie paper addresses itsclf to (he task of examining the natare and
rationale of a regional paymnants vnlon aud ites poasible application for the
countries of 481a. Seotion /I focwdes (o attontion on some of the implica-
tions of & frew (rades avea arrangement, particviariy for tire batance of
payments policies of the participating corulrics and the expsrience with
these problems of sectious within one conntey. Section I discussces
James Iupram’s proposal for financial walegration among a group of coun-
tries, which takes its ‘napiration from the mechanism for adjusting balance
of paymenis arnong scctions of a country. Section IV spells oxt in some
detail, on a theoretical lavel, an alternative approach: a regional pay-
ments saion. Firally, Section V examines tlie problam of applying a re-

gioral payments union to the covntries of Souii: and Southeast Asia.
a
The recent [{tevature on regional integration asserts that the

broadening of the market on a regional basis leads not ouly Lo a more effi-

cient utilization of the sesovrees of the participating countries--the stock

1, United Natious, '""Approaciies to Reglonal Harmonization of National
Development Plans {n Asia and the Fay East,'" Economi{c Bulletin
for Asia and the Far East (December 1964).




argument of the free trade advocate«-bit also to indirect and non-economic
beneﬁtaz which in the long rvn assume greater importance. These consigt
of the stimulus o entreprencurial activities, innovations, creation of new
investment and now products, development of new skills, more advanced
training. etc. It is these (ndirect effects that become the truly dynamie

elements of development.

Tae beneficlal effects {direct and (ndirect) of a customs unfon will
sltimately arise from changes in the rature, scale, and geographical dis-
tribution of the region's var{ovs manvfactuving and other cconomic active
itlen, which can be achieved by influcacing the investment decisions of
its entreprencure. Since {nvestment decisions are tong-term {n nature
and are based ok expectations of production for and sales to the larger
regional market, entreprencurs will iced a gvarantee that the customs
union or free trade area, once cstablishied, will continue to ex{st—in
other words, that the ¢cmerging pattern of intra-regional economic rela-
tions "will no moxx, oy not for a tong time, be disturbed or disrupted by
trade restrictions, exchapge control, oz exchange-rate wevisi’ono"s In
the context of the Evropean free trade area and its balance of payments
problems, Meade obscrves that the interference of import restrictions
on intra-regional ¢racde

«o» with the free-trade principle is not to be measured merely by

the amount of restriction of imports which actually exists at any one
moment of time. The mere knowledge that trade may be restricted
in this way in the foture will discourage the large-scale investments
that may be necessary to build wp tocalized specialized mass produc-
tion for the whole European market. The mass production of motor

2. Scitovaky deals with the importance of Chese effects bearing 1wpon
"the economic bekavior of governments, entrepreneurs, workers,
ard others.' Sz¢ Tibor Scitovsky. Economic Theory and Western
European Intagration {London: George Allen and Unwin, 1959).

3. Ibid. ., Ch. 11, "Theory of the Balance of Payments and the Probiem
of a Common Europear Currency. " Scitoveky makes this point in
the context of Western Enropean integration.



cars in Detroit in the United States involves the investment of hvge
sums of capitai in plant and cquipment {n Detroit, which is under-
taken becauvse the producsr knows for certain that the whole United
States market will always be freely open to kim. 4

The pousibiiity of fivctvating exchangs rates will also deter the producer
from undertaking large-scale investments to provide for ti:e larger regional
market, becavse, for example, the depreciation of a member couvniry's

currency is equivalent to tawiff imposition in its effscts on the producer.

Coutrols vver international transactions in the form of trade and ex-
change resizictions o oxcnamge rate vanaiions are all means by which
balarce of paymenis difficowities may be soived. Tf the use of these means
{s to be ruled cut, as has beean argied above, arn alternative metaod muat
be found. The gold standard techrigque, or the '"classic monetary policy, "
as Scitoveky calis it is yeot another meany of adjusting balance of payments.
The price offects (tiie classical interpretation of the gold standard) and
income effects {Keyaesian and post-Keynesian interpretation) of changes
in the money supply, arising from changse (n gold flows in response to
external surpivs or deficit, are expected to restore balance of payments
equilibrivm. But tite acceptance of the more important objectives of mone-
tary policy~growth, full employment, and domestic stability.--rules out the
uge of monciary policy solely to achieve external equilibrium. More often,
policy-makers find it hard to reconcile thevwe objectives and make tae ob-

vious choice of growti and stability.

This {8 not to deny the existencs of automatic forces which tend to
restore equilibrivan in the balance of payments. Even when the money

supply is not tied to gold flows, tie very cacse of balance of payments

4. J. E, Meade, "T'he Bajance of Payments Problems of a Evropean
Free Trade Area.'" Economic Journal (September 1957), 388.

5. Discouraging effects of exchange rate variations on the rype of in-
vestment required 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.




deficlts can, in certain circumstances, release aqeilibrating forces. For
example, a decline {u exports will lead to both payments deficits and pe-
ductions in income.  The latier, tn v, bring abovt reduced imports,
through the foreign irade muliiplier. However, thess forces will r.of bo
strong enovgh 0 culirely bridgs the pavments pap. (Besides, the decline
in tmports will reduwce the exports of other covntriws and may lead to de-
clines in tueis income and imports. } Also, tie cosntry's income reduction
8 very tikely to be nevtralized by its stabilization program. As an alterna-
tive, the country’s foreign exclange yeserves, over and above the mini-
mum reguired (o cover the domantic mouey sepply, can perform an

equilibrating role.

The forces adjueiing balance of payments operate with preater cass
between varions scctious in one coiutry than betwesn contries. For exam-
ple. movemeunts of si:ovi-teym funds and inob.[ity of capital and labor ars
more effoctive (n correctlng temporary Fayments disegailibria, 6 The
flows of commercial and financ.al funds awd of e Treasury mainly duter.
mine a section's balancy of paymenis. Vhe former ape comprised of re-
celpts and payments from finzncing interscctionai trade, a section’s pay-
meonts to and from the central bank, and muvements of capital funds bsatween
sections. The latter inclode the purciase and sale of goevernment securities,
taxes, and governmeil expenditures and assistance. Some of these flows
have great equilibrating potential, Movemenis of marketable financtal
claime--for example, salew and prrehaves of government securities-.can
compansate for the loss and gain of reserves on the part of the banks in

the deficit and sweplvs seetions, without affecting their money supply. 7

6. Bela Balassa, Tl Theory of Economic Integration (Homewocod: Rich-
ard D. frwin, 1961}, pp. 252-53; znd Scitovsky, op. cit., p. 80.

7. The availability of such financial claims as government securities,
however, prosupposes surplus earned in the past, as is truwe of
countries’ foreign exchiange reserves when they play an equilibrating
role in the adjustmont of international balance of payments.



Since the availabiliiy of snch marketable claims will be limited, only

temporary disegui{libyia can be financed in this way.

The same may not be trvs of government taxes and avtomatic
transfers, whick can exert vycilibrativng as well as disequtlibrating {n-
fluences., Shonld 2 veciion develop a deficit from a decline In exports, a
reduction in fedwrai taxes and increasas 'n snemployment benctits will
help 6. At the same time, higner tax payments will aggravate the bal-
ance of paymenis proviem of a thriving section wiose deficit zas arisen
becausa of {mport s cplises origivating n a rise [n incomes. WNonethe-
less, tive role of yovevimert expenditires and apecial aswistance las
great equilibrating potestial. Goverument expenditires {n So thern agri-
cultural sections of the Jnited States in e "irtles prevented a decline
in income and consuvmption there and eiped to maintain their balance of
payments equiltbeivan

The policics of the fuderal govevrnment implemented by the financial
activities of the T reasury cataed thelr rewerves 10 be replenisbead,
making it pursiblie tor them to maintain a balance of payments egui-
libriurn, and aiso a cerdain tevel of consumption. Without svweh
transfory, tie losy of reserves to wiich they would have been sub-
jeet, would nave furced agricoltoral digtricts to izndergo a severe
deflation of purchaying power and incomes at a time when they were
suffering a greater deflationary pregsures than the rest of the
country. 8

To some extent, the migrazion of people {rom agricultural to industrial
sections, where real (ncomes were higuer, also acted as an equilibrating

force, 9

Temporary balance of payments maladjustroents among the sections
of a country may aisc be corrected more easi!y vnder the system of branch

banking on a national scale, rather than the vnit-bank gystom. The reserve

8. Penelope Hartland, "’nierregional Payments Compared with Interna-
tional Payments," Quarterly Journal of Economics (Avgust 1949), 406.

9, ibid.



lossus of banks in one section can be replenished through funds lent by

their covnterparts in those sections experiencing payments surpluses.

