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I. Introduction

The Economic Commission for Latin America at its meeting at Santiago
in June 1948 passed the following resolution: "The Economic Commission
for Latin America requests the Secretary General to place before the
International Monetary Fund a request that a study be made of the practi-
cability and desirability of establishing, at the earliest possible oppor=-
tunity, as a transitional measure, machinery for the multilateral com-
pensation of international payments among the countries of Latin America,
as well as between them and the countries of the rest of the world.,"

In response to this request the present study has been prepared by
members of the technical staff of the Fund and is not to be taken as an
expression of the official views of the Fund,

The first part of the ECLA resolution has been interpreted as re-
quiring a study of some kind of regional multilateral clearing system o
confined to Latin American currencies. The interpretation of the second
part is more difficult. At the present time no general multilateral clearing
arrangement would by itself directly meet Eatin America's need for dollars,
Latin American exports to Europe, for example, cannot be offset against
United States exports to Latin America, because Europe itself is a net
debtor to the United States. It is possible that what was contemplated
in the resolution was some regional compensation embracing both Latin
American and European currencies, so as to escape the restrictive infiusnces
which make themselves felt when Latin American and European countries are
obliged to use dollars, which they need for imports from the United States,
in payments between each other. The second part of the resolution will
be interpreted as requiring a brief survey of such possibilities,

One purpose of a regional payments scheme is generally thought to be
the creation of technical methods of payments to enable trade to be in-
creased. It would be a mistake, however, to believe that technical payments
difficulties are the most important obstacles in the way of an expansion
of trade., Countries are sometimes prone to think in terms of these tech—-
nical difficulties when the situation is actually one of a balance of
payments deficit which cannoct be corrected by technical devices,

Whether a multilateral regional payments scheme will contribute much
or little to solving genuine technical payments difficulties will depend
on the structure of trade between the component parts of the region.

In some circumstances regional multilateral clearing would both iron
out payments difficulties and increase the volume of trade. Under bilateral
clearing, certain deficit and surplus positions are likely to arise and
it would not be possible for any country to offset its deficits with certain
members against its surpluses with others. If the currencies concerned
could somehow be made interchangeable among themselves, each member of
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the group would be free to buy up to the limit of its overall net earnings
from the others. If regional clearing were complete and automatic (all
balances being offset to the greatest extent) the restrictive bilateral points
of strain would be eaced.

Whether this result will be achieved in practice depends, however,
on the actusl pattern of trade and payments within the group. Table I
chows an imaginary set of payments over a period of time between 5 countries,
A, B, C, D, and E,
Table 1. Trade between Five Countries

(in millions of dollars)

Importing Country

A B C D E Total Exports
(A 0 6 | 8 15
Exporting EB 5 4 2 1 12
Country EC 2 1 8 0 11
ED 103823 0 21
EE 0.9 . 5 6
Total Imports 1733 12 16 9 65

Table 2 shows the balances between pairs of countries resulting from
the transactions in Table 1. In this example the sum of bilateral credit
or debit balances (they would be equal) is 51 million. But if these
credits and debits are offset apainst each other to the maximum extent,
an amount of $45 million can be "cleared", leaving only $6 million out-
standing still to be financed.
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Table 2., Trade Balancez between Five Countries l/
(in millions of dollars)

A B C D E
A £5 -4 F9 -8
et 5 -G R -1
Brif dor S TE3 -7 1
B ' =98 7 £5
B o f8 ) -1 __ -5
Gross Credits 412 £9 S R 1 L6 # 51
Gross Debits =14 -8 - 8 ~12 -~ 9 - 51
e GRS T TR S
l/ Tebit or Credit sign refers to country in column head.

In this example the debit and eredit balances in bilateral relation-
ships were very high relatively to the volume of transactions between the
partners, while each country had a very much more balanced position in
relation to the group as a whole than to any other individual country.,
Thus in the group as a whole the proportion of bilaterally balanced trade
to total transactions was low (9 per cent), and the proportion of multi-
laterally compensable trade (69 per cent) was very high.

Table 3. Nature of Trade of Zach Country with Four Others Y
(in millions of dollars)

Total Turnover Bilaterally Multilaterally Net Surplus

Balanced Compensable or Deficit
A 32 6 24 2
B 23 6 16 3z
c 23 8 14 1
D 37 8 24, 5
E 15 0 12 3
130 28 90 13

Above figures as percentages of total turnover:

100% 22% 69% 9%

1/ Percentages shown in this table according to the ﬁethod employed
by ECE in a report of August 1948 on East-West Trade in Europe,
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In such a case an arrangement for enabling currencies to be used anywhere
in the group would offer considerable advantage in freeing trade from the
restrictive tendencies imposed by the separate agreemente.

Such a pattern of payments appears, however, to be exceptional. Uhere
actual trade statistics in a given group are taken, the propo=tions are
usually found to be more of the order of 50-80 per cent bilateraliem,

20-30 per cent net surplus, and 10-15 per cent multilaterally compensabies
It is for this reason that the step from bilateral to multilateral ciearing
within a small group is unlikely to be directly very effective in increasiag
the volume of trade. If the proportions in a smell moderately comple-
mentary group are teken as 70 per cent, 20 per cent, and 10 per cent, the
advantage obtained, in conditions of inconvertibility and the absenze of
any acceptable universal money, by establishing bilateral clearing’ may be
considerable, but the further advantage from introducing third, fourth,
fifth and further partners through a multilateral system is much less,

and may be negligible, Undue importance should not be attached to these
proportions. For one thing they refer only to trade balances, while in
some cases invisible payments may be very important. Then they merely
reflect the pattern of exchanges that in fact took place. and bilateral
agreements and credit difficulties may themeelves already have compelled

a high degree of bilateral balance. More multilateral trade might have
taken place in other conditions.

L

\
"
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The Latin American statistics (in Appendix I) indieate that the general :‘=;;
pattern of trade in that continent is not exceptional. In these circum-
stances/multilateral clearing by itself is likely to contrioute to an o

S

expansion of trade only as part of a regional payments sche®e in which
members are prepared to extend special credits to each other, or can call
on an outside source of foreign exchange if it is needed to help countries
that are net creditors within the group to convert their surpluses for use
elsewhere. |Whea considering the poesibilities of special arrangements

for regional convertibility in any particular case it may be wise to ask
whether the proposed members can command sufficient foreign exchange
resources which they would be willing to pool,/ the strong for the benefit
of the weak. ‘

The substitution of multilateral for bilateral payments within a group
of countries can also be expected to have a further effect upon trade
independently of whether its volume was increased. By allowing any
country to spend the proceeds of its exports to other membens of the
group anywhere it chooses within the group, on the one hand the range of
choice would be widened and on the other hand competitive pressure would
be increased. This would lead to changes in the structure of trade.

In considering the institution of multilateral clearing in a limited
region it is important to examine the balance of payments position both of
the region as a whole and of each country individually with the outside
world. These will lie at the roct of problems within the region and
determine how they can best be solved. Section II of the present inguiry
deals, therefore, first with the general international payments position
of Latin American countries and then with the development of trade and
payments relations between Latin American countries themselves and between
them and Europe. Section III deals with the effects that verious types
of payments arrangementis between Latin American countries or between Latin
American and European countries might be expected to have.
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IT. The Payments Problems of lLatin America

1. External payments position of Latin America

It is important to be clear whether we are talking about the overall
position of the twenty Latin American republics taker together or of
countries separately. The position of the region as a whole is relevait
if we are considering, for instance, Latin America, Europe, and the United
States as three elements in a multilateral payments pattern. If the
twenty Latin American republics had a common pool of foreign reserves and
used a common currencv in payments among themselves, or if their domestic
currencies were interconvertible, they could for some purposes be: con.
sidered as a unit in international financial relations. But in order to
find out whether such an arrangement would work, the international posi-
tion of each member country has also to be considered separately. In fact,
the international economic relations and payments problems of the different
parts of Latin America show significant differences as well as some
similarities.

Prewar pattern of trade and payments

Latin America before the war was an exporter of raw materials and
foodstuffs, the products of both tropical and temperate regions. Imports
were characteristically textiles and other consumption goods, machinery,
transport material, fuel and foodstuffs. The flow of merchandise trade
was very uneven, because demand for food and raw materials fluctuated
violently according to economic activity in industrial markets abroad.
Since payment for imports depended largely on export vroceeds, imports
also fluctnated widely, and so did the arnual export surplus. In 1937
the surplus was equivalent to about $700 million, but in 1938 it had
dropred to under $300 million. The export surplus helped to pay for the
shipping, insurance and other services which Latin America obtained from
Europe and North America, and for returns on past foreign investment and
the service of foreign debt, but it was not enough to cover these vayments
completely. The external accounts were brought into balance by foreign
loans and investment, and sometimes through transfers of gold and short-
term foreign assets which it had been possible to accumulate in favorable
years. On the whole, in times of prosperity, investment funds and loans
were forthcoming, and helped to balance foreign payments. In 1932, how-
ever, net investment was inconsiderable, and outward capital movements
for amortization payments and purchase of foreign securities seem to have
increased the defiecit, already between $50 and %100 million on current
account, and thus to have made compensatory official financing riecessary.

Significant for present problems is the relation of prewar trade and
payments to the United States on the one hand and to Europe on the other.,
With the United States, Latin America generally had a substantial export
surplus, even if sales of non-monetary gold were excluded. The year 1938
was an unfavorable one for exports to the United States and the merchan-
dise account in that year (all values f.o.b. and including gold) was about
even. On service account there was always a big deficit, the largest item
being investment income (estimated at $190 million in 1938). Shipping pay-
ments were another debit item but were offset Bignificantly by port charges
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and other Latin American receipts (payments to U.S. in 1938 estimated at
¢30 million, and receipts at $14 million). Travel expenditure was a net
eredit item for Latin América in 1938. Capital movements resulted in a
net outflow from Latin America, and there was compensatory official
financing through declines in gold reserves and short-term dollar assets.

