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. | NTRODUCTI ON AND ORGANI ZATI ONAL MATTERS

A. Introduction

1. The ei ghth session of the Coordination Conmittee on Miultilateral Payments
Arrangenments and Monetary Cooperati on anong Devel opi ng Countries, organized in
col  aboration with Pronociones Exteriores Canarias (PROEXCA) and the Ofici al
Chanber of Commerce, |ndustry and Shipping of Santa Cruz de Tenerife, was held
at the auditoriumof the head offices of the said Chanber of Commerce, from 28

February to 1 March 1994.

2. The session was attended by 31 participants, i ncluding nine
representatives of seven nultilateral paynments and nonetary cooperation
arrangenents, two representatives of international financial institutions, five
representati ves of Central Banks and five observers. The attendance list is to

be found in annex |.

B. peni ng cerenony

3. The session was opened at 10.30 a.m on Mnday, 28 February 1994.

4. In his opening statement, M. Mhanmad Agha Ghavam GCeneral Manager of the
Asi an d earing Union (ACU) and Chairnan of the seventh session of the Committee,
wel coned the participants to the eighth session and also thanked the host
Governnent, particularly PROEXCA, for the excellent facilities provided for the
sessi on. He noted that, since the Conmittee's last session in 1990, the
i nternational econom ¢ environment had undergone inportant changes, which had
not al ways been favourable to devel oping countries' cooperation efforts. He
said that the current session offered a unique opportunity for representatives
of multilateral paynments arrangenments anong devel oping countries to discuss
their recent experience and to explore new avenues for enhancing their mutual
cooperation. He then handed over the Chair to the co-Chairmen, M. Mathias

Moonel a, Executive Secretary of the Preferential Trade Area of Eastern and
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Southern African States (PTA) Cearing House and M. Chei kh Saad-Bouh D ao,
Executive Secretary of the West African d earing House (WACH).

5. M. Moonel a wel coned the participants to the session and noted the m xed
results of paynments arrangenents against the backdrop of the international
econom ¢ environnment. He called for the optimum use of tine avail able during
the session for presentations and discussions. He also called on the United
Nat i ons Devel opnent Progranme (UNDP) and the United Nations Conference on Trade
and Devel opnent (UNCTAD) to assist in giving inpetus to the paynents and

cl earing arrangenents.

6. M. Moonela joined M. Ghavam in thanking PROEXCA for the excellent

facilities provided for the session and the people of Tenerife for their

hospitality.

7. M. M chael Sakbani, UNCTAD secretari at, nade a statenment on behal f of the
Secretary-CGeneral of UNCTAD. (For the text, see annex IIl of this report).

8. M. Antonio J. Rivero Suarez, President of PROEXCA welconmed the

participants to Tenerife. He highlighted the role of the Canary |slands as a
bridge between Africa and Latin America and drew attention to sone inm nent
legislation (for the liberalization of telecomunication and transportation
services, the creation of an offshore financial centre, etc) which would

facilitate the fulfilnment of that vocation.

C. Election of officers

9. The Bureau of the session consisted of the two co-Chairnen el ected at the

seventh session and M. Ghavam who was el ected Rapporteur.



D. Adoption of the agenda

10. The provisional agenda, prepared in the light of the decisions of the
sevent h session, was adopted. The agenda and the programme of activities of the

ei ghth session are to be found in annex |1

1. CONFERENCE DELI BERATI ONS

A. _Review of recent developnents in rmultilateral payments and clearing

arrangenents and assessnent of currency convertibility and its inplications
11. This itemwas discussed in tw parts, (a) and (b). Under sub-item4 (a).

(Review of recent developnments in nultilateral paynments and clearing
arrangenents and nonetary cooperati on anong devel opi ng countries), the UNCTAD
secretariat presented a report entitled "Clearing and paynents arrangements
anong devel opi ng countries: recent devel opnent s, long-term policy
consi derati ons" (UNCTAD/ ECDC/ 238), whose part | served as a sessional docunent.

The report assessed the performance and the recent trends in, the activities of
the multilateral clearing and paynments arrangenents agai nst the background of
devel opnents in the international econom c environment. The report pointed out
that the najor perforners were concentrated in Asia and Latin Anerica, wth
savi ngs of foreign exchange accruing nostly to the nenbers of the correspondi ng
two schenes. It reviewed sone of the npst recent innovations in the payments
and cl eari ng arrangenents, such as the ACU Currency Swap Arrangenent (1989); the
amendnent of the Latin Anerican Integration Association's (LAIA) Reciproca

Paynments and Credit Agreenment with a two-tier automatic paynents programre
(1991) and with the incorporation of a mechanism for deferred paynments by
i nstal ments; the nechani smto channel triangul ar trade paynents t hrough the LAl A
system the PTA travellers cheques introduced in 1988; and the PTA Reserve Fund
approved in 1994. The report considered also plans for the future in view of
t he conversion of WACHto a speci alized agency of the Econonic Community of West

African States (ECOMS) and ACU s efforts to increase its nenbershinp.
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12. The representatives of the clearing houses and credit institutions nade
presentations review ng the performance of their respective organizations (see

annex I11).

13. Sone of the participants highlighted changes which were too recent to be
reflected in the UNCTAD report. The representative of the C earing House of the
Econonic Conmunity of Central African States (CHCAS) reported on a recent

agreenment to offer a | ong-termpaynment schedul e of the intra-groupi ng debt. The
representative of the PTA d eari ng House descri bed a recent floating of PTA Bank
commer ci al paper in New York and the activities of the PTA Re-i nsurance Conpany,

based at Nairobi. He also inforned participants about the technol ogical

upgrading of the Cdearing House in order to accompbdate future trade
transacti ons once the grouping i s enl arged. The representative of the Cari bbean
Community (CARICOV) Cearing Facility described the functioning of CAR COM
travel l ers cheques until their suspension in 1993. Finally, the representative
of LAIA inforned participants that, all nenber central banks had recently put

t he channel li ng of transactions onto a voluntary basis. The | ast nenber country
had abandoned nandatory channelling at the beginning of 1994. Thanks to the
i mpl enentati on of the Automatic Paynents Systemin 1991, the stock of intra-

groupi ng debts had recently dropped significantly (froma peak of US$ 5 billion
to US$ 700 million); and from 1991, there had been no del ays in paynents.

14. In addition to describing clearing and paynents arrangenents, the
representative of the Arab Monetary Fund nade a presentation on his institution

and on the Arab Trade Financing Programe (ATFP).

15. The revi ew of the recent performance of cl earing and paynents arrangements
and the discussion which followed it, contributed to the stock of ideas and
initiatives to strengthen the arrangenents and to |link the paynents systens with

ot her elenments of nonetary cooperation

16. At the end of the general debate, a representative of the UNCTAD
secretariat made a summary of the debate which was accepted by all participants

as a bal anced sunmati on:
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(a) It was noted that the inpact of external factors on the
operations of the payments system is quite significant. These
factors include, inter alia, the devel opnent of the world econony,
political factors, the external debt problem and the foreign

exchange constraints of devel oping countries.

(b) The differences in the scope of the various schenmes were al so
noted, for exanple, the inclusion of oil in eligible transactions
of ACU, which has had a very positive inmpact on the expansion of
transactions, and its exclusion fromthe operations of WACH, which
has hi ndered the effectiveness of that schene. The same observation
was nmade regarding the inclusion or exclusion of non-trade
transactions (services and, eventually, investnment) in the clearing
mechani sm  Another elenment in the scope of schenes concerns the
correct choice of paynents arrangenents partners which offer the
opti mum prospects for trade conplenentarities. The Conmittee noted

t hat geographic proximty does not suffice in formng a cooperative

gr oupi ng.

(c) Participants felt that the problem of a single country
accumul ating arrears within the system and then bringi ng down the
whol e mechani sm required rapid solution. One solution m ght be the
det achrment of the non-perfornmng assets. Another m ght be the use
of assistance fromdevel oped regions. Athird optionisillustrated
by the LAIA Automatic Paynments System In this context, it was
noted that the forthcom ng neeting of an UNCTAD i ntergover nment al
group on aid in July 1994 woul d afford a uni que opportunity to rai se
this issue. At that neeting, the countries of the Organization for
Econoni ¢ Cooperation and Developnment (CECD) wll discuss the
possibilities of giving direct assistance to devel opi ng countries

groupi ngs, and it would be tinely for cooperative groupings to

att end.

(d) There was general agreement on the inportance of underlying

trade flows. The low level of intra-grouping trade observed in
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various groupings originates, inter alia, inthelack of current and
potential production conplenentarities, the uneven distribution of
benefits fromregional trade |iberalization, the inadequacy of trade
financing, the lack of credit nmechanisns, the lack of trade
i nformation, the problens of subsidized goods, and the |ack of
conpensation for the loss of fiscal revenues stemming fromtariff
reducti ons. Wder cooperation than trade cooperation in fields such

as joint production and investnents was advocat ed.

(e) There was wi de-ranging agreenent that the problem of the
di ffering degrees of convertibility within the same groupi ng may be

handl ed by adopting limted convertibility.