With regard (o tie role played by the mobility of long~term and
short-torm capital and of labozr in wm2int2ining eqillibrivm more casily
in intersectional balance of payments ruan in international balance of
payments, Bartland conclvdes:

v the sUCcess$t ! operation of ti.e interregional gold standard within
the United Siates d. ring the period whick saw the collapse of the
gold standaid tuternationally. sesms to be best explained in terms
of factor mobtiity: the fact that pzople moved frecly between agri-
caltural and wxban localitivs in this covniry and especizlly the fact
that the capital was piven greatur mobility by the activities of the
federal poveruraent. The mechanismy of adj.stment available to
any economic reglon for meeling a balance of payments discavilibe
rivm {(given §ixed excliange raivs) lie {n an income change., a popu-
lation change or a capita! moverent  The more the adjstinent is
made via factor movaraents, the smaller will be the necessary ad-
justment of ‘ncome. 10

A simliay view 1s aleo expressed by J. C. fugram: '...the evolution

after 1900 of a 'avye body of putionally marketable financial claims,

coupled with freedom of capital movementys, may have provided an impor-

. . . . 11
tant part of the ecasy pavments a“jugtments {n the United States. "

in the case of Latante of payments adj. stmenis between countrias,
foreign exchanyge reverves do play an vy {librating role, as noted earlier,
if the diseyrilibria are temporary. Altho:gh (t 4as boen maintained that
differencen batween inter-covntry and {ntra-country seitlement mechanisms
are observed with regard to the currency system, rules on reseyve require-

ments, and monetary and fiscal policy, 12 tisis 18 not entirely true.  The

10.  ibid., p. 407.

11.  James C. ingrams. "A Proposal for Financial Integration in the At~
lantic Cominunity, " in Joint Economic Commisttee, Congress of the
United States, Factors Affecting the United States Balance of Pay-
ments (Stodies) (Waghington, 1962), p. 199,

12, Balassa, op. cit., p. 257,



fact that the sections of a country such as the United States have a com-
mon currency does not guarantee equilibrivm in intersectional balance
of paymentis. The receipls and paymentys of a section or country are de-
termined by its productivity, as compared to tLat of cther sections or
countrias, togetuer wivh the nature and level of demand. The vise of a
common curroncy among the sections of a covntry does not mean tnat a
section runmicg a deficit will not lose veserves, any rore than would the
usé of one currency among all the countrics of the world prevent a nation
with a deficit from losing vvserves. As Las been argied by Hartland,
"For all practical purposes, so long as there iy freu convertibility of
one curyenty into anoiher, the gold standard svpplivs a snifled currency,

. - . , , 13
but this fact s not . cfficient to ensure International equilibrivm.

As fov the applivat.on of bomogencons moustary and flecal policies
within a countrw, as opposed to the lack of it among various coilntrivs,
homogeneciz policies imply not only that vvery secrion of the cointry
is subject to the same policy-reaking o thority, bst also that the policy
decision of that asii.oeivy de nov discriminare amony the different sections.
Hartland mainiaiues thar this {e not wiolly irve of a country such as tiie United
States. For erample, tee Federal Reserve Hoard, in requiring diff=rent
reserves in different gections, practices a non-homopguncous moneat2ry
policy. Im any eveur, 1ie application of homogeneovs economic policies
does noi aficct the @ifferent svctions [u tiye same wWay. 14 On tiris point,

Hariland cites many examples from tie experience of the Untted States 15

13. Hartland, op. vit. . p. 394.
14, Balassa admity thir fact (0. cit., p. 258,

15.  Most of the regolaiions of the Securitios and Exchange Commission
apply implicitly o¢ explicitly to the New York Stock Exchange alone.
Changos in theoe regulations thus produce far greatsr impact on the
economy and the balarze of payments of the New York Federal Reserve
District thar on any other, Beravue of different miniroum resurve re-
quirements for ditferent sections, changes {n the requirements intro-
diced by the Federal Reserve Board wonld have a different impact on
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and concludes that ""regional equilibrium {n tlie United States cannot be ex-

plained in terms of homogeneous sconomic policy, even on the national
level. nlé

Thusg, the existence of a common cirrency and the adoption of homo-
geneous economic policies do not adeguately explain the differences in
intersectional and international balance of payments adjustments. They
can probably best be explained by {he equilibrating potentiai of short-term
capital flows, in the event of temporary disequilibria, and of higher
mobility of labor and long-term capital, {n the event of persistent dis-
equilibria, among tze sections of a country. Government activities, as
indicated above, can favorably influence sici: movements and mobility as
may exist. Aw» Sciiovsky points out, tiie contrast between intra-nstional
and international trade is ''due to political and economlic institutions and
mental attitudes present in the one, abusent In the other case, and respon-
sible for the existeuce and the functioning of these antomatic equilibrating
forces. " 17 Such forces for adjusting balance of paymants can be delib-

erately developed ti.rough institutional devices.

various sections, suchk as Bostox and New York. The Federal Re-
serve Board also piursues a non-homogeneovs vactional policy with
regard to regulation of discornt rates. Coriain percentage changes
in discoint ratus uniformly applied on s national level will produce
varying effects on different sections' balances of payments. Agri-
culivral policy aimed at svupporting the price of a certain crop will
affect tie sections producing -hat crop in one¢ way and those b 1ying
it in anothier. Thuy, even hox=ogenwoi @ (i.e., national) economic
policies will give rise to different effucts in diffsrent ssctions, and
the sectionali differences in policy results are sometimes a matter
of degree and sometimes a matter of kind. On the other hand, eco-
nomic policies are often far from iilomoyencovs. See Hartland, op.
cit. . pp. 395-95,

l6. 1Ibid., p. 395,
17.  Scitovaky, op- cit.. p. 80. The reference to economic institutions

has nothing to do with the common currency and homogeneity of éco-
nomic policies obaserved within a country, as is argued above.
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J. C. Ingram proposes such a scheme for the developed countries
of the Atlantic community: 18 the financial integration of their capital
ma.rkets, 19 walzh would mean complete freedom for individuals, firms.
hanks, and government agencies to trade in securities and other financial
claims across international boundaries. This would permit capital move-
ments o perform an equilibrating role in adjurting balance of payments
and thws relieve the burden on gold and/ox foreign e:~hange reserves and

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

After a transitional period, during which financial integration comes
into existence, the assets of various financial institwtions in the several
member countries would be expected to intermingle. In other words,

French {nsvrance companies would hold sizeable amounts of United
States, italian, and Danish securities; U.S. pension funds would hold
British consvls and German bonds; and the asssts of individuals, cor-
porations, commercial banks and savings and loan 2ggociations, and
othar holders of financial assets in eack nation would tuclude secur-
ities and other clairn» on a variety of nations. 20

The author of the scheme does not consider the transitional period in detail,

focusing attention on the modus operandi of such an integration, but he

points out that an intermingling of financial assete does not necessarily
involve net capital movements from one country to another and, hence,

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

18. Including the United States, the United Kingdom, France, Germany,
Belgium, the Netherlands, Luxembe rg, Italy, Norway, Swedon, Den-
mark, Switzerland, Portugal, Austria, Turkey, Greece, and Iceland.

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

20, Ibid., p. 191,
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Once integration is attained, capital movements of an equilibrating char-
acter and in sizeable 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 institutions and individuals in other countries would be willing to
hold If they are made attractive, or by liquidating the financial claims on
othey countries which are hcld by UW.S. goverament agencies, commercial
banks and other financial institutions. and individuals. If domestic secur-
ities are sold, small changes in theiz yields. whick can be brought about
through adjustments fn interest rates, woirld be sufficient to attract for-

eign buyers.

Tor national securities and bonds to become internationally accep-
table claims, and for such claims to perform adequatsly the task of re-
storing equilibrium, the scheme envisages rigidly fixed exchange rates;
elimination of restrictions, including du facto controls on all international
transactions on both current and capital accounts; and measures to stan-
dardize quality ratings, registration procederes, and methods for service
and redemption of securities. Glven tasse couditions, suitable changes in
monetary policy. i. e., In intercut rates, would be roquired to evoke the
capital movements necessary to restove equilibrivm In the balance of pay-
ments. This would curtail a country's autonomy in deciding monetary pol-
icy, as it will have to ba geared to balance of payments considerations,
whichh would require the goverament to rely moxe heavily on fiscal policy
to combat domestic inflation and recession. 21 Ingram argues that in today's

world, whare couniries--at least the developed ones—are fairly closely tied

21. Greater reliance on fiscal policy might lead to larger payments
deficits, given the freedom of internaitonal 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 ita own assets on external
markets.
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by trade and convertibility, they already are unable 0 sat domestic in-
terest ratce 2xclusively in accordance with domestic policy. To quote him:
". . .tndor the presont system, nations suffer the disadvantages of inter-
dependence of Entereat rate structures, but do not enjoy the full benefits

of sensitive, eguilibrating capital movements. n?2 He further asserts that
financial intsgration does not require either a comm.on currency or a

supranational monetary authority.

in short, ingram's proposal secke to increass the equilibrating vari-
ables in the international balance of payments mechanism and tries to
bring tils mechanism closer to that prevailing in Intersectional balance
of payments witiiln a country. ‘The scheme in fact draws its inspiration
from tiie experfionce of the United States with regard to adjusting inter-

sectional balances. As he says:

The case for financial integration may be presented mostavccinctly
by analogy with tis process through which regional paymen:= adjust-
ments arc accomplished within tie U.S. common market. There we
find a kigh degree of financial integration, complete freedom of cap-
ital movementis, and scarcely any concern about the process of ad-
justmant in a particular region's balance of payments or about the
level of its external reserves, 23

Elgowhere, he expressos the same view:

it. . .appears that the disappearance of the kind of rugional payments
prassures formerly experienced within the United States is the result
of the development of large holdings of "generalized" claims and the
attendant deve=topment of an integrated markot. These developments
have caused the payments position of individual states and regions to
be less like {hat of ssparate nations {as vsvally analyzed in interna-
tional trade fextbooks), and more like that of parts of a fully inte-
graied economy, 24

22, 1Ibid., p. 195.
23. Ibid., p. 181.