With Europe there was always a trade surplus which in 1938 may have
amounted to $200 million (f.o.b.). This was offset to a considarable extent
by service payments for shipping and investment income, but in some years
some of the proceeds of a net surplus with Eurove were undoubtedly don-
verted for payments in the United States. In the absence of more detailed
and accurate knowledge of the elements of bilateral payments it is not
possibls to be more precise as to the extent and nature of mumltilateral
financing. The persistent and eubstantial trade surplus with Europe may
give a misleading impression of the n=t .proceeds available for conversion,
since the trade surplus ie so much more obvious and well documented than
the opposite movements on account of shipping, insurance and other com-
mercial payments, return on public debt and direct invegtments, amortiza-
tion payments, repatriation of debt and purchase of foreign securities.
The growth of bilateral balancing between European and Latin American
(particularly South American) countries during the thirties must have
reduced the possibility of multilatcral financing. Sece Teble R, Ap-
pendix I.) It may also be misleading to assume that the proceeds of a
surnlus acquired in one direction in a certain period were used to meet a
deficit in another direction in the same period. For instance, in 1938,
it appears that Latin American balances under clearing and payments agree-
ments with Europe may have increased while praeviously accumulated assets
had to be liguidated to meet the deficit with the United States. 1938
was an abnormal year in that exports to the United States were low and in-
vestment negligible. When there was a eubstantial surplus of merchandise
exports and some inward movement of private capital these items may have
offset the service payments to such an extent that Latin America as a
whole had no deficit with the United States which needed multilateral
finanecing.

Wartime and postwar developments

The late war brought considerable changes in Latin America'e inter-
national relations. After the early dislocation of commerce with Europe,
the United States became overwhelmingly the market and supplier of Latin
America, but as North America's needs for materials for the war effort
inereased and her ability to supply was restricted, the value of Latin
American exports to the United States tripled between 1940 and 1945,
while imports only doubled. The result was a large increase in reserves,
gold holdings rose by $2 billion between 1938 and 1945 and dollar balances
also grew. Another feature of the war ysars was the accumulation by the
castern South American countries of blocked sterling balances earned by
supplying foodstuffs to the United Kingdom.

When supplies again became available in the United States in 1946,
Latin American countries began to make up the shortfall of the war
years and to spend their accumulated reserves, which unfortunately, ow-
ing to the postwar rise in prices, represented less purchasing power than
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they would have done if they could have been spent fmrrently. A high level
of both public and private investment reinforced the pressure to imnort al-
ready resulting from past shorteges and an accumulation of liquid resources
(private as well as public), Although exports were also at a high level, &
heavily adverse trade balance developed in 1947 with the United States, and
the freely disposable reserves rapidly dwindled. The accumulations of ster-
ling were still in large part frozen,and could not be used to meet the dol=-
ler deficit. The position in 1947 seems to have been roughly as follows,
(Owing to incomplete information and statistical difficulties, the figures
given are necessarily only a rough approximatioci,)

Table 4. ZEstimated Balance of Payments of Latin America, 1947

(in millions sf dollars, rounded) .
Total U.S. Other Arsas ,
(1) (2) (3)
(1-2)
Trade (net, £.0.be) 1/eveenncnans sr wnawyws’, < WE0 -1,450 1,900
Other current account..ieerecienrnianena=1,080 - Loo - 650
Total current account (net)oseeeseevenen...m 600 -1,850 ;1.250
Capital transactions (non-
comdensatory) (net)ieeeseeeeseessonseness 400 200 200
Total surplus or deficit requiring
fin&ncing.-.-.-...-..--...---.-..-.--...."' 200 -1’650 1.450
Errors and omissions 2/...e.iivuiiinninni= 250 — - 250
Multilateral settlements 3/............... _— 550 - 550
Official compensatory financingeseeeseesea 450 1,100 — 550
Gold...-.--.........................-.... 900 900 o
Othel‘...-.. ------- LU BRI R R R A N R e e 14‘50 200 = 650

1/ Excluding intré-regional trade,

2/ Assumed to be in Latin American transactions with "other aress!.
When the global balance of payments is broken down into regions
(4U.5." and "other areas") as above, an item "multilatersl set-
tlements" is included to account for the settlement of transac-~
tions with one region by means of the transfer of claims (in cur-
rency or otherwise) on a third region. For fuller explanation of
the terms used reference should be made to the Balance of Fayments
Yearbook of the International Monetary Fund,

An overall trade surplus (excluding transport costs) of between $400-~500
million was offeet by service peyments to give a current account deficit
of over $600 million. Direct investment, & net reduction in private short-
term assets, and non~-compensatory loans received, (less amortization
payments) reduced the total deficit to about $200 million. Official
financing of the deficit involved a net decline in gold reserves of about
$900 million and & Preponderance of credits extended over loans received
of roughly $450 million,
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These overall figures obscure the real difficulties experienced by
Lotin America, which can be mede clear only by distinguishing payments
with the dcllar area from those in meinly inconvertible currencies. The
trede deficit (f.o.b. figures) with the United States was about $1,450
million which, odded to net service payments made 2 current account
dericit of 81,850 million. Privete canltsl movements reduced the deficit
by $200 million, and official compensatory financing, represented by a
decline in zold reserves (about $900 million) and dollar balasnces, and by
losne, contributed sbout $1,100 million. Betweern $500 million =nd $600
million was financed from the convertible proceeds of the net surplus with
other parts of the world. The surplus with other parts of the world on
current sccount (including a trade surplus of $1,900 miliion) and reckon-
ing in privete capital transactions may nave been aboutb $1,450 million.

If the proceeds of this surplus had been fully convertible they would have
helped substantially to fill the $1,650 million gap with the United States
and would have made unnecessary such heavy gold sales and other forms of
compensatory financing as actuelly took place. In fact, however, less

than half of the surplus was available in freely expendable resources, and
the remainder was financed by the accumulation of foreign currency holdings,
the extension of credits, and the repurchase of liabilities, The convert-—
ibility of even less than half of the surplus was made possible only by an
exceptional drain on Burope's reserves, and by the dollar loans and zifts
to Burope from the United States.

Position of different parts of the reszion

Within this overall picture the position of different parts of Latin
America varied significently, and the differences in their problems are
immortant for any avpraisal of the prospects for special payments arrange-
ments.,

The twelve most northerly republics. producing tropical foodstuffs
(coffee, sugar, bananss) and minerals, had a natural market in the U.S.
This direction of their exports was strenzthened by extensive United States
owvnership of sugar and fruit plantations, nmining enterprises in Maxlco and
Venezuela, and selling organizations, banks and utillties. About hslf the
trade of the Caribbean area before the war was with the United States, and
considerably more in 1947. The region as @ wkole head an export surplus
with the United States, and an import surplus with the United Kingdom.
Service payments to the United States were significant ~ more than half of
the total returns on United States direct investment in Latin America was
fyom the Caribbean countries in 1938. On the other hand, United States
expenditure on travel in Latin America was meinly in this area. Irade with
Burope was important before the war, about one-quarter of total trede, but
by 1947 had decressed to between 5-10 per cent. The oroblem of unwieldy
post war export surpluses to Burope was not very important for this
region. Not all the countries in the region had = dollar problem, and
some sccumulated gold and dollar balences even in the 1945-1947 period.
Chief of these were Cuba (sugar) and Venezuela (oil).

The position of the eight southern republics is substantially dif-
ferent, with significent variations within the group. Brazil 1s in many
ways similar to the more northerly countries in that her tropical foodstuffs,
coffee, cacao and other products, have had a good market in the United
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States. Although one-quarter of Brazills imports came from the United
States before the war, Brazil always had a trade surplus. Returns on
U.S. investment were not too heavy a dollar charge ~ U.S. investment

was mainly 1n utilities and distribution - and Brazil received substantial
dollar payments for port charges and other transport expenditure, It is
probzble thot before the war Brazil used net dollars esrned in the United
States to cover a net deficit with Burope. In 1947 and the early part of
1948, Brazil lost reserves and incurred debts but by the end of 1948 she
was recovering her prewar export surplus with the United States as well as
overall,

The mineral producing countries of the southwest drew about a third
of their imports from the United States but in spite of large American
direct investment in mining and smelting, most of their exports (minersls
as well as agricultural) went ‘to Turope. The existence of the Turopean
export surplus had led to the setting up of clearing agreements between
Chile and Buropean countries in the thirties, one object being to secure
debt service due from Chile out of the proceeds of the trade surplus.
Although during 1947 Chile and Peru were losing gold, their dollar position
improved in 1948, in the case of Chile partly owing to ECA expenditure on
copper and nitrates. With exports to Burope decreasing in 1948 as com~
pared to 1947, and exports to the United Stntes increasing, the position
was becoming more stable.

The southeastern temperate countries, exporting mainly animal products
(meat, hides, wool), cereals end oilseeds, naturally found their markets in
Europe; less than 5 per cent of exports went to the United States before
the war, excent in times of special economic activity there. British in-
vestment in Argentina and Uruguay helvped to direct trade to the United
Kingdom, and returns on investment, with shipping payments, in some years
completely offset the trade surplus, In the post war years Argentins and®
Uruguay weres both suffering from frozen proceeds of exports to Burope
(particularly after the suspension of sterling convertibility) and enlarged
imports from the United Stetes, and both lost reserves in 1947,

This necessarily hasty sketch of the external payments position of
different parts of Latin America is intended not as an adequate analysis of
their problems, but to indicate that no general formulation of payments
problems will apply to the region 2s a whole and no uniform remedy can be
discussed, without constant qualifications.

2. Trade and Payments within Iatin America

Prewar position and wartime chenges

Intra~-Latin Americen trade formed only a small proportion (perhaps
between 5 and 10 per cent) of the total trade of Latin American countries
before the war, In 1938 trade between the twenty Latin American republics
was valued at about $115 million, of which nearly three-quarters involved
Argentina, Argentina's trade with Brazil was responsible for nearly half
the totals The southern Latin American countries had = much higher Propors=
tion of trade within Latin America to total trade then northern countries,
(8ee Table 5.) Peru especially sent a high provortion (15~20 per cent in
1937-1938) of exports to other Latin American countries while Bolivia took
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nearly one-third of all imvorts from them. Northern latin American countries
(including Venezuela and Colombia) carried on less than 5 per cent of their
total trade with each other. Except for Feru and Ecuador intra-Latin American
trade. wvas more important for individual countries on the importing than the
exporting side - because total exports were larger than total imports.

The reasons for this pattern are clear from the nature of production and
trade of the various countries. Of the most important categories of Latin
American imports the only one that could be supplied substantially from with-
in the area was food. By far the largest part of intra-Latin American trade
as a whole was in food. Exports, however, were often directly comuetitive
and in any case there was a limit to the amount of their neighbors' coffee,
cocoa, grain, etc., that Latin American countries could absorti, Nearly all
foodstuffs produced as cash crops had to find markets outside the area. Nar—
ketc for minerals such ag copper, tin, gold and even petroleum require some
industrialization. Manufactured goods which formed the bulk of every
country's imports were produced only to a small extent within the area.