(f) Special enphasis was |l aid on the inportance of trade finance for
expandi ng the underlying trade. In this context, the work of UNCTAD
on assessing the feasibility of the Interregional Trade Financing

Facility (I TFF) was invoked.

(g) The Conmittee concluded that economic cooperation anong
devel opi ng countries and paynents arrangenments offer the optinum
m dway stage in the process towards integration into the world
econorny and the gl obal convertibility of national currencies. In
this context, the transformation of paynents arrangenments into

nonet ary cooperation zones should show the road of the future.

17. Under sub-item 4 (b). (Assessnent of currency convertibility and its
inmplications for paynents and clearing arrangenents), part |l (lssues in
convertibility) of the UNCTAD report (UNCTAD ECDC/238) was presented as a
background docurment. The report focused on both conceptual clarifications and
the historical and current exanples of currency convertibility. It nade a
di stinction between global and regional (limted) convertibility. Wile the
former is a neans of integration into the world econony, the latter is a neans
of intraregi onal nonetary and financial cooperation. The report also anal ysed
the recent attenpts of certain developing countries to achieve globa

convertibility of their national currencies and their inpact on clearing and



paynments arrangements.

18. Foll owi ng a | engthy and di scussion of various aspects of the issue, the

fol |l owi ng poi nts energed

(a) Convertibility is not an end in itself but a nmeans to attain
certain goals, for exanple, as an external discipline on economc
policies or the transm ssion of international price signals toloca

producers and consuners. It also creates serious obligations for

and may, under certain circunstances, linmt the autonony of nonetary
poli cy. It was felt that the attainment of credibility in the
context of sound macroeconomic policies is a necessary el ement of
sustai nabl e convertibility. The establishnent of donestic and
ext ernal bal ances and a general nmanifestation of the health of the

nati onal econony are crucial factors in currency convertibility.

(b) Full convertibility is a state of nmeeting internationa
obligations wi thout resort to exchange controls. Special inportance
shoul d be attached to the exi stence of an equilibriumexchange rate,
because certai n acceptance of a non-convertible currency is al ways
subject to the condition that its hol der accepts any exchange rate,

however unfavourabl e.

(c) Participants attached equal inportance to the mcro- and
macr oecononi ¢ consequences of convertibility. On the microeconomc
side, the nost salient el enents are the |inkage between donestic and
international prices and the consequent efficient allocation of
resources. On the macroecononic side, convertibility puts pressure
on countries to avoid bad policy neasures that they woul d have been

inclined to follow, had inconvertibility persisted.

(d) The Conmittee concluded that, given the current |evel of gl oba
capital market integration, convertibilityis aprerequisite for the

nobi | i zati on of resources on these narkets.
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(e) It was felt that adverse external effects such as fluctuations,
particul arly sharp declines, ininternational prices for commodities
and raw materials, to which developing countries are highly
vul nerable, can linit the positive results of convertibility. The
tackling of these problens, althoughit fell beyond the scope of the

current session, was an issue to be raised.

(f) Astothe interaction between regi onal paynents arrangenents and
convertibility, it was concluded that currency convertibility is an
issue that is closely relevant to the clearing and paynents
arrangenents as it is a means to support both regi onal cooperation
and global integration, goals that are conplenentary rather than

excl usi ve.

(9) The Committee also concluded that, al though gl oba
convertibility seems to contradict, to a certain degree
participation in paynments arrangenents, the latter still affords
four nmaj or advantages: deferred paynments, credit access functions
(if they are coupled with credit lines and swap arrangenents),
transitory nmechanisms towards global convertibility and the

enhancenent of nonetary cooperation anong partici pants.

(h) Limted convertibility is a useful transitory arrangenent for
countries which wish to create global convertibility in the |ong
run. The positive aspects of |imted convertibility such as | earning
from consultation with neighbouring countries, the symretry of
obligations and the nerits of nonetary cooperation, should be
hi ghlighted. Inthe longterm this nonetary and fiscal cooperation
shoul d lead to converging levels of convertibility. In the short
term the paynments systenms will function well if they use nmarket
exchange rates for the determination of the central rates, or,
ideally, if they al ready had real regional convertibility before the

creation of the paynments systens.

(i) The inpact of regional convertibility on regional conpetition
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was al so not ed. It was felt that for relatively |less advanced
countries, the upgrading of conpetition nmay first start anong

nei ghbours, leading to gl obal competition at a | ater stage.

(j) Gven the length of the period required for a conplete
transition frominconvertibility to full convertibility (a period
whi ch can extend to decades), the roomfor limted convertibility,
particularly within the franmework of paynments arrangenents and
settl enent nmechanisns, renains anple. Nevertheless, Ilimted
convertibility should not foster the postponenent of the necessary
econoni ¢ adj ustments in the nenber countries. Further, it is equally
i mportant to establish newpaynments arrangenents with noderate goal s

and practical nechanisns.

B. _Discussion of npdalities of institutional cooperation anong African and
Latin Anerican clearing and paynents arrangenents

19. This itemwas di scussed on the recomrendation of the First Conference of
Governors and Senior Oficials of Central Banks of Latin Anerican and African
Countries on South-South Trade Expansion, held at Las Pal mas, Canary | sl ands,
3-5 Decenber 1990, "to charge the Coordination Committee of Miltilateral
Paynments Arrangenents and Monetary Cooperation among Devel opi ng Countries, to
formulate in its next [8th] neeting, multilateral nechanisns for African and
Latin Anmerican countries" (Recommendations, point 3). The UNCTAD secretariat's
contribution was contained in the report entitled, "Institutional cooperation
anong African and Latin Anerican clearing and paynents arrangenents"”
(UNCTADLY ECDCY 237), which was distributed to the participants. The report
di scussed the nodalities of nmultilateral institutional cooperation anong African
and Latin Anerican clearing and paynents arrangenments based on the anal ysis of
underlying trade fl ows between the two regions. As interregional trade between
Africa and Latin America has been nodest and has shown significant inbal ances,
t he cooperation plans between the two regions should include various flexible
el enents including a |linkage anong the three existing African clearing houses

and | i nkages between the two regions invol ving individual countries on one side
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and a nultilateral schenme on the other. Appropriate additional mechani sms such
as interim finance arrangenents, credit lines and swap arrangenents could

further inprove cooperation between the two regions.

20. The discussion of institutional cooperation anong African and Latin
American clearing and paynments arrangenents nmay help to pronote interregional
cooperation anong central nonetary authorities and revive sone of the non-
operative paynents and cl eari ng arrangenents in Africa and Latin Amrerica. Somne
participants felt that the consolidation of existing schenes could establish the
i deal background for interregional |inkages. G ven the various shortconi ngs,
such as the lack of financing facilities, in African and Latin American clearing
and payments arrangenents, and in |light of the successful operation of the swap
facility in ACU, the General Manager of ACU offered these arrangenents ACU s

techni cal assistance this area. The discussion may be sunmarized as foll ows:

(a) Participants concluded that there was a need to shift existing
trade flows between Africa and Latin Anerica to cooperative
nmechani sns to be created between the paynents systens of these two
regions. For this purpose, they agreed on the need for in-depth
studi es on conditions conducive to extending the activities of the

respective systens into these nmechani smns.

(b) I't was also noted that the analysis of African-Latin Anerican
cooperation, may provi de a good nodel for other regions. The General
Manager of ACU enphasi zed the necessity of including ACU in the
future in-depth studies on interregional |inkages and cooperation
anong paynents arrangenments in devel oping countries. In the |ight
of the historical record of close relations anong all paynents and
cl earing arrangenents of devel opi ng countries and given the active
role ACU has always played in the neetings of the Coordination
Conmittee, the participants agreed with the proposal nade by the ACU
General Manager.

(c) Based on currently avail abl e information, participants felt that

froma normative, technical point of view the conducting of such
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transactions t hrough exi sting paynents systens is feasible. Inthis
respect, the representative of the LAIA secretariat drew attention
to the rules of the LAIA paynents system which allow the
participation of any country from outside the region. He also
t hought that the prototype paynents arrangenent (nodel o de acuerdo
de pagos), which is in an advanced phase of preparation by his
grouping, mght also serve as a tool for the conclusion of
prospective arrangenents with these third countries. He enphasized
that the LAIA Treaty offers adequate mechanisns for its menbers to
negoti ate and conclude preferential trade agreements wth any

devel opi ng country.

(d) Sore participants stressed that the harnoni zati on of rul es anong
paynments arrangenents is a crucial element for stimulating the
est abl i shnent of |inkages and pronoting cooperation between these

arrangenents.

(e) Participants noted that central banks and other nationa
government agencies nay have inportant contributions to nmake in
shifting the existing African-Latin Anerican trade to the paynents
systenms of these two regions. Central banks should stinulate the
use of these mechanisnms for interregional paynents, lift foreign
exchange restrictions and stinulate correspondi ng rel ati ons anong
conmer ci al banks. The representative of ACU regarded t he mandat ory
channelling of relevant transactions as an elenent in the success

of hi s grouping.