24, Jamss C. Ingram, ""States and Regional Payments Mechanisms,"
Quarterly Journal of Economics (November 1959), 629. The author
says that extensive empirical studies on sectional adjustments in the
United Stases are difficult to make because of the gcarcity of data on
intersectional transactions. He rofers to the revealing experience
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Can the countries of Asia vse suck an institutional arrangement for
financial integration to cure their balance of payments ills, in the event
that they form a common market or free trade area? Given the need for
fixed exchange rates, frecdom of trade and paymenis, and a willingness of
the countries to adapt monetary policies to balance of payments require-
ments, thers would have to be prompt. vensitive, and broad-bas~d responses
in the market for securities and othier financial assets, in order for finan-
clal integration to werk sucvessicily, This, in twen, would require the par-
ticipation of vcosomics with ‘'variegated strucivive of financial assets, such
as bonds of many matsrities, treasery bills, acceptancaes, shiort-term
commercial papey, and deposits {demand and time); and with a wealth:
of experience aud financial kuow-tow in handling svch claims. n25 There-~
fore, a wall-developed network of financial imseitutions, Including commer-
cial banks, insrrance companivs, savings associations, and pension funds
would be needed. Many «ountrios of Asia ir fact suffer from 2 lack of well-
developed financial markeis and well-diversified financial claims and
from a lock of uxlcusive and efficient wus of au excliange economy. 2o And

in the absence of adeyuate ‘aitial levels of foreign exchange reserves, an

of Puerie Rivo s ""A Proposal for Financial integration.. . ," op. cit.
A detailud empirical sredy of Puerto Rico is provided in his book,
Reglonal Paymenis Muchanisms: The Case of Prurto Rico (Chapol
Hill: Untversity of Novtk Carolina Pruess, 1962). Some vmpirical ev-
idence relating to the Foderal Ruserve Districts of the United States,
namely, Boszton, New Yorlk, and Minneapolis, for the period 1919.39,
is provided in Hardand, op. cit.

————— S O——

25, Ingram, "\ Proposal for Financial Integration. ... " op. cit., p. 180.

26 Even in the Atlantic Community, as Ingram maintains, the condition
of avatlability of wall-developed financial ingtitutions may not be
uniformly met by all countrius. Natlons such as Greece and Turkey
may not seem adeyguatvly prepared for participation in financial inte-
gration, brt tne Cornmunity as a vwuole can form an appropriate nu-
cleus for integration,
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intermingling of internationally acceptable financial claims is virtually

impossible for Asfan countries. 27

in wkati oiher way could the countries of Asia devise a suitable {nsti-
ti:tional arrangement for dealing with their payments problems? How else
could balance of payments adjustments among Asian countrics be brought
cloger to the meclanism for adjusting intersectional balances ? What
other equilibrating variables could be created? What type of integration
or coopsration cai cure payments deficits ? Can the alternative scheme
of a paymuents vnion work toward the golution of balance of payments diffi-
celties, even if ihe countr.xs involved have not formed 2 free trade avea ?
What conditions uced to be £ Hilled If the payments union i to provide an

answer to tilesw problems and lead to more trade within the region?

Eariler, we alluded to the mobility of capital funds betwesen variors
sactions of a couvntry vader the natioral branch banking systemn. Banks
oporating in 2 section exparicncing payments deficits can rely vwpon their
branches or iead offices in a section with gurpluges for the financial sup-
port reguired (o prevent the logs of roserves and the aventuality of mone-
tary contraction, by taking advances from them. ‘This idea can also be
applicd to settling balance of payments amony countries seeking to form
2 group based on muieal cooparation for mitual bunefit. in other words,
contries rinning paymenis deficits on an intra~grovp account could obtain
short-tarm or medium-term credit from those countries rinning payiments
gurplitses. la order to avoid numerous bilaveral credit nagotiations and
arvangements, to make the ¢8e of credit moltilateral within the group, and
to inepire Lio confidence of the participating countrius in avch a credit
mechanism, thy device of a payments union with credil-granting powers

can be fruliful, given certain conditions. Under this arrangement, deficit

27. it is not possible, at tkls etage. to provide empirical evidence sup-
porting these generalizations, bit they seem to hold good.
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countr{es on an intra-group account would obtain credit from the union,
which in tarn would obtain credit from the surpius countries within the
group. Such 2 scheme, it must be emphasized, can tackle only temporary
and self-correcting balance of payments disuqurilibria. The details are

discussed below.

v

In general. any regional payments vaion comprived of o group of
countrioy combines two fundameatal mechanismes, clearing and settlement,
and s faced with iwo problemus: conltitateral ciearing or offuetiing of bi-
lateral balancey—wurpltses and deficits arising from trade among the mem-
ber countrics; and sortiement of vach couniry's net balance—usurplus or
deflcit—with the cnion eeld, §.¢., witi: olber member couniries takun as a
vihole. Dupending wpon the details of vuw arranpgement, it may also face a
tialrd problem, namely. setileraent of the proup’s net balance, i.e., the
gum of net balances of lize member covniries with the rest of the world, 28
The first cssentiaily involvew a Glearing Lovwse arrangement within tie
union. The wecond, settloment. may regvive the enion to devise suitable
crodit provisiony, in ordeyr that fie membur oo atries may avoid possible
trade restrictions on intea~regional accoun: becatse of payments difficul-
tios. The thivd problem, which also involves a settlement mechaniam,
is concerned wita initerregional accornts, | ., settlement of the segion's
net transactions with e otiside world. The wnion may be required to
instittite a joint fund of gold and foreign exchange reserves, provided by
the membur countrics, and this will lead to some uniformity in members'

forelgn exchanye policiue.

28, R. F. Milkesell, "Regional Multilateral Paymente Arrangements,"
Qurarterly jesrnal of Economics (Augost 1948), 500-18,
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For the multilateral clearing of bilateral balances within the region,
the bilateral surplusoes and deficits of individual countries with each other
can bs pooled togethey, and a single net pouvition—~surplus or deficit—can be
obtained for eack country vis-a-vis the union. Under this procedure, those
corntries ronning svrpluses on intra-rogional account would acquire claims
against the payments vnion, rather than against the countries in their debt,
while the wnion itwelf would ncquire clatms on the latter. This corresponde
to the procedure adepted by an association of domestic banks for clearing
checks; and it will vaise the problem of rettling net balances of those coun-
tries running 2 deficit with the union. This is the moss crucial question

for a regional payments union.

The essence of a payments union {s this: the participating countries
do not have o geftle their {ntra-regional trade balances in 100 percent
gold, 29 In otirer words, a couvntry rinning a deficit world cover part of
that deficit with credit granted by tie wnion and part with gold payment.
Similarly, the country rasning a surples wouwld extend credit to the union
for part of ity sorpivs, and part it world setile by the receipt of gold. The
rights and cbligations of the payments woion would consist of sxtengion of
credit to {t by potential surplg cowntries and provision of credit by it to
potential deficit countrics, respectivaly. This would make trade non-dis -

criminatory within the regton and discriminatory with the cutside world.

The provision of partial credit would hiave the merit of enabling po-
tential deficit countrivs o economize on a limited supply of foreign exchange.
The avoldance of trade restrictions by tiie potential beneficiaries of the
wnion would thus safegrard the trading intercsts of the participating coun-
tries and act as a powerful stlmulus to intra-regional trade, It would aid

the bringing about of a consciously attemnpted trade liberalization program.,

29,  The term "gold" is used throughout this discussion to denote con-
vertible currencios as well as gold.
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As an altarnative to partial credit, the payments union might adopt
the method of granting an exclusive line of credit, whereby deficits within
the lines would be settled in 100 percent credit and those beyond in 100 per-
cent gold. This woild have some disadvantages. The change-over from
100 percent credit 1o 100 percent gold would provide excessive facilities
at the outsct and might lead to a sudden need for import reatrictions. Thus,

the partial credit metiod would seom to be the moat fruitinl approach.