Bofore the war the most important foodstuffs exchanged within Latin
America were wheat and meat from Argentina, coffee, rice and cacao from Brazil,
sugar from Peru, fruit and vegetables from Chile, coffee and bananas from
Hcuador. Thers was alsc a certain amount of local trade in livestock, sugar,
rice, vegetables, etc., between the Central American republics, Fetroleum
was the most important mineral treded, and accounted for the export surzluses
(within the reglon) of Peru and Ecuador. . Timber was- exported from Brazil.

The late war brought & great increase in trade within Latin America, and
its value rose to $350 million in 1943 and over $500 million in 1945, The rise
in value is exaggerated by the fact that goods traded within Iatin America
during the war, carticularly food and textiles, were among those experiencing
the greatest rise in prices in generel, and there is evidenc® that higher
brices were often obtained within the region than outside for similar products.
Nevertheless there was a substantisl increase in volume, and & vomrsi'y shich as
Mexico which before the war had sent less than 5 per cent of her exports to
other Latin American countries was in 1545 sending over 15 ver cent (cotton
textiles and other consumer goods), Supplies which were unobtainable from
Overseas were sought within the areas Argentina turned to Brazil instead of

_Burope for cotton textiles and coel and to Zcuador instead of the Far East

for rubver and ride. Brazil, Mexico, Argentina, Uruguay and other countries
increased manufactures of consumer goods to repiace lost sources of suvuly
and in many cases also for export. Markets had to be found to revlace
Buropean ones, and Chile, for instarce, increased Ler exporls of vegetables
and coarse grains to nz2ighhoring countries. Feruis patroleum and sugar be-
came more important and in 1945 Peru was sending one-half of her exports to
other Latin Amer.can countries as compared to 15 per cent in 1937,

After the war

Intra~latin Anericen trade was still at a high lewel in 1946 and 1947
but the proportion to total trade huad declined. Some of the new developments
persisted; partisalarly where rsw industries had grown up or old ones ex~
panded, as in %texiti'es, iron and stwel in Brazil and 7ariocus light manufsec-
tures in Argentins and Uruguay, trads channals had vermadently shifted. But
in many cases the wartime changes had been forced and unecoasmical, and as
soon as possible JAtin American countries tried to reestablish traditional
overseas markets and sources of supply. In 1947 the zroportion of intra-
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Latin Americen to total trade, at about 10 per cent both ways, was still
high than before the war.

In most woys the pattern of intra-regional trade in 1947 was similar
to that before the war. Argentina still accounted for 60 per cent of the
total, and trade between Argentina and Brazil was the biggest individusl
factor, though both proportions had decreased. A significant change waés
that Brazil, which in the thirties had been a net debtor in Latin Anierican
trede, with a debit balence with Argentina, had agquired a surplus early
in the war and by 1947 was Latin America's largest net creditor. This wes
largely due to exports of cotton textiles, timber and coffee to Argentirna,
resulting in & credit balance of over $30 million. Brazill's other ex~ort
novements (textiles, timber and sugar to Uruguay and coffee and textilss to

. Chile) were less important. Argentina still had a net credit balance (of
$20 million) and surpluses with all important countries excent Brazil.
Her exports of wheat and wool to Brazil, of cattle, wheat and vegetable

, 0ils to Chile, of wheat, livestock and seeds to Uruguay, and of wheat %o
Teru were the most important trade movements. FPeru's exports to Chile of
sugar, petroleum and cotton and to Uruguay of metroleum were the biggest
factor in her net creditor position of over $20 million. Chile, whose
totel imcorts from other Latin American countries were second only to
Argentina, was a big net debtor, and her biggest debits were with Argen-—
tina and Peru to both of whom she exported copper and nitrates. Chile
hed been a net debtor to the group algo in the thirties, but not to such an
extent. Uruguay, which also had been & net debtor in the thirties, had the
highest debit balance ($50 million) in 1947, having a debit balance with
every important trader except Cuba. Cuba was & small all-round debtor, and
Mexico a small all-round creditor, the positions of both being gimilar to
those in earlier years.

revments within Latin Americae

Payments between Latin American countries have usually been made in
dollers, except where special arrangements were in force. When the large
gold and dollar reserves of the war veriod began to decline, some payments
relations got into difficulties, and bilateral agreements began to be made.
Argentina was the center of this activity. The problem-here was in two
parts. With Brazil, Argentina was in 1946 and 1947 a debtor and was un—

- willing or unable to pay in dollars. With each of her other partners Argen-
tina was a creditor and they were unwilling or unable to pay in dollars.
Agreements made were of various sorts: payments agreements were negotiated with

”_;_§;g1$;+,§giﬁvng-Ghilg1‘Uruguay and Paraguay; compensation arrangements were

.....

mede with Peru, Venezuela. Busger. Colombia and Costz Rica.
<=

Relations with Brazil had been governed Yy-zy egreenent made in 1941 by =
which accounts were kept in dollars, with a reciprocal ercLit of $2.5 mil-
1icn. Credit balances were to be used for purchases from the debtor. At
the request of Brazil, Argentina in 1947 paid off in dollars and sterling &
debit balance of $43 million. Brazil went on accumulating a surplus and in
1948 terminated the agreement and henceforth payments were to be made in
dollars. This was unsatisfactory and after briefly returning to the old
agreement a new one was mace et the end of 1948. The aczount in future was
to be carried in cruzeiros, a credit ceiling of $35 million was established
and balances above a certain limit were to pay interest. Fayments other
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than trade could only be carried on the account by svecial agreerent. Final
balances were to be liquidated over a veriod in gold, convertible exchange,

or any currency acceptable to the creditor. Z=Efforts %o balance trade ac—
companied these negotiations and in the first ten months of 1948, owing to big
exports of wheat and import restrictions, Argentina had reduced, but not
trensformed her abnormal debtor vosition.

Agreements with Chile, Bolivia, Uruguay and Faraguay had to orovide for
a continusnce of trade with a persistent debt to Argentina, Argentina was
accustoned to export more to Chile (cattle, vegetable oils, wheat) than she
immorted (copper, nitrates). At the end of 1946 an agreement was nege-—
tiated providing for short-term credits from Argentina to Chile and lons-
tern loans for public works and joint development of industrial production.
The agreement was never ratified but Argentina advanced funds to Chile to
finance a continuing debit balance. In 1948 this situation caused difficul- -
ties which were temporarily resolved by an agreement for revayment of a vart
of the debt and postponement of settlement of the remainder. Owing mainly
to a decrease of Argentine exports, the trade gap had narrcwed in the first t
half of 1948, and by the end of 1948 Chile's debt haa been reduced. Agree-
ments with Bolivia followed somewhat the same lines. Provision was made
for the exchange of certain goods (wheat, livestock, etc., from Argentina,
tin, lead and other mineral products from Eolivia), Accounts were to be
keot in the two currencies, an interest-bearing credit was to be granted in
Argentine vesos to finance Bolivia's unforeble balance and the final set-
tlement was to be in Argentine resos, gold or free exchange. Long-term
loans were to be used in Bolivia for public works ena industrisl develorment
on a joint besis. Difficulties arose, partly because provision had been
made for special dollar payments for Bolivian tin, and in 1948 modifica~
tions were made by which Bolivia could in some cases use Argentine pesos for
purchases in other countries if supplies in Argentina were too expensive.
In the first half of 1948 Argentina's export surplus was diminishing, al-
though imports from Bclivia appear to have been small. Argentinals agree—
ment with Uruguay concluded in 1946 nrovided for all payments to be made in
Argentine wesos with a reciprocal interest bearing credit to be cancelled
in gola or free exchange at the end of each year. In 1947, Argentina was
exporting to Uruguay vheat, seeds, fodder and textile and other industrial
mechinery at a higher rate than she was importing from TUrugua; textiles and
other light manufactures. The agreement aimed at mere balance in the trade,
and this was apparently being achieved in 1948, mainly by reduction of Ar-
gentina's exports. An interesting feature of Argentinals agreement with »
Farsguay was that Faraguay could use sterling for quarterly settlements of
a debit balance. Finel repayment of credits outstanding at the end of the , |
agreement was to be in Argentine pesos. Owing to ggggfag;;gi;“;;ggzziﬁgh—**w_éu;
investment in Paraguay (in the meat and_syehracho industries, textiles and

. banking) invisible payments are ilBortant. Trade fizures are nisleading, -
- because much of FaigZusyle exports to Argentina are in transit, but Argen- L
tina in fact has a surylus on trade account.

Comoensation agreements have been concluded by Argentina with Venezuela,
. Peru and Costa Rica, Argentina had & big debit balance with Venezuele owing

8 to purchases of petroleum, for which she had to pay dollars. Under the
agreement meat was to be traded for petroleum, and to this extent dollars
were saved, but the first half of 1948 showed still a big Venezuelan surplus,
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Argentina's need for petroleum also seems to have been a factor in the agreement
with Feru made in August 1948. Peru has generally had a debit balance with
Argentina, owing to her dependence on Argentine wheat. Delivery of a

specified guantity of petroleum by Feru beginning in 1949 is to offset the

sales of wheat.

As has been seen, Brazil developed a strong creditor position towards
the rest of Latin America during and after the war as a result of her ir-
creased produection and sales of cotton textiles. To strengthen this trzde,
azreements were made with Argentina, Bolivia, Chile, Uruguay and FParaguey
for the supoly of specified gquantities of textiles on advantageous ter-a.
Pesides the arrangements with Argentina already mentioned Brazil concluded
special payments agreements with Chile end Faragzusy. With Chile Brazll had
had a clearing system of payments for many years. A new agreement of 1747
confirmed and enlarged economic relations. Trade is substantial between the
two countries: the new agreement provided particularly for the exchange of
coffee and yerbs mete for nitrates and copper. The account was carriea in
Chilean mesos; the accumulation of Chilean pesos owing to Chile's continuing
debtor position caused difficulties. In 1948 provision was made for the
gradual repayment in dollars of part of the debit balance. A credit limit
wee introduced and balances beyond this were to be settled in dollars.

With Faraguay Brazil is habitually a small creditor on account of both
trade and long-term lending. Payments between the two countries are made
through a cruzeiro account. Paraguay had resumed her old vractice of set-
tling balances in sterling, but in 1948 Brazil became unwilling to accept
gterling.

