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INTRODUCTION

1, The background to this summary of the inter-latin American payments
situation, its problems and possible solutions is as follows: (a) the
instructions given by the States members of the Economic Commission for
Latin America in Trade Committee resolution 1 (I);(b) the information
provided and views expressed by trade policy authorities and centrel banks
in reply to inquiries addressed to them by the secretariat; and(c) technical
studies carried out by the secretariat,

2, The countries are divided into two groups as regards inter-latin
American payments:(a) those with bilateral accounts; and (b) those which
carry out their transactions within the area in convertible currencies.'
Although, in their reciprocal trade, both groups are adversely affected by
the lack of convertible currency at the disposal of the first group, it is
the latter which, in a way, is most severely handicapped, The solutions
worked out by this group for the. transfer of balances in bilateral accounts
among its members, as an advance towards multilateralism, would constitute
the necessary preliminary step towards solving the payments problem in the
region as a whole,

The success of any action in this connexion will depend largely on
effective collaboration in two interdependent and, for the purpose at
issue, indivisible fields: payments and trade policy. In consequence, it
is essential to strengthen the habit of collaboration and to ensure its
continuity by providing adequate machinery,

A, INTERIM SYSTEM IEADING TOWARDS MULTILATERALISM

3. The basic points in the programme for simltaneous action in the two
fields mentioned may be briefly described as follows:

(a) Payments: Development of an interim system to bridge the gap
between the closed bilateralism of present accounts and multilateralism; and

(b) Irade policy: Implementation of measures designed to increase and
diversify inter-Latin American trade by simplifying and stabilizing the
systems for regulating such trade, and by liberalizing the flow of goods
concerned,

/Exchange of
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Exchange of informstion and circumstantial transfers

Lo The system of multilateral payments wnich it is hoped to set up
already exists in embryo, In facht, the clearing~account countries have
taken the first step in the transition to multilateralism by establishing
a service for the compilation and exchange of information between such .
accounts, This service, which still suffers from certain imperfections,
has been in operation sincs July 1957, In the meanwhile, the secretariat
of the Commission is centralizing and distributing this information,

Although only a short time has passed since its inception, the
service has made it possible:

(a) to know the total amount of payments negotiated through each
bilateral account and thus to assemble data of use for purposes of analysis
and guidance in the possible establishment of the proposed multilateral
system and for the payments which would gradually be made under it;

(b) to provide central banks with a monthly progress report on the
different accounts, thereby enabling them to judge periodically whether
the circumstantial transfer of the balances referred to in Trade Committee
resolution 1 (I} may be effected,

It should be noted that, in the last few months, some circumstantial
transfers took place between accounts; although on a moderate scale ~ involving
some 3 million dollars ~ they were important in that they broke up the

absolute bilateralism hitherto characteristic of such accounts,

Multilateral compensation of bilateral balances

5. It might be asked whether, in order to give the interim régime definite
form a system should be set up for the multilateral compensation of
bilateral balances, If this were done, both the bilateral accounts and
their current credit system would remain in force, Before the corresponding
agreement could be concluded, it would be necessary to count upon the
support of at least four countries linked through clearing~accounts with

all or virtually all the remaining participants, The purpose of the
agreement ~ if approved by the authorities concerned -~ would be to provide
for the compensation of balances under a system similar to that put into
effect between 1947 and 1950 to pave the way for the intra-European

/multilateral payments
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multilateral payments régime, “Mlthough the agreement would in itself
"set up a system, it might be possible s when planning ‘the structure of
the latter, to provide for its ultimate replacement’ by a payments union,
6, It should be observed that ceuntries with only one bilateral account
“would not be in a position to offer balances with which to participate in
‘the system, since, in order to ao s0, they would have to hold at least
two such accounts,
7. Transfers within the Jeye%eﬁ? would be of two kin'de; The purpose of
those in the first category would be to reduce all the balances considered
in ‘each circuit by an equal amouht. Since only the reduction of balances
is involved, such transfers might become automatic, if the relevant regula~
tions so provided, Nevertheless , in order to allow ‘for the gradual
adaptation of the system to certain features of inter-latin American trade,'
the provisions of the agreement would permit some balances that a creditor
country wished to reserve for sp601fic purposes to be excluded from the |
first-category circuit, : n
~ Once first-category transfers have been effected, those in the second
category would come under considerat.:.on. Their object would be to tra.nsfer'
balances from one account to another, on the basis of ‘movements, which, for"
some countries, might signify a reduction and, for others, an increase in -
their credit or debit position vis~3-vis other members of the system,
Circuits in the second category would be voluntary, since they would not '
only involve the reduction of bilateral balances, in common with those in *
the first category, but also the increase of Spec:l.flc ba.lances as a msult
of transfers from one account to another,
8, Bilateral accounts associated with tie system would 'n'ecessarily be
those constituted in acecordanice with the Montevideo stahdard' agreement s
since this lays down certain conditions which' mist be fuifilted if
compensation is to take place satisfactorily; one of these ~ parity between’
units of account and actual dollars for equal transactlons - would be the
pivot of the proposed organization, 7 i o o
The standard agreement is already in force in the following bilateral
sectors, coverihg apbroximately 80 per cent of trade on account: Argentinae
Brazil, Argentina-Chile, Argentina~Uruguay, Brazil~Chile and Chile~Ecuador,
/Inter~governmental
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Inter—govenmxental contacts have been made which may shortly lead to the
adoption of the standard agreement in the following sectors' Argentina-Mexico,
Argentinap-Peru, Braz:.l-sUruguay and, Chile-Mex:Lcoo e