Having uwttied on the souvrces of credit and the pna‘.rposeso for which
it I8 to ha utilized, theve is next the quastion of size of credit. For de-
termining this, tue following procedure (similar to the one adopted by the
European Paymenis Union in the later years of (s exivtence} ¢can be vsed.
Each country would initially be givea a curtain quota, set at, say, 15 or
20 oy 30 percent of Gze country's total visible and invisible tracde with the
region In a given puriod The amount oi ke quota would basically determine
the amount of trade deficit oy surplss that woild qualify for or be subject
to partial credit and partial gold gattivment. 't wonld not designats the cradit

liny received or granted {thoigh {t would (ndirectly enter into the cver-all

30.  in the discrssion of 2 possible clearing ilouge with credit provisions
for the Latin American regional market, it wan suggested that clear-
ing howse credit covld play a dual role, if the central bank of the
duficit covuiry recedving 'payments' credit allowed the imperter to
share tals cradit. Counter to tuls, il was also argued that "it is
difficetlr. . o visvallze how a wentral bank cowld thus commercialize
fs cleaving eredit  No faciiitivs covid be made available to import-
erg i regional swrplus countrivs. bacasee the central bank (tself
would not receive any credit. Xvon in deficit countrias, the contral
bark would net know in advance the amount of credit {t was to ra-
celve... " in fact, the credic-grantiug operations of the clearing
hovee do not come into existence until countries’ underlying trans-
actions are cleared and net positions are setablished. See F. A. G.
Keesing and P. J. Brand, "Possible Role of a Clearing House in the
Latin \merican Regional Market," International Monetary Fund Staff
Papers. X, No. 3 {Hovember 1963). Cur proposal for a payments
vnion. as indicaled earlier, iw based solely on balance of payments
creadit.
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credit element). The credit line would be defined by what percentage of a
glven trade deficit (surplus), within the limit of the quota, is to be settled
ia credit. Credit can be made liberal or stringent, depending upon tais
percentage. The quota would seat the limit beyond which the cumulative

trade deficit or surplus would be settled in 100 percant gold. 31

Settlement betweor each member and the union weuld be made at the
end of each accounting period, say, a quarter or a month. The changs in
cemuelative (accounting) position—deficit or surplus~would form the basis
for the ssttlement in each period. At each settlemont, a country ranning
a deficit with the ynion would receive credit and pay gold in #pecific pro-
portions of, say. 50 percent credit and 50 percent geld, or 60 and 40, or 25
and 75. Similarly, a country running a surplus would grant credit and re-
ceive gold in tie same proportiens. To make the payments union mose or
less self-finarcing, the credits obtained by debtor countries would need to
be matched by tizose yranted by cieditor couutrias. Similarly, the amcunt
of gold pald by debtor countries would need to correspond to the amowvnt of
gold recelved by creditor countrles. Tuis can be accomplished by fixing
the same propertions of gold-credit settlement for both the debtor and cred-
itor countries, since the total of intra-regional deficits would by definition

equal intra-regional surplises.

3. Some time limit for the repayment of outstanding debts may be ne-
cessary, so that the union’s claims on debtors and creditors’ claims
on the union will not remcin frozen for an indeflnite period. Norm-
ally, interest paymemts by debtors wocld gerve to prevent tkis
possibility. ‘

32. All accounts and credit operations would be carried out, say, ina
special payments union uait defined by its gold content. In this con-
text, it shouid be noted that if the payments union is establighed
without forming a custoine union or free trade area, the member
countries may be permitted to vary their exchange rates. In the
event of sxchange rate variations, the outstanding claims and debts
of the union would not be affected, since they would be enumerated
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These principles can be illustrated by the following hypothetical
example. Couvntries A, B, C, and D are assumed to be the members of
a payments union with quotas of $100 million, $150 miltion, $50 million,
and $200 million, respsctively. Settlements of deficits and surpluses are
assumed to taks place in gold and credit on a 50-50 basis. As in Chart 1,
case 1, countries A and B have deficits of $20 militon and $80 million,
respectively, in pexiod I, On the other hand, countries C and D have sur-
pluses of $10 million and $90 million, respectively, in the same period.
Under the payments vnion arrangement, the deficits of $100 million and
the corresponding si.rpluses of $100 militon would be vettled in equal pro-
portions of gold and credit. Country A receives credit for $10 million
from the 'nion and pays gold worth $10 million to the union; country B
receives cxedit for $40 million and pays gold worth $40 million; country
C gives credit of $3 million to the union and receives gold worth $5 million
from it; and country D gives credit of $45 million and receives gold worth
$45 million. The receipis of gold by C and D are matched by the payments
of gold by A aud B, and the extension of credit to A and B are matched by
the granting of credit by C and D. This procedure will be repeated for
each country until its cumulative position exceeds its previously estab-

linhed quota.

It may be noied that adopting a change in cemulative poeition as the
basis of settiement would enable a deficit country to recelve gold by savrn-
ing a surplus in a single period. For example, in case 1, country A, which
runs deficits tor tre first three periods and thercby loses gold, earnz a
aerplus of $20 million i the fourth period. To gettle its surplus, it re-
duces its debt to the wnion by $10 million and receives gold worth $10

in a special monetary unit of specific gold content. It should be re-
peated hat exchange rate variations would be ruled out if the coun-
tries have astablished a customs union or free trade area with or
without the paymonts union, except that initial exchange rate adjust-
ments may be permitted.
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CHART 1.

Settlements in Payments Union
{Bypothetical examples with gold-credit settlement ratio of 1:1, US$ milliona)

Cumulative

position at Means of Sattlement
the end of Vis-a-vis the Union
Country, Sverplus (+) the period Credit Ciold
quota, and or deficit {~}) surplus (+) raceived (+}  paid (+) or
pariod ____ for the puriod or deficit (-} or granted (~) received (-)
{1 (2) (3) (4)
gase 1
Country A, guota = 100
Deriod I -20 - 20 +10 +10
Period 1Y -30 -~ 50 +18 +15
Poriod i -40 - 90 +20 +20
Pariod IV +20 - 70 -10 ~-10
Poriod V -~20 - 90 +10 +10
+45 +45
Country B, quota = 150
Period I -80 - 80 +40 +40
Paricd 1/ -0 ~ 140 +30 +30
Period 11 +10 -130 -~ 5 -5
Period (V -20 ~150 +10 +10
Period V 2 ~150 - _-
+75 ¥75
Country C, guoia = 50
Period | +10 + 10 -5 - 5
Pariod i1 +24 + 34 «12 -12
Period I ) + 40 -~ 3 - 3
Period 1V +i0 + 50 - 5 -5
Pariod V 0 + 30 - -
Country D, quota = 200
Period +90 + 90 -45 -45
Period 1) +60 +158 -33 -33
Period (i1 +24 +180 -12 -12
Perfod IV ~10 +170 + 5 + 5
Pariod V +20 +190 -10 .10

-95 -95



Chart 1 (continv.ed)

Country A,
quota = _1_9_9
Period [
Period I
Derfod il
Deriod LV
Peariod V

Country B,
quota = 150
Paviod 1
Period (i
Period il
Period i1V
Period ¥

Country C,
quota = 50
Period
Period LI
Period Ll
Period 1V
Oeriod V

Country D,

guota = 200

Period !

Pertod I
Period Il
Period [V
Period V

{1}

-20
-30
-40
+20
-20

-80
-60
+10
-20

+10
+24
+ 6
+10

+ 5

4+90
+66
+24
-10
+15

{2}

Case 2

- 20

- 80
~ 140
-130
-150
-150

10
44
40
50
55

S e

-+

+.90
+156
+180
+170
+185

(3)

+10
+18
+20
-10
+10
+45

+40
+30

+10

75

{4)

+10
+15
+20
-10
+10
35

+40
+30

+10

¥75

s ] [} s
[
U W 0

o

1}
w
o

-33
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Chart 1 (continued)

Country A,
guota = 100
Period |
Period I}
Pariod 1l
Puricd [V
Deriod V

Covntry B,
gquota = 150
Pariod I
Period L
Period 11
Pariod [V
Pariod V

Country C,
quota = 50
Period |
Peried (I
Puriod [k
Pericd IV
Period V.

