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INTRODUCTION

The Latin American Centre for Monetary Studies (CEMLA) submitted the
following working dcocuments for examinatiocn at the seventh Meeting .of Central
Bank Technicians of the American Continent which was held at Rio de Janeiro

~in October 1963 and in which some 70 experts representing most countries of
the western hemisphere participated. The gquestions of Latin American
payments and of the measures to be taken to es tablish real co-operation
between the Central Banks of the region were among the most 1mportant on
the agenda of that meeting. They had been given hlgh priority for desplte
the continued progress of the Latin Amerlcan Free Trade Area, results 80
far obtained with respect to reglonal arrangements for payments and flnan01al

and monetary co-operation have been fairly slight.
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g _According to its final report, the results achieved by that meeting P
. yepresent the first positive measures towards the negotiation, in a relatively
“near future, of a regional latirn American payments system., The participants sy,

agreed on the main characteristics of such a system. They agreed that any

Latin American payments system Ulll have 1o bte optlonal both as rsgards ,r

membership c¢f the countrics of the roglon and the use te be made of the
system for clearing purposes and that in the present situation the operation o
of the mechanism should depend on the general balance of payments position

of member countries and should not supply automatic credits to balance

payments.

The most interesting feature of the Rio de Janeiro meeting was the
acknowledged importance of the need o use the regional payments instxuuvicu
as a permanent organization for the gradual co-ordination of monetary and
Tfinancial policies in the region. The participants were generally agreed
that the real purpose of a regional payments system goes beyond clearing and
rayments operations and that progress in regional econcmic co-operation calls

urgently for co-ordination of the policies of the central banks.

It should algo.he pointed out that the observer, for the Internaticnzal
Monetary Fund stated “hal 14 neceseny She 11070 would give fovourable
consideration to any ccncrete gystem which tho Latin-American members of the

Pund might drawn up.

- The Meeting requested CEMLA to examine with the IMP and the Economio
Commission for Latin America the possibility of establishing regional dléaring
and credit machinery ard a regional institution responsible for ce=ordinating

financial and monetary polizies in Latin America.
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PROBLEMS--0F A’ PAYMERNTS UNICN FOR LATIN AMERIGAl/-
An outline will be. given; here of the main features of the two ECLA
schemes and of the Triffin proposal for poesible payments and ecredit
sysvems in the free trade area. This brief review will make it possible -
to distinguish fundamental opinions and matters of detail. This distinection
will in turn 1ntroduce the examlnatlon of the chain of events which in both

systems lead to divergent oonseqaenoes.

A, Review of Projects

GO AN SRR

ECLA ProjeotsJ

1. The two systems offered by HCLA have a number of 1mportant p01nts in
common and are distlngulshed only by the ways and means of llquidatlng

surpluses and’ deinits w1th1n the area.

2. Care is taken to secure the co-existence of bilateral payment agreements,
to the extent that they are maintained or would be re-established, and

relationships between oountries maklng settlements 1n oonvertible currency.

Y

3. Whatever the final liquidatlon machlnery, prov1s1on is made for°

(a)_ An agency responsible for the period1Q'11qu1dation of surpluses and

deficits;
(b} The establishment of-a -doilar (money of account) account per countrys
(c) Pericdie liguidations at 1nterva1s of 60 or 90 days;

(d) A decentralization of operations in sach oountry, the Central Bank

establishlng the extérnal operatlons balanoe of approved banks;

(e) The establishment of a fund available to the agency to bridge the

gaps between net payments in convertible currency it should receive
and those it should makes

_/ Abridged version (parts II and IIT) of a document drafted by Mr. Pierre
Uri, Director of the Atlantic Institute, Paris, for the Latin American
Centre for Monetary Studies (CEMLA) and submitted by that Institute to
the Central Bank Technicians of the American Continent at their seventh
session (Rio de Janeiro, October 1963),
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(£) The eetablishment of guotas by oountry, estimating botb the credits
they are willing to make or entitled to receive,

Failing the immediate and integral multilateralization of balances, two
progressive ways of 1ntrodu01ng bilateral awreements 1nto the system are
Buggested: '

'(a) The establlshment of a llmlt to bllateral oredits, the surplus being
' " transferred to the agency for multilateralizstion

(b) The transfer 4o the agency, at the end of each accountlng period, of
& percentage of the balances, in such a way that flnally they would
be transmitted in full to the agency for multllaterallqation

purposes, in suoccessaive fractlons.

4. The prlnclple of multllateral credlts is that each country shall receive
payments in convertible currency only 1n excess of the credit quota it grauts
and shall pay in convertible currengy only in excess of the credit to the same
gmount, from whick it benefits,

Se These credlts may be admlnlstered in two dlfferent ways depending upon.

whether the a erorl (or preventlve) or 2 posterlorl technlque is followed

6. In the first, settlements in convertlble currency are not made until the
end of the ligquidatiorn period., In the second, settlements in convertlble
currency are made from day to day and dollars thus received or pald and the
amount of which remains within the credit margine granted or obtained, have

to be relmbursed to, or by, the agenoy.

T. Within each country the differences. occur in the relatlonshlp betwean
approved banks and the central bank in the a Erlorl credits system, the
central bank constantly establishes the balance of the approved banks. In

the a posteriori credits system operations are effected between banks and

centralization by the central bank ia merely statlstlcal.
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Triffin Proposal

'8, The Triffin proposal in its turn provides -for:
'.(a) An ageﬁéy:which might be the Inﬁef;Amefioan Bank or the International
lionetary Fund; ' o
(b) The establishment with the clearlng house of an account for each

country in a unit of account, the dollar or the Latln«Amerlcan

beso;
(¢)  Inter-country payments by adding to ox deducfipg frbm'their accounts;

(4) The purchase from or sale to their residents by the central banks for
' ?aymenté‘to be roceived or made in their relations with residents

of another partlclpatlng countrys

(e) 4 monthly llqaldatlon perlod with settlement in gold or in'
convertible currencies of net creditor or debtor p051t10ns with the
‘clearing house: '

(f) Credit systems which could be established éréddally and which
includes ' | - ' B

i) The carry-over at the end of the month of settlements,
except that a monthly credit line is defined for each '
country which, if exceeded during the month, gives Tise,
in one difecfion or anothér;‘to a settlement'of the

surplus of clalms or debts,

ii) Credits, of llmlted amount and duratlon, maklng 1t possible
to defer the end of month settlement and gain time, pending
‘negotiations for more general credits of a n@anutdmatic
nature, such as those . the Internatiqngl;Moqatary;ﬁgnd may

grant and to which they could if  necessary be added; .

iii) Special credits also non-automatic, granted by the

clearing house itselfs
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(g) The constitution, to meet stand-by credits, of a:fund to which
contributions could be made by institutions outside lLatin America
or by the member countries by a percentage of their reserves, i.e.
-by deposits'iﬁ golid or convertible ourrenCy the'mnounte of wlhich

would vary with that of the reserves themselves.

9; It w1ll be seen that in the CLA and Triffin schemes loans are borrowed
from quite dlfferent fartles than in the case of the EuroPean Payments Union.
The Triffin project, for example, has borrowed the unit of account and
interim finance, due to the carry-over at the end of the month, which also
appears in the Zuropean Monetary Agreement. The technique of making
transactione in units of account and of replenishing a fund by a pereentage
of the sum of reserves held by Member States at any time ie iinked to the
reform projects suggested by Professor Triffin for the international

monetary system, for the European Tconomic Communlty and other groups.

10, The main features of the combination of credits and paymenus in gold or
convertible currencies depending on the regional balance poeition of each
Member State, which characterized the Zuropean Paynoents Unifr, oe Lo he

found in the ECLA project.

B. Basic options and matters of detail

.11. Ceftain'practieal mefhode and the main'ofieﬁtaﬁions must be distinguished
in a clearing system. Arguments of convenlence may be advanced regarding

the former and finally the decision results from ‘the result of negotiations,
from arguments or interests put forward by the participantis or from practical
compromises which take shape. The basic options, on the other hand, nust

be decided in terms of the sconomic effects of one system or another and more
particularly of its adequacy in respect of an existing situation or an

evolution which must be promoted.
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12, The first category of questlons cover the follow1ng p01nts.

- duration selected for the period of ligquidation. If settlements are

made dally,‘as “in the Central American Clearlng Fund, the credit i
elément is nil. The more spaced out the liquidations the‘longer

the duration, if effective settlements in-gold or convertible
currencies are - unless the bglances exceed certain sums - carried
over to the date of liquidation. This is the case with a priori
credits in.ECLA projécf I;_and with interim fiﬁanqing in the Triffin
project. On the other hénd, in BCLA project II - that of transfers
of convertible currencies by those who have earned too many or fo
those who have lost too much - the longer the period of ligquidation

the weaker the credit element.

- Definition of a money of account. This in any case is a necessary

. means for the reduction to uniform units of debts and oclaims which
-may appear in a number of different currencies, Whether the dollar
or a unit equivalent to the dollar is chosen is a matter. of political
presentatlon, in this case the guarantee of stability is equal to that
lof the dollar. If on the other hand the unit is defined, as was that
of the European Payments Union, its stability may be greater: in this
case, the unit of account was as stable as the least devalued national

ocurrency in lurope or the United States.

~ Fixed value or spread. The translation of national currencies into

! uq%t of account at a single rate ig an obvious simplifigation.
This was the system of the BEuropean Payments Union, The Triffin
project*pqoposes the same system, Clearings may however be organized
deSpité the existence of a gap between the sale and purchase prioes
of foreign exchange: this formula was accepted in the Furopean
Monetary Agreement. The rate at which claims or debts are settled
must then bé defined. '
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The Monetary. Agreement distinguishes .several cases:

i) . Acquired balances by a central bank, 0pereting on the market, for.
 repurchase by. the debtor country: they are settled at the sale

. price of the dollar in the debtor countrys

ii) Balances résulting from interim financing: they are settled at the

"purchase price of the dollar in the lendlng country,

iit)' In the case of bilateral payments agreements, balances are settled at

_‘the rate provided in those agreements.