It could hardly be said in 1948 that lack of means of vayment had
geriously blocked intra-Latin American trade since the war. The two important
creditors, Argentina and Brezil, had both extended credits to their principal
debtors. Bilateral agreements had run into difficulties as always when one
partner tends to a persistent credit vosition, (as Argentina did with all
her partmers except Brezil, esnd Brazil did with Chile) but ways had been
found to continue exchanges at a high level without forcing strict bilateral
balence. Trede between Argentina and Brazil and between Brazil and Chile,
two points of strain in bilateral agreements, was running in the first six
months of 1948 at almost the level of 1947, though it may have fallen coff
later in the year. Trade between Argentina &nd Chile did fall off in the
early part of 1948, dut not meinly for payments reasons. In many cases 2180,
where exchanges did not take place "pecause of payments difficulties", the
underlying cause is found to be the high prices asked for export goods. The
methods of peyment adopted effected some saving of dollers for working bal-
ances. As has been suggested, the insistence, which increased during the
post war years, on dollar settlement of persistent debits was due to the
general balance of payments position of Latin American countries. Whether this
general position might be improved by an increase of mutual trade will be
briefly touched on nextywhile the question of how bilateral debits might
have been sffected by the multilateral clearing of balances will be dealt
with in Section 1IV.

Future poseibilities

In discussions of intra-Eurovean trade it is sometimes suggested that
regional supplies might be devel oped of goods formerly imported fréom dollar
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~ Bources, thus benefiting the balance of vayments with the Western Eemisnhere,
 In Latin Americe the rossibilities of this are much more restrictied, though
8 by no means non-existent. Some substitution is already occurring. In the
5 first half of 1948, imports of rice, wheat and flour from the United States
showed marked reductions over 1947. To a certain extent this was a return
to earlier vractices from wartime or post wer diversions. Brazil, for
instance, in 1948 had gone back for wheat to Argentina, the traditional
source. Theoretically there should be some possibilities of Caribbean
countries getting a larger prorortion of their wheat from say Argentina
ana of rice from Brazil and Ecuador. Other categories of goods imoorted
from the United States that showed a decline more than proportional to the
total decline in 1948 were textiles, iron and:s%eel mill products and
.~ rubber tires. All these are Dbroduced to a certain extent within Latin
 America and in time might be able to subetitute for North American goods.

Before recommending any such development, however, the whole position would
bave to be much more carefully examined. If a substitution of home
Produced for immorted dollar goods is not a result of satisfactory cost
_ and price relations but is forced through for other reasons, it may result
~ in a very uneconomical use of scarce resources. This could, from a purely

. economic point of view, only,bbe justified if Latin American countries were
to be permanently end grievously short of dollars with no prospect of in-

l]y creasing dollar earnings, using them more efficiently, or getting similar
~ supplies elsewhers.

In any case, it would be some time before any develowment on these
lines-could seriously affect the overall balence of payments, while the
Pproposal under discussion is for "a transitionmsl measure", It seems un-

.~ likely, from the nature and capacity of productive resources in Latin Amer—

- ican countries on the one hand, and their needs on the other, that mutual

. exchanges could be substantially increased over a short period. As already
indicated, the problem is different for different parts of Latin Americs.

3. Relations with Europe

{ Trade and financial ties have alwaye been strong between Latin American

.~ and European, particularly western European countries. At the time when

~ Latin American republics, having gained their indevendence, were rromising

fi-ids for investment, western European countries and particularly Britain
were looking for outlets for capital, and supplies of food and raw materiais
which they could exchange for the products of their industry. Commercial
relations developed on this basis, and up to the last war, a substantial

 trade was carried on, A1l sorts of manufactures came from Europe, textiles
(and coal) principelly from Britain, machinery and metal products from

* Britain and continental Europe as well. In return Latin Anerican countries

sent their own products. Most of the animal and vegetable products of the

.east coast countries went to Burope -- meat particularly to Britain, linseed

- and hides to continental Europe, cereals to both. A large mart of the
minerals of the west coast and Bolivia went to Burope, end & lesser nro-

» portion of the minerals and tropical foods of the Caribbean republics and

 Mexico. Between the two wars Europe (apart from Germany) was declining in
 importance as a supplier of Latin America. This was particularly true of

Britain whose etaple exports for consumption were emong the first to be
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repleced by home manufactures. The competition of the United Siates and
Japan were other big factors. Germeny's trade drive, to Latin American
countries after the middle thirties kept up the position of Eurove as &
whole and made the trend less apparent.

Britain wae veying for an increasing provortion of her imports from
the income on investment (estimated at $160 million in 1931 and $80 million
in 1939). Total British investment in Latin America was estimated at over
$4 billion in 1939. French and German investment accounted for over. cne
quarter of total foreign investment before the first war, but had zrestly
declined. Belgian investment wés also significant. Shipring was the other
big source of income to western European countries, particularly to Britain,
Korway and the Netherlands, and may have netted $100 million in favorable
years.

The war disrupted all these relatiomns. Imports into Latin America
from Europe which in 1938 were still 47 per cent of total imports (Table 5)
were only 12 per cent in 1946. Shipping was destroyed and diverted, and
Furopean investments were sold to pey for supplies. Z2ritish investments were
estimated to have declined by $1 billion dollars between 1939 and 1946.
(Britain's income from investment had actually increased at the end of the
war on acccunt of the rise in yield.)

Post war position

In 1946 Latin American countries as a whole were getting only 12 per cent
of their total imports from Burcpe as compared to nearly half before the war,
while imports from the United States had increased from one third of totel
jmports to nearly 60 per cent. Exports to Europe had decreased from &bout
one half to one quarter of totsl exports. The next two years saw Latin
American and Furopean countries trying to re-establish commercial relations
in ways to fit changed conditions. During this time more them 40 bilateral
agreements, regulating trade snd vayments were made between Latin American
and Buropean countries. The need for reestablishing workable exchanges w&s
most scute for southern Latin America. Althougn the provortionste decline 1n
fmports from Europe was less for southern than northern Iatin America, the abso=
lute importance was greater because of former dependence on Europe. Dependence
on United States imports had increased proportiorately more for southern
than for northern Latin America, and though the United States had also in-
creased in importance as a market for southern Latin America‘s exports, that
market was still much less important for southern than for northern Latin
America. It is, therefore, not surprising that of the 40 agreements with
Eurove mentioned, over 30 were made by southern coudtries and of these 15
by Argentina.

The first negotiations between Latin American and Buropean countries
dealt with specific wartime measures, such as the unblocking of assets of
pationals of ex-enemy or occuvled countries. Then in 1945 and 1946 came the
first crop of trade and payments agreements made by eastern South American
countries. Brazil was the most active negotiator, concluding 6 agreements
with Belgium, Czechoslovakia, Denmark, Finland, France and the United Eingdoms
Krgentina hed agreements with Belgium, Spain and the United Kingdom; Uruguay
with Belgium and France. (Appendix II)

via
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Most of these agreements followed very much the same lines, dictated
by the circumstances of the time, ILatin American countries as already
noted, were anxious to obtain the traditional supplies of consumer, and
particularly capital goods of which they had been deprived for nearly six
years. European countries were badly in need of food and raw materials but
were not ret able, owing to wartime destruction -and dislocation, to supply
more than a trickle of goods in exchange, - None of them could allow thair
currencies to be exchanged for gold or dollars, and although some European
countries had considerable amounts of gold and dollars, most of these were
needed for payments to the United States., The agreements, therefore, as
well as in many cases specifying agreed lists of available goods, arranced
for payments to be made through accounts kept in one or both of the partner's’
currencies at one or both of the Central Banks: in all cases in 194f (with
the exception of Spain and Argentina) the currency chosen was the European
partners', In most cases the exchange rate provided for was some average
o cross rates on the dollar and provision was made to adjust balances in
case of a change in rates., Short-term credits were a universal feature of
these agreements, In many cases these credits were extended only to the
European country, providing for the Latin American countries accunulating
its currency up to an agreed limit, In some cases there was provision for
reciprocal credits, often of lesser amount, to the Latin American partner,
Often interest was to be raid, of anything up to 4 per cent, on balances
held, sometimes of balances held above a certain limit, In nearly all the
agreements with continental Europe in 1945 and 194¢ balances above the
eredit 1imit had to be settled, in some agreed time, in gold or dollars.
In a few cases there was provision for other forms of settlement as well,
or as an alternative. Agreements between Argentina and France (1945) and
Brazil and Denmark (194¢) allowed balances to be settled in the debtor's
goods, or in the latter case, in sterling, Argentina's settlement with
Spain was to be in Argentine pesos or balances were to be converted into
long~term obligations.

In 1947 Argentina was the most active negotiator, concluding seven
new agreements and a further one with the United Kingdom., Brazil made only
one (also with the United Kingdom) and Uruguay five. Mexico made agreements
with Spain and Czechoslovakia, The 1947 agreements followed much the same
lines, still strictly bilateral with accounts kept in the European currency
except where this was of doubtful stability., Argentina's payments with
Finiend and Rumania were conducted in dollars, with unilateral eredits for
the European countries, As other currencies besides the dollar emerged as
relatively "hard", a new provision began to appear by which eventual balances
could be settled in gold, dollars, or an acceptable third eurrency,

Sterling agreements

Agreements between the United Kingdom and her chief trading partners
in Latin dmerica were frequent in 1946, 1947 and 1948, their terms varying
with the changing circumstances affecting the status of sterling as an
international currency. During the war sterling tansactions with all
Central American republics and Colombia, Venezuela and Eeuador were made
through the "Central American Account! system, in which sterling was trans-
ferable within the sterling area and between other Central American Account
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countries, After 1945 this system was incorporated into the "American
dccount" system, and its sterling was convertible into dollars. Chile and
Peru hed entered the American Account area in 1947 and trade between them
and the United Kingdom had languished because their exports were equivalert
to dollar exports. In 1948, therefore, new agreements were made with Chile
and Pern. Chile was able to transfer her sterling freely only to other
Transferable Account countries and the sterling area, For transfers to
other countries previous agreement of the British authorities was required.
In the case of Peru all transfers to countries outside the sterling area
required agreement between the two governments. Trade increased under the
new arrangements, but Peru accumulated sterling. Dollars continued to be
paid to Chile for copper and nitrates.