Country D,
gurota = 200
Period 1
Period 1
Period 11§
Pariod IV
Period V

(1)

~20
-30
-40
+20
+12

~-80
~60
+10
-20
~32

+10
+24
+ 6
+10
+ 5

+90
+46
+24
-10
+18

{2)

Case 3

- 50
- 90
- 70
58

L]

- 80
=140
-130
~150
~187

+ 10
+ 34
+ 40
4 50
+ 55

+ 90
+156
+180
+170
+185

{(3)

22

+10
+15
+20
-10
-6
+29

+40
%30

+10
+32
+107

1
(%23

i
[¥3

3
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intllion. Similazly, a country running a sirplis and earning gold would

be regrired to make gold payments, should it acquire a deficit in a single
period. Tuvs, country D in our example, iaving a cumulative scrplus of
$180 million from the first three periods, pays gold worth $5 mi!lion and
reduces {ts credit claims on tie union by $5 million in order to settle its

$10 million deficit in the fourth peziod.

Tae illostration given above {ndicates perfect matching between
credits granted to debtor covntries and credits received from creditor
countries, as well as Letween gold received from debtor covntries and gold
raid to creditor covniries, but this would not necessarily take place, as
is suwownu in case 2 At the end of tie fifth period of union operations, the
vnion hay grantea a total of $120 million credit o the debtor conntries,
bul Las received a total of only $117. 5 mstlion credit from the croditor
covntrios. At the same lime, toe sulon bas received gold worth $120
miliion from the debtors, by tias patd out gold worty $122. 5 million to the
creditors. Thisx would occur when debtor corntries settle their deficits
witiin thaly guote limits, ona 50-50 gold-cradit basis, while creditor
countries accumulate surplisas beyend their guotay, so that the amount

in axceos of the guotas is settled in 100 psrcent gold.

Or [t may Lappen, as is siown in case 3, that the union recelives
more gold thaw it pays. This world come aboit when a debtor country
exceaedsy ite goota and scteles its mxcess deficits in 100 percent gold, at a
time when the srrplus countries do not excesd thelr guotas at all or by
vary much. Thuis, the settlement of excess debis in 100 percent goid would

bring more gold mto the mnion than it paid ovt to creditor countrics.

In order to take care of the contingency that the vnion might pay out
more gold than it recefves, gsome working capital in tiiea form of gold or
convertible currencies would be required. The question arisces of how this

capitat famd” can bo raised, One way of doing it is to ask the participating

33. The capital fond would also rexve as a guarantee to the creditors
against possible defavit by the debtors.
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cowntries for a2 nominal contribution {n gold in proportion to their quotas,

but in view of their foreign exchange difficiliies, the member countries

may not be able to contribute to such a fund. Alternatively, the payments
union may approach the developed countries to request outright grants for

tihiis purpose. It may be noted in tils connection that, with the establish-
ment of tlie Evopean Payments Union in 1950, the U.S. government pro-
vided a doliar graut of $350 million under the European Recovery Program. 34

The U.5. covld make a wimilar grant to the projected Aslan Payments Union.

it would be difficuit to decide a priori tie size of tie capital fund re-
oLt e——————
quired for a paywents unlon. We might note that during its eipht-year
. . X 35
existoucs, the European Payments Union sad a capirat find of $272 million:
Thils amovnt was subsequently raissd, because of the union’s net carnings,
walch arore from differences in ‘nterest paymests rece(ved by the union

from debtor covntries and pald by tye union to cruditor countries.

The difference botweon mterest received and paid can aivo be a
gonrce of lguidity for tie union, 36 A third way (n which tc avoid any pos-
sible gold shortage would be the allocation of additional quotas to covntries
with chronic surpiusss, in order to make moire remote the possibility of
saving to seitle in 100 prreent gotd,

It should be clear from the above that the continving :tlity and suc-
cess of a payments union would depend rpon the sclf-correcting nature of

the balance of payments behavior of the paxticipating countries. If the unfon

34. Bank for internationzl Settlements, 'X'W«n‘nty-f‘ﬁrst Annval Report,
April 1950-Mayrch 1951 {Basle, 1951j, p. 227.

35.  The original grant of $350 million, less $78 million spent by the
European Payments Union initizlly to adjist certain countries® debit
ard credit balances befors jotuing.

386,  This difference can bs made positive by creating an intercst differ-
ential on credits granted to and by the vmion. The Interest strocture
should be subject to review at trequent intervals, to take {nto account
developments in tize union’s credit operations.
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\s 2 close grouping wits no external relations. this woi:ld mean that the
participating countries must be able to restore equilibrivm in their intra-
regional accounts over a veasonable period of time, so tiat they will not
have to face tne probiem of sxhausting their guotas too soon, nor that of
.arrylng too heavy an lnterest burden. As staied warlier, the payments
union wosild be designed to provide short-term liquidity, to afford coun-
tries experiencing balance of paymenty difficulties a breathing spell dur-

ing wiich they woid bw able to take wwitable corrective measuraes.

ia a payracnuts wuicn, clearing positious on intra-regionai account
aze gecessary as indicators of which countries qualify for the use of
credit and witch are regulred to sxrend credit. Thia could tead to four
possible sitvaiions. (1) Dubtor countries on intra-regional account might
also wup a deficud with ovtside cosntries. Mo special probiem wouid arise,
and the availabilivy of partial credit for tue scttlement of intra-regional

deficlte would Lo 2elpficl to these countEies.

{2) Dabtor countries oun lntra-regioral account migut carn a surplus
(n Chelr transaciions wili ohtside couniries, wiaich conid be vsed to finance
thelr intra-replonal deficliv. in tals cape, debtor countries wowuld not need
to usw the credit available to them. TFurtaermore, thay probably would not
have any incentive to accamulate thaly outside surplises, while obtaining
credit from the vmion to fimance {ulra-yvegionzal debts, becacse the interest
paid on credit from thz nnfon might exceed tie {nterest earnzd on the out-
side surplrses. Howsver, in order to avoid the possibility of their vuing
intra-regional vredit whsn they have outside 's'b‘rp!\z;aeu, the vnion mignt ex-
plicitly reguire tiai, to gralify for the vae of credit from the vnion, covn-

tries musi fivet make use of any surpluses ovtside they migut have earned.

(3) Creditor countriss may also run surpluses In their transactions
with outside countries. They would extend credit to the union, in view of
their intra-regional syurpluses, as woll as to the ontside, and no special

problem would avise. {4) But a peculiay situation would arise if creditor
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countries were In deficlt with outside countries, for they would be required
to extend credit to the union despite tieir over-all ey ilibriom {assuming
tieir intra-regional surpluses balanced their oxtra-regional deficits), Jf
the gold-credit settlement (s on a 50-50 basty, then e creditor country
can hope to utilize the Lalf of its Intra-regional sirplus raceived in gold
for financing the ovtsids deficit: The other Lalf muast be financed from the

cosntry’s own foreigin exchauge reserves.

But would a country in sceh 2 sitration accept tnis arracgement ? I
the absence of credit From the surplvs country to the union, and hkence from
the nnton to a deficit country, the latter might find it necessary to trnpose
restrictions on ils {mporty coming from tie suvplus counfry (assvming that
the payments vuion was formed witkout prios commitment to frex trade
withiln the vnion). Couseyuently, the surpliy countery would cease to be a
surplus covntry, or at feaut it would find ive corplug reducad. & order to
protect ity export interests, v sorpluy covntry weould be willing to accept

tie postponernunt of claims for part 0% its xurplvs oun intra~regional account.

The impiication of Hiis argurient {8 as follows: if countrics commit
themselves (o & free trade area arvangemout withoot alyo negotiating the
creation of 2 payments wnion, inceati: es for potsutial creditors Lo join the
wnion may be rather small. This provides a good reavon for makiry a pay-
ments arrangemncnt a necessary part of auny contemplated free trade pro-

poasal. 37 Alsc, deficit and surpivs positions may change, and countries
P po &

37, An eractly similar view fu expressed with: regard to Latin American
countries by Kesesing and Brand, op. cit., p. 450. "One of the con-
siderations prompting interestsd croditor corntries to offer credity
of a certain size may be the desire 20 protect their export intercests.
In tids contoxt, it should be noted that the principle of non-discrim-
inatory treatment of all intra-area trads uas been zncouditionally
incorporated in the Treaty of Montevideo, without referesce to the
conclusion of a paymonts arrangement. Ay a conseyuence, the in-
centive for potential creditors to participate {n a payments arrange-
ment may be rather wmall, "
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from $5. 4 billlon in 1951-53 to $6. 0 billion ir 1958-60, while exports de.
clined from $5. 7 billion to $8. 3 billion in the same period, as shown in
Table 1. As a2 resvi?, a trade surplus of about $300 million in 1951-53 be-
came a trade deficit of nearly $700 mtllion in 1958-60. This deterioration
of $1 billion during the 'fifties took place dsspite trade and exchange re-

gtrictions imposed by many countries during tae latter part of the decade.