It is noted that in the first two cases the rate is the most disadvanta-

geous. for the debtor. . _ o ; o

- PFixing of limits to loan facilities. The limit may be fixed in

" pelatibn’ to the value of exchanges in a near period or in. relation
"o the value of séttlements between a givén country and the élearing
 house, Triffin propdses to begin with the first formula and pass on

to tue second according to the experience gained.

13, On th"e other hand, the replies to the follown.ng pomts, which are inter-

connected, must be regarded as basic optlons,

- Automatic or digecretionary credit. The system proposed by ECLA is

based on an automatic credit, altkough no formula is given as regomds
the equal amount which each country may obtain or must grant.
Automatism 'igures in the Triffin system,only.fer interim financing
resulting from the carry-over of the settlement to the end of the
month. Short-term credits which may cobviate payment at the end of
the month may be classified as semi-automatics they are of the
nature of a relay. On the other hand, any large credit granted
outsgide the two preceding categories, either internationally or
through the rescurces of the clearing house; must be based on

examination of a situation and a stabilization programme.

Two factual observations clarify the matter.
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14.  The aim of a clearing system is to eliminate or at least reduce purely
bilateral .settlements and reproduce them in a group consistirg also of
countries accustomed to settlements in convertible currencies. The latter
will no doubt find advantage in machinery which facilitates payments and at
the same time their own exports.‘ It is hard to imagine, on the other hand,
that, if they are credltors, thej will be ready to grant automatlc credits

for perlods that may be indeterminate.

15. This would amount in effect to forg01ng means of bayment which they need
_elsewhere for 1t is a fact that nearly all Latin American countries suffer

'from per31stent deflclts in their external bhalances,

- Regional or global balance. An automatic credit through a. clearing

fund cannot be based on a reglonal balance, not knowing whether the
country which shows a surplus in the region dpoes not show a deficit
A:elsewhere,hghether the country Whloh shows. this deficit in the area
does'hoffoffset it by surpluses with the rest of the world,: The
_ consequence may be that a country will be led to transfer - in the

'ECLA II system, for example - a posteriori credits, dollars earned

in the area and used for payments to be made elsewheres . it will .have
to borrow them to refund them to the fund. ECLA accepts this
consequence, malntalnlng that a country must not carn dollars at the
exPense of 1ts partners in an effort at reclprocal llberatlon.__b
Trlffln, on the other hand afflrms that a country may be ohllged to

achleve a global balance but not a reglonal balanoe.

16, The obtalnlng of orealts, followed by their exhaustion and immediate.
settlement, cannot govern the economic and financial polloy of a State, and
determine the moment when austerlty cannot be av01ded 1n the case of a trade
which includes but a fractlon, equal to 20 per cent in the hlghest case and
to 10 tb 15 per cent on an average of the total trade of the oountrles |

concerned: such today is ‘the role of 1nter-reg10nal trade 1n Latln Amerlca.
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- Compulsory-centralizationrof operations or not. . The ECLA project

adopts no position on this matter. During the disecussion in Mexico,
Triffin stated that his project did not exclude direct settlements

between banks.
This point implies essential consequences,

The Monetary Fund experts empha51ze in their paper that a clearlng
system results almost of necessity in 1n01t1ng countries to centrallze all
their operations, i.e. to maintain exchange controls or éven establish them
where they do not exist, and finally to eschéw: convertlblllty. The argument

ig as follows:

17. Take two countries A and By one of which requires its residents *+~ ~ffect
all their settlements through a clearing office while the other allows its
residents a.choice.” If country A recsives a fraction of the settlements due
to it cutside the clearing fund it will be able in the ‘accounts to make its
debit situation appear larger than it really is. On the other hand, country
B's credit position in the books may exceed its net positionm. The result
would ‘be that A would be entitled to larger credits and B would have to grant
-larger credits than was justified by the real relationship of their balances

in the areca.

18.- It must be pointed out at once that these observatlcns are not valid

in the case of the ECLA II system' settlements are all effected 1n accordance
with ordinary banklng methods and are statlstlcally carried over at the periodic
settlements by the olearlng house. Nevertheless, the difficulty of accurate

stock=taking is obvious,

19. But that is not the real issue, The objection of the Monetary Fund
experts is valid only to the extent to which the clearlng house admlnlsters
automatic credlts. If only interim flnanclng for an average duratlon of 15
days is involved the pclnt loses all its 1mpcrtance.' If the other credlts_
‘granted by a regional organlzatlon are dlscretlonary or short term, there u

is nothing much to0 gain by showing in the clearing account credit or dubit
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situations which do not correspond to the total amount of the transactions,
but only to_thoée channelled through this system.  This provides an analogy
with therevolﬁtion of payment methods and the currency situation which caused
the develppment-of the Buropean Payments Unicn and finally its replacement by
the‘European Monetary Agreement. The possibilities of direct arbitrage,
causing a part of the transactions to evade clearing, do not basically change
credit heedé:i‘the.ﬁet positive or negative bzlance is the: same whether a
fracfionsgf the.trgnsa9$;ons is cleared directly and another transmitted to
the clééfing housé. Much more important is the possibility of obtaining the
currency of other members on the fres market and causing at will varlatlons
in the oreditor or debtor position transmitted to the clearlng house. As
soon as that facility was offered, the Zuropean Payments Unlon had to ﬁfy‘to
eliminate automatic credits based on a combination of payments by credit and
settlements in gold or in dollars within the limits of a cumulative situation
carried over t0 a quota. It had to adopt the integral settlément of balances
together with simple interim finaneing and - completed where necessary by fion-

automatic credits.

C. ’Légical Sequenées

20. The very brief analysis of the projects, the review of purely praéticai
options or on the contrary of options of principle which must be taken up;y
make it possible to summarize the logic of the systems proposed, the sequence
which leads from gn initial position to a series of solutions or perhaps
difficulties, |

The ECLA system is based on the principle of reciprocity regarded as the

condition for regional integration.,

The regional .balance, but not the global balance, is therefore taken
into account. Reciprocity requires, and con51derat10n cf the regional
balance permlts, that credits should be automatlo. They, imply. the establish-
ment of quotas accordlng to country,defining the global credit which
countriés may receive or must grant. Repayment of credits obtained is
effected only by transfer of the cumulative position of the Member State

involved.
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The automatism of credits leads lember States to channel their
transactions and if necessary to re~establish appropriate controls in this
way. In any case, & Fund is necessary as in the Zuropean Payments Union: -
the gold and convertible ocurrencies paid in by some. are not automatically
transferred to. others. Inversely, the creditors may be entitled to such
gettlements without the debtors being obliged to effsct them since the -
rights and obligations depend on the credit situation carried over to the
quotas. The Fund bridges the gaps between the situations of the various
parties,

21. The sequence of events resulting from Professor Triffin's preﬁises is’

entirely~different.

The obgectlve is net reclpr001ty but the sav1ng of forelgn exchange by
the use of a money of aooount, the establlshment of guarantees fa0111tat1ng
both trade development and the credit of the Latln Amerlcan countries in.
their relatlonshlps w1th the out81de werld and flnally a conordlnatlon of N

economic and monetary pollcles.

Consequently, there can be only very limited automatism of credits.
The month's transactions are all settled in gold or in foreign exchange at
the time of settlement except relay credlts which must be redeemed over a

llmlted perlod.

The exclusion of any large-scale automatism prevents the excélusiveness
of the system: it is compatible with the method of settlements between banks
and of arbitrages; there are only inducements to use the money of account to

the extent that it saves foreign exchange.

The system therefore implies no re-establishment of controls where they:

do not exist or tightening of controls where they do exist.

A Fund is not a sine gua non, for settlements are effected in gold or:a

convertible currency. It isy however, a very useful complement fo reinforce
the guarantees constituted:by the unit of .account system and to ensure
credits., It is propesed that, apart from. foreign contributions, the Fund's
supplies should be based not on fizxed quotas but on the reserves situation

of each country,
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22, It emerges from this brief comparison that .the ‘objections to centraliza-

tion, the abandonment of banking settlement procedures, the disruption of

- trade flows, and the return. to.comtrols cannot be raised. in gemeral and-in . .

the abstract against all . clearing house-systems: on the g¢ontrary, systemi.. .
* may be established.which escape them entirely; while jat the . same time--;:. .-

strengthening the flexibility of:settlements, the solidarity of States and ..

the credit of the.region...:: - ; ‘ LR ' ‘
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SPICIAL PROBLEMS

23, A certaln number of determlnatlons ‘appears neceseary for the completlon'“
of multilateral settlement proaects, a certaln number of dlfflcultles ' o
frequently clted must be either overcome by reaeonlng the cage or removed
by the rules .of the game, . This 1e due to the consequences resultlng from

the diversity of the monetary systems in force in Latin Amerlca.

A Replenighment of a fund

24, There are two questions - in great measure inter-connected - relating
to the extent of resources necessary and the sources from which they may

be derived,

25. It is to be hoped, of course, that foreign funds will facilitate the
establishment of any settlements system set up by Latin America. In so far
as the resources which could be derived from the area itself are concerned,
it is not a good argument to say that the total of the available means would
not be increased thereby., For that total may be much more efficiently used
either because temporary surpluses, rather than remaining idle, facilitate
the development of another country or because credits are better distributed

o allow of more economic trade.

26, Tre extent of resources obviously depends on the function of a fund at
the disposition of & clearing house., Its function in a system such as that
of ECLA, in which i% would resemble the capital which the European Payments
Union needed, is different from its function in a system under which net

settlements are made in gold and convertible currencies.