Argentina, Brazil and Uruguay were in a different position. Exports
to the United Kingdom during the war had resulted in frozen sterling
palances amounting to over $500 million in 1945. Unlike Chile and Peru
these three countries were running big export surpluses with the United
Kingdom and sterling balances continued to accumulate, reaching over 3800
million in 1947. Agreements made with the United Kingdom had to deal with
both the disposal of frozen sterling and the mechanism of current payments.
With Argentina in 194¢ and with Brazil and Uruguay in 1947 agreement was
reached in principle that part or all of the frozen sterling might be used
to repatriate sterling debt and purchase British owned utilities, while
small instalments were to be freed periodically for current payments.,
Arrangements for payments for current transactions varied. Argentina's
current sterling, made convertible at the end of 194€ until the general
suspension of sterling convertibility in August 1947 was "transferable"
until 1948 when the Andes agreement instituted a bilateral account,

Brazil and Uruguay became part of the transferable account system in 1946
and 1947 respectively, but their sterling lost automatic transferability
in 1948,

Position in 1948 and after

In many ways the end of 1947 marked the end of one phase in Latin
Americe's post war relations with Europe. The peak of trade surpluses
and credits oxtended was reached with an export surplus of approximztely
$1,100 million and eredits extended (including sccumulation of foreign
balances under payments agreements) of perhaps $500 million.

The effects of these unbalanced relations were felt in 1948 when many
of the trade and payments agreements ran into difficulties, because credits
granted had been fully used. In some cases fresh credits were extended.
Argentina, for instance, obtaining machinery and equipment for her develop-
ment plans from Czechoslovakia, raised the credit ceiling and made the
obligation to settle balances annually in goods instead of dollars., In the
case of Spain, whose credit granted by Argentina in 194¢ had been fully
used, further credits were extended, and final balances were to be used by
Argentina for investment in Spain, including the setting-up of a free port
at Cadiz. In other cases (Brazil with Czechoslovakia and France) credit
conditions were tightened and provision was made to use the accumulated
balances immediately (instead of carrying them forward) for purchases of
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petroleum refineries, In the case of Denmark, Brazil required balances to
be paid partly in dollars, At one point exports from Argentina to Switzer-
land were stopped because Argentina wished Switzerland to liquidate her
debit balance, In most cases where European debits had accumulated to an
uncomfortable extent and means were sought to liquidate them, there was
also an effort to bring about a better future balance in trade and payments,

exchange they became more inclined to import from Europe, even if what was
offered was less desirable or more expensivu than North American goods ,
Argentina particularly explored every possibility for satisfying her import
needs from European sources, Agreements were made with Eastern European
countries in 1948 (Hungary, Poland and Yugoslavia) which provided fod sub-
stantial balanced exchanges of goods on a compensation basis, though any
necessary payments might be in dollars, From Poland and Yugoslavia,
Argentina proposed to obtain coal, cement, chemicals and timber and from
Hungary machinery and transport material. Much of this represented new
trade channels, :

The problem of financing a surplus with Europe was easier in 1948
than in 1947, For one thing the trade deficit of Europe was smaller, In
1948 (Tables U and V) exports from Latin America were 52 billion s com-
vared to $2,1 billion in 1947 and imports $1.3 billion as compared to 81
billion in 1947, $350 million had been appropriated by the ECA for offw
shore purchases in Latin America, although only about half of this had
actually been spent., By far the largest factor in financing the deficit
was the repurchase of British railways and other utilities and public debt,
This amounted to somewhere about $680 million and was reflected in a reduc-
tion of balances and a noticeable hardening of sterling. These big capital
movements between Britain and Argentina largely determine the appearance of
the overall finan&ing of Latin &merican payments with Europe, as they ob-
Scure other movements, If sterling is removed from the picture, balances
held under payments agreements ‘with other European countries show an
increase during 1948 of over $50 million, representing net credits extended,
This is a marked decline fronm the amount of credit extended in 1947, 1In
many individual cases the net movement was a repayment of eredit by Buro-
bean countries., In the case of Belgium and Argentina, Belgium's debit
balance turned in 1948 to a rather obstinate credit, which at one time
held up further exports from Belgium,

ductivity was tided over, In only a few cases, which have been mentioned,
did lines of real strain, such as were comrmon in Europe, appear, and even
then some way round was discovered to allow trade to continue. Neverthe-
less, the strictly bilateral payments covering so much of the commerce
between the two continents was far from an ideal system, and in Section IV

the possibilities of multilateral arrangements will be considered,
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The desire for dollar payments which was always a potential brake on
trade relations between Europe and lLatin Aperica in the post war period
(though partially by-passed in payments agreements and the use of sterling)
was due to the overall balance of payments disequilibrium of both Europe
and Iatin America, As regards Latin America, it is hard to avoid the con~
c¢lusion that the overall disequilibrium particularly of South &merican
countries would -benefit from a more balanced trade with Europe. The large
export surplus with Europe in 1947 and the lesser one in 1948 were admit-
tedly financed by temporary expedients, In 1947 some European countries
still had fairly large reserves and the United States was giving dollar
loans. Letin American countries still had good reserves from wartime
export surpluses and were able to extend credits. The gelling-out of
European investment was a big help to finanecing in 1947 and even more in

.1948, In 1948 there were ECA dollars. It cannot be taken for granted
that the relatively favorable conditions of 1947 and 1948 will persist
and it is probable that some means of adjustment to the new situation

_between Europe and Latin Americe will have to be found. One of the more
promising paths is the expansion of European exports to Latin Averica,
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IYI. Possitilities of Compensation among Latin
American Currencies and with Europe

l. CGenersl

In 1948 perhaps one-half of trade within Latin America and three-
quarters or more of trade of all Latin American countries with fJurope was:
being conducted under some form of bilateral agreement. This did not mean
rigid bilateral financing over the whole field: sterling for instance was
available for use in the sterling area and in varying degrees in other
transferable account countries. .here the limit of credit provided for
working balances had been reached, partners might have reverted to dollar
and gold payments. But on the whole, trade under payments agreements was
bilaterally financed and agreements for minirizing payments by planning
equal exchanges were a limiting factor on trade. This is the situation
that inspires proposals for making currencies to some degree interchange-
able, so that surnluses acquired with one country can be used elseshere,

There are various methods by which the transferability of currencies
for current account purposes and the pooling of credits can be arranged
through a special clearing system. There can be a centrsl clearing office,
where the net position of each member is registered, or members can acguire
in exchange for their own currencies up to a given amount units of an inter-
national currency shich is accepted to an unlimited degree for transactions
within the groun, .here there already exists an extensive system of bi-
lateral payments agreements, the bilateral credits alreedy granted or new
ones can be made available anywhere in the group, and the balances under
the agreements at Central Banks can be subject to neriodic compensation
operations. All types of integral compensation involve the possible
concentration on one strong currency of all the credits allowed to each
member. The total amount of these credits may exceed the claim on its
resources thet the strong currency's ouner is prepared to put at the
disposal of the group., In the mechanism of the IMF, where many countries
contribute their own eurrencies to & central fund to be drawn on by other
members, and the holdings of currency are sunplemented by holdings of gold,
the claims on any one currency are likely to be less diffiecult to meet,

A limited compensation can sometimes be arranged involving only the
reduction of debit balances, or the use of one country's currency in
settling accounts, where three or more countries have payments to make
to each other in a closed cireuit. This is similar to the "first
category" type of compensation in the European Payments Agreement.

In #hat follows, the expression "a closed system® has been used to
mean a system in which the means of payment can be used only within the
group. A clearing system may also provide for the conversion of net
balances into dollars or some other currency that can be used outside
the group. It has not been considered useful anyhos at this stage to
consider in detail the nractical application of a comprehensive clearing
union. The present section deals with some possibilities of triengular
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offsets, the operation of which would be comparatively simple and most
of the immediate consequences ®f #hich could be foreseen. It also tries
to dras some general conclusions as to the effects that might be expected
from complete or partial convertibility within either of the two groups
under discussion, with or without convertibility into dollars.

The difficulty here is to collect the information on which to base
even general conclusions. If, as in Furope, current bilateral transactions
4ere nearly all conducted under payments agreements, and the balances of
these agreements were available periodically in non-confidential form, it
wonld not be too difficult to indicate the effects of a clearing of balsnces.

»In the absence of essential information on payments of this kind, figures
of annual trade balances betwseen pairs of countries have been usec as
giving some sort of a rough aporoximation to the position. These figures

_fail to represent the true position in significant ways. A uniform basis

has been sought by using only export figures. This means, for instance,
that in the case of European and Tatin American trade both European and

Latin Americen reports have been used. There will clearly be great dis-

crepancies of timing, as sell as in valuaiion, conversion rates, different
usages as to countries of origin and destination, and so forth. In some
cases export figures were not aveileble, and the appropriate import figure,
less & deduction for freight, was used. Apart from the unsatisfactory
nature of trade reports themselves, this method neglects service payments
entirely, This is serious mainly for relations with Surope, which may
involve substantial payments for transport end investment income; in some
accounts with the United Kingdom invisible payments may entirely alter

the picture. A&nother difficulty arises when trade balances are used 1o

show the possibilities of multilateral clearing. Except shere transactions
have been carried on for the whole period under revies below the credit
1imit of a payments sgreement, the trade balances do not indicate the
amount of purely bilateral financing that in fact took place. In all
ceses, all or some of the payments were made in dollars, gold, or some
partially transfersble currency, and were therefore “cleared" multi-
laterally. The effects of complete multilateral clearing, if traced from
the starting point of these figures, would therefore be exaggerated. With
g1l these limitations it has nevertheless been thought worthshile to

present the trade balances between the various countries for 1938, 1947,

and the first six months of 1948 end to try to draw some general conclu-
sions from them.