(f) Covernments should give general political support to
i nterregi onal cooperation and adopt appropriate policies ained at
elimnating the obstacles to this cooperation, such as the |ack of
efficient teleconmunication and transportation facilities and the
tariff and non-tariff barriers hindering the fl ow of external trade

anong devel opi ng countri es.
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C. Venue and arrangenents for the ninth session of the Committee

and ot her busi ness

21. The Conmittee di scussed the venue and arrangenents for its ninth session
The Secretary-CGeneral of the Latin Anerican Integration Association was el ected
Chai rman of that session. The representative of LAl A proposed that the session

be hel d at LAl A headquarters in Mntevideo, Uruguay, in 1996.

D. Adoption of the report

22. At the cl osing neeting, M. Ghavam Rapporteur, subnmitted the draft report
to the Cormittee. The report was adopted. M. Diao, co-Chairman, thanked al

the participants and the organizers of the session for their constructive
contribution to the success of the deliberations and invited all participants
to work together in the activities to be carried out in the framework of the

Committee's work progranme.
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[11. WORK PROGRAMVE OF THE COW TTEE

The participants adopted the follow ng work programe:

(a) In the light of the deliberations of its eighth session, the
Conmittee called upon all the multil ateral paynments arrangenents and
the other nonetary cooperation forunms of devel oping countries, to
continue or to start, with the support of the technical assistance
provi ded by UNCTAD and UNDP to them programres of nutual exchange
of experience. Such programmes would help inprove the rules and
regul ati ons governing the different arrangenents, and al so advance
the technical capability of the | ess advanced cl eari ng and paynents
houses. In this connection, the participants agreed to benefit from
the technical assistance offered by the General Manager of ACU in

different areas including the establishnent of swap nechanisns.

(b) The Committee called upon UNCTAD, which is its technica
secretariat, to set up, in consultation with the Chairman of the
Conmittee, an agenda for the ninth session of the Conmttee, and to
prepare the necessary documentation for the session. The agenda
should include, anong other topics, (i) a review of recent
devel opnents in the clearing houses; (ii) the assessnment of the
i nteraction between paynments and clearing arrangenments on the one
hand and nonetary and fi scal cooperation and harnoni zati on policies
on the other, in such fields as inflation, fiscal deficit and
deficit financing, aimng at the transform ng the arrangenents into

wi der-spectrum nul tifunctional systens.
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Annex 11
AGENDA AND PROGRAMVE OF ACTI VI TIES

Agenda

Item 1. Opening of the neeting

Item 2. Election of officers

Item 3. Adoption of the agenda

Item 4. Review of recent developnments in multilateral paynents and clearing

arrangenents and assessnent of currency convertibility and its inplications.

(a) Review of recent developnents in nultilateral paynments and clearing
arrangenents and nonetary cooperati on anong devel opi ng countries

(b) Assessnent of currency convertibility and its inplications for paynments and
cl earing arrangemnents

Itemb5. Discussion of nodalities of institutional cooperation anmong African and
Latin Anerican clearing and paynents arrangenents

[tem 6. Work progranme of the Coordination Conmittee

I[tem 7. Venue and arrangenments for the ninth session of the Coordination
Committee and ot her business

Item 8. Adoption of the report of the eighth session
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Programme of activities

Monday, 28 February

9.30 a.m

10.00 a. m
10.30 a. m

11.00 a. m
11.30 a. m

1.30 p.m

3.30 p.m

5.00 p.m
8.30 p.m

9.00 p.m

Tuesday, 1 March
9.30 a.m

10.00 a. m

Departure of the bus from the hotels for
t he Chanber of Conmerce

Regi stration of participants

Openi ng of the neeting. Addresses by M. M
Sakbani (UNCTAD) and by M. A J. Rivero
Suéar ez ( PROEXCA)

El ection of officers

Adoption of the agenda

Organi zation of the work of the neeting

I ntroduction of participants

Cof f ee break

Wor ki ng Sessi on |

Item 4 of the agenda:

"Review  of recent devel opnent s in
mul til ateral paynent s and clearing
arrangenents and assessment of currency
convertibility and its inplications"”

Sub-item 4a:
"Review  of recent devel opnent s in
nmul til ateral paynent s and clearing

arrangements and nonetary co-operation
anong devel opi ng countri es"”

Lunch offered by PROEXCA in the Casino of
Santa Cruz de Tenerife

Working Session |1

Sub-item 4a of the agenda (continued)
End of Wbrking Session Il

Departure of the bus from the hotels for
the Royal Yachting Club of Santa Cruz de
Tenerife

Reception offered by the Chanber of
Commerce, Industry and Shipping of Santa
Cruz de Tenerife, in the Royal Yachting
Cl ub

Departure of the bus from the hotels for
t he Chanber of Conmerce

Working Session |11

Sub-item 4b of the agenda:
"Assessnent of currency convertibility and
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12.

30
00
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.30
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its inplications on paynments and clearing
arrangenent s"

Cof f ee break

Item5 of the agenda:

"Modalities of institutional cooperation
anong African and Latin Amrerican paynents
arrangenent s"

Lunch break

Item 6 of the agenda:
"Wrk  Programme  of the Coordination
Committee"

Item 7 of the agenda:

"Venue and arrangenents for the 9th Meeting
of the Coordination Conmittee and other
busi ness"

Adoption of the report of the 8th Meeting
and transfer to the hotels

Dinner offered by the Excnp. Cabildo
I nsul ar of Tenerife, in the Hotel Mencey of
Santa Cruz de Tenerife
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Annex |1
SPEECHES AND PRESENTATI ONS
Ei ght h session of the Coordination Conmittee on Miltilateral Paynments
Arrangerments and Monetary Cooperation anong Devel opi ng Countries
An openi ng speech by Dr. M chael Sakbani, chief of the UNCTAD del egation, on
behal f of the Secretary General of UNCTAD
M. Chairman, distinguished participants,

I would l'ike on behalf of the Secretary-General of UNCTAD to wel cone all

of you to this neeting. | take this opportunity to thank PROEXCA and the
Governnent of the Canary Islands for their hospitality in hosting this meeting
and conpl ement themon their efficient and thorough organi zation. | express the

sense of all of us in being very happy to be in this beautiful place and anobng
its friendly people.

This neeting takes place against very inportant changes in the world
econony and the conditions of many nenber countries. It also cones at a tine
when t he ECDC process is undergoi ng fundanental changes in scope, a nature and
one mght say in ains.

The World econony is showi ng isolated signs of recovery, notably in the
U S. and the U K, in several Latin Arerican countries, a continuation of strong
performance in East and South East Asia, and respectable performances in the
I ndi an sub-continent. However, many Latin American countries, the overwhel m ng
majority of African countries, many West Asian countries and Japan and Western
Europe, are all still in varying degree of recession. And while there are
indicators of positive trends on the horizons, several weaknesses of the
recovery can be noted:

1. The fragility of the recovery in Latin Arerica in view of its dependence
on shifting capital inflows with great potential for reverse novenments.

2. The deterioration of the balance of paynents of several Latin Anerican
countries which have registered the best perfornance.

3. The persistence of high unenpl oynent in nost Western European econonies
acconpani ed by a slow pace of investnent and displacenment of jobs to
| ower -wage | ocati ons.

5. The structural problems of the Japanese econony.

6. The continued |lowebb in the econom c performance of the forner Soviet
Uni on and Eastern Europe.

Agai nst this nmi xed background, the paynments and cl eari ng arrangenents of
devel opi ng countries continue also to have a ni xed record. Two of them the ACU
and the LAIA system have been operating at very satisfactory levels by all
i ndi cators: by the volunme of cleared trade, the volune of settlenent in |oca
currency, the w der scope of their operations, and the absence of arrears in
their operations. Ohers have not fared well, they are either still under-
utilized like the PTA still suspended, CARI COMand Central Anerica, or clearing
very insignificant amounts of intra trade as is the case in Central and West
Africa.

The question naturally arises, what are the prospects of these
arrangenents in the years to come? One cannot make a judgenent on these
prospects in isolation; it has to be anchored on the trends one can observe in

the ECDC process. In this respect | can venture the foll ow ng observations:
First of all, despite the increased novenent of nany devel opi ng countries
towards gl obal convertibility, many other countries are still years away from

full convertibility. Hence, the classical "raison d étre" of these arrangenents
as providers of relief fromthe foreign exchange constraint persist in those
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cases.

Secondl y, regional and sub-regional integration is now one of the nost
salient features around the globe. If this trendis to continue, and every sign
i ndi cates so, then zones of convertibility or what may be called "limted
convertibility" such as afforded by the paynents and cl eari ng arrangenents, are
likely to be instrumental to this process of integration and regiona
cooper ati on.

Thirdly, in the former Soviet republics, paynents and clearing
arrangenents mght hold a great promise for trade resunption under conditions
of severe foreign-exchange shortages

Fourthly, even anong countries such as those of the ACU, nost of which now
enjoy convertibility, these arrangenents are being transformed into fora of
nonetary and financial cooperation in addition to their traditional functions.