2T7. Under the first system, the fund must make it possible for the gap
between the entitlements to payments in gold or dollars of some and the
entitlements to payments in gold or dollars of others to be bridged, On
this peint the ECLA document contains certain calculations and Professor
Triffin compares the volume of trade to be financed in Latin America with

that for which the Huropean Payments Union assumed responsibility.
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28; An a erorl determination of the sums necessary under the various systems
and assuﬁptlons is practically 1mposs1b1e. ‘It must be remembered that i¥
gettlements through clearing agreements are not exclusive, other credits may
“be added to them in inter-bark relationships or by taking a.round-about way
through American banks. Zxport credits are beginning to be organized in
Latin America with a view to developing trade in industrial preducts. within
the area. There is a speclal difficulty with respect to trade in agricultural
products, which may fluctuate considerably depending on the harvest.in one

" country or another. Tven if bilateral payments agreements, covering all
inter-country transactions; must be abandoned for the sake of multilateraliza-
tion, no one considers it necessary that a country should bve forbidden to
combine a credit with a delivery from a surplus harvest which might, the

following year, be followed by an 1mport to offset a def101ent harvest.

29. .The.size of a fund, therefore, is not measured by ihe totallty of
transactions but rather by the specific . tasks assigned to it, whether it
serves as cash in hand ensuring flexible adjustment of members' claims

and- debts, ior to honour guarantees, or is the basis of credits of less than

a year or of longer-term additional and. discretionary credits.

30, It is practicable therefore to seek a formula which may be added as an

experiment without constituting a real burden for those countries whichk have
to contribute. This'argument'pleeds in favour of a fund - in which the Member
Statés would depos1t a fraction of their reserves, varylng with ‘the level

ot these very regerves,

3J1. VWhat are 1nvolved, of course, are gross reserves from whlch short-term

commitments have not been deducted. The net reserves method would iead to

j:'san& ceuntries, including the United States and Great Britain, showing a

" “negative figure. When these commitments fall due the reserves will'be
iredﬁcea and cortributions reduced in proportion., ‘There is no need therefore

to discount in advance a hypothetical reduction of the resources:-available

" 30 a country for ite’ payments.
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32. The system of countributions fixed as a percentage of reserves gives
rise to certain misunderstandings. The following is a quotatlon from another

work by:.the author of this reportsl

'"Sdhe critice expressed concern about the automatic granting of credits
which the systemn seemé to imply. But this criticism is founded on a
.confusicn. It is true that funds would avtomatically become available
a8 a result of an increase in Members' reserves. But, apart from
harginal sums at shbrt terms, the granting of joint credits should
' remaln a purely discretionary matter linked to a programme for restoring

r'hﬁhe payments ‘balance to be discussed by the deficit country with the

oountrles prov1d1ng collective ald

Secondly, 1t is feared that there may be dlfflcultles in oollectlng
contributions from Member States. It is true that — as opposed £t0 the
Intérnational MonetaiyzFund's gystem of fixed qﬁotas‘governing the
amounFS'béth of subscriptions'aﬁd of perﬁissible withdrawals - the
connexion;betwéen the facilities available and the obligations assumed
would here appear to be broken; and it is further stréssed that it is
the prospect of receiving facilities that prompts countries to make the
required contributions. This observation, however, though it may hold
good of the member countries of the Monetary Fund as a whole, ceases to
apply when the only countries in guestion are advanced .countries with
a leng financial tradition. Horeover, it is essentially incompatible
with the refusal to admit any sort cf automatism in the credit system;
for if there is no automatic credit, there can be:no 1ink_between

.rights and obligations,

Again, it is argued that States prefer fixed obligations to variable
contributions, That is, of course, true in so far as they seek 10 prevent
an increase in available funds from resulting in an increase in thelr
obligations. But the reverse is equally true: 1t is difficult: to meet
fixed obligations when available funds. fall off. It appears, therefore,

that an adjustable system involves on the whole less risk.

1/ "Dialogue des Continents" - Tlon Zditeur, Pages 133 and 134.
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Lastly, it is objeoted that the criterion by which contributions are
fixed in terms of reserves does not correspond to the real resources
of a country ~ its wealth and its income. This criticism also misses
the point. ‘A private person's savings in cash or at the bank are not
always in strict proportion to his total property or his income.
Nevertheless, they constitute a fund of credit which, by his own decision,
he makes available to others. In the same way a country which hoards
gold or forelgn currency is in fact, by that very decision, grantlng
credits to other countries. It is elmply a questlon of recognlzlng
the fact and of bringing it to the notlce of the country concerned -
and not of imposing & tax on such a parfiel_essesement bagis. Moreover,
thie contribution of a fraction of its reserve crzuion ecstoin

advantages: 1t is interest-bearing and may be covered by a guarantee",

33. It would seem, therefore, that this system is preferable to a system of
quotas. Its particular advantage lies in the fact that creditor countries
recover their liguidity when it is needed to effect payments. The practical
solution ie to fix the contribution required of member States in a more or

lees arbltrary manner at some moderate flgure, while at the same time
establlshlng a procedure by whlch it may be raised in case of need and,

above all, providing an incentive to make voluntary deposzte above the required

minimum by arranging for interest to be paid and by prov1d1ng solld guarantees,

B. Monetary practices

34. Another group of problems arises from the variety of monetary systems in
existence, that is to say, from the oxtent to which these diverge from the

system of free and stable exchanges.

(a) .Ekchehge Control

Jxohange control would not appear to constitute a real obstacle to
the 1ntroduot10n of a clearing eyeteﬁ, which may indeed provide an
effectlve method of eo—oPeration between monetary authofiti:r_ Tha
Central American Clearlng House receives from countrles operating
exchange control only cheques or payment orders which have been
stamped by the State concerned to confirm that they comply with

its exchange regulations,
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Under the ECLA II sysiem, under winich countries pay or
withdraw foreign currsncies; tke problem of exchange contrecl rerains

a purely internal matter for sach coumtry.

Under the machinery proposed by Frofessor Triffin, whéerehy
“States sell rights of withdzxawal to .. . residents, the States
themselves are entirely free to limit such sales to legal

“transactions, whether on current cor on capital account.

(b) The problem of multiple currea.ies at first sighf éppears more

: complicated. Tn reality, however, this is only the ca56 when 2
State is in a position to obtain from another State in respect
of certain transacticns or certaln products the payment either
of a large sum of the latter's currénoy or ol é quantity.of
convertible currencies. In other cases, muiti?le exchéhge.rates
are essentially an internal matier coverainz the rates at which'
curreancies are bought cor =mold for différent Typeo'of trensaction

to residents of & country.

In the present situation on world markets, the iirét‘ﬁrobiem—
has ?ery little‘topioal interest. In ony case, it can be a’ usted
by export duties. A% the worst. the situgiicon resembles.that hen
a countryrdemands, for certain markets, dirzect paymenf'inquld or
in "hard" currency. I wajnontd throughla clzaring fund are covered
by satisfactory guarantees of exchange or convertibility, whilet
deposiis or credits carry initerest, even this teEpfatiCﬁ“is‘femovod;
In any event, it has been shown that a ciearing syastem can cperate

"

- effectively even if it does notl cover all Franwzactions, sc long as
least as it does not invelve substantial automatic credits greanted
for indefinite periods and repayable only by a debtor country

becoming a creditor.

The essential p01nt about a uystem of multiple currenci isg
that 2881dento buy or can sell forelgr currencies at dlfferonu
rates acoordlng o the transaction for vaich they are needed. Tun

the 51mplest ‘case. differential rates are fixed for commercial and
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.. for financlial transactions. The nexti degree of complication is

_when;diffgrentialnrates are fixed for:.different oategories of

exports and imports; thus traditional exports may be given a less
attractive rate, while the currency thus obtained is devoted to
essential 1mports at favourable rates; hlgher rates are fixed fto

encourage new types of export and to 1mpose "c“.“ 1t L7 non-

'essentlal 1mports.' The 51tuat10n becomes stlll more complloated
"1f ratem are dlfferentlated for varlous types of product, and
' partlcularly in those systems under whlca avallable stocks of

'forelgn currency are allotted to various types of 1mport and where

the alletation for a glVen prodtict is sold by competltlve bidding.

.Systems of that kind are équi¥alent to' import and export taxes or

subgidies; but they do not prevent a’ country from' fixing a single
rate at which ifs transactions with foreign céuntries are liqui-
dated. . The real question is whether that Pate is effectlve, or
whether the official market is not short—clrcuited by another
market ofi' whieh'residents consent to‘pay a'con51derably higher
price for foreign cufrency and on which non-residents can obtain

the currency of the;c¢ountry in question &b a discount.

The consequencé of a syatem ‘of mult1ple cturrencies in a

clearing system baséd on a unit ot account ‘is that ~ 6 the extent

-to"whickh such practices in a given“Stdte”are pérmitted by the

Monetary Pund -'that State has the right 6 2611746 or buy o= iis
residents rights of withdrawal on'the:clearing fund at different

rates of exchange-

Fluctuating rates

- Mention must be made of the rapid variations in the exchange rates

of a certain number of Latin American currdéncies, Ths problem
inevitably arises as to how far .variations are compatible with the

introduction of .a clearing fund. . - =ne-

‘These fluctuations may affect all ‘ffansactions indifferently
or else some transactions may be conducted for a time at a fixed
rate pending the fixing of a new rate, while the remainder -

whether they are commercial or capital transactions - are left to
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the workings of the frec market, which may or-may not be subject

-to government intervention. In the latter case, exchange fluctua-

tions and multiple rates are combined in the simplest manner: that

of two markets.

A fluctuating rate is only the ektreme form of periodical
ad justments of exchange rates, and regulatiohé have to.be devised fox
cages in which the rate of a currency changes during a liquidation
periocd, I+ is obv1ous that solutions will dlffer accordlng to the

length of the llquldatlon perlod and the clearlng machlnery.