2. Compensations #ithin Latin America

Tables A to F show trade end trade balances betseen Latin american
countries for 1938, 1947 and the first six months of 1948, For 1938 and
1947 figures are given for ell twenty republics, although in some cases
the export figure w#as not available and the importing country's report,
less a standerd deduction for freight, was used, For Jamary-June 1948
it was not possible to tabulate all countries, even on this basis, and
fourteen countries only are shown. Trade figures, owing to varying
practices in valuation and reporting and other difficulties, show great
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discrepancies, and the error in g small figure may sometimes be so great
as to change a positive balance to a negative one.  For this, among other
reasons, the figures shown for illustrative purposes should be treasted

the figure, trade values have beer rounded to the nearest £100 thousand,

tions, but was

_ together in
the north, and do a considerable amount of trade #ith each other. This

trade, though it does not show up significantly in tosal intra-Latin-

and it would have been useful to devote a table solely to this trade,
rounding to a smaller figure, Houever, the shortage of trade statistics

in the erea made this pProcedure look unprofitable, at least until more
information can be obtained,

Bilateral belance and surpluses

According to tables G, H and J, the average 'degree of bzlance or ;
unbalance in intra-Tatin-American trade varied little betseen 1938, 1947
and 1948. The nrovortion of totel trade bilaterally balanced .as just
over half, 15 ver cent to 20 per cent was multilaterally compensable, and
25 per cent to 30 per cent was net surnlus for the country reporting,

This averase conceals considerable variations in the position of individual
countries. Brazil and Argentina increased their respective proportions of
bilaterally halanced trede to among the highest of the group in 1947 and
1948, Cuba, Bl Salvador and Perd <ere among those offsetting most sur-
pluses and deficits within the grous throughout the period, while Eolivia
had one of the highest degrees of net import surplus. Uruguay changed

from a high degree of offset and a small net imnort surplus in 1938 1o a
high net import surplus in 1947. This sas apparently exceptional, and

the import surplus hag fellen again in 1948, Colombia very materially
increased her proportion of import surplus during the period, while

Mexico decreased her proportion of multilateral trada and increased her
export surplus,

Closed regional clearing

The countries that would presumebly benefit most from a closed system
of transferability would be those #ith a high »roportion of surpluses and
deficits that offset each other, and a los net surplus. In the first six
months of 1942 Perfi ans.ers best to this description; her marked export
surplus of 1947 was diminishing (possibly diminishing petroleum exports to
Uruguay), and in 1948 the rether difficult debtor position with Argentina

could theoretically have been more than offset by the eredit position with

Chile. Cuba and CGuatemala, glso with a high degree of multilaterally
conpensable trede had marked import surplus positions. In a closed clearing
system, instead of being debtors of Mexico, they sould have been debtors

to the groun as a whole, If countries in a net creditor vosition were
unwilling to extend credit, Cuba and Guatemala, after losing their inter-

‘group reserves might have had to adjust to a more balanced payments position,
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The discussion of these possibilities is, of course, rather aceuomie,
because in early 1948 Cuba and Guatemala had adequate dollars, wtich may
have been pertly «hy their trade was multilateral.

The three countries with the highest degree of import surplus in
early 1948 -- the Lominican Republic, Bolivia and Colombia —- would have
hed much the same experience as Cuba and Guatemala, except that as all
their balances were negative, they could have tsken part in no compensa-=
tions at all.

The general effect on individual countries would be largely independent
of what particular clearing mechanism was adonted. This might be a ngw
clearing unit, acceptable for all transactions within the group. Ify
initially, credits were to be allotted on the basis of net import balances
in the first six months of 1948, the totel size of the union would be {68

‘million (see Table ). This means that every country 4ith a net deficit

would be allowed to draw units of the group currency, each according to

{ts quota, to a total of ©63 million, to be received in payment by other
members for use anywhere in the group. If these credits had been allocated
at the beginning of 1948 end had been fully used at the end of June, they
might conceivably all have been used in payments to argentina, or to iexico.
This is not perhaps very 1ikely, but it is possible, since both countries
sere substantial all-round creditors even Jhen payments were on & scarce
dollar bagis or payments agreements had run into difficulties. Thus in
June Argentina or lexico might have been net creditors to the group of

%68 million, instead of ‘27 million and #10 million respectively. .Jays

can be devised for limiting the liability of potential large net ex-
porters, but only by rationing the use of the credit medium in payments

to countries which are becoming too attractive as exporters.

1t does not appear, however, from the rather fragmentary evidence
presented, that any currency «ould have become particularly tgcarce."
In 1947, «hen Brazil was a large all-round creditor, the cruzeiro would
probably have been a herd currency. Before the war Brazil wes a net
debtor in intra-latin-american trade., She may not return to this position,
but at least trade was becoming more balanced in 1948, although this was
largely due to the big decrease in surplus #ith Argentina. The argentine
peso might be most likely to become hard, along perhaps with the lexican
peso in northern Tatin America. On the whole the problem of "scarce
currencies" does not seem one that Jould trouble intra-latin-American
convertibility very much. It has been shown, however, that one or two
currencies (perhaps Bolivia and Colombia) might be rather .eek, within
the group. The position could be met by balance of payments adjustments
or credits from other members. lMechanical difficulties might arise if the
clearing took the form of a central fund into +hich members paid their
own currencies and bought others. The lack of demand for certain curren-
cies <ould cumber the working of such a system.

The main basis for success in a clearing union of this type is the
+illingness of surplus countries to extend credits to their neighbors,

oS-
oot .
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who though not necessarily in over-all balance of payments difficulties,
are in a net debtor position aithin the group,

Regional clearing backed by dollars

If net credits were convertible into dollars, net debtor countries,
if they had to use their own limited reserves, might try to reduce their
import surpluses from the group. In the first half of 1948 such all-
round net debtors as Colombia and Bolivia would have had to use scarce
dollars to meet their net debits, which would not even have been reduced
by compensation. Net cebtors with some credit nositions, such as Chile,
Cuba and Uruguay (in 1948) might have saved some dollars on working

balances, even if they had to cover net deficits in dollars. Net creditors, »

if they were able to get dollars, might try to increase their surpluses,

either by restricting imports or exnanding exports; particularly if, like
Argentina, they were in great need of dollars to meet a deficit with the

United States.

If dollar convertibility for net positions was provided through pooled
herd currency resources instead of individual reserves, the burden .sould
not fall necessarily on debtor countries themselves, but on those whose
dollar earnings contributed mainly to the pool. In early 1948 this might
have been Venezuela, Panamd Cuba, the Dominican Republic and some other
northern countries, Contrigutions of hard currency from outside the group
would remove some of the strains but also the stimulus to ad justments
(mainly by creditors if credits sere frozen, by debtors under dollar con-
vertibility), which would bring some sort of balance.

Iriangular compensations

It may be that some bilaterally strained positions could be eased by
individual compensations involving three or more countries in a closed
circle of indebtedness.

In early 1948 some of Argentina's credit nositions could theoretically
have been compensated. The surplus with Per could have been compensated
through Venezuela, a debtor to Peri and a creditor of Argentina, 1In
theory, and on the basis of the trade balances for January-June 1948,
which, as already explained, may give a misleading impression, Argentina

Among other drawbacks here would be that Venezuela's debt to Pery was 8o
small (£$300,000) compared to Perti's debt to Argentina (%14 million) and

Argentina's debt to Venezuela ($10 million). Then Perd might have been

unsilling to accept pesos instead of dollars from Venezuela,

Argentina's debt to Venezuela (which also was a point of stress and
led to the compensation agreement already descri’ed) could also theoreti-
cally have been compensated in part through Brusil, In this case an amount
of $400,000 (Brazil's credit with Venezuela) could have been offset, wiping
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out the debt between Brazil and Venezuela and reducing that betseen
Venezuels and Argentina (810 million) and between hrgentina and Brazil
(#9 million) by the same amount. Here sgain the reluctance of any country
short of dollars to cencel a debt payable in dollars has to be reckoned
sith. sanother point is that the credit position of Argentina aith Brazil
was temporary (due to wheat deliveries) and might be expected to be re-
versed. In 1947 Brazil had been argentina's large creditor end this
position was developing again later in 1948. Another triangular offset
involving Argentina and Venezuela would have been with Chile, a small
creditor with Venezuela. If Venszuela would have accepted Argentine
pesos, this would also have helped Chile in her temporary difficulties
with Argentina. Agein, the compensable sum would have been very small.

A combination to help the position between argentina and Chile could
have included Cuka, a debtor to Chile of over $2 million, and a small
creditor of Argentina ($200,000). Here again there is the drasback that
Cuba at this time had dollars to pay w#hich would have been welcome to
Chile. The two last offsets might have been combined, since Argentina
was creditor to Chile, Chile %o Cuba, Cuba to Venezuela and Venezuela to
Argentina. The only opportunity apparently afforded for compensating
Chile's large debit vosition with Perti was also through Cuba. Debts all
round might have been reduced by the amount of Cuba's credit with Peru
($400,000) .

Triangular compensations might be explored in all cases where bi-
lateral strains appear, and undoubtedly some offer fruitful. possibilities.
In general, however, these solutions could only be temporary and partial,
and many practical drasbacks attend any individusl deal. The main diffi-
culties within Latin America seem to be that one of the vital balances
is sure to be very small and that so many of the theoretical compensations
involve northern countries that in 1948, at eny rate, were not short of
dollars.

3. Compensations with furope

Tables K to Q show trade and balances betseen the Letin American and
luropean countries most concerned in trade #ith esch otler in 1938, 1947
and the first six months of 1948, Tables R to T give a rough indication
of the extent to #hich each country's trade with the other continent taken
as a <hole was bilaterally balanced, showed a net surplus, or was able to
offset individual surpluses and deficits.

According to Tables R and S, it appears that a higher proportion of
trade was bilaterally balanced in 193¢ than in 1947. The 1938 position
was weighted by Germany, with a very high degree of bilateralism, in an
over-all trade with Latin america second only to Great Britain. Neverthe-
less, even excluding Cermany's trade, the proportion of balanced trade
showed a decline between 1938 and 1947, while the proportion of net sur-
plus (export surplus for Latin America) rose. The first six months of
1948 showed a,decline in the proportion of bilaterally balanced trade and
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a rise in the multilateral offsetting of surpluses and deficits., Net
surpluses showed little change, For what they are worth, these figures
tend to support the doubts already expressed as to the importance in global
multilateral financing of the net surplus with “urope before the sar. In-
visible payments «ould have reduced the possibilities still more. Another
point of interest is the small proportion of maltilaterally compensable
trade in 1938. 0Of course 1938 is a single year, and not necessarily
typical even of the late thirties,

As regards individual countries, Peri and Venezuels seem to nave
changed from net importers from Europe before the war to net exporters,
while Colombia ang Ecuador have changed to net importers. Other Latin
American countries maintained a net export surplus. In 1947 and 1948
Brazil and Uruguay had the largest proportions of their trade bilaterally
balanced, while the chief net surplus countries (apart from Cuba and the
Mmﬁmnkwmn)mmammum(wmm)md%hmm(mmmL Ecuador,
Venezuela and Mexico are shown as the countries with the highest proportion
of multilaterally compensable trade sith Europe,

On the European side, S.eden and Switzerland lost in 1948 vne high
degree of balance they had in 1947. Siweden increased a net export surplus,
while Switzerland changed from a small net export surplus to a larger net
import surplus. Apart from Germany, the Turopean countries showing the
highest degree of net import surplus wsere the Netherlands and Denmark,

The United Kingdom, with the highest absolute import surplus, had reduced
it considerably in 1948, Huropean countries showing the highest propor-
tion of multilateral trade with Tatin america were Switzerland and Czecho-
slovakia,