Fifthly, South-South trade and financi al exchange refl ect i n equal neasure
t he underdevel oped state of the economies and their trading sector. Even in
Sout h and East Asia where 2/3 of intra-trade is now taking place, the potenti al
is hardly approached. Hence, these arrangenents will continue to offer
essential channels for lubricating and facilitating the growth of intra-trade.

Final ly, the arrangenents when coupled to credit lines, still afford extra
financial access, save on costs, and encourage harnoni zati on and coordination
of exchange rates and nonetary and credit regul ati ons. Hence, they have a cl ear
i nstrument value to nonetary and financial integration

Let ne cl ose by raising a fundanental question: are these arrangenents as
mani f estati ons of ECDC, inconpatible with a wi de-open and a nultilateral globa
systen? | would rather say no; for on the way to integrating into the gl oba
econom es, the vast majority of devel opi ng countries can acquire the skills, the
know how, the scal e-econonies and the trade-associated services necessary to
gl obal trading through regional cooperation via |earning-by-doing. They m ght
prove to be fast quitters of the global liberal system if they were to be
unprepared plungers. |Indeed, there is nowevery indication that the ai mof ECDC
in the 1990's is to integrate cooperation partners into the world econony
t hrough this mid-way house.

I wish you success in your work, and thank you for your attention
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Recent devel opnents in the Asian O earing Union
by Mohamad A. Ghavam

General Manager of Asian C earing Union

In the Nane of All ah,
The Conpassionate the Mercifu

M. Chai rman
Di stingui shed Del egat es,

It is a special privilege for me to attend such an i nportant neeting held
at this inportant juncture.

At the outset, allowne to express ny sincere appreciation to Pronoci ones
Exteriores Canarias (PROEXCA) for their valuable collaboration in providing
excellent facilities for convening this nmeeting. | would also |like to extend
ny thanks to UNCTAD for their diligent work in preparing the neeting. %%
gratitude nust al so be addressed to the autononous governnent and peopl e of the
Canary Islands, for enabling us to get together in this beautiful Island and for
their warmand friendly hospitality.

The Ei ght Session of the Co-ordination Conmittee on Miultilateral Payments
Arrangerments and Monetary Co-operation anmong Devel oping Countries, is taking
pl ace at a very propitious tinme. As a platformof cooperation anong devel opi ng
countries in the area of noney and finance, the success of this neeting, |ike
the previous ones, wll undoubtedly help the pronotion and attai nnent of the
conmon economi ¢ goal s of the devel oping countries. Therefore, | call upon al
nmy dear coll eagues present here, to gather their collective endeavour to nake
this meeting a very successful one.

M. Chai r man,

During the years after the |last nmeeting of the Coordination Conmmittee in
1990, held in the same beautiful I|slands, we have w tnessed i nportant economc

and political devel oprments, regionally and internationally. It will be usefu
to have a glance through the econonic environnment surrounding the devel opi ng
countri es. I ndeed, the extent of cooperation anong devel oping countries in

di fferent areas, including the area of nonetary and fi nance, is highly dependent
on the externalities enconpassing these countries as well as their interna
econom ¢ devel oprments. Both affecting their econonic growh, external trade and
virtually their nutual ties and rel ations.

M. Chai r man,

The current world econony has been marked by a rather sluggi sh economc
grom h for five consecutive years. The current cycle began in 1991, when the
growth of world real GDP fell from4.6 per cent in 1989 to only 0.6 per cent in
that year. The optinmism arisen fromthe positive inpacts of the decline in
international oil prices on the econonies of the industrial countries (in
particular, in the U S econony), and the new hopes of resunption of a |lasting
economic growh in the econonies which have been acting as the | oconotives of
the world econony enmanated from the termnation of the cold war, have not
materialized. |Indeed, the world, and particularly the industrial world, need
a conpr ehensi ve and deep restructuring to regain their econom ¢ nonentum Under
t hese circunstances, econonic wars, in place of military confrontations, have
cone into the forefront. The prevailing doctrine about the inpacts of econonic
liberalization and pronotion of econom c conpetition, which had gained new
attractiveness at the beginning of the 1980s, has intensified the economc
conflicts. However, the need for amal gamati on of capitals and resources, have
convi nced vari ous groups of countries to get together and establi sh newregi ona
unions. The North Anerican Free Trade Agreenent (NAFTA) anong Canada, Mexico
and United States (to which many other Latin American countries may w sh to
join), the establishment of the European Union (EU) with a prospective conmobn
currency, and the special neeting of Asia-Pacific Econom ¢ Caucus (APEC) on
Novenber 19 and 20, 1993, indicate the interest of the United States and the
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nore devel oped countries of Europe and Asia in the strengthening of regiona
i ntegration. These devel opnents are paving the way toward maki ng consi derabl e
structural and institutional changes. These phenonena, of course, do not
necessarily eradicate the cyclical econom c recessioninthe world or put an end
to the frictions in different fronts.

Not wi t hst andi ng t he devel oprments that took place at the begi nning of the
1990s, slow growth in the world econony has continued. The world GDP increased
only by 1.7 per cent in 1992. Although the United States entered into a period
of noderate econom c recovery in 1992, Japan and the EU experienced such a deep
recession in 1993 that it casts doubts over the continuation of recovery in the
U.S. The prospects for 1994-95 are also uncertain. |ndeed, the uncertainty
characterizing the short-termprospects i s underscored by a further markdown of
the output projections for nost industrial countries.

Despite the fact that the whol e devel opi ng worl d experi enced sone economi c
growm h, the situation in specific regions has been uneven. Econonic growh in
Africa slowed down from3.9 per cent in 1988 to 0.4 per cent in 1992 and it is
not expected to exceed 2.6 per cent in 1994. In Asia, the newy industrializing
econom es (NIES), and particularly the nmenbers of the Associ ati on of Sout h- East
Asi an Nations (ASEAN), have benefitted from a nore sustainable growt h. The
trend of economic growh in the Mddle East was very much affected by the
fluctuations ininternational oil prices. The econonmic situationin the Wstern
Hem sphere has been traditionally dependent on t he outcone of the process of the
econom ¢ reform prograns inplenented in this region and on the inflow of the
foreign direct investnents.

In the economies of the countries in transition, formerly called "the

Eastern Bl ock", economic output has fallen sharply from 1990 onward. It is
expected that these countries experience a slower pace of declining economc
activities from 1994. Al 'though the restructuring of these econonies,

particularly in Central Asia, will provide better opportunities for cooperation
anong developing countries, their demand for financial support from the
international comunity will certainly linmt the availability of external
finance to the other devel oping countries.

The debt crisis still exists. Presently, there are nearly 60 countries
whi ch are heavily indebted. Notw thstanding the inproved credit ratings of the
hi ghly indebted countries in Latin Anerica, the international financial market
now faces the sanme | evel of risk as at the beginning of the | ast decade. It is
expected that the total external debt of the devel oping countries continues to
increase in 1993 and 1994, anounting to US dollar 1476 and US dollar 1527
respectively.

The Uruguay Round of the General Agreenment on Tariffs and Trade (GATT)
negoti ations was finalized after 7 years, by the ratification of the Agreenent
by the nmenbers on 15 Decenber 1993. For devel oping countries, the reductions
intariffs of industrial countries stipulated inthe new agreenment does not seem
to increase too nuch the access to the devel oped markets. Furthernore, the
envi saged gradualism and slowness in liberalizing agricultural and textiles
trade and in the opening of the markets in the industrial countries, reflects
the lack of fairness in the achi evenents fromthe U uguay Round for devel opi ng
countri es.

M. Chairman,

Agai nst this background, allow ne at this point, to give very brief
i nformati on on the establishment of the Asian Clearing Union, and review its
activities and operations during the past couple of years.

The need for further strengthening of the nonetary and financial co-
operation anong devel oping countries and the desire to create an effective
systemto hel p reducing the needs for foreign reserves and enhanci ng the use of
nati onal currencies in foreign transactions, resulted in an Agreenent anong the
Central Banks of five Asian Countries, nanely India, Iran, Nepal, Pakistan and
Sri Lanka, on Decenber 9, 1974.

Soon afterwards, Bangl adesh joi ned t he agreenent, while Myanmar, fornerly
Burma, signed the Agreenment in Novenber 1977. To keep open the way for
diversification of cooperation anong the devel oping countries, the Agreenent
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allows the nmenbers to engage in any other clearing arrangements with third
countries, an opportunity which has al ready been used by sonme nenber countries.
However, nenbership in the ACU is open to all countries in the Econonic and
Soci al Conmi ssion for Asia and the Pacific (ESCAP) region

The goals envisaged by nenbers, as reflected in Article 2 of the
Agreenent, have been conprehensive, anbitious and achi evabl e.