1f balances are cleared daily and settlements are made in gold

or in convertible currencies, the problem of fluctuating rates is

#irtually negligible, even if the transactions themselves and not
the Ealances are passed through the clearing system, and even if the

unit'of account is only an intermediate calculating device to enable

 the different currencles to be added and subtracted, and is not

"actually used in settlements, . That, in. broad outline,.is what

happens in the Central_Amerlcan.Clearing‘House;

If liquidation cceurs only at intervals - at the end of the
month, as in the European Payments Union, the Eurcpean Monetary
Agreement and in the Triffin proposal, or every sixty or ninety days
as ﬁnder the ECLA schemes -~ an adjustment in the rate of one of the
curreﬁcies,during a liquidation period necessitates a separation of
accounts, at least in so far as the currencies of different
countrles are actually used for settlement., Witk fluctuating
exchange rates the problem may become inextricable if the transac—
tions concluded in the various currencies.of the partiCipating
States are passed to the clearing house in the form in which they

have been made.

It is precisely the fear of variations in exchange rates that
is one of the reasons for quoting transactions in a third currency,

usually the dollar. In these circumstances, operators in the
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country manipulating its gurrengy receive, .in .exchange .for- their
foreign currencles, amounts of thelr natlonal ourrenclee Whlch

"lvary elther Wlth the OfflClal rate or w1th the free-market rate.

The real purpose of clearlng maehlnery may be to av01d a
fluctuation of rates producing 1nternat10na1 reperou391ons, Whlle

11m1t1ng reCOurse to the use 6f gold or 1nternat10nal ourrencles. .

In thls connexlon, 1t .may be 1nterest1ng to desorlbe the

_;course of operatlons under the Triffin pr0poeal.

At the beginning of the month, a country is credited with -
certain rights of withdrawal in the unit of accounts it -doed not
_ have .to buy them with its own currency; it may; however, expand its
account by purchasing additional rights with gold or with currencies
convertible outside group. Its account is debited with the . )
wpaymeﬁts.lt mekes and oredited with those it receives. The various
netionel_eu;pepelesﬂse far play no role.in the system and their
. reeeeetive;;eteeiareroply relevant to t;apsactione between the ‘
rnational'mehetary authority -~ in practice, the Central bank - and .
the nationals of the country in guestion whose payments or

'w1thdrawals in unlts of account are settled at the current rate.

. When balanoes are calculated at the end of the month they are
in_pr;nctple paid to the creditor country or by the debtor. country
in gold or in currencies convertible outside the group. Thua, the

. clearing system is not affected by rate fluctuations.

The stand - by oredits made to.partisipants - like thoir debts
and -their arresrs of interest ~ are also expreseed in the umit of:
-account which is independent of any fluctuation in the exchange . :

rate of their national currencies..
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C. Balanses,outside the gystem N

35. Mentlon must Ye ‘made of the problems whlch may’arlse for a multilateral
clearlng system from the existence or appearanoe of balances outside the

system.

36, ithen the Buropean Payments Unidn was set up, the problem of accumulate.
balances made itse1f'félt, particularly in connexion with Grest Britdin which
was well aware of the leverage which an accumulation of sterling holdings by
other Huropean countries gave in the development of its exports. A compromise
wag reached in that Great Britain Was compensated for the additional logses

in gold oooaSLOned by prlorlty belng glven to some of 1ts olalms on Unlon fund
by . the llquldatlon of certain agreements resultlng from the oreatlon of the

Union, . .

37. It is- to be noted that & similar problem has been avoided in Latin America
by the elimination of bilateral agreements. In any case, the problem would

not have been so serious as in the case of a world currency like the pound,
substantial quantities.of whiok might be held for long periods in other

countrieg.: - .. . Cr iy

38, The cther nroblem which has been of particular concern to ECLA is that

of the relationship between countries which make their mutual payments in gold
or in convertible currencies and couniries linked by Dbilateral agreements.
The purpose .of multilateral machinery,of course, is to get rid .of such
agreements and-the distortion of exchange rates whigh they produce. ECLA
proposed either that a ceiling be set to bilateral agreemnents, and that the
pargies showld agree te. the multllaterellzatlon of any sums 1n -excess of the
ceilings  or that suooesslve blooks of bllateral balanoes be transferred to

the clearing system. It is 1mposs1ble to sug O'ss‘t that all bllateral credits
gshould disappear, sspecially if they are llnked w1th large orders for goods,
Such cases are provided for under the TT‘uropea,n Monetary Agreement, which
allows them to be settled by the clearing arrangements on condition of previous

notification; they are cleared at the ratc laid dowrn in the agreement.,
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39, Once again it should be noted that the introduction of accumulated
balances or of bllateral balances ar1s1ng from speclal agreements ‘between
countries into a clearlng system creates no genulne difficultiss unless

the net credit position of the countrles affected by these balances triggers
off a system of automatic credits. The position is quite different if the
credlts based on the balance within the regional system are of very .short-
"term and if the assistance offered jointly by the member States of a -
clearlng house is designed, as part of the 0perat10n of an agreed programme,
“to avéid a situation arising in which the global balance of one of the
partners eempels it to apply restrlctlons to the common msrket area that lS

belng created

P g 5
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CONCLUSION

Adminigtrative organization and relationship with other

ingtitutions

40.  The administrative organization required by an internatioﬁdi'bleafiﬁg
fund may be extremely small provided that only balances and not transactions

are centralized, and that it works in congunctlon with ‘the Central banks.

41. ° Banks tradltlonally work for each other 8 account Wlthout charglng for
their reciprocal services. Centrallzed operations should be conducted at
the Central banks., The operatlng costs of the Buropean Payments Union, and
of the resulting HBuropean Monetary Agreement, can be regarded as negligiblej
apart from salaries for staff and the cost of equipment, the bulk of the
expenditure consists of the constant telephone calls and, when necessary,

telegrams,

42. It should be perfectly apparent that there is no incompatibility between
the establishment of a clearing house or of a Payments Union in Latin
dmerics and the fact that most of the countries concerned belong to the
International Monetary Fund. The supplementary aid which a Payments Union
can give is in no way restrictive: with the present situation in regard to
capital resources in Latin America, it is indeed normal to have recourse,
first of all, to extermal sources of capltal and, in particular, to credits
from the Monetary Fund., The multilateral credits between States belonging

to the Union should be regarded as supplementary and as serving to avoid

obstacles to the development of trade within Latin America.

43. Triffin suggests that the Monetary Fund might act as cashier in the

same way as the Bank for International Settlements acts as cashier to the
Buropean Payments Union. And, jusi as the Treaty of Rome provides for

rutual support between member States and a common approach to international
organizations, particularly those capable of granting credits, so the Latin
American States could express a common opinion regarding the needs of zx~ of
their number and any programme it intends to adopt. It would be advantageous
for organizations such as the International Monetary Fund to deal with a body
capable of analyzing and stating a case. It must, however, be decided what
limits to set to the group of countries constituting the proposed Payments

Union,
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A4. ‘Tn any case the guestion will ariee"ﬁhetherliﬂ order to faeilitate:r
effective 1mplementatlon of the Moritevideo Treaty, or even g0 beyond 1t,-
in the sense of settlng up a real common market the clearlng machlnery '
ghould be llmlted to countrles which are members of ALALC or whothér the

system ‘ghould be wider so0 as to premote ‘the trade of all Latln Amerlca

" countries generally.

45, The ECLA schemes are based eeeentially on the establishment of a free
trade area; the system of automatic credits should encourage States whosé
balances have been rendered p051t1ve by the pollcy of llberallzatlon to
VSPeed up the abolition of obstacles %o 1mportatlon, and to prov1de 1ncentlves
prlce or quallty. It has been shown that the first obJectlve wae 11m1ted to

the full‘realization of a common market, and that the second was tantamount

B TS ‘systematic organization for the diversion of trade. A syetem for

'av01d1ng hold—ups in the develoPment of trade,‘lnv01v1ng dlscrlmlnatlon 1n

the form of special help given by a grOup of countries to one of its members,
is only legitimate if it removes some obstacle to a process of economic
integration and of combined development. This principle of mutual aid,
therefore, is based not on an attempt to achieve a balance within the region,
but on the desirability of preventing restrictions motivated by desequilibrium
in the global balance of payments from extending to the whole region in
process of integration. This second, more flexible and more econcmical
conception leads equally to the conclusion that the establishment of a Fund
capable of providing supplementary aid is a legitimate corcllary to the

Latin American free trade area.

46, Such a concep%ion would not rule out a proper clearing arrangement
embracing all Latin American countries, in units of account with interim

payments in connexion only with end of month settlements.
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47. The situation of the Central American States poses another preblem

for they are linked both by a common market and by a clearing house
designed, as has been showm, to meet a different situation and whose
machinery differs from the kind that would be needed for the wider gcope

of Latin America. It would, however; be perfectly conceivable that this
Central American clearing house as such in place of the States it represents

should be a member of clearlng system covering Latin Amerloa.

48. This would lead to the idea of a payments union centred on ALALC Wlth
funds for stand-by credits or, if resources increase, for discretionary
longer-term oredits.‘:In addition -to full members, participating in clearing
arrangements and in maintenance and administration of the funds as'wgll as

. in the_prpfit derived from them, there would be associatq members pomprising
States temporarily outside ALALC, and the clearing house .of Central .
American countries. These flexibie links would make it possible to reconcile
the efficiency and fhe generality of the system while at the same.time taking

to its limit the economic logic it has to serve.
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CENTRAL BANKS AND REGIONAL AGRLEMERTS ON
INTEGRATION IN LATTN AMERICAi/

49. The fact that monetary co-operation is explicitly recommended in the
General Treaty of Cenfral American Zconomic Integration, but only referred
to indirectly in the Treaty of Montevideo, is due in part to the differing
purpoees of the two treatiee. At the same time it must be admitted that
prior to the eigning of the Treaty of Montevideo all'efforte to reach at
least one p031t1ve solution to payments problems in the contemplated free
trade ares had failed and that it had been relatively easy to secure the
co-operation of the monetary authorities in Central America where currench‘
was convertible and there-was'monetary stability‘ Thus in Central Amerlca'
eff1c1ent machinery exists for official and multilateral’ co-Operatlon,
whereas in the case of ALALC, national monetary authorities take only

unilatersl action in implementing the programme for integration.