... The conclusion of such agreements » which would to a-great extent
standardize the principles and procedures to be observed in bilateral accounts,
would fﬁlfll the main cond..tions required, with spec:i..fi.c reference to payments,
to establish a system of compensation, apart from the conditions relating to
the gradual liberalization of the respective trade movements, which will be.
discussed later. |

In this connexion, it should be remembered that, the beneficial effect
on trade of a system of multilateral compensation would be intensified as .-
more transactions and accounts werg brought into the system, It is

pa.rtic:.pation of a larger number of cquntrj,es in the area, whether they
have current clear:mg accounts or not, It should also be remembered that ..
the fact tha§ each member, generally spea.k:mg, maintains, within a relative.
equlllbrlmn with other participants, credit balances with some countries and
debit balances with others, instead of a similar position with all of them,.
would have a favourable effect on the results. It is therefore essential ..
for the efficient operation of the system to keep a watchful eye on the
accounts and to take effective steps to solve problems, such as that
indicated above, in order ‘o szpand trade, . .
9«  All countries in the area with cuearing accounts based on the standard
agreement would be eligible to enter the system, Conditions for immediate
or ‘eve‘ntual admission would be determined upon the establishment of the
system on the basis of equality both in respect of the formalities ]
involved and in regard to the, fundamental .aspects =~ among all participants -
and in compliance with the principle of. reclprocity a8 regards. benefits and
concessions. o Y LR T
The accession of &, new member at a later date .would .be e,ffected by

negotiatlon between that member and the system as-a. whole. o

__ | /Liberalization

ree
.
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Iiberalization

10. As already indicated, the establishment of a compensation system
should be accompanied by effective collaboration among the member countries
with a view to expanding and diversifying their trade, Although the customs
tariff is judged to be the most suitable ingtrument for this purpose, the
contractual agreements in force which prevent most of the countries in the
area —~ at least for the time being ~ from using it to stimulate intra-regional
trade, make it advisable to consider, in the meantime, the adoption of other
measures of an administrative, quantitative, exchange and financial nature
to regulate external trade,

The development of liberalization would take place in two stages,
Firstly, as a gradual approach to liberaiization, and in respect of specific
trade items, an attempt would be made to simplify formalities, to stabilize
the systems for regulating reciprocal trade and to make the obtaining of
permits and other requirements as automatic as possible, Secondly, the
movement of other commodities, or groups of commodities, would be slowly
and selectively liberated, by the reciprocal abolition of restrictions or
controls, such as import prohibitions, individual permits or licences,
advance deposits, etc, The group of trade policy experts, which met at
Santiago, Chile, at the end of August 1958, suggested that in order to
facilitate a fair compromise between the interests of the different
participants in the system, the type of incentive referred to above might,
in certain cases, be matched by tariff incentives, Liberalization should
be accompanied by arrangements for consultation designed to ensure stability
and continuity, without prejudice to the necessary escape clauses, in the
treatment accorded to liberalized items,

It is clear that to any country wishing to join the system for the
multilateral compensation of balances in respect of accounts based on the
standard agreement would also have to accept a system of gradual
liberalization governed by the principle of reciprocity, since, as already

stated, both régimes would be concurrent,

/Compensation agent
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Compensation agent