Positions under a general clearing scheme

The actual working-out of g clearing scheme would depend on 1ts effects
on individual countries and this again would depend on whether net balances
were wholly or partially convertible into dollars,

The actual mechanism of clearing, whether net positions were regis-
tered centrally, or merbers were allotted quotas of g ney currency unit
acceptable within the group, or members' currencies were exchangeable
#ith each other, is not material f or the argument. If credit balances
could only be used in Europe or latin America, a certain amount of
benefit would result for Latin &merican countries in an intermediate
position. Brazil, for instance, in early 1948 had credit and debit trade
balances fairly evenly distributed throughout Turope and Latin aAmerica,
end general convertibility would have done awvay with the necessity of many
bilateral agreements, some of which, as described in Section II.3, got
into difficulties in 1947 and 1948, Ecuador, half of . hose total trade
in early 1948 was with other Latin fAmerican countries, with a persistent
creditor position, might have benefitted if the surplus had been available
to settle a small European deficit, Venezuela was another country which
theoretically would have benefitted from multilateral clearing, but
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Venezuela is one of the few Tatin american countries without balance of
payments difficulties. Of the big net surplus countries, Argentina,

both in 1947 and e:rly 1948, was a net ereditor with all European countries
(except S.eden and, in 1947, Czechoslovakia) and 4ith all Latin American
countries except Brazil end lexico (Venezuela in 1948). A clearing #ithin
latin america and Europe would, on the basis of trade balances in the first
half of 1948, have given Argentina a credit of perhaps %450 million. Unless
she sas able to increase her imports from other members, this balance

would have remained frozen. Tnstead of the present relation with the Unlted
xingdom, which, abstraeting from sterling balances, investments, ete.; is

a large trade debt from the United Kingdom, there Jould be a new relation,
with Argentina a creditor of the group as a whole, and the United Kingdom
contributing according to her net deficit with the group &8s & whole. If
inter-convertibility extended to relstions within Europe, the United King-
dom might not even have a net deficit with the group. argentina's problem,
of course, is her dollar deficit, which would not te affected directly,
glthough it might be affected indirectly by a substitution of dollar goods
from Europe. In the absence of trade statistics for 1948, it is not known
hos the situstion developed, but it may be that a decrease in Argentina's
export surplus lessened the possibility of the peso becoming a "scarce
currency" in a clearing union. The other country with a large net (import)
surplus, Colombisa, had in 1947 and ezrly 1948 deficits w#ith almost every
country in TLatin smerica and Europe. There would, therefore, have been

no vossibilities of compers ation, and if other members had been willing

to extend credit, Colombia Jould have been in debt to the group for aoout
#32 million at June 1948, Otherwise, she sould have had to adjust to the
position by expanding exports or reducing imports.

) On the more realistic assumption that dollars or gold were in part
introduced into the system, the problems «ould be different, If debit
balance Jere wholly or in part payable in herd currency from members'! own
reserves, a big net creditor such as hrgentina sould be on the way to solve
her dollar problem, but her debtors who now pay in their own currencies
under bilateral agreements and who may be short of dodllars might take
steps to safeguard their reserves by reducing their imports. Argentina
and other craditors might also reduce imports to increase balances
convertible into dollars. The big net debtors would also face ad ustments
which they might have transferred to their creditors under the previous
assumption.

If debts within the clearing were backed by haerd currency in a central
reserve, the position gould be different again. If the reserve was merely
pooled resources, the burden would fall very unevenly, since it would have
to be contributed to mainly by Central American countrics, Venezuela, and
one or two European countries. The acvantage from it would go to countries
which were net creditors sithin the group, but debtors outside it.

If the reserve Jas set up as partially a gift from outside, the
effects would be as described in the sub-section on a general clearing.

K
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Iriangular compensations

It is possible that some bilateral points of strain could be eased
by triangular cufrency deals. This can only be discovered by examining
relations bet.seen individual countries. The theoretical possibility of
an offset of this type is no guarantee of its usefulness. In many cases
the sums involved would be trifling, or bilateral relations quickly
change, or one of the countries involved is not interested or would prefer
to retain a particular debt for future bargaining purposes,

Of countries which seem to offer themselves as possible subjects,
Belgium in 1948 was a persistent net creditor ih Europe #ith a scsrce
currency causing difficult relationships. Trade balances in the fimst
half of 1948 (Table Q) show Brazil as a creditor of Belgium and France of
Brazil. This latter sas a temporary relationship, due to abnormal circum-
stances, but on the basis of these figures, and «ith Belgium a creditor
of France, there might have been some agreement to cancel debts mutually,
thus renewing credit margins, or payments might have been made in Belgian
francs. Similarly Belgium, Sweden and Chile might have come to some
agreement. One of the difficulties here might have been that Chile was
able to get dollars for her exports of coprer and nitrate to Belgium, and
might have preferred free dollars to spend in the United States rather
than Zelgian francs to settle a debt with Sieden, Theoretically the two
triangles would have offered possibilities of combination, Brazil showing
a credit balance with Chile (Table E).

One of the reasons why it is not very profitable to suggest triangular
compensations betveen Latin American and European countries on the basis
of trade balances, is that other financial payments mav be very important.
For instance it might be concluded from the trade surplus of Argentina
with Ttaly in 1948 (Tables G and V) and the hardening of the Italian lira
in Zuropean relations in the first few months of the European payments
agreement, that these t.o might be combined in a useful trianguler offset,
but in fact the non-trade payments-of Argentina to Italy would quite alter
the picture.

There are other possibilities of this type of compensation which
might be explored if it was thought worthwhile, Uruguay, for instance,
had credits in Europe that might have been offset against debits in Latin
America.

Use of sterling

Some degree of multilateral financing of trade between Latin American
and European countries is already provided by the use of sterling. About
fourteen countries in Central and South America are MAmerican Account®
countries, and holders of sterling in these countries are free to transfer
it automatically to "Transferable Account® countries and administratively
almost anywhere in the world. They also have the right automatically to
convert into dollars.




0791
E/cN.12/87
Page 31

In Burope, Italy, the Netherlands, Norway, Spain, Sweden, Czecho-
slovakia, Poland, Finland and the U.S.S.R. are nTransferable Account"
countries, and holders of sterling there can make payments for direct
current transactions through Transferable Accounts to residents of other
Transferable Account countries, as «ell as to the Sterling area. Chile
is also a Transferable Account country.

The general position of sterling in Latin American depends basically
on the cespacity of the sterling area to produce essential goods. The use
of sterling in multilateral financing between Latin america and Europe 1is
likely to run into difficulties whenever there are lerge net holders of
sterling. For instance, in default of sterling convertibility into
dollars, argentina might have 1iked to use her accumulated sterling bal-
snces in Belgium, where she was in payments difficulties in 1948. For
the United Kingdom this would probably have meant gold payments to Belgium
under the terms of their bilateral agreement,
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IV. Summary

The most important elements in the regional payments problems of a
limited group of countries are the over-all positions of the group itself
and of its separate members, In Latin America as a whole the inflationsry
effects of export surpluses during the war and of the needs of developrent
combined with the restoration of sources of supply to expand imports
greatly in 1946 and 1947. The great reduction in the possibility of
importing from Europe concentrated the balance-of-payments strain on relstions
with the dollar area and cauced a serious decline in gold and dollar reserves,
These problems, while serious, seemed in 1948 to be for most countries
in process of being overcome, with a reduction in imports from the United
States and the restoration of sources of supply in other areas. Latin
American countries need increased supplies of capital and other goods for
development purposes. If export markets in the United States cannot be *
significantly expanded, it is probable that non-dollar sources of supply
will have to be developed. In any case, an increase of imports from Europe
is likely to be desirable, since at the end of the Recovery Program Europe
may be unable to pay for a large import surplus from Latin America in con-
vertible currency or balance it with service income. Statements about
Europe and Latin America as units do not necessarily apply equally, or
even at all, to individual countries., Some Latin American countries may
be able to earn net dollars in Europe, and some European countries in
Latin America,

L

Trade relations between Latin Americdan countries themselves are a
small proportion (10 per cent, on the average) of their total trade,
though for some countries they are quite important. Intra-Latin American
trade has increased in volume since the 'thirties, though it has declined
from the high and uneconomic level reached during the war., Owing to

(mainly in the south and east) vas bilaterally financed in 1948, Bilateral
financing in 1947 and 1948 was producing some difficulties and a tendency
towards bilateral balance, An increase and a diversification in trade

markets for products of new industries (particularly of consumer goods)

and new demands for food and raw materials. These developments will take »
time, and as meanwhile capital goods must contimue to come from overseas,

the conservation of dollar resources and the fostering of trade relations
with non~dollar areas must remain an over-riding consideration. An ex-
panded regional system could not in the short run be expected materially

to help the main balance-of-payments problems. More flexibility in payments
arrangemente and greater opportunities for muiltilateral financing within
Latin America are desirable. Freer convertibility between Latin American
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currencies would require some ad justments but probably not of a ma jor
character. A comprehensive multilateral clearing scheme within latin
imerica (or between Latin America and Furope) would necessarily be a com=
plicated experiment, entailirg much labor and organization. There would be
many effects in various directions which it would be difficult to forecast,
and- some of which might not be beneficiale Among the technical difficultles
in Latin America would be multiple exchange rates, the disposition of the
foreign exchange proceeds of foreign-owned export companies, and the leck
of a tradition of close ccoperation between central banks. The effort
involved would almost certainly be out of proportion to the benefits
received. For the immediate future, perhaps the most promising approsch

is an exploration of the possibilities of triangular offsets and of some
further use of sterling. The problem, however, will not be solved without
restoration of over-all balance, sO that more local currencies may be meade
convertible, and dollars used more freely in payments between Latin American
countries, ‘particularly in the norths

: Trade relations with Europe are a more important part of the general
Latin American picture, and possibilities should be explored to smooth and
expand them, without however creating a protected system in which the per-
sistence of high costs and uneconomic exchanges 1s encouraged. This would
be against the wider international interests of both areas. It is important
that European countries develop the production, on a competitive basis, of
the capital goods required in Latin America. For the present, perhaps
payments could be improved by administering and adapting existing agree-
ments in a cooperative spirit, some triangular compensations could be
explored in cases of strain, and wider use of sterling could be considered,
particularly in the southe

The present paper, according to its terms of -reference, deals only
with the short-run position. Owing to the inevitable time lag in receiving
information, some of the interpretations may be more applicable to the
position of 1948 than to that of 1949, As world conditions change, policies
will have to be adapted to meet them, the Fund and its members working
together towards the establishment of general convertibility.
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between Latin Amerivan and Buropean Countries
January-June 194§