50. Up to the present time the ALALC Central banks have taken‘the'fellowing,
rather eecondary,'steps towards the objectives of Latin American economic

integrations

(a)"pertieipatiqn by the central banks in the‘State bodies reeponsible

for carrjing out the obligations of the Treaty of Montevideo;

{b) technical assistance for staff of issuing houses in preparing for
the multilateral negotiations on tariff concessions, -and for the
actual negotiations which taks place annually at the time of the

conference of the ALALC contracting partiess

(c) ellmlnatlon of bllateral payments agreements in force 1n the area,
or revision of .those agreenents in accordance with- the splrlt

and the letter of the Treaty of MonteVLdeog'

;/ Abridged wersion of a document submitted by Mr. Miguel S.Wionczek,
Director of the Department of Information of the Latin American
Centre for Monetary Studies, (CEMLA) to the Central Bank Technicians
of the American Continent at their seventh session (Rio de Janeiro,
October 1963).
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(d) monetary and evchange measures to promote trade in the area,
or suspension of restrictive monetary and exchange measures

introduced since the signature of the Treaty; and

.(e)' establishment of agencies or bfanohés'of‘central banks in

certain membér countries of the Association.

51L. The central banks of the member countries of the General Treaty of
Central American Econcmic Integration have achieved much more solid success
than those in the zone of ALALC; this is apparent from the efficient
functioning of the Central Americarn clearing house and by a certain measure
of co-ordination of exchangas policies cperated by the various countries.

It should be emphasized that in the view of participating countries, the
clearing house has been a dynamic force in the area's nccelerated progress .
towardé the expansion of irade hetween Central American countries and.

towards the comEon market.

52« TNearly four years after the signature of the Treaty of Montevideo
progress towards a solution of the payments problem and towards monetary,
exchange and financial co-operation in the ALALC area may be described. as
neg11g1ble. In contrast to this stagnaulon, however, are the con51deratlons
relatlng to the theory of economlc 1ntegratlon, the pﬂeclse proposals
formulated by experts of 1nternat10na1 repute and the grow1ng concern of

the governmenis of the area and of the private séctors in the member

countries of the Treaty of Montevideo .=

;/ See, in particular, the joint declaration of the Presidents of Brazil
and Chile (Santiago, 24 April 1963) which recommends member States of
ALALC "to set up payments systems which, without imparing the
convertibility achieved by member countries of ALALC, will promote the
extension of intra-regional trade, the progress of measures for lifting
restrictions and industrial co-ordina*ion''. See also the agreements
of the Association of Chilean exporters (Santiago, 27 March 1963) and
the Sixth Brazilian Conference on External Trade (Belo Horizonte,

July 1963).
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53, 1In any event, the view is emerging im certaih'quarters;/ that, in

view of the extremely efficient internaticnal private banking systems

which exist and of the fact that convertibility has been re-established - -
in the area any multilateral payments agreement for Latin America would. be
useless; that, moreover, such an agreement would be detrimental to Latin
America's financial relations with the rest of the world and %o the

situation of the ALALC membeérs themselves, for it would automatically

limit the convertibility of their currencies. It is worth noting that

those whio are opposed to the adoption of a regional payments agreement

also seem 'to fail’ to grasp the need for monetary co—operation and co-

ordination in Latin America, - -

54 . These negatlve 0p1nlons will not be discussed 1n detall here.

Another document Submltted at the Rlo de Janelro Meetlng by a Well—known
European expert2 on economlc 1ntegrat10n problems shows that 1t is 1mpoe91ble
to claim, 1n the abstract, that the 1dea behind any reglonal compensatlon system
would be cen* “allzatlon and the ab: n’owenu of tradi ticnal banklng methods,

or to submlt that 1ts purpose would be to upset trade fiows or to seek to
reinstitute a pollcy, of control On the contrary,‘accordlng to this same
expert t ahould ‘be pOSSlble to env1sage a eystem which eould 1mprove the
fluld.:l.ty and. efflclency of regional payments, strngthen reglonal economic

and flnanclal co-ope‘atlonrand Latin Amerlca 8 51tuatlon in relatlon to ‘the
rest of the World w1thout hav1ng an adverse effect on the zone or on 1ts

relatlons with th:l_rd countrlese

_/ See for example the statement by Peru at the meeting on commercial
policy and the Central Bank (Bogota, l-6 April 1963) and contained in
the document entitled Peru, Oxgonizations taking part in the - :
formulation and execution of commercial .poiicy (ALALQ/PG/I/dl/lé)

g/ Pierre Uri, The Problem of a Payments Union in Latin America (document
submitted by the Latin American cenize for Monelzry Studles at the
seventh meeting.-of Central Bank technicians).
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55. The manifest absence of progress is due to 'a variety of causes. First
of all, the Treaty of Montevideo, because it is the result of efforts to
find a common denominator for the particular positions of the countries - -
which négotiated'it,can be interpreted in a number of ways - for example; as
a commercial preferential treaty with very limited effects. Then,. the
proposals for solving regional payments problems which were made prior to- .-
signature of the Treaty of Montevideo, and which are still the centre of
attack, were made in anticipation of a much more ambitious regional treaty
than the Tfeaty of Montevideo, Moreover, most monetary authorities in the
zone are preoccupied by urgent and difficult shortw-term problems. Last,

and by no means less important, the ALALC machinery with its obligations

and weaknessesa -has emerged in 2 region laclking crrerience in economic co-
operation, composed of countries whose economiesy independent of each other,
have very long been linked with the economies of the world iﬁdustrial_
gentres, .These factors may well explain the present situation, which is
chargoterized by the fact that most of the ALALC monetary authoritieé .
refuse to define their position with regard to payments préblemé-and monetarjlh
co—operation. The theory that the lack of progress in the direction
desired, is probably due to the "wish not to adopt an idea whiéh could be
interpreted as a disagreement with international .arrangements on’mongtary
policy“.&/ After all, the establishment of the Buropean Payments Union

did not-provoke any irreparable crises in the relations of its member
countries with international organizations, nor did the establighment of

the Central Americar Clearing House and the monetary co-operation between

ite members have any adverse effecis on the relationship between these

couniries and international bodies.

56. Now, in view of the fact that the obligations of the Treaty of
Montevideo are only a_éta?fing point and not the final goal of the partic-
ipating countries,_thétmﬁhroughout the region there'isfincreasing pressgré

to speed up the free-~trade programme, that co-operation embraces indusirial

l/ ECLA, Realizaciones ¥ perspeciives en el rroceso del mercado regional
(B/CN.12/668), 18 April 1963, p.86.
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policy and ‘economic development policy and that the executive bodies of the
Latin American Free Trade Association is gaining strength it can. be asserted
that if those objectives are to-be achieved, a regional monetary system.yill
have to be created. Such & system is nedessary mnot only to faeilitate
pajments for existing commercial transactions but also to protect the region
from the possible danger of a reversion.to bilateraliem to make more.raticnal
use of the limited hard currency rescurces on which Latin America as. a whole
depends, and to establish a permanent institution in which:the monetary
authorities can collaborate in solving the problems of internal: and external
monetary poIicy; or at least exchange information on proposed; measures. which
might impede attainment of the purposes of the Treaty of Montevideo- and. ..

subsequent complementary agreements.

57. It would be a complete misunderstanding of the kind of problem faging
Latin America to assume that the convertibility of currency achieved at. the
end of the last decade is permanent, or that .it is guaranteed by supplementary
liquidities obtainable from international sources.  Un the contrary, the
external situation of Latin America as a Wholel/ ig still deteriorating; it
can ‘be ‘gauged by ithe absolute level of gold reserves .and foreign currency, by
ite share of total international reserves and by the proportion of its net
extornal debt, which has returned very nearly to the levels reached. hetween
1930 and 1940;2/

58;.:it'ié_ébﬁioﬁé%that such serious problémé'éénnot be solved By the
establishﬁéntrof?régional payments maohiﬁeryjiaﬁymore that théy can bé solved
by fﬁéféé-pfdinatién‘of ﬁonetéfy and finahcial poliéies.' Névertheless,
whatever mé&'be done to stimulate the ordered progress of development on a

regional scale, Latin America's external positibn will have to be stréengthened,

1/ Between 1953:and 1962 the participation of America (excluding Cuba and
Venezuela) in world gold and currency reserves fell from 4.5 to 2.8 per
cent. Simultaneously, the relationship between the reserves of the 18
Latin American Republics and their annual exports fell from 47.3 to.

- 2641 per cent. :

g/,_Seg-the document "Recent changes in the external public debt of Latin
American couniries" subtmitted to the Rio de Janeiro meeting by Mr. Bardi
Rao of the IBRD and BCLA document "External. financing in:lLatin. American
development" (E/CN.12/649), Mar del Plata, May 1963, pp.211-234,
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59, "The extreme precariousuness of convertibility in the region is _
illustrated by the extent and persistence of all sorts of monetary and
exchange restrictions;, which do nof appear to be temporary, since they
are now greater than when convertibility was restored in the region at the
end of the nineteen fifties. . As has been mentioned in the firsit partd of,_‘

- this paper, the monetary authorities of the ALALC countries are certainly

" gtriving unilaterally to protect intra-regional trade against the effecis
of these restrictions. The measures adopted would however be far more. .
effective if recourse could be had to sub-regional consultative machinery
incorporated in & clearing system, whatever particular techniques:that.

machinery might employ. -

60. The extent to which the member countries of a regional payments
system could make more rational use of their international reserves than
they do at present would depend, of course, on the characteristiics of
the system and, in particular, on the intervals at which and the method
by which elearing is carried out, on the extent and nature of credit
facilities, and on the source and volume.of the financial resources at the
- gystem's disposal. Even the most rudimentary clearing system, however, .
would make pessible an undoubted saving of currenciles within the area.
and would enable the atocks of currency now held by the Latin American
Bank outside the region to be used for purposes other than the financing
of intra-regional trade. Even if a very simple system were set up, based
on monthly clearings in dollars or in gold, the advantages of such é
system would be apparent, partlcularly in 31tuatlons such as are causéd
by the seasonal fluctuatlons in commerclal payments w1th1n ALALC Whlch

coincide with pressure on the reserves due to speculatlve movements.