1l. In order to conclude a compensat;on ag"eemsnt an agent is requlred

to perform certain func 1oqq, The agent whose dutles and terms of
lreferenca would have to be c]early deflned, would te responsible to the :‘_
Governme °s par *rlpatlng in tﬁe SJstem. The Governments would operate ‘f;
the system or supervise it 1n accordance w1th the agreement prev1ously -
“Iconcluded between them for that purpooe. With thcs end in v1ew, apd in .
:order to carry out the funct3ons whlch they would reserve for Lh@mselves,
the member Governments would form.a commlttee accordlng to the procedure i’
and conditions laid down in the said agreemsnt, -
12, The grOuD of trade policy experts considered it advisable that one
‘COmmlttee conposed of hlgh-ranklng offlcla¢s shou;d be respons ible for
:governmental dlrectlon and pol*cy of both the liberalization and the

compensatlon systemsg

e @

. Points to be clarified at the second session of ths
” Centran Banks Worxlng G“oup

13,.- Apart from con31der ng the general de51rab111ty and expediency of
establ;shlng,a compensation system, thgubagkground document Payments in
inter-Latin American trade {(E/CN.12/C,1/WG.1/8), prepared by the secretariat
and sunmarized here, sets forth the main points which should be clarified -

at the second segsion of the Ceutral Banks.Working Group., They are as
follows: , : . ‘ ; :
~{a) Should an attempt be made to increase within. the region the. number
of : sectors. covered by accounts .whose essential structure does not imply
increased bilateralism but rather an approach:to multilateral compensation?
(b) Should consideration be given.to the.folleowing amendments to the
rules. contained in article 12 ef the.standard agreement?.

i) The inclusion of .a provision for transfers between accounts: .
even when the balances in:questien .do.not exceed the limit of bilateral
credit; : G s v Eelnn o s n e
ii) Modification of the primciple. requiring the settlement of .
non~compensable balances in actual dollars,

(¢) Within the multilctcral clearing system in respect of bilateral

/accounts, should
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aceounts, should a single type of membership be envisaged or two types: full
membership (i.e, countries having accounts with all or nearly all the other
members while at the same time fulfilling all the other conditions laid
down for entry into the cystem) and associate membership (countries which
for any reascn are not full members),

(d) If associete memvership were sanctioned, could countries outside
the area also participate in the system as associate members?

(e) Should firstecategory compensations be automatic but subject to
regulations designed to exclude certain balances? On what basis should

such regulations be established?

(f) If, for such first~category compensetions, it were possible to use
in specific cases balances from more than one country, without discrimination,
what criteria would be used in selecting the balance for inclusion in the
circuit?

(g) Who would be authorized to propose second~category compensations?

() With what frequency would circuits be formed?

(1) What would be the agent'!s duties and powers? What margin of
discretion would he have in fulfilling certain of his functions?

(j) Who would act as agent?

(k) Among the countries which have already adopted the standard
agreement in various sectors of their trade, are there now at least four
ready to start immediate talks wilh a view to the preparation and conclusion
of an agreement establishing the system for the methodical transfer of
balances on account?
14s In the light of the material assembled in this document and in order
to facilitate the exchange of information on bilatersl accounts, it might
be useful to clarify the following points at the second session of the
Central Banks Working Group:

(a) Would it be possible for banks holding accounts to start sending
to the ECLA secretariat data (already sent by some) concerning total
recelpts and payments on account set oub under appropiate headings?

(b) Would it be feasible to amplify gradually this information so as
to include goods and services corresponding to payments negotiated through
accounts?

/e) Pending
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(¢) Pending the establishnent of a multilateral system for clearing:
bilateral balances, would it be-desirable to institute some procedure to
facilitate consultations betieen central banks regarding the possibility
of making circumstantial transfers of balances bebwsen accounts where the
monthly statements prepared by the central office indicate that such transfers
are practicable?

(d) In organizing circuits of circumstantial transfers between threc or
more accounts, would it e possible ~ after appropriate consultation and
whenever it became necessary to complete one of these circuits ~ to include
balances arising from clearing-account trade with countries outside the
region? ‘

(e) In view of what has becn said abovs, would it be possitle to report
to the secretariat every month the state of accounts with countries outside
the region, with the prior consent of such countries, if necessary? (Certain
central banks alrsady send this information to the secretariat )

it should be stressed that the above points, with the exception of
point (¢), would also be relevant if the system for the multilateral transfer

of bilateral accounts were established,

B, THE PAYMENTS UNION
(Its main objectives and features)

15, Without exciuding the possibility of an intermediate stage betwsen
the payments union proper and the system for compensating account balances,
it may be said that the union is the final goal, always prcvided that trade
between its members under the stimulus of increasing liberalization becomes
predominantly free from restrictions and discrimination, Obviously, the
aim of the union is to avoid restrictions in trade between the participating
countries which might arise from the bilateral settlement of pa;ments, To
achieve this aim, the union would replace bilateral or account compensation
by a system establishing the balance of each country with respect to all
the others together and not with each one of them separately. At the same
time, it would provide credits to maintain and stimulate the process of
trade liberalization, '
16, As Latin America is only on the threshold of the interim régime, it
/might be
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might be premature to consider now the final goal of the payments union,
However, on reflection, it will be seen that there are sound reasons for
bearing in mind the principal features of the union when examining the
interim régimeo |