Import restrictivns have naterally shown a bias in favor of capital
goods ard materiain vzed chizfly for capital goods, as a reswit of the da-
velopment programs {hese coontries have adopted. During the ‘fiflies, the
developing 4siaw r.'oausn'tﬂe:sd'l fncreased their imports by 11 percent, but
thls {ncrease was vaeverly distributed 2among variovy categories of goody
and indicated far-roacaing changes in the import structice of the group.
imports of capiini goods {ncreased by 65 percent and those of materials
chlefly for capital goody by 45 percent. in contrast, itnports of food and
non-feud consuwmer goods declined, tue former by 2 percent aud the latter
by 23 percent, thoiglh imports of materialu catefly for consumer goods in-

creased by 4 prrcent.

The retative share of capital goods in total imports of ali {ifteen de-
veloping Asian countries increased from 1951 to 1960, During 195860,
for the group as a2 whole, imports of capital oods and materials chiefiy
foy capital goods acconnted for aboug 40 percent of total importy, compared
to 28 percent iz 1951-53. Non-food comi-: mption goods and matarials
chivfly for consuraption goods accorated for about 40 peorcent in 1958-60,
in contrast witi 50 percent in 1951-53. And food dropped to 19,6 percent
In 1958-60, from 22,2 percent in 1951-53 22

4. The phrase "developiag Asian countries' refors throughout to the
fo!lowlng grovp of 15 countriax: Burma, Cambodia, Ceylon, China-
Taiwan, the Fuderation of Malaya aund Singapore, Hong Kong, India,
indonesta, Laos, North Borwe, Pakistan, the Phillppines, Sarawak,
South Viet Nam, aud Thailand,

42. For further details, see Uniced Nations, Economic Survey of Asia and
the Far East, 1962,
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TABLE 1.

Intra-Regional Trade, South and Southeast Asia
{Exports and {riports as percentages of total exports and imports,
annval averages, 1951-53 and 1958-60)

Exports Imports
1951-53 1958-60 1951-53 1958-60
Burma 62.4 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 15.3
Fed. of Malaya and
Singapore 16.6 16. 2 41. 6 43.9

Sarawak {46. 3) 42,7 (11. 3) 12. 2
Cambodia {27.2) 17. 0 (23.9) 11.1
Laos (84.6) 72.7 (30.6) 22.%
South Viet Nam (16 9j 19.4 { 9.4j 1.6
Pakistan 15.9 9.8 14,6 9.0
PhLilippines 0.7 0.3 6.8 9.8
Thailand 41.9 35.5 20.8 15,0
Eight country total

{exchoding Sarawak,

Cawmbodia, Laos,

and South Viet Nam} 20.8 17.8 22.1 19. 4
Eight country intra-

regional trade {in

US$ million} 1,182. 4 946. 3 1,196.8 1,163.8
Eight country

total trade (in

US$ million} 5,689.1 5,339.5 5,411.2 6,012. 4

Note: Export and {mport data shown in parentheses relate to annval ave-
rages for the perfod 1955-57 for those countries.

Source: United Nations, Dirsction of mternational Trade; and UN, ECAFE,
Intra-Regional T'rade Statistics (sixth series).
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These changes in the import structure bave also meant changes {n
the direction of imports. Since developed countries outside the region are
the chief source of capital goods and materials chiefly for capital goods, 43
the: shifts {n Import structire necessitated by foreign exchange difficulties
have favored the exports of developed countries at the expense of those of
tie developing countries both within and ocutside the region. As was shown
in Table 1, the intra-regional vxports of ¢ight South and Southeast Agian
countiries declined from 20. 8 percent in 1951-53 to 17. 8 percent in 1958-60,
while intra-vegional imports fel! from 22,1 percent to 19. 4 percent in the
same period. There were some exceptions amony individual contriss: the
intra-reglonal exports of Birma and mdonesia Increaved slightly; and the
intra-regional imports of tiu Federation of Malaya and Singapore, the Pail-
tppines, and mdonesia registiered increases. {Of thoss not fnclided in the
eight-country total, Sarawak siowed an increase in intra-regional imports,
and Sowvth Vit Nam raised it intra-replional trade both of exports and im-
porits. ) But on the whole, the trends in intra-regional trade have not been

. 44
encovraging.

43, it shonld be noted that the developed countries svupplied 65 percent of
thae total tmporis of $9. 23 billion of developlng Asian countries in
1960. Chemicals, machinery and transport equipment, and other
manufactured goods accovnted for about 60 percent of this group's
impoxts {n 1960, of which the developed covntries of tie world {Weg-
tern Europe, Norti America, and Japan) accounted for more than
four-fifine. Ibid.

44, The share of iutra-regional trade {n total impoxts of one group of
ECAFE comntrles {Afghanistan, Brunei, Burma, Cambodia, Cey-
lon, China-taivan, Hong Kong, india, !ndonesia, the Republic of
Korea, Laos, Malaysia, Nepal, Pakistaun, the Philippines, Thailand,
the Republic of Viet Nam, and Western Samoa) declined by about 3
percent between 1955-57 and 1959-61, The greatest drops were rog-
istored for food, agricultural raw materials, and ores and fuels,
wilch can be generally explained by growing internal requirements
for raw materials and oxes, self-setficlency drives witk respect to
food, and fore{gn exchange shortages. For details, see United Na-
tions, Economic Bulletin for Asia and (he Far East (June 1964).
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TABLE 2,

South and Sostliwant Asian Countries, External Transactions
on Goods and Services Accounts, 1956-62
{Mililons of U.S. dollara)

1956 1957 1958 1959 1960 .!_?é.l.
Burma 3.2 - 112.6 - 10.9 - 10.1 - 23.7 - 4,2
Ceylon 28.8 - 32.8 - 27.3 - 41,2 - 50.8 - 22.1
Yaudia -675.8 -1,030.7 -933. % -530.9 -881. 3 -735.7
indonesia -165.0 - 85.0 - 650 25,0 - 84.0 «521. 0
Malaysia - - - - 172. 5 74.8
Pakisian -165.8 - 172.9 -211.6 -105.9 -236.6 ~-271.8
Philippines ~114.0 -~ 272.0 -136. 0 - 75.0 -144.0 -163.0
Thalland - 15.3 - 36.3 - 78. 7 - 70.0 - 40.0 2.6
Viet Nam (S} 3239 - 183.5 -148.1 -169. 4 -153.5 ~214.2

Notes: No sign indicates credit; minus sign indicates debit.

Burma~Fiyores given in kyats in oviginal sources were converted
into U. 5. dollars at the official exchiange rate of kyats 4. 76 = §1. 00,

Ceoyioun, indiz, and Pakistan—Fig res given in rupees in originail
sources were converted into U. S. dollars at the officlal exchange rate
of Rupees 4.76 = $1. 00.

Maiaysia- Filgeres given In Malaysian doliars in original scurces
wera converted into V. S. dolars at the officia!l exchanye rate of Ma-
laysian doliavs 3.1 = $1, 00,

Souwrce: Interunational Monetary Fend, international Financial Statistics.

The balauce of paymonts experience and the pattern of intra-regionai
trade balances of tuese countries is also portinent. The most striking fea-
ture of the former iy tkhe persistent deficite on the goods and services ac-
count during 1956-62 for almost all of the covntries of South and Southeast
Asfa, as Table 2 demonstrates. Malaysia, wihich started with a surplus
on t'&m_ goods and services account, experienced a rapid surples deteriora-
tion during thu period 1960-62. Moot of the goods and services account

deficit {s belisved to ave be 1 met by capital inflows (grants aud loans)

1962

16. 0
- 28.4
-919.1
-367.0

4.4
~212.8
- 12.0
- 9.9
-191.2
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from outside the region and by the countries' own foreign exchange re-
serves. A detailed plcture of the geographical pattern of the countries' in-
ternational transactions (s not available, except on the visible trade account.
But in view of taeir goods and services account deficits, it can be expected

that the capital buiflow from South and Southeast Asia would be marginal.