61. Apart from the direct effects of a regional payments system, we must
repeat once again that, in the absence of some such machinery, it Wlll be
practically impdssible to achieve co—bperathn_andrco—ordlgat;on“ofrthe
monetary and financial policies of member countries;.a goai:wﬁichfﬁéﬁ,
hardly be achieved by means of non-institutional contacts. 1t ‘seems ‘that
the ALALC countrles ére on the way to attalnlng thelr first obJectlve -

closer contacts between monetary authorltles in the reglon - thanks to the
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establlshment in May 1963 of the Consultatlve Comm1531on on Monetary L
Affairs as an organ of the Standlng Exeoutlve Commlttee of the Assoclatlon.
For ‘the moment however, apart from the fact that the executlve organs of
ALALC are in general very Weak, the competence of the new Consultatlve‘”
Commission seems exceedlngly llmlted 51nce it cons1sts exclu51vely 1n .
'carrylng out "studles relatlng 0 the flnanclal and monetary seotors of
common 1nterest to the contractlng partles” and in preparl : "such ; )
meetlngs as thé Standlng ‘Executive Commlttee may convene"'lj The terms

of referenoe of the ALALC Consultatlve Commlss1on on Monetary Affalrs do
not ‘&ven reflect the recommendatlons of the flrst ALALC Meetlng on .
Commercial Policy and Central Banks held at Bogota in Aprll 1963, af whlch
it was stated.that "effective formulae for the appropriate’ co—ordlnatlon
of financial systems in ‘the drea-so as-10 ensure the adequate and rapld
economiic development of the region are 1ack1ng“.2 Slnce, to achleve
monetary and financial co-ordination, contacts musi be establlshed between
tha'abnetary,authorities at the highest level, it is hard to iaagihéifﬁat
- a consultative technical commission dan be an appropriate instrument for

-such .co-operation.

62. In the light of the above, it seems that a reglonal payments system
capable. of speeding up:the:Latin smerican economic 1ntegrat10n programme
should be optional, in respect both of membetrship #nd of recourse to the

. facilities it offers.. The machinery, however should Temain open to other

.-Bee- Resolution . 33 of the ALALC Standing:Executive Committee {23 May 1963).

See Agreement No,3 of the Bogota Meeting of the Latin American Free-
Trade Association, Informe de la Primera Reunion Comercial-y de.Bancos
_Centrales 7 Slmllares, Doc. ALALC/P/I/dt 4, 5, Aprll 1963, p.2;L

e |
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members of the Association and even to Latin American countries which have
not yet signed the Treaty of ﬂon;evideo,_,ThatrTreaty provides for the

' éonclusion_of Varioué types of agreement, and in particular, agreements

on industrial co-ordination, which do not necessérily‘include all the.

counfyies'iﬁ thé regiong sd.that:gn agreement. between only three central

banks of meﬁber.céuntries for the.mﬁltilgtepal_clearing,of-payments-would

conflict neither with the letter nor with the spirit of the obligations.

unde:@éken by the_ALALC.countrieg. ~In this way, the problem arising from

thg'féct thai there are iﬁ the region a certain number of central banks .

which aré inferéstpd neifherrin a .given payments system nor in any other

 form of co-operation, could be overcome.

63. . Secondly, admitting that the radical solution of the ALALC paymenfé
problem lies in setting up a suitable structure within Whioh-mdnetaff kR
authorities can-collabdfaté more effectively on other aspecta of the

- integration programme, perhaps ‘the best starting point would be the
establishment of a clearing system "on” the simplest possiﬁle‘lines.l/ The
unhappy experience of the past leads one to think that the present impasse
is, to some extent, the consequence of attempting to set up a very“cdmblex

structure at the very outset, .

64, Mutatis mutandis, the presemt situation in the matters discissed in

this paper, is identical with that existihg in the region prior to the -
signature of the Treaty of Montevideo = when Latin American econohmists Were
invoking theoretical arguments to demonstrate the necessity of achieving

& regional agreement which, from the very start, would lay the solid
foundations of a Latin American Common Market. However, as the situation
.w¥as not then ripe for: such a regional enterprise, a compromise formula -

1/ Mr. Rodrigo GoméZ, General Director of the Bank of Mexico, has recently
proposed the extension of machinery similar to that of the Central
American Clearing House to the whole region (see his statement at the
third annual conference of Heads of Crganizations organized by the

Peruvian Institute of Business Management, Paracs, Peru (29 August -
2 September 1963),
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was found: The Treaty of Montevideo. 4s already siated, this Treaty is

a long way from being an effective instrument of integration, but at

the time it offered more promising results than the more ambltlous formulae
whioch Wers then unacceptable to most members of ALALC., Three years after
its slgnature, the Montevideo Treaty is proving its utlllty. There are

few people in Latin America .now who predict 1ts-dlsappearance, but méhy

who are convinced that it will be gradually transformed into an effective
and dynahic instpﬁﬁeht.

65. Those who think that integration cammot go-forwafd without some form
of payments .system and some machinery for co-operation between the ménefary
authorities. of the region, should bear in mind the lessons of the negotia-
tions preceding the creation of ALALC and seck thée simplest possible formula
which any group of ALALC member: countries can aCéept; and not allow
themselves to be imposed upon by totally negative attitudes which, since
they are negative, are incapable of leading to any compromises jTo;édopt
such an. attitude might appear cowardly, but it is nothing of ‘the kinds; it
is merely ‘to propose tactics capable’ of surmounting axlstlng obstacles and
to assume. that, in one way or another; ‘regional economic 1ntegrat10n

programmes for Latln America will continue’to progress.
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TEE TACTICS OF FINANCIAL CO-ORDINATTONY e

66. There are expellent economic- arguments in favour of latin American

integration which has on several ocecasions been described as the sine'gu&“ff”

non of the centinent's full development. There. is no need to dwell on

these arguments which-are;sufficiently well-known. -

67, The best way of advahdingzaléng the road to'ih%egration is *b‘c_).egs.‘ca,‘bj.:i'.s'.h‘l
a set of machinery to promote it, for regional trade liberalization is

not on its own a sufficient stimulus. Of the-many aspects of integration

the financial is one-of thé most importants ~Ify for instance, a country

experiences balance of payments difficulties it may have to contrive to " ¥ -

reduce its trade with the other countries’ of the region, to their detriment,
thereby perhaps compromising integration-itself; if these balance of pay-
ments difficulties arise despité.the application of ‘sound policies, thdse
countries which really want to be integrated with-the courfry Goncerned -
must help ‘it financially,., -Even if thers.are ho balancé of' payments ‘dif«-
ficulties, for-trade ito be budyant there must; by definition‘'so to speak, '
be abundant and easy.ingtitutional finanocing,; which maj be ercouraged by
co—ordination of the regionts. financial praéticéé‘and'machiﬁéry, b& the"
harmonization or unification of financial legislation, etc. Co—ordination
of the amount, orientation and localization of investments in the region

is just as important, and co-ordination of policies and unification of

the oriteria applied by international financing organizations or other
regional groups are equally essential; what the Buropean Economic Community

has already adopted must be applied in Latin America.

68. The problem of financing may be distinct from that of co-ordination,
but the Latin American countries are so unaccustomed t¢ co-ordinating
their policies that it would seem wise to encourage them to do so by a

financial system. Hitherto, when applying to the IMF, for example, Latin

lﬁbridged version of a document submitted by Dr. Javier Marquez, Director
of the Latin American Centre of Monetary Studies the Central Bank techni-
cians of the American continent at their seventh session Rio de Janeiro,
October 1963).

B b S ST A
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American countrles have used their own contributiohne ‘to that fund or
foreign capltal in the reglon, so that bad use of these resources affects:
the drawer country or the (non—Latin American) countries whose capital

ig used. It is utoplan to believe that any Latin 4American central bank
would be.w1111ng to rellnqulsh anv ‘of its reserves if it thought they

might be put to ill- concidered use.Thus,’ while balance of payments equili-. -
brium is de31rab1e.— or essentlal - it would be easier to apply’ the
requisite pollcy 1f the means of flnanclng deficits were derived to a.

greater or 1esser extent from the Latin American countries themseives: and

if those same countries also decided how those means were to be apportioned, :

for prudence: in financial management would result in the borrowers belng
required” to apply pelicies favourable to long-term stability ensurlng the o

v1ab111ty of ‘regional economic integration., ..

69. It 1s 1nterest1ng to note that in international ‘liguidity the United -
States 13 now resortlng to arguments Yitherto invoked by latin America - .
only. Thus, 2 study. Hade by the Brookings Institution at the request of :
the econcmic advisers of the President of the Tnited States concludes that
the only wiy to ensure that full employment is not subordinated .to balance
of paymenis considerations is. to set up a new international flnanclal .
system. for the discipline of the traditional gystem 1mposes restrlctlons
even when the domestic situation calls for expansion. (If the word
"employment" is replaced by the word "development' and the words "Uhited
States" are replaced by the words "latin America' similar ideas can be

found in many latin American.writings and speeches).