Prelinminary discussion cf this matter has therefore been included in-
the agsnda of the sscond session of the Central Banks Working Group., The
first reason for doing so is that so far the region has not been directl,
cenfronted with the need to give serious thought to ths struecture of a
possible multilateral svstem or the differences between such a system and
a system for compenseting balances as the next step towards multilateralism,
Tha time secms ripe for conducting such an examination in order to pave the
way for future advances of broader scopo. éhe sscond reason is that it is
desirable forthwith to initiate the study of the problem of capital,
possession of which would mske the union more effective,

Moreover, in setting up the agency for the system of compensating
balanées ard also the inter~governmental committee which will supervise it,
it should be remembered that the possible transfer of both bodles - which
would gather expérience in a field new to the Latin American countries = to
the payments union at a later stage would be of considerable help to the
laute in its establishment arnd Operatlon, ‘

The third reason is in line with governmental proposals for a gradual
expansion of markets as a step towards the subsequent formation of a regional
market, Ify in accordanc= with these proposals, the regional market is to
be open to all Latin American countries, one sine gua non of its operation
will be the existence of a mult;;ateral payments régime under which the
participants would incur no exchénge risks, Hence, while still allowing
prudent advances to be made towards the establishment of a common marizet,
an analysis of the essential aspects of the multilateral payments régime
proper will help to clarify certain problems which must gradually be solved
before the regional market is established,

17. The payments unloné/ must prov4de a means not only for the automatice

1/ For a fuller description of the “technical aspects of the payments union
see document E/CN.12/C.1/WG.1/9.

/multilateral compensation
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multilateral compehsation of bilateral balances but also for the liquidation
of the net balances resultlng from the credit and debit transactlons of
each member with all of the others, In this way the bilateral po sitions
will be,trénsformed into credits in favour of or agalnst_the union and,

when the position of each participant vis-a~vis the union as a whole is

-

established, it will be unnecessary to secure equilibrium in bilateral

L

relationships, Thus, from the payments point of view, for each member the

country of destination of its exports or the country of origin of its imports
within the area will be immaterial,

, Furthermoré, through its liquidation mechanizm, the union will provide
credit facilities which will enable its moubers to cope with seasonal or
temporary fluctuations in their balance of payments vis-A-vis the system
and thus to maintain and increase their intra-regional trade,

If at the outset all,ﬁhe countries of the region do not participate in
the union5 proviéion will have to be made for subsequent accesgsion, always
provided that the new members accept its rules and observe the liberalization
principles inherent in the éystenu New members will also have to undertake
to adopt the internal measures nscessary for the maintenance of relative
equilibrium in their balénce of payments with the area and to bring their
procedures for regulating trade with the other members into line with the
requirements necessary for the effective operation of thé uniono

In practice, too, the Lnlon will serve as an instrument for examining
and solving, so far as p0931b1e, certain trade and payments problemuo The
regular meetings convened by the union will help to provide a form for
friendly co-operation and thé:@utual conciliation of intérests. ‘

In joining the system,:each country will fix in agreement with the
union a quota establishing the limit of creéit which it will grant to the ;
union and obtain from it, It will also pledge its share of the capital, ~
should this consist in whole or in part of contrlbutlons from members, The
size of the credit quota and the capltal contripuulon will of course depend
on the procedure for liquidatihg balances and on the_credit facilities
granted to members, " |

As the union will act as debtor or creditor vis~a~vis its members,
and will also hold and administer capital, it will have to be given its

" 2 ) " Joum juriatial
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own juridical personality,

If the Buropean exauple is folluwedy the constituent agreement will
not stipulate a definits period during which the union will remain in
forece, Each member would wndzrtake to jolin for a two-year period which
would be extended. for exanple; for one~year pericds, Such a proczdure

a

would facilitale periodic reviews of the system in the 1light of the
conditions in whirh its members would like to ses it opcrute, Consideration
cf these conditicns would bz proposed by the members themselves when the
time came for rencwing their membership,

The edminisbration of the union might be enizusted to two bodies: a
board cr cumittzse of representativoes of wember looornients empowered to
take certalin decisions necessairy for the sawocth working of the agreement
and fcr the formuilation of poiicy, and an agent, tnc of whese functions
would be to assess each countryl!s positicn and to see that its payments

were made in accordances with the appropriate regulations,