(in millions of dollars)
(+) or (=) refers to Latin American countries

Trade Balances

Table Q.

an Balanc
Net

Gross
(+)

17Q

Dy
Gross
(=,

Peru Uruguay Venezuela

Zcuador Mexico

Dominican
Remublic
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Chile
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Pable R. seture of Trade between Letin Americe and Eurvpe - 1938

{Percentage of Total Turnover )

3ileterelly Multilaterally Yet surplus
balanced ¢ompensaile export or imvort

Qgtin Arericen Countries +ith Furope

' Argentina 79 9 s I

A  Brazil 85 11 L B
Chile 55 13 . A

‘  Colorbia 67 7 26 .1
Cuba 54 21 25 E
Feuador 75 25 -
Dominicen Republlc - - 100 E
Mexico 61 20 19 E
Peru sh oL 2 3
Uruguay 8l 5 By TR
Venezuela 74 — 28 1

' 13 15 A

| 7 15 1 3

! European Countries with Latin America
Belgsium-IuxerMourg 70 2 28 4.3
Czechoslovealria 77 23 Line
Denmarlc L8 19 s s R |
France 7h —— i
Gernany 88 & : gy
Ttely 73 11 16 =
fTetherlonds Ll 10 T -

. Forvey Lo 60 -
Portugel 67 33 A%

* Spein 75 25 -

8 Svitserland 33 - 67 B
Sreden 7h 13 " S
United Kingdom 70 L o5 &

B 21 A
74 15 3t R

A zives proportion of multilaterally cormpenscble trade and net surplus without

allovance for cormensation among indivicual countries ia eacn continént of
their export and immort surpluses in trade «ith the other continent.

B zives vmroportions teling toese possibilities into account.




At L~N8 ‘|r_n1w1—'q

- Blew.12/sy
I;LIHgB.SE
£ Table S. Nature of Trade between Latin America and Europe - 1947
2 (Percentage of Total Turnover)
L :
h
: Bilaterally Multilaterally Net Surplus
balanced compensable export or import
Latin American ngg;riag with Europe »
Argentina 54 . 2 44 E 4
Brazil 70 4 26 E 9
Chile 55 8 37 E
Colombia 27 10 5 g
Cuba 23 8 69 E
Dominican Republic 74 1 92 E
Ecuador 18 55 A e
Mexico . 65 22 13 E
Peru 56 14 30 E
Uruguay 67 7 26 E
Venezuela 51 39 10« E
6 29 A
55 8 37 B
European Countries with Latin America
Belgium 60 4 36: 1
Czechoslovakia 46 46 8 I
Denmark 22 11 67T
France 52 3 R
Germany - - 100 T
ITtaly 80 6 A § .
Netherlands 26 - A "
Norway 60 21 39:..T
Portugal 60 ' 2 ey P £ .
Spain 34 5 61 I
Sweden 87 11 2 E
Switzerland 75 24 1l E
United Kingdom 50 6 VA AT |
' 8 37 A
o5 8 37 B

& gives proportion of multijaterally compensable trade and net surplus
without allowance for compensation among individual countries in each
continent of their export and import surpluses in trade with the other
continent,

B gives proportion taking these possibilities into account,
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TPable T. Nature of Trade between Tatin America and Eurove,
Jenuary-June 1948

(Percentage of Total Turnover)

Bilaterally Multilaterally Net surplus
balanced compensable export or import

Latin Americen Countries with Europe

Argentina Ls 6 L9 E
Brazil 68 26 6 E
Chile ] T Ly E
Colombia 25 - i €
Cuba 33 2 65 E
Dom. Rep. 9 - 91 E
Beuador 18 71 g
Mexico 60 32 8 B
Feru 61 6 33 E
Uruguay 69 24 B
Venezuela 37 62% : B
14 37 A

L9 16 35 B

European Countries with Latin America

Belgium 6L 2 3 I
Czechoslovakia L7 33 20 1
Denmark 12 14 7 I
France 35 10 I e
Germany 8 10 B
1taly 48 10 42 1
Netherlands 27 & 2.1
Norway 74 v, 19 4
FPortugal 31 21 48 I
Spain 24 3 i [
Sweden 54 10 63
Switzerland Ly 33 23 W1
United ¥ingdom 59 15 26 1
13 38 A

49 16 35 B

A gives proportion of multilaterally compensable trade and net
surplus without allowance for compensation among individual
countries in each continent of their export and imvort surpluses
in trade with the other continent.

B gives provortion taking these possibilities into account.
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Table V. Trade Balances between Latin Americen and European Countries - 1948

(in millions of dollars)

(+) or (-) refers to country in column head

European Balance
Grese

go-as

(+) Fet

Venezuela (=)

Feru Uruguay

Dom. Rep. Tcuador Mexico

Cuba

Colombia

Chile

Argentina Brazil
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APPENDIX II

Irade_and Payments Agreements of latin American Countrieg

Appendix IT contains the main trade and payments agreements relevant
to the subject matter of the present paper, entered into by Latin irerican
countries among themselves and with certain Eurcpean countries in the years
19461949, In a few cases, and for special reasons, references to earlier
agreements have been included, In an effort t present clearly and com-
parably the main provisions of the agreements, they have been set out im
tabular form, It should be pointed out that as the agreements are by &l
means of a standard character, being very varied both in construction and
subject matter, attempts at tabulation are bound to create difficulties, *

The main common features of the agreements chosen for tabulation are
provisions for bilateral financing of trade transactions, or for limiting
the necessity for payments by means of compensation of specific quantities
or values of goods exchanged, Even within this limited field the list of
agreements is by no means complete, For various reasons many governments
are reluctant to publish or make available to the Fund the detailed texts
of the trade and payments agreements they conclude, The steff has there-
fore been obliged to gather some of its information from various other
sources, official or otherwise, Any inaccuracies in the present summary,
or in the main paper, which has also had to draw on these sourceg, may
well be attributable to this circumstance,

The expression "payments agreement" has not been used in any strictly
defined technical sense, but as a general term to cover any agreement deal-
ing with the conditions attaching to curpent payments. Use of the term
"elearing agreement" has been avoided because in post war conditions it
has not yet acquired an unequivocal and generally acceptable meaning, In
some cases the expression "elearing mechanism" or "elearing arrangement!
has been used broadly to indicate arrangements by which foreign exchange
payments are avoided by means of accounts, usually maintained in central
banks, into which domestic importers pay and from which domestic exporters
are reimbursed. The term "compensation agreement" hus also been avoided
because it has not at present a precise meaning; but "compensation mecha-
nism" or "settlement by compensation" has been used where an exchange of
goods of equal value is provided for, and the accounting is based on the =

poineiple that no cash settlement will be necessary,
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Argentina (con't)

Trade and Payment Agreements Between Latin American and Buropean Countries. 1946-1949

Date of
Partner Country | Signature, Credits
Tenure mn\ Currency Bquiv. in Carrency Exchange Interest ) Settlement of Remarks
or Expira- U.S5. § of Rate Provision overdrawings, &
tion Date (in millions) Accounts b) Final balances
' Netherlands 3/18/48, Arg.pesos 235(110 R{  69.9 |[Guilders, two | Cross-rate on the |2~3/4% on unilateral |a) in gold,dollar or 3rd Exchange of vroducts
12/31/52 (125 U accounts dollar credit currency; listed. Unilateral
b) Balsnce of reciprocal |credit to finance pur-
account,to be amortized |[chase of ships by
in gold,dellars, or 3rd [Argentina,
currency;no provision
for final vayment of
unilateral credit.
FPoland Hm\.w\:m Us$ 5 R 5.~ [Dollars As. above a) Up to a balance offja)In dollars;
| $2 million,interest{b)Gold or dollars,within Exchange of products
free; b) 3% above six months after Dec. | listed., Trade equili
that amount. 1951. brium sought.
Rumania 10/10.47, U.5:% 25 v 25.-- |Dollars As sbove 33 a)In gold or dollars; Exchange of products
7/31/50 b) Gold or free currency| listed. Deposit of
Rumanian gold as
guarantee.,
Spain 10/30/u6 Arg.pesos 350 U | 104,2 |Argentine As above 2-3/4 a) No provisions; Exchenge of products
12/31/52 pesos b) Argentine vesos or listed. Revolving cre
Spanish securities,final | dit,Agreement include
settlement,within 25 yrs | provieion for long-
term loan of 400 mil-
lion pesos.
olic]
4/9/u8 Arg.pesuvs 1,400 U 416.7 |[Argentine peedcjs above 2-3/u8 b) Investments in Spain; | Revolvimg credit. o .m.wi
808 ,anmally final cettlement within o2
ﬂ PR, o 10 years. 3§
B
@
-3
o i ~
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§. Treas and Fayment Agreemsnts between Latin American and European Countries. 1946-1945 8;?.....
(e3)
Argentina (con't) e
Date of
Signature. Credits
Fartner Country | Tenure r\eu Currency Bquiv. in Currency Exchange Interest a) Settlement of Remarks
Expiration U.5.$ of Rate Provision overdrawings,&
Date {in milligns) Accounts b) Final Balances
spain (Modifi- |3/25/49 Guarcntee mgainst
cation) ' 12/31/51 devaluation of peseta
balances in terms of
gold.
Sweden 11/22/48, SKr 50 R 13.9 1/ |Swedish kronmor |Cross-rate on {8)None when bal- |a) In sterling: Exchange of products
12/1/53 the dollar, ance does not b) In sterling; exceptional- | 1isted.
pound exceed 20 mil.; ly, in goods,
sterling b)23£ above that
amount,
Switserland F\No\:.q. Unlimited U iICrogs-rate on - b) Goods, Swiss francs; Exchange of products
12/31/51 the dollar Argentine pesos;3rd agreed listed. No provisions
currency, or gold. for current payments.
Central Banks sutho-
rized to establish
suitable mechanism.
1 9/uju8, Swies francs Switzerland agreed to
12/31/51 make availsble 2 mil-
lion Swiss frarcs montl
ly for Argentine cur-
rent payments.
8/1947 Sw fr. E:M\d (10.-) Swiss franc, Cross-rate on Inter-bank Agreement,
12/31/51 single account |the dollar Argentina entitled to
ask for conversion of
her Swiss franc hold-
dollar mm%wu»uao gold or othe:

1/ official selling rate: 3.6 Swedish kronor per
2/ In favor of Argentina against her grent of unl

jmited credit to 5 ltserland., Rate of Exchange Sw fr.=4 per dollar.

1ncy.
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