70. Nobody denies that the resources of the IMP are. more than adegquate.:
1o meet the short—term needs of Latin America's balances of payments; the - -
dlfllculty does not lie in the wvolume of financial resources. The IMF
would also have sufflced for the +bropean countries, but they nevertheless
esiab;ié#edrthe European Payments Union, whose justification lay in the
mannéf(éhd éase w1th “which it was able, at’'any time, to supply esgential
foreign ex change. Member countries' balanges of payments have not.yet
requlred this machlnery £6 Ve put io full use but the possibility ef a.. [

state of affairs neoe381tat1ng wider recourse to it is not excluded.:::
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Finally, the fTactithat.bne: institution possesses finangial Tesources, 1s
not sufficient reason for refusing to establish others for 1t mlght be _
advantageous- to be able to apply to several lenders. - When the establlsh—‘;iﬂ
ment of thé Inter-American Development Bank .(IADB)} was being discussed ._
gome people méintained thdat the IBRD was sufficient to finance all. deserv—‘ |
ing LatinAfieridan projectsy - The IADB. was established however and was _
followed by thé Central American Bank for Economic Integratlon, and Latln
America was able to obtain long-term loans from all these 1nst1tutlons _
which, i#f the easé of multiple projects, gquite 1eg1t1mate1y apply dlfferent'”

eriteria.

71 The establlshment of neéw financing machinery doubiless reduces, to.

a certaln extent and in a certain pense, the relative importance of exist—: .

ing institutions, a fact which perturbs a1l those who think that -only the . .-

exlstlng “institutions are ‘capable of stimulating a sound pollay and that
the establishment of new. institutions is liable fo give rlse to trOuble.
This might ‘bé’ the reason for. the attitudes adopted when there 1s talk of

a new-paymentsfmach1nery.1n.Lat1n America.,

2. The establ:shment 1n ‘Latin América of c¢learing houses, with provisions
concernlng credlt, of of payments inions is a subject charged with: emo~.
tion. 4s a matter of fact, opposition’ to this idea is so stubbora and.

5O pa551onate (however moderately it may be’ expressed) that- technical

arguments w111 not on thelr own prevail agalnst it. ‘Some people do'not . . .o ®

want the questlon eren dlscussed whlle others want it buried as deeply-

as possible and covered with a thick layer‘to-prevent-lt-re—surfaclng.
Wher, de3p1te ‘ally’ the subject does re-surface - which happens susplclously
often = those who want it to remain buried -argue that the 1dea is comple— .
tely valueless and that the history of similar systems proves conclu51vely
that some of its features = features which it does not. contaln = are
dangerous. ‘This opposition group never stops.to wonder Whe ther it mlght
nct be- p0531ble £6 “improve the. proposed machinery or in what form 1t mlght
be useful; they ask rather in what circumstances. under what aspects and -
in which technical details a concrete project is useless or, harmful and )

hence vulnerablé. to attack. One and the same person has sometlmes been
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heard. te say that; such machlnery Would serve no purpose, that 1t would
not work and that it would, moreover be harmful. It 1s, however, hard |
to imagine how it could be harmful lf it dld not work.r The 1mportant

thing is to attack the 1deau

73, There is indeed too great a tendency to 1mag1ne thet what is intended

-~

.......

is a gertain type .of machinery which, 1nev1tably it appears,'sprlngs %o ; h
the mind of many people who, quite rlghtly, reaect 1t._ In other words,-.'
it is thought that the payments union is maohlnery for‘eutomatlc and SOlld
credits, that:its use inevitably leads to exchange control, 1n Whlch some:x
countries are always debtors.and others qulte unw1111ngly always credltors
and:that it is a means.of seourlng ”r601proclty i, e. balanced trade and
payments within the region. . If indeed this were the sort of system a pay—‘
ments union implied the, idea would be very. hard to defend. To the extent -
that 1t 1s 1mposs1ble to av01d a53001at1ng the 1dea of a peymente unlon
w1th such a monstr081ty, those 1n favour of a Separate payments machinery :

R ORI RS

would do Well to seek another name.'

T4 & recent study by the IMF seeretarlat, Whlch has been submltted to qf
this meeting, sets out the results, of an enqulry made 1n Latln Amerloa

and rshows. that in our region. the above—mentloned aesoclatlon 1s very Wldely
acoeptedy that. in many. LatlnmAmerlcan quarters there_;s a manlfest lack )
of understanding of the subject and that in consequenee the task of ‘defin-
ing the ideas is considerable. It is bard to know which is the more e
1ncred1ble, the 1ncomprehen51on of those in favour of ‘the ided or -the

Llncomprehen31on of those opp031ng it.

¢35 -1 am interested. (for several reasons already mentloned) 1n such a
systeém mainly, but not exclusively, as a couordlnatlng body No one w111
accuse me of wanting capital to be. .granted %o, Latln Amerlca to re—establlsh
a balance. of payments the dlsequlllbrlum of Whlch is the 1nev1tab1e result
of an unconsidered financial pollcy or. a. pollcy of 1nflat10n (whether 1t
be structural or cost). I do not want these addltlonal resources, Whlch
add ito <the region's .or countries' external debt w1thout contrlbutlng tb“ﬁj
development, to come from the IMF or from a spe01flc Lailn Amerlcan organ—

ization; but I do believe +hat we can obtain from a new organization as
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much (although perhaps of a different kind) prudence as the IMF wishes
to introduce while a+ the same time establishing or proposing an extremely
desirable finaneial eo—erdinetion'machinery if a part of the resources

to be employed were Latin-American,

76. Flnally, one of the racts most favourable to a meeting 1eading fo.
co—ordlnatlon i¢ that the countrles “are motivated by a financial interest,
elther as borrowers or as lenders. 41though conditions are not.yet ripe
for achlev1ng co—ordlnatlon through an drgaﬁiﬁation for paymenis or for

the flnanclng of temporary balance of paymente deficits by means, in part,
of the resources of the countrles 1nvolved, guch an organization is.by.

no means the only flnan01a1 machlnery ta set in motion a4 process of ‘finan-
elal co—ordlnatlon 1n ‘Latin America. That is why I am interestied in some
of the mlsunderstandlnge which have come to light about the setting up

of clearlng houeee or paymente unions in our region.

TT7.- I am thlnklng more partlcularly of the fact that some people seem

to be convinced that machinery de31gned 10 rncreese international 11qu1dity
or facilitate payments also increases directly or through centrei'banks;”
the volumerf resources (fereigﬁ curreney) available to exporters, importers
,and commercial banke. Oertalnly, neither clearing houses nor payments
unlone have thls effect but would machinery which, to a certain extent,
had this effect and whleh in addltlon rendered other services be cumber--

eome?

78, There is.an organlzatlon in whlch, from thls p01nt of view, I am
extremely interested: the Bank for Internatlonal Settlements (BIS)

July 1944 the final declaration of the Bretton Woods Conference reeommended
its, llquldatlon. After hostilities, however, it was décided that it should
. be malntalned because it was recognized that it would not duplicate the -
-work of the IMF or the IBRD but rather usefully complement those two
1nst1tut10ne since the IMF and the IBRD are universal in character while -

the BIS is a purely EMropean 1net1tut10n.1

;/ Whlch does not exolude worklng relatlons with countries outside the
T European region. ,
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79._ Thls, 1n other words, ig an institution Whlch works with central banks,
which is independent, whlch is useful, Whloh does not embarrass the IBRD

or the IMF for it nelther obv1ates thelr functlons nor restricts their
powers, whlch affords flnanclal a381stance of various sorts to its member
countries and which, in partlcular, is a meetlng centre and an 1nstrument

of co—operatlon for central banks.l/

80, An interesting point in this connexion is that the BIS charter is
vague go:that it can-extend 1ts activities or adapt them to 01rcumstances
or the requests of its members; it may also serve them. as "Joker" thls
obviating the establishment of new 1nst1tut10ns for purpose whlch, if
independent of each other, would only develop. 1nternatlona1 bureaucracy
without  contributing any advantage. What it has done and what 1t 1s d01ng

merit brief if not detailed mention.2

81. In principle and technically its operations are short—term. Sometimes,
however, it effects operations of considerable scope. W1th more than short—
term-maturities, but it always jealously. guards. its statutory llquldlty,
mainly through the long-term deposits entrusted 1o it. From its early

days it has granted “emergency, credits", partieularly durlng the_g;eat  i__
economic crisis (to Hungary, Austria, Germany and Yugoslav1a) “Itmhés)ﬂ?;

organized ceniral bank syndicates in which it partlclpates flnanclally.

82. The centralization in it of a part of the 1nternat10nal reserves of .
central banks allows it to make payments by simple 1edger entrles, resort—

, ing as little as possible to markets so as not to disturb their equlllhrlum.

l/ The close co—operation existing today between the IBRD and the BIS
is evidenced by the fact that the latter has contributed to raising
the former's first loan in Swiss francs and, if necessary, discounts.
the maturing securities held by the IBRD as & result of its
loans. I have never heard that there was any friction between thé IMF
and the BIS following the intention to abclish the latter.

2/ The following paragraphs are based on the study by Roger Auboin entitled
The Bank for International Settlements, 1930 - 1955, Essays in Inter-
national Finance, Princeton University, No.22, May 1955, and on the
annual reports of the BIS. : . R

SO
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It was even hoped to establisk what was called "a foreign exchange clear— .

ing system" and .an attempt Wae“nade to-unify the various currencies guoted

for operations involving different currencies. The bank may grant com-
mercial loans, by.means of credits obtained from a central bank in the
currency of -that bank, compensated by credits in gold or in another cur~
rency. These credits offer a commercial financing method combined with
a foreign exchange guarantee, coniriduting to make up for the abeence of

a forward market for a large number of monetary relatlons. In reallty

the BIS methode are dlrected towards a forelgn exchange arbltrage 1ncreaeef

mainly in the form of sales of gold or cash forelgn exchange comblned
with forward purchase 11ab111t1ee. These methods are explalned by the”

fact that in most casee the BIS's operatlons are the consequence of

seasonal imbalances, of the need to rev1ee maturltles, or of other tempor-‘

ary situations.