I ndeed, providing a facility to settle, on multilateral basis, paynents
for current international transactions; using national currencies inthe current
transaction so as to enhance the convertibility of currencies and econoni ze on
the utilization of foreign reserves; pronoting nonetary and banki ng cooperation
anong menber countries, ainmed at expanding their trade and economic activities
and providing a currency SWAP facility to the nenbers, with a viewto alleviate
t he pressures on the nmenbers facing bal ance of paynents constraints by the help
of surplus countries are anmpongst the goals of the ACU

From the organi zational point of view, the ACU has a Board of Directors
on the top, conprising the Governors of the Central Banks; the annual neetings
of the Board of Directors deal with various topics as well as exchanging vi ews
on conmon issues and problens confronting menbers and virtually setting
gui del ines conducive to the pronotion and the inprovenent of the Union's
activities. Anong the inportant results of the board neetings, the appropriate
ground for maki ng changes and bri ngi ng convergence in certain national rules and
regul ati ons, essential for further attai nment of the common goal s, has been laid
down. Furthernore, the enlarging of the categories of goods and services
eligible for being channelled through the system particularly the eventua
acceptance by the Islamic Republic of Iran, to include petroleum and oil
products anmong the channelled itens, the refraining of Iran and Pakistan from
usi ng Econom ¢ Cooperation Oganization (ECO's channelling system and the
directing of their transaction toward ACU are anong the tangible collective
endeavours of the directors nade during their neetings of their exchange of
Vi ews.

The ACU al so benefits fromsecretarial services |l ocated in Tehran, Islanic
Republic of Iran, directed by the General Manager, who di scharges his functions
and responsibilities according to what is mandated by the Board of Directors to
him and carried out by a permanent staff. The ACU Secretariat, and nore
specifically the General Mnager, conduct the ordinary business of the ACU
prepare and submit, anmong other docunents, the financial statenents, annua
budgets and the draft annual reports to the Board.

The ACU Secretariat in Tehran, in conducting the ordi nary busi ness of the
Uni on, benefits fromwell-advanced facilities, including a highly computerized
systemand a teamof qualified and capabl e experts. The preparatory steps have
been al so taken to link the Secretariat to the SWFT System Wile nost of the
ACU nenber countries are connected to SWFT, the ACU Secretariat is planning to
begin using this systemto handle its business in a couple of weeks.

Movi ng on to the operational aspect of the system the ACU operations are
based on a common nonetary unit, i.e. the Asian Mnetary Unit (AMJ), equalling
one Special Drawing Right of the International Mnetary Fund (I M), which is
used for book-keepi ng purposes and the conversion of the national currencies of
t he menmber countries to each other. The nechanismfor calculating the parities
is sinple and practical. The parity between the AMJ and the participants'
currency will be notified by the IM- to the ACU Secretariat and to all nenber
countries. These rates are conputed by the IM- on the basis of information
received fromthe nenbers

Whi | e transacti ons anong the nenber countries can be quoted in AMJ, their
nati onal currencies or any hard international currency, the accounts are kept
only in AMJ. A settlenent period of two nmonths is incorporated in the system
with a further grace period of two nonths, resulting fromthe use of the SWAP
facility by debtor nenber. The settlement of the accounts is done on the
nmul tilateral basis by a virtual transfer of the balances in favour of creditors
in hard currency.

As to the benefits of the ACUto its nenbers, we should note that apart
from econom zing on the use of foreign reserves by the nenbers, expenses are
saved by not paying conmission fees and charges to international banks for
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handl i ng transactions. This is due to the fact that all transaction within the
ACU are handl ed by the donestic banks of the nenber countries. Mreover, there
is no question of confidence between two parties involved in nutual trade, and
therefore the relevant Letters of Credit are opened by the donestic banks
wi t hout any request for confirmation by foreign banks.

In order to exhibit a better picture of the activities of the ACU sone
general data is offered. In the first year of its operation, the total volune
of trade (Exports plus Inports) channelled through the systemanmounted to only
AMJs 44 mllion; in 1990 the sane figure was AMJs 2,014 million. For the year
1993, the total volune of trade routed through the ACU ambunts to AMJ 2,076
mllion. Qut of the total transactions (including interest) nmade through the
ACU in 1993, the amount of AMJs 308 nmillion, or 30 per cent was settled in
forei gn exchange and the rest, i.e. AMJS 730 nillion, or 70 per cent was cl eared
i nside the system

It is noteworthy that, despite the rather unfavourable environnent
surroundi ng the ACU nmenber countries and the difficult and painful econonic
ref orm progranmes undertaken by may of them and the fact that some of the ACU
menbers are officially classified as | owinconme countries, the determ nation of
the authorities of the menber countries to have a successful clearing system
has resulted in notable results. The increasing trend of the intra-grouping
trade channell ed through the system the low ratio of transactions cleared or
settled in foreign exchange to the total transaction, and the refraining from
t he accunul ati on of any arrears since the creation of the system are worthy to
be repeated in this respect.

M. Chai rman

Not wi t hst andi ng t he progress nmade in the operations of the ACUduring its
ni neteen years of activities, | acknow edge that it is still suffering froma
nunber of shortcomings and there is also a lot of roomfor the diversification
and the expansion of its activities. I ndeed, the ACU should include in its
framework areas such activities, as the creation of a reserve fund, the
provi sion of the menbers with common financial instrunents, and above all, the
enl argenent of its geographi cal coverage.

In this regard, | agree conpletely with the content of paragraph 104 of
t he conprehensive ad very useful paper, prepared by the Division of ECDC of
UNCTAD', that the ACU nenbers, in the later stages, should "transform their
cl earing systens i nto paynents uni ons and, | ater on, nonetary cooperation zones.
In this case, their activities nay cover, beside paynents for trade, exchange
rate harnoni zati on, cooperation in the design and inplenentation of fiscal and
nonetary policies, pronotion of intra-grouping capital flows by the
har moni zati on of the regulation of noney and capital markets, and, eventually,
concentration in the conception and realization of adjustnent progranmes to
ensure their conpatibility with the objectives of sub-regional integration"

To investigate the possibilities and to encourage the countries eligible
tojoin the ACU ACU held a workshop entitled "Cl earing Arrangenent in the Asia
and Pacific Region": on 26-27 of Cctober 1991. The main goal of this workshop
was to introduce the Asian Cearing Union and el aborate the benefits entailing
the ACU nmenbership, to the representatives of non-nmenber countries which were
invited to the workshop. Along with the representatives of the ACU nenber
countries, nonetary authorities and expert from six other Asian countries
attended t he workshop. The outcome of the workshop, although positive, has not
yet resulted in the expansi on of the nunber of nenmbers. Mich work has been | eft
in this area, which is on the current agenda of the ACU.

G ven the above, | would Iike to call, fromthis chair, in the capacity
of Ceneral Manager of the ACU, on all ESCAP countries, to consider seriously
their menmbership in the Asian C earing Union. |ndeed, joining this system wll
not only favour the strengthening of the nonetary and financial ties anong
devel oping countries, but also wll help decisively the expansion and
diversification of the nenbers' external trade, and will lead to the pronotion

' "Clearing and Payments Arrangements among Developing Countries: Recent Developments, Long-term Policy Considerations”’, 4
February 1994, UNCTAD/ECDC/238.
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of their economic growh as well as the enhancenment of the |iving standards of
their people. It has to be mentioned that, for the countries inplenenting
economc policy reforms, particularly economic and trade |iberalization
programes, under which, their Balance of Paynments position will naturally
sustain pressures frominport liberalization, joining the Asian C earing Union
will provide sone relief through Iowering their needs for hard currencies for
external paynents. They can also benefit fromcredits granted to themunder the
SWAP facility available in the system Menbers have easy access to this
facijlity for a cost which is lower than that of the other similar financing
wi ndow.

As far as ACU s potential contribution to the inprovenent of other
nmultil ateral paynents arrangenents of devel oping countries is concerned, while
admitting that stronger collective efforts by the nmenber countries will be a
cruci al elerment in overconing the shortconings still facing sone of the regional
clearing systens, they could also rely on the technical assistance nade
available to themby the Asian Cearing Union in different areas.

Thank you.
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Recent Devel opnents in the CARICOM Mul til ateral
Clearing Facility, 1988 - 1993

by Ms. Joan John
Manager, Forei gn Exchange and | nvestnent Depart nment
Central Bank of Trinidad and Tobago

The CaricomMiltilateral Cearing Facility (CMCF) suspended activities in
1983, after six (6) years of operation, as a result of the accumul ation of
arrears. |In the period since then, the region has re-examni ned the viability of
reactivating the Facility. At a neeting of Governors of Central Banks in the
regi on i n Decenber 1990, a Conmittee was established to prepare a report on the
possi bl e ways of reviving the Facility, the benefits to the derived therefrom
the targets for possible inplenentation and the associated difficulties. The
report, presented in 1991, concluded that the prospects for a resuned CMCF were
not propitious in view of the inability of the debtors to settle obligations,
the inability of participants to capitalize a new arrangenment wth any
substantial US dollar equity contribution and in view of the foreign exchange
arrangenents bei ng adopted by a nunmber of menber countries.