Tables 3 and 4 give the trade balance matrices of Souvth and Sovtheast
Aglan countries on the intra-regional and over-all accounts, respectively.
Data pertaining to 1956-62 suggeat that Burma, Indonesia (1956-61), Sara«
walk, and Thailand werz the scrplis countries on intra-regional account.
Of these four couniries, only Indonesia and Sarawak (except for 1961) had
trade surplusss ou over-all account., A second group, Ceylon, the Fed-
eration of Malaya and Singupore, Laos. South Viet Nam, the Philippines,
ard North Boinco, had deficits on intra-ragional trade account throughout
1956-62. Here Laos, South Viet Nam, and the Pkilippines (except for 1959)
ran psrsistent deficits in over-all trade; Ceylon and the Federation of Ma-
laya and Singapore had no consivtent deficits, bwt exhibited net deficits on
over-all account over the period 1956-62; North Borneo, on the other hand,
had small surpluses on over~all account {except in 1962). A third cate-
gory of countries—-Cambodia, india, and Pakistan--had fluctuating trade
balances on intra-regional account, Cambodia ending the period 1956-62
with a pet surplus and indla and Pakistan with net deficits. All three bad
deficits in sach of the years from 1956 to 1962 in over-all trade. Thus,
throughout 1956-62, intra-regional trade surplhses were concentrated in
a few countries, namely, Burma, Indonesia, Sarawak, and Thailand, while
Ceylon, the Fedcration of Malaya and Stngapore, Laos, South Viet Nam,
the Philippines, and North Borneo had deficits. Only three countries,
Cambodia, india, and Pakistan, failed to have either chronic surpluses or

chronic deficits on intra-regional account.

it was suggestad above that, in the proposed payments union, the

criterion for granting credit wowld be intra-regional surpluses and that
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TABLE 3,

South and Sortheasi Asian Couniries, Trade Balances Matrix on Intra-Repgional Account
{Millicus of U.S. dollars)

1938 1948 1950 1951 1952 1953 1954 1955 1956

Burma 74.8 128.5 51. 0 87-0 95. 0 65.1 98. 3 52.3 84.
indonesia 45.6 40. 2 219.4 315.5 144. 9 135. 2 175.3 127.9 150.8
Sarawak 8.0 40.8 - - - 42.8 52.1 58. 4
Thailarnd 36.0 75.6 106.8 138. 1 116.3 67.8 70.7 78. 4 77.1
Ceylon -~ 36.6 - 81.0C - 87.9 - 82.5 - 80.6 - 65.9 - 53.7 ~ 64.2 - 66
Federation of

Malay> and

Singapore -119.9 -142. 2 ~284.1 -429.1 -229.9 -248.4  -268.9 -388.9 -374,
Laos - - - - - - -~ - 7.5 - 10.2
Viet Nam (S) - - - - - - - - 1.1 - 16.4
Philippines - 2.6 - 24.2 - 13.8 « 31,9 - 31.8 - 18.3 - 29.4 - 45.9 - 42.1
Cambadia - - - - - - - - 3.0 - 3.9
india - 35,7 -115.8 55.8 ~-120.5 59. 8 13. 2 - 59.8 - 9.2 2.9
Pakistan - 175. 7 15. 3 4.5 - 48.6 11.8 11.9 38.9 25
N. Borneo - - - - - - - - - 0

Soiirce: United Nations, Direction of international Trade; and ECAFE, fntra-Reglonal Trade Statistics
{sixth series).

Note: No sign means s rplus; minus sign means deficit,

te



Table 3 {continued)

1957

Burma 70. 2
indonesia 245:-3
Sarawak 60. 4
Thailand 90. 2
Ceylon - 93.8
Fedesration of

Malaya and

Singapors ~376.9
Laos - 8.6
Viet Nam (S} - 22.0
Philippines - 54.9
Cambodia 2.5
iIndia - 1.8
Pakistan - 20.5
N. Borneo - 1,1

93.2
186.1
50.¢
72.8
~ 80.6

-412.7

- 3.0

- 36.
5.2

25.2
4.5
2- 90

1951

5.4
157.2
34.3
118.1
- 80.7

1962

99.7

35.1
103.9
- 660 0

~326.3
- 11.8
~ 13.5
33.0
3.6
12. 8
17.3
3.7

§

be



TABLE 4.

South and Scctheast Asian Countries, Over-All Trade Balances
{Millions of U.S. dollars}

1938 1948 1959 1951 1952 1953 1954 1955 1956

Burma 98. 0 43.8 43.3 88. 7 71.8 33.9 46. 8 40. 2 47. 4
indonesia 111. 7 - 70.1 359.3 424. 6 - 12.8 $6.7 237.3 314. 4 28.9
Sarawak - 4.1 - - - - 9.3 11.8 7.5
Thailand 33.1 86.0 160.3 206.5 95.3 38.9 21. 1 63.0 - 35.3
Ceylon 17. 7 5.0 82.8 72.0 - 43,1 - 8.9 86.6 100.5 21.3
Feduration of

Malaya and

Singapore i9.0 - 28.8 359.6 431 3 14. 8 - 67.7 - 9.8 109. 3 4.1
Laos - - - - - - - - 17.5 - 34.0
Viet Nam (S} - - - - - - - -194. 0 -172.8
Philippines 14. 4 -268.1 - 5.3 - 71,8 - 68.7 - 25.0 - 81,7 ~-146.9 - 55 .4
Cambodia - - - - - - - - 9.6 - 19.4
india 50. 2 -058. 7 34.9 -168.4 -377.0 - 79.8 -113.0 -136.9 -457. 6
Pakistan - 212.6 106. 0 228.7 - 77.2 80.7 34.2 111.6 - 76.1
N. Borneo - - - - - - - - 1.1

Note: No sign means surplus; minus slgn means deficit.

Source: Same as Table 3,

173



Table 4 {continued)

1957

Burma - 86.0
indonesia 172.5
Sarawak i1.8
Thailand - 44,2
Ceylon - 45.4
Federation of

Malaya and

Singapore - 68.2
Laos - 40.6
Viet Nam {S) -209.0
Philippines -185.5
Cambeodia - 6.7
india -804.2
Pakistan -103.5
N. Borneo 1.4

1958

- 11.0
242.2
10. 6

- 85.6
- 1.3

-228.7
- 25.9
-176.9
- 65.9
- 19.2
-599.0
- 98.9

0.6

1959

0.1
413.6
26,3

- 60.0
- 85. 7

~ 21.8
- 26,1
-149.5

20.4
- 8.6
-555.7
- 32,9

7-2

1960

- 36.6
266.8
14. 3

~ 40.1
- 38,7

56- 4
- 10.9
-153.9
- 25.8

3

1961

6.8
- 10.4
~ 4.7
11. 4
-~ 4.1

100.6
- 15.9
-184.3
-121.2
- 33.7
«595. 1
~242. 6

1.8

1962

40. 7
2.3

- 87: 8
23” O

-304.6
- 23.7
-206.0
- 32.2
~ 48.0
-815. 7
-341. 1
- LO

%
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for receiving credit would be intra-region .l deficits. On the basis of these
critoria and thie data in Table 3, the concliusion seems obvious that Burma,
‘ndonesia, Sarawak, and Thailand are the potential chronic creditor cown-
tries and Caylon, the Federation of Malaya and Singapore, Laos, Sowuth Viet
Nam, ard the Philippines the potential chronic debtors. Algo, it should be
noted, out of the four intra-regional creditor countries. only Indonesia and
Sarawak had over-all trade surpluses during 1951-62 (Table 4). Further,
Indonensia iiad sizeable deficits on the goods and sarvices account, axcept

in 1969 {Table 2%.

In viow of all tiis, tae Asian paymentis union proposed above would
pot have been very sucoessful, had it been in oxistence during this period.
Certatuly, the debtor cerniries of the region would vary much weltcome the
idea of a payments waion, since they would, through the credit it wovld
make availabley, by able to vconomize cis scarce foreign exchange resour-
ces. On tuw other hand, the creditor countrien--especially thw chronic
onee~ wov ld find 2 necessary to pestpone part of their claims by granting
crodit. Depending wpon their trading position with tire rest of tiie world.
this granting of credit migiit cause or aggravate over-all paymenty dofi-
city . Jo this sitvation, thelr ability and willingness to give intra-grovp
credit would be severely limited. And the problems exporienced by debtor
countries {n repayig the erodit given them might raise docbis aboot the

sificiont working of the payments vnion.

Nonethelens, thore doow exist a case for the establishment of an
Asian payments vnfon. ‘The region's past intra~regional trade patterns
and balance of payments betavior way not Lold in the future. After all,
countriuvs’ trade flows reflect domestic production striciure and supply
poeition and demand situations both within and outside the domestic

market. Here we guould take note of the projuctions, from 1960 to



1980,

45

38

of forsign trade for 15 developing ECAFE countries, 46 based on

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

total exports of these countries in 1960, The primary commodities in-

cluded maks up about 85 percent of total primary axports, and the

45,

46,

47,

See '"Projections of Foreign Trade of the ECAFE Region up to 1980, "
in United Nations, Economic Bulletin for Asgia and the Far East (De-
cember 1963). Aws explained in tite source, the projections are based
on an assesemeant of demand prospects in the importing countries,
based on posi:lations as to growth rates of population and groys na-
tional product (GNP) and coefficients of income elasticity and demand
functions for cach of the commodities included. The lower and high-
ey estimates of the export projections for the developing ECAFE
countries are arrived at by taking into account lower and higher es-
timates of growth rates of GNP in the importing regions. These two
seats of growtl rates, together with population growth, are as fol-
lows {in annval compound rates of growthj:

GNP GNP /Population

Importing region i a Population 3 n

North Amesica 3.1 4.4 1.8 1.3 2.5
Western Europe 4.2 5.2 0.7 3.5 4.5
Japan 6.0 7.0 0.7 5.3 6.3
ECAFE {excluding Japan? 3,6 4.9 2.3 1.3 2.5
Latin Amexrica 4,7 5.5 2.7 2.0 2.8
Other countrics 4.0 5.3 Z.5 1.5 2.8

Two implicit assumptions are also involved: (a2} that the developing
ECAFE coniries’ share in total world exports of each commodity
will remain constant; and (b) ther= will be an adeytate export sur-
plus of caci: of the commoditios in the region to satiefy the expected
export demand. For details, see ibid.