'83. Im the annual reports of the BIS ‘there are chaptere on the Bank as’
Trustee and flnanclal agent for pub11c 1nternat10nal loans (whloh was its
initial funotlon), on the Bank as agreed third party under thé trustee—
ship agreement concluded with the ngh Authorlty of the EurOpean Coal and
Steel Communlty,rand the Bank as agent for the EurOpean Organlzatlon for’
Economlc Co—operatlon and Development {Buropean Monetary Agreement) This

olearly showe the varlety of roles which the Bank may fill.

84. The creation of the IMF has not, of couree, reduced the value of thé

BIS to European countrles, and the very favourable balance of payments

'p031tlon of many of those cuntries has not restricted, but rather ihecreased,

the traneactlone of BIS with central banks whose reserves are grow1ng. e

The BIS is eeldom referred to as a flnan01al POWers; nevertheleee, at the

end of March 1963, EMropean central banks had Fr. Sw. 4.057 million on
deposit with it and: other clients Fr. SW 504 mllllon. Yo European.central
bank has ever regarded those deposits with the BIS ag being in‘the-elight—
est danger, although BIS conducts 0perat10ne with countries which have
never been regarded as modele of financlal V1rtue._ At the date mentloned

above, its investments amounted to Fr.3w.2,429 million.

Rt
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85, It.-follows that the BIS is a wvery active institution and that its
activity does not depend on the existence of balance of payments diffi~
culties. Would i1 not be posgible for Buropean countries (or their central
banks) io carry out the sams operdtions.without the BIS? Certainly it
would - provided that non-European .countriés carrie€d them out. But it is
convenient for countries to have recourse to specialized.international -
machinery even if their éxternal accounts ‘cause them no worry: The
Director of a European cerntral bank once made some interesting remarks:

Too much publicity, he gaid, was given to the operations of IMF; . too many - ..
people were informed, which sometimes led to speculations which were not
justified by the operation contemplated, and the same 51tuat10n could

arise if a central bank were operatlng dlrectly on the national or 1nter— .
national market; but if such an operation were carried outl by the BIS,

or by its intermediary, it would remainjebeolutelj secret, since the BIS
acts like a. bank in the strlctest sense,of”t@e_WOrd, The agnua;nrepqpts

and balance sheets publlshed by the BIS mege,noumentienref the eeuree of
deposits or ofrthe.beneflelarles.ofultsjqperattons. ﬁofeover, very short-
term operations, like those of .the IMF, are. yery costly ewing to the 1 per
cent commission which, under the Statuyte, has to be charged on all trans-__

fers,
86. Tar from being harmful, the -gteat financial activity of the BIS has -
been favourable to its functiori“dsdn iastrument of co—ordinaticn betwéen

Zuropean central banks, Would ‘rict  the introduction of a similar system

be a good start in setting up co—ordinating machinery in Latin America - = _

apart from ‘the advantages 1t would provmde as/ a supplementary source: of

finance for Latln Amerlcan trade9

87, On the ba81s of experlence w;th the BIS, lt Would be impossible and
undesirable to attempt to foresee the preclse flnanClal functions that
a2 similar institution: 1n Latln Amerlca mlght perform; in the same Way,
it would be undesirable torinvest suchan’ 1nst1tut10n at the outset with
all the functions that might be foreseen for it, even 1f it were evident
that some of them already existed. 4 concrete example is supplied by the

fund set up by the Inter—American Development Bank to finance lLatin
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American exports of capital goods at medium-term. There is no doubt that
the reason why this fund was set up within the IADB was that it was the
only existing financial institution which could do the job and which pos-
sessed the resources., Nevertheless, that was'a role quite foreign to the
purposes of the IADB.i/ Nothing, of course, would have justified the
establishment of a new institution tc take over the medium—term financ— -
ing of Latin American exports of capital goods, but if what is required
is an organization for co—ordinating policies invclving several (or very
many) ‘types of financial operation, :this medium-term financing might well

be one of them,

88. Other sueh funetlons could be 1mag1ned, the proposed institution
might support varlous ‘sectors of export market. I have in mind the preé
tests of ‘the less—developed countrles of the reglon, which are themselves
exporters of varloue types of goode, when the maehlnery Just referred to
was eet up.- They wanted 1t to cover other types of export, 1f necessary
at shorter term.' Could not ‘our propoeed conordlnatlng irstitution also
play a role in creatlng a market for bank eceeptances in latin America?”

Thle 1dea is prompted by these proteste to whleh i have guet referred,

since a bank acceptance is an ideal instrumént for the short-term finano= =

ing of foreign trade. The creation of such a market has already been
suggestéd and the subjedt will shortly be studied at the. Bankers' Confer-
ence which -CEMLA is to convene'at Bogota, -to examine methods of stimulat<

ing the relationships between Latin-Ameérican banks., ' The working document

;/ In a lecture given at the University of Chile on 22 May 1963,, .
Felipe Herrera, President of IADB, commented that: ”Orlglnally, the

Bank would have preferred that a new fund; specially designed for this =

new activity on which IADB is about to launch, be set up, But in view
of the difficulties and servitudes involved in obtaining the necessary -
resources, I think that, all in all the step which has been taken of-
fers excellent prospects of success, But in employing this machinery
for stimulating the export of capital goods, one must never lose sight
of the fact that the Bank is an investment bank, a development bank,
and not a foreign trade bank",.



r/cN.14/s70/070/2.

Page 45

. N - . L
[T 'h‘ "Ny B T P '."td‘" P RRTE S, St | I L

on Whlcnurhe examlnatlcn of thls pomnt w111 be based, and which contalns

many valuable 1deae as to how the scheme mlght be carrled out, also sug- ..

s

gests that the banks 1n each country, Wlth the partlclpatlon of the Central

Bank, create a JOlnt fund or. "pool" of capltal for the purchase of flret—f_{

class acceptanceeu I see no reason why this 1dea ehould not be extended
to Latin Amerlca, with a capltal pool centred in an organlzatlon of the
type we have been dlecueelng, Whlch would become a ‘centre for the re—

discount of acceptances crlglnatlng in 1ntra—La11n—Amerlcan trade.

89. A wealth of 1deas for an analogous Latln American organlzat1on is ;
to be found 1n the typee of administration and jnvestment operation now. .
conducted by the Baele Bank (BIS) and other banke, which, WOuld serve as

a ba51sl— or, 1f you prefer, as a pretext - for Latln Amer;can flnanclal

co—ordlnatlon WhlGh I, regard as a sine qua non 1i 1ntegratlon ip 1o Dbe.

developed on, eolld foundatlone._
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sSummary - el oc et Lo

90. Integration can ‘méan more rapid develoPment for the Latin Amerlcan
countries; - but there can be no 1ntegratlon without the comordlnatlon of
policies, snd in partlcular of financial pollelee, at all 1eve1s. Flnan—
cial co—ordination would be facilitated if eimbodied in organlc systems

which nucessitate it.

91. ‘Though it can be argued that co-ordiration and international finance
can be separated, co—ordination is more likely to be achieved if the two
functions are unised for certain financial operations in an international
organization., Financial operations can stimulate co—ordination if the
latter is dependent on them and, above all,'if some of the means of fin-
ance are thefselvés latin:American. In other words, if financing is to
any extent carried out with regional financial resources, and if the “coun—
tries supplying them must decide when, to whom, and to what amount loans
are to be given, it is.probable that they will apply pressure to borrowers

to adopt."sound" peliciés, so that risks may be reéduced.

92. The 1nternatlonal organlzatlone which exist today and pr0v1de for

the financing of temporary defidits in payments balances — 1i. e., above
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all, the IMP poeeess nore than adsquate reeourcoe to meet tha legitlmate
neads of Latln Amerloan countrles in this fleld But 1t by no means fol-
lows that 1t mlght not be valuable to possess, 1n addltlon, special
machlnery w1th dlfferent, but equally sound, orlterla,'and Whlch mlght
increase the Tesources aetually supplled by IMF, whlle applylng the same

or dlfferent crlterla.

93+ It is wery probable, however, that the situation in Latin Aﬁerice :

is not yet ripe for the establishment of financial cellaboration on the
scale Whlch would be de51rab1e, it is therefore a questlon of flndlng other
finaneial functlons of interest to the reglon whlch, at the same tlme,
would serve to stlmulate co~ord1nat10n. That thle is possible is shown

by the many types of operatlon by Whlch economlc relatlons between Latin

American countrles are now financed, Whlch have nothlng to do Wlth balanoelr

of payments d1ff1cu1t1es, which 1nv01ve no exoeptlonal rlsk even where

such difficulties exist, ard which may, to sone extent, contrlbute to

relieving them by expanding trade. The operations of the Basle Bank for .. .

International Settlements show that these other methods of financing are
convenient, vwhatever .the ‘balance of :payments position of a country may.
be; they also give some indication of the wariety of possibilities for

regional financing in latin America.

94. Ths transfer to a co-ordinating organigation of the function, at pre-
sent unoertaken by tie Inter-American Development Bank, of providing medium—
term finance for the export of capital gecods can be regarded as an immediate
possibility. Similarly, one can imagine that suoh an organization should
adopt the idea recently put forward of the creation of a market for bank
acceptances in Latin America, by creating a fund to absord bank accept—
ances for which national banking organizations do not wish to take res-

ponsibility.,

95, Experience and the progress of integration would certainly open the
way to'further'aC£ivities, and the mutual confidence created by the:
establishment of such an organization and the desire that would be aroused
to extend possibilities of having recourse o it would bring about the co-

ordinaticon which is indispensable to integration.:
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