In the period since suspension therefore, the only activities which have
taken place under the aegis of the CMCF have been the rescheduling the
obligations of the debtor (in the <case of the CMCF, it is to be noted that
there is one major debtor owing in excess of US$ 160.0 mllion to the Facility)
and the activities of the Cari comTravellers Cheques (CTC) Facility. The latter
was term nated on 31st Decenber, 1993, in | arge measure because interest in it
had been | ost with the weakening in the value of the currency, the Trinidad and
Tobago dollar, in which it was denom nat ed.

Consequently, although it may be argued that such institutions are nore
critically needed in tines of econonmic difficulties, it is essentially because
of this situation and nore particularly the process of adjustnent, includingthe
forei gn exchange arrangenents adopted that these institutions have fallen into
desuet ude.

_ Two aspects of devel oprments in the region may therefore be of interest to
this forum- the first relates to the experience of the CIC Facility and the
second to the foreign exchange arrangenents in the region

1. Recent Performance of the CTC

The CTC Facility operated from 1980 to 1993. The cheques were issued in
Trini dad and Tobago dollars in denominations of 10, 20, 50, and 100. Usage of
this facility has fluctuated over the years but reached record lowlevels in the
| ast coupl e years of operation. The attached table 1 shows the US dollar val ue
of sal es and encashnments of cheques over the five (5) years 1986 to 1991. From
average annual levels in excess of US$ 3.0 mllion, both sales and encashnents
declined below US$ 1.0 million in 1992. The data for 1993 i s not yet avail able,
but indications are that sales declined further

The experience of the Facility suggests that greater interest was shown
by menber countries when econom c difficulties encouraged a search for ways and
nmeans t o conserve on t he use of foreign exchange. However, as such difficulties
intensified, the anmount of travel in the region declined. In any event, the
destination of travellers fromthe area has generally been to extra-regi ona
destinations and this has affected the viability of the Facility. The falling
interest inthe Facility became clearly evident in 1991 when sales in the three
(3) countries experiencing nost severe economc difficulties were significantly
reduced. The depreciation of the Trinidad and Tobago dollar over the period
further weakened interest in the chequing facility. It is to be noted that this
currency declined in value in three (3) stages, froma value of TT$ 2.40 = US$
1.00to TT$ 5.70 = US$ 1.00 to TT$ 3. 60 = US$ 1.00; the second novenent occurred
in 1988 when there was a further devaluation to TT$ 4.80 = US$ 1.00, and the
nost recent devaluation on 13 April, 1993 to TT$ 5.60 = US$ 1.00 which
acconpanied the floating of the exchange rate. Furthernore, the trend in
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forei gn exchange arrangenents does not suggest an early return to fixed exchange
rate val ues but rather towards flotation and convertibility of currencies.

2. Devel opnments in the Foreign Exchange Arrangenents

Up to 1981, all countries in the region carried fixed exchange rates to
the US dollar. Currently, there are a variety of systenms in the region. This
devel opnent can be viewed in the context of the increasing nunber of devel opi ng
countries which have adopted floating or flexible rates regines. Over the
period 1977 to 1990, the proportions of Fund nenber devel opi ng countries who
have adopted fl exi bl e arrangenents have risen from 13 per cent to 36 per cent.
Wthin the region, three nenbers - Guyana, Jamai ca and Tri ni dad and Tobago - have
adopted sone form of flexible exchange rate system

In 1981, Cuyana began to use a basket of currencies to determine the
external value of its currency and in February 1987, a free foreign exchange
mar ket scherme intended to operate at market related rates at comercial banks
was established. |n Septenber 1991, Janmica introduced full l|iberalization of
t he exchange system In this environnent, both spot and forward exchange rates
are determ ned by supply and demand conditions in the interbank market. In
April 1993, Trinidad and Tobago i npl emented a fl oati ng exchange rate regi ne and
si mul t aneously abol i shed exchange controls.

3. Concl usi ons

The recent exchange rate policies of CMCF nmenber countries have added nuch
uncertainty to the value of their respective currencies. Additionally the
econoni ¢ performance of countries nmake it infeasible for nany of themto offer
credit to the region particularly in the context of the existing arrears. As
a result, a nove towards revival of the CMCF in the near term does not appear
to be likely.
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Tabl e

1

SALES AND ENCASHMENTS

CARI COM TRAVELLERS CHEQUES

US DOLLARS
1986- 1992
SALES
CENTRAL BANK 1986 % 1987 % 1988 % 1989 % 1990 % 1991 % 1992 %
US$ US$ US$ US$ US$ US$ US$

Trini dad & Tobago , 695, 016 43.51 1,141,772 34.04 777,720 23.56 2,592,927 52. 05 2,082, 838 48. 91 649, 511 45. 68 139, 099 21.04
Bar bados 561,491 | 14.41 493,000 | 14.69 568,879 | 17.23 640, 854 | 12. 86 687,485 | 16. 14 587,696 | 41.33 381. 496 57.70
East Cari bbean 257, 147 6. 60 217,419 6.48 248, 917 7.54 143, 275 2.88 1600, 565 3.77 127, 560 8.97 140, 473 21.24
Central Bank
Quyana 682,783 | 17.53 682,941 | 20. 36 943,530 | 28.58 711,824 | 14.29 468,682 | 11.01 24,986 1.76 0 0. 00
Janmi ca 698, 936 17.94 819, 422 24,42 761, 902 23.08 893, 127 17.93 859, 198 20.17 32,186 2.26 118 0. 02
Bel i ze 36 0.01 488 0.01 323 0.01 0 0. 00 0 0. 00 0 0. 00 0 0. 00
TOTAL , 895, 409 100 3, 355, 042 100 | 3,301,271 100 | 4,982,007 100 | 4, 258, 768 100 | 1,421,939 100 661, 186 100

ENCASHVENTS

CENTRAL BANK 1986 % 1987 % 1988 % 1989 % 1990 % 1991 % 1992 %
US$ US$ US$ US$ US$ US$ US$
Trini dad & Tobago 946, 609 22.58 827, 691 25.56 961, 261 30.01 1, 315, 063 29.25 1, 032, 447 24.15 523, 701 33. 26 321, 586 44,41
Bar bados , 007, 705 24.04 828, 527 25.59 721,871 22.53 1, 009, 473 22.45 1,179, 584 27.59 334, 551 21.25 91, 007 12. 57
East Cari bbean , 858,644 | 44.34 1,205,725 | 37.24 1,96,076 | 34.21 | 1,569,788 | 34.91 1,491,751 | 34.90 614,784 | 39.04 255, 962 35. 35
Central Bank
Guyana 24,861 0.59 34,272 1.06 45, 753 1.43 50, 626 1.13 48, 075 1.13 70, 341 4. 47 35, 689 4,93
Jamai ca 330, 700 7.89 316, 138 9.77 360,646 | 11.26 527,838 | 11.74 508, 741 | 11.90 31, 082 1.97 19, 386 2.67
Bel i ze 23,083 0. 56 25, 336 0.78 17,874 0. 56 23,426 0.52 14,176 0.33 224 0.01 522 0. 07
TOTAL , 191, 602 100 3,237, 689 100 3, 203, 481 100 4,496, 214 100 4,274,772 100 1,574,683 100 724,153 100
Recent Devel opnments in the C earing House of the Econom c

Communi ty of Centr al

Afri can

St at es ( CHCAS)
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by M. Paul Andely
Executive Secretary of the CHCAS

(Original: French)

The O earing House of the Economic Community of Central African States
(CHCAS), created by the Treaty establishing the Comunity anmong 10 Central
African States (Burundi, Caneroon, Central African Republic, Congo, Gabon,
Equat ori al Gui nea, Rwanda, Sdo Tome and Principe, Chad and Zaire), took over,
on 2 Septenber 1989, the activities of the forner Central African d earing House
"CAfCH', which had been set up by an agreenent signed between the Banque des
Etats de |' Afrique Centrale (BEAC) and the Bank of Zaire in January 1979.

The CHCAS has 5 nenber central banks with 5 different currencies, nanely:
the Burundi franc, the CFA? franc, the Rwanda franc, the Sdo Toné and Principe
dobra and the zaire.

1. Features of the CHCAS nechani sm

The basic features of the rules and regul ations governing the CHCAS
operations are the foll ow ng:

Nat ure of transactions eligible Coods originating in nmenber States

for the mechani sm

Common unit of account and of Central African Unit of Account

conversion of national currencies: [ "CAUA", equalling 1 special draw ng
ri ght (SDR)

Currency of invoicing: 1. CAUA or SDR, or

2. the currency of the exporting
country; or

3. the currency of the inmporting
country

Intervention currencies for the Any currency nmaking up the SDR
settl enent of bal ances anong
Central Banks:

Met hods of paynment eligible in the | Al the payment nethods currently used
nmechani sm in international trade

Period of interimcredit anong One nont h
Central Banks:

Exchange rate to be applied in the | Daily exchange rate
settl enent of bal ances:

2. Performance of the CHCAS
The performance of the Central African clearing systemis presented in

table 1 of the docunent entitled "Cearing and paynents arrangenents anong
devel opi ng countries: recent devel opnents, long-term policy considerations"?3.

It should be pointed out that the figures presented in the table are in
mllions of Central African Units of Account or SDRs.