The phrase "developing ECAFE countries'" refors throsghout to the
following group of 15 countries: Crunei, Burma, Cambodia, Ceyloa,
China-Talwan, indla, Indonesia, Iran, Malaya and Singapore, North
Borneo, Pakistan, the Philippinws, Saravak, South Viet Nam, and
Thailand.

Natural yubber, crude petroleum and petroleum prodiscts, tea, veg-
=table oils, rice, jute {(raw jute and jute goods), sugar, tin (tin metal
and tin-in-concentrate), wood and lumber, cotton fabrics, raw cot-
ton, and tobacco.
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mamufactered commodities account for some 20 percent of total manufac-
tured exports. No attempt is made to forecast the future 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 commeodities are likely to increase
113 percent by 1980, if conditions with respect to growth ratee (of GNP)
are favorable, and only 50 percent, if they are not (vee Table 5). The
iower estimate implies that expoxts will increase at an anncal compound
rate of about 2 perceat, while the higher cstimate projects a rate of in-

crease twice as larye~-about 4 percent.

Mineral funls are expected to offer the greatest export growth po-
tential--a mean increase of 184 percent. Exports of foodstuffs and raw
materiais are likely to go up by about 55 perceent, in view of the low income-
elasticity of demand for these commodities. The 31 percent increase in
thie exports of manuiactures, which include only jute manvfactures and cot-
ton textlies, is guite modest, since it is based on the assumption that the
region's currently fow share in total world exports of cotton textiles will

remaln unchanged.

Table 6 gives a picture of the developing ECAFE countries’ export
expansion vis-a-vis various foreign markets from 1960 to 1980. The re-
gion's traditional markets, North America and Western Europe, will in-
creaee their imports from it only modestly. 37 percent and 64 percent, ro-
apectively, becavse thelr accelorated growth is likaely to lead to increased
demands for the import of fuele and metals (in which the region is deficient)
and Increasing tecimological scbstitution for the kind of agricultaral raw
materials In which tve region speclalizes. On the other hand, Japan, be-
cause of its higi growth potential, and tie reglon itself, because it will be
passing throcgh the transitional stage the developed world experienced in
the past, are expectod to provide fagt-growing markets for the region’s

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

, Developing ECAFE Countries,
Export Projections for 1980 by Commodity Groups
(Mitlions of 7. 8. dollave)

Indices for 1980
1980 (1960 = 100)

Eg'nmoditx grovp 1960b Low Hi!h Mean Low High

Food, beverages,

and tobacco® 1,151 1,376 2,182 1,779 120 190
Raw materiaisd 2,105 2,804 3,782 3,293 133 180
Mineral fuels® 942 2,204 3,146 2,675 234 334
Marufactored goods! 293 334 435 384 114 148
Total 4.491 6,718 9,545 8, 13) 150 213

a. Fiiteen countiies as given in footnote 46,
b. 1960 refers to 1958-60 average {n thls table and Tables 6 and 7.

¢, lnciudes rice, tea, sugar, and tobacco.

Mean

155
156
284
131

181

d. Includes natural rubber, raw jute, raw cotton, tin metal and tin-in-con-
centrate, wood aud lumber, and vogetable oile (copra, coconsit oil, palm

oil, groundnut ofi, a2nd ot} seeds)
¢ Incliudes ¢ude petrolerm and petroleven products.

f. Incindes juts goode and cotton fabrics.

Source: United Nations, Ecounornic Bulletin fop Asia and the Far East (De-

cember 1963).

TABLE &.

Relative Expansion iu tie Foreign Markets for ECAFE? Exports by 1980
{1960 = 100)

Country or region Low High Mean
North America 123 151 1;57
Western Exrope 139 189 164
Japan 220 299 260
Eastern Evrope a 91 147 119
ECAFE (intra-regional} 172 294 233
Other countriest 160 221 190
Total 180 213 181

a. Fifteen countries as given in footnote 46.

b. Includes U7.S.S.R. . mainland China, Africa, Middle East, Oceania, and

Latin America

e e . e ei v e ML »
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the region by 160 percent and 133 percent, respectively, betwsen 1960 and
1980. Otuer countries, oxcluding Eastern Europe, are likely to increase
their demand for Asian cxports by 90 percent. As Table 7 indicates, the
shares of the region itsslf and of Japan in total exports of tue developing
ECAFE countries ave expected to {ucrease at the expensc of the shares of
Nortu America, Western Evrope, and Eastern Exrope, wkile tihe share of

othier covntries wiil remain almost stable.

The prospects for intra-regional trade s2em to bu brigut, especially
{f Yapar '« special position as a developed country is taken into account.
We canunot make any prediciions regardicy fistrre trade balance patterns
which may emerge foom tne {ncreased level of (ntra-regional trade, but
the latter dows indicate the greater need for financial arrangements of
some sort. I Lie estabiislumeont of a crsioma union, with inftial realign-
tnents of ¢xchange rates, or the regional coordination of investment active
ities and fiscal policies on 2 planred banis. vau bring about changes in the
region’s production structure and pattern wtici: vould solve sirectural bal-
ance of payments disageilibria, a stroug case ex’sts for the astablishment
of a payments - union to deal with temporary and self-correcting imbalances.
Thi¢ payments voion wold finction as a "stabilizagion find,' so that covun-
trivs runoiig payments deficits vould avoid trade restrictions or deflation-
ary polictes, thirovgi thielr recourse to the ligridity created by the credit
mechanism of the payments wnion. On tie otiwr hand, counfriss with sur-
plises wourld be provented from indulging in inflationary policier o too
liberal import policivs or from kolding excess warping idle, becavse they
would be required to uxtend credit to tie vniow. This would lead to stabil~
ization of imports and domestic policive ‘n tne region. However, we arxe
left with 2 morw fundamental problem: regional coordination of investment

and production plaus and of fiscal policies.
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TABLE 7.
Direction of ECAFE® Exports {n 1980
Millions of U.S. Doilars Percentagg Distribution

1980 1980
Country or reg.on 1960 Low High Mean 1960 Low Hig: Mean

North America 856 1,050 1,291 1,170 19 16 14 15
Wentuin Evrope 1,565 2, 1%4 2,952 2.563 35 32 31 31
Japan 423 932 1, 266 1,099 9 14 13 14
Sib-total 2.844 4,156 5,509 4,832 63 62 58 60
Easgtern Evrope 211 192 311 252 5 3 3 3
ECATFE {intra-

regloual}d 755 1,295 2,219 1,787 17 19 23 21
Other countrias? 681 1,089 1,50% 1,296 15 16 16 16

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

a, Fiftesn couniries as given in footnote 406,
b. Jncludes U 8.8 . R, . maintand China, Africa, Middle ¥ast, Oceania. and
Latin America.

Socrea: Same an lable 5,

Vi

We have discyssed the creation of sowme kiud of institutional device for
increasing tie role of equiifbrating variables in the mechanism for adjcst-
ing internationat balancews of payments, pavticularly in the coniext of a free
trade area arrangement, waich would reyg ire the elimination of trade and
exchangs contiols avd exchanye rat. variations as weapons against imbaf-
ances.  Thds takes {ee {nvpiration {rom tee refatively smootl: workings of
balanue of payments ad) stments among tee sections of a country. it has
been shown that a payments vnion can deal with the problem of temporary

diceguilibria in balances of payments.
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The available data from the recent past siggest that the prospects
for a payments vnion among the countries of South and Southeast Asia do
not seem bright at tie moment, in view of (1) their nigh propensity to
spend available foreign exchange on goods originating in countries outside
the region; and {2} tie concentration of intra-regional surpluses and def-
ictis in certain counirtes. But these conditions may change and change
radically, if these countries establich a cnstoms vinion or coordinate their

Investment actlvitivs and production plany thro gh deliberate planning.

Depending vpon tire avolrtion of the paritcipating countries’ balance
of paymemts, tie proposal for a payments vnion ou the lines suggesied
above desarves seriocs consideration. i the uegres of trade interdepen-
dence among Agian covniries fv Incre2sed tavorpe the esfablisbment of a
crstoms vinlon ox oikec trade liberalizaiion meawures, or thro.ga the
increaged abillty of thelr production survetures o satisfy better eacs
othuer’'s necds, the concomitant establisiiment of a payments nnion migat
itywlt 2id the piocess of bringing abovt a greater degree of trade interde-
poadency or cooperation, provided, of course, that thesw countrizs do not

ron into chironic balance of payments difficeities
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