The foll owing data may be added to the table:

2 "Communauté Financiére Africaine’. The CFA Franc is the common currency of the 7 members of the Banque Centrale de I'Afrique
de I'Oest / BCAO and the 6 members of the Banque des Etats de I'Afrique Centrale / BEAC.

® UNCTAD/ECDC/238, 4 February 1994.
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Year Total transactions channelled Net settlenents Rati o
t hrough the system in foreign (per cent age)
2 exchange =(3)/(2)
(3)
1992 21.8 21.8 100
1993 - - -

According to the figures presented, the Central African sub-region shows
the followi ng characteristics:

- it has the | owest vol une of intra-subregional trade anong all the
groupi ngs anal ysed (13.8 per cent of the corresponding figure of
ECOMS and 31.1 per cent of the volune of intra-PTA trade);

- it has the | owest percentage of intra-subregional trade (0 to 1
per cent) channelled through the O earing House from 1986 to 1993;

- it has the highest ratio (73 to 100 per cent) of net settlenents
in foreign exchange in the dearing House.

The level of intra-African trade is generally low, but it should
neverthel ess be stressed that the Central African subregion is the one which
mani f ests t he weakest points inthe eval uati on of subregi onal trade perfornmance.

This particular situation is due to the growi ng obstacles of all Kkinds:
political, economic, regulatory and adm nistrative.

Exanpl es are:

- The strong orientation towards inport substitution in favour of
t he donestic narket;

- The lack of efficiency in the export pronotion systens;

- The i nbal ance of trade, created by production structures which are
conpetitive rather than conpl enentary;

- The tariff and non-tariff barriers;

- Therigidity of immgration regul ati ons anong the countries of the
subregi on, which hinders the circulation of persons and goods;

- The unreliability and high cost of transport and communi cati on;

- The lack of trust anobng econonmic operators fuelled by the
diverging trade traditions and practices of the two sub-groups of
t he Econonic Community of Central African States (ECCAS);

- The disparity in foreign exchange regul ati ons and the very shaky
nonet ary cooperation anong States

- The distrust anong commerci al banks concerning the establishnent
of correspondent rel ations.

The basic task of ECCAS is to elinminate the above-nenti oned obstacles
gradually in order to |l ead the States of the sub-region to economnic integration
but it should be noted that, unfortunately, the achievenments of our Comunity
on the road to the liberalization of intra-Comunity trade have been neagre.

The financial difficulties that the General Secretariat of ECCAS has had
to contend with for more than three years, which have paral ysed its operations,
are nore than worrying fromthe point of view of the attainnent of the basic
goal s assigned to this sub-regional econon c grouping, which is indispensable
for the creation of the African common market envi saged by the Organi zation of
African Unity (QAU).

It is up to the highest authorities of Central Africa, therefore, to
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revive the activities of the General Secretariat of ECCAS in the framework of
a restructuring plan that will be subnitted to themvery shortly.

3. Analysis of the performance of the CHCAS

The transactions of 25.8 million SDRs, channelled through the CHCAS from
its inception in 1989 t hrough Decenber 1993, relate exclusively to the inports
of Zaire fromcountries nmenbers of the BEAC (Cameroon, Central African Republic,
Congo and Chad).

The product structure is the follow ng:

Consuner goods: 91. 0 per cent

I ndustrial products: 6.8 per cent

Pet r ol eum product s: 1.3 per cent

Servi ces: 0.9 per cent
The upsurge of transactions in 1992 was exceptional. It was produced by

the inmports of certain food items (rice, flour, sugar etc.) and of the
pharmaceuticals Zaire urgently needed after the destructive events of Septenber
1991.

Zaire is thus the major user of the CHCAS and solely as an inporter from
the States of the BEAC eni ssion zone. This one-sided use of the d earing House
systemby the inporters of Zaire is explained by the fact that, up to now, they
have benefited fromthe exchange rate by paying their bills in zaires at the | ow
of ficial exchange rate applied by the O earing House i nstead of the permanently
depreciating real market rate of the zaire.

Zaire's exports to the other countries of the subregi on do not go through
the dearing House because, with the shortage of the means to nake externa
paynments, the revenues in foreign currencies required to pay the clearing debt
bal ances in hard currency, which nornmally get back to the Central Bank, are
unavai |l abl e from banks or from econom ¢ operators.

This is why there are no cleared bal ances in the CHCAS nechani sm and why
the Bank of Zaire is in the position of debtor with regard to the BEAC

The absence of clearing, which has created the |ack of savings in hard
currencies, goes against one of the basic goals of the clearing system

This situation is maintained by production structures and a nonetary
system of open coexistence with the parallel currency narket.

The ideas currently anal ysed by the Bank of Zaire on the el aboration of
nmeasures in favour of channelling intraregional exports through the C earing
House will contribute to the necessary correction of this "anachronistic"
situation.

4. Settlenent of bal ances

Up to May 1992, the bal ances due under the CHCAS cl earing systemwere paid
regularly, but since Decenber 1992, significant paynent arrears ampunting to
alnost US$ 31 million have unfortunately accunul at ed.

These arrears, which are a new phenonmenon i n t he CHCAS and whi ch threaten
to paralyse it, were the subject of a Settlenent Protocol between the creditor
and debtor central banks in Cctober 1993.

We take the opportunity provided by this nmeeting to declare that this
problemof arrears in the paynment of clearing bal ances experienced al so by ot her
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Clearing Houses, is today, in a tine of economic difficulty for African
countries, which are alnost all suffering fromstructural balance of paynents
deficits, a "thorn in the flesh" of the clearing and paynents systens,
threatening their existence, and which nust therefore be renoved.

The CHCAS, which has been confronted with this situation for nore than a
year, strongly w shes, |ooking beyond the bilateral arrangenents nade between
debtor and creditor Central Banks, to benefit from the experience of other
Clearing Houses in the matter and, above all, w shes to see the Coordination
Conmittee on Miultilateral Paynments Arrangenents and Monetary Cooperation anong
Devel opi ng Countries, examine this problemin order to find realistic ways of
sol uti on.

This is a crucial problemwhich is at present paralysing the operations
of certain Cearing Houses. It deserves particular attention in our present
neeti ngs because the very existence of clearing and paynments arrangements
depends on it.

5. Modalities of institutional cooperation anmong African and Latin Anerican
cl earing and paynents arrangenents

Item 5 of the annotated agendas of the 8th session of the Coordination
Conmittee on Multilateral Payments Arrangenents and Monetary Co-operati on anong
Devel opi ng Countries and of the 2nd Conference of Governors and Senior Officials
of Central Banks of Latin Anerican and African Countries on South-South Trade
Expansion, reveals that this question was subnitted to the Committee on
Mul til ateral Payments Arrangenents and Monetary Co-operation anong Devel opi ng
Countries at its 7th session, held in Decenber 1990 at Las Pal nas.

The Coordination Committee will shortly report to participants on its
proposals for nmnultilateral payments nechanisns between African and Latin
Ameri can countri es.

W thout anticipating the conclusions of this report, it is worth stating
that institutional cooperation anong Cearing Houses is clearly of value

In my hunmble opinion, it would nean, in the first phase, setting up a
| egal framework for consultation and agreed action by O earing Houses.

The ains to be achieved could be sunmed up as foll ows:

- regul ar exchange of information and experience anmong C earing
houses (e.g. by issuing a liaison newsletter);

- alignnment as far as possible of the rules and regulations
governi ng operations;

- organi zati on of awar eness-rai si ng canpai gns, bringi ng toget her the
econom ¢ operators of different subregions or continents in order
to bring hone to themthe advantages of clearing systens;

- establishnent and nmaintenance of permanent functional and
techni cal |inks among the d earing Houses, based on existing trade
rel ati ons anong different subregions and countries;

- participation in every deliberation and study on clearing and
paynments arrangenents.

Consi dering the increased possibilities of internal financing that may
result fromthe appreci abl e suns accrued periodically by the cl eari ng nechani sns
as a group, and with the confidence that could bring to external fund-raising,
this instrunent of cooperation anong clearing houses should in particular set
up a guarantee fund that could help finance, at least in part, subregiona
deficits or central bank debit balances in the clearing systens, applying the
strict rules of conditionality that would be fornulated.

Naturally, it would be necessary to avoid transferring the paynents
arrears on clearing balances accurmulated wthin subregional paynent s
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arrangenents to inter-C earing-House settlenents. In our view, that would be
one of the basic conditions for the success of financial cooperation between
African and Latin Anerican C earing Houses.

In conclusion, there are indeed opportunities for South-South trade
expansi on through the African and Latin Anerican C earing Houses, as shown by
the statistics conpiledintable 4 of the document on "Institutional Cooperation
anong African and Latin Anerican C earing and Paynments Arrangenents"4, but every
effort nust be made to guarantee the paynment of debts between the dearing
Houses in order to maintain healthy and durabl e nonetary cooperation anong the
O eari ng Houses.

For the African Clearing Houses, this would be a prologue to the
est abl i shnent of the African Paynents Union envisaged by the QAU in the Lagos
Pl an of Action and Final Act.

* UNCTAD/ECDC/237, 4 February 1994.
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Recent devel opnents in the West African C earing House

by Chei kh Saad- Bouh Di ao
Executive Secretary

1. I nt roducti on

Establ i shed in 1975 with operati ons comencing in 1976, WACH t ransacti ons
increased progressively until 1984 when they attained their peak before
commenci ng a dowmnward trend. However, since 1991, we have been w tnessing a
mar ket i nprovenent .

2. Mai n causes of this decline

Heavy debts resulting from bal ance of paynments problenms and the externa
debts of certain debtors, discouraged creditor countries from utilising the
system

Very wide variations in the rates of exchange between the vari ous menber
countries forced operators to prefer cash transactions (parallel markets, where
the rates are determni ned by market forces), consequently, to operate outside the
of ficial channels.

The relatively weak and poorly-devel oped banking system in several
countries accounts for the fact that very few comrercial banks have
correspondents within the sub-region, which prevents commercial transactions
goi ng through WACH. This absence of correspondent rel ationships expl ai ns why
letters of credit are often confirned in Europe, even for sub-regiona
transacti ons which not only delays the transactions but increases costs.

- Differences in nonetary and banking policies have also conplicated the
procedures for utilising the system

- | gnorance about the system by the business community as well as anpbng
bankers.

- The nmultiplicity of currencies and the existence of a group of countries
with a convertible currency, and on which all operators tend to focus,
which, in turn, has fuelled the informal sector

2a. The existence of tariff and non-tariff barriers

The regional financing of trade has suffered through the |ack of credit
facilities as the existing ones are administered in such a way that the rea
i nterest rates have been negati ve because of galloping inflation which does not
encour age savi ngs.

The potential for intra-regional trade has dininished because of the
exi stence of duplication in industrial activity in the sub-region (inport-
substitution industries, lack of co-ordination in industrial policies, absence
of conplenentarity between industries). Moreover, there is information in the
sub-regi on regarding tradi ng opportunities). Moreover, thereis information in
t he sub-regi on regardi ng tradi ng opportunities. Inporters are unaware of supply
possibilities while exporters refuse to seize the initiative to really pronote
their goods.

Apart fromthe |lack of adequate tel ephonic infrastructure which affects
the nmovenment of goods and the circulation of information, the high cost of
| ocal |y produced goods have constituted a naj or obstacle on account of:

- t he absence of conpetition
- t he overval uati on of exchange rates
- t he absence of an economny of scale
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- i nexperience in the area of export trade

3. Sol uti ons envi saged

Aware that the paynments and clearing mechani sm has been functioning in
slow notion, for the sinple reason of a decline in trade between countries
conbined with heavy indebtedness as well as a general econonmic norass, the
various States have decided to reinforce their economnic cooperation through
efforts ai med at pronoti ng economrmic growh and redoubling their effort to revive
i ntra-zonal trade by:

- the elimnation of obstacles and barriers to trade (tariff and non-
tariff barriers)

- the elimnation of nonetary and financial obstacles.

4. Current situation
a. Paynment arrears

Reschedul i ng protocols have been signed by all debtors and settlenents
have been adhered to with the exception of one country enbroiled in a war
From WAUA®> 50.0 million in 1985, arrears fell to WAUA 15.0 nillion as at
31st Decenber 1993.

al. Cl earing

The ratio of clearing to gross transactions, a rough indicator of the
forei gn exchange savi ngs nmade through the clearing nmechani sm continues
to decrease, thus indicating the persistently | owlevel of official intra-
regional trade. Frontier trade between States really exists, but it is
domi nated by petty traders who do not utilise the official channels, hence
encouragi ng the devel opnent of parallel noney markets which seriously
af fect the foreign exchange reserve position of the countries and their
fiscal policies.

b. Econoni ¢ situation of various countries

Reforns in the real and nonetary sectors have been undertaken here and
there, thus allowi ng for the encouragenent of a new econom ¢ dynarm sm
In certain countries also, deregulation of the nonetary and financi al
sector has either been introduced or nmaintained. In terms of public
finance, several countries pursued austerity policies ainmed at reducing
or controlling public expenditure and increasing budget income by
expanding the tax base as well as inproving collection. The poor
performance of the external sector has persisted owing to the decline in
the prices of the main export products, while the structural adjustnent
programes (SAPs) continued to aimat realising an adjustnent in rates and
a liberalisation of trade.

cC. Prospects for WACH

c.1 Transformation into an autononous specialised agency of the Econonic
Conmunity of West African States

In accordance with decision A/ Decd4/7/92 of the Conference of Heads of
State and Government - WAMA (West African Monetary Agency), WAMA' s
objective will be to play a nore effective role in the regional nonetary
i ntegration process, particularly the creation of a single currency by the

® West African Unit of Account, equalling 1 Special Drawing Rights of the IMF.
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year 2000. It will be a useful forumfor exchanges between Central Banks
where they could fornulate pertinent recomrendations regardi ng ways of
giving a fresh inpetus to economc and nonetary integration of the sub-
regi onal . This would therefore necessitate a clear desire for the
har noni sati on and coordi nati on of macro-econonic policiesinthe nonetary,
budget ary and exchange rate fiel ds.

Monetary Area

- Provi de adequate financing for the private sector

- liberalise credit, create indirect instrunments to attain this;

- interest rates should be determ ned by narket forces;

- nmop up excess liquidity as a way of stabilising prices while
all owi ng roomto nmanoeuvre to enhance grow h;

- control inflation.
Budget ary area

- Reduce budget deficits tolevels conpatible with the levels required
for price stability;

- fix ceilings for the nonetary financing of deficits;
- elimnate the arrears of paynent on donestic debts;

- gradual | y reduce the debt servicing.

Exchange rate
- Exchange rates ought to be determni ned by market forces;

- renoval of restriction on current transactions and sub-regi onal
paynments;

- nom nal rates of exchange should be as close as possible to the
m ddl e market rates, in order to guaranty Iimted convertibility of
the various currencies and facilitate the liberalisation of exchange
controls thus neutralising the infornmal sector

O her aspects

To the above shoul d be added policy issues such as:

- t he harnoni sati on of SAPs al ready adopted by countries;

- t he aut ononmy of Central Banks;

- rationalisation of t he functions of i nter-governnent a
or gani zati ons;

- the liberalisation of capital transactions in order to facilitate
the creation of regional capital narkets.

It is undeniable that the success of the integration process will, in

ef fect, depend on the significant strides nmade al ong the path to the adjustnent
of the economi es of nenber countries and the gradual realisation of effective
convergence of national policies.

C2

Current status of WAMA

* Ratification of the protocol ... under way.

* Agreement ... preparation well advanced.
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* Financial Inplications = these are being studied together with the nodalities
for contributing to the budget.

* Two studies financed by the UNDP and coveri ng:

- the utilisation and acceptability of national currencies in intra-
regional trade and settlenent of trade transactions within the
ECOMS zone; and

- the macro-economic indicators for convergence to be adopted in the
application of nonetary and fiscal policies by nmenber States in the
context of the nonetary cooperation progranme of ECOMS were
di scussed and necessary anendnents nmade.

c-3 Credit Guarantee Fund

The purpose of this fund will be to ensure a pronpt solution, to the
benefit of creditor banks, to the tenporary problens of paynent, so that intra-
regional transactions will remain at their optimal |evel.

The study is in a very advanced stage and negotiations with the European
Uni on shoul d reopen in the course of 1994,

c-4 WACH Travel l ers' cheques

- Their inplenentation is dependent upon that of the Credit Cuarantee
Fund.

- The objective will be to revive trade between nenber states.

- The design, practical nodalities for issue, circulation and
accounting treatnment have already been clearly defined.
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Recent Devel opnents in the Arab Monetary Fund and the Arab Trade
Fi nancing Facility

by Mhanmed Hani d El hag
Econoni st, Arab Monetary Fund®

|. The Arab Monetary Fund

1. Backgr ound

The Arab Monetary Fund (AMF) was established in 1977. Al nmenbers of the
League of Arab States, with the exception of DOjibouti, are currently nenbers of
the Fund. The main purpose of the Fund set forth inits Articles of Agreenent,
is to help lay the nonetary foundation for Arab economic integration, and to
pronot e econoni ¢ devel opnent of nenber countries.

The Articles of Agreenent specify several objectives including, inter
alia, the provision of balance of paynents support and credit facilities to
nmenber states, the stabilization of exchange rates anong Arab currencies, the
devel opnent of Arab financial narkets and the provision of training and
techni cal assistance to nenber countries.

Fol | owi ng a t horough revi ew of needs of nenmber countries, changes in Arab
and international economc environment and neans at the Fund's disposal,
priorities were restructured to give prom nence to the followi ng areas:

a) Pronmotion of intra-Arab trade where the Fund's efforts were crowned with
the establishnent of the Arab Trade Fi nancing Program (ATFP) in 1989.

b) Support of economic adjustment and structural reform efforts in nenber
countri es.

c) The provi sion of techni cal assistance and training. To better achieveits
goals in this field the Fund established in 1988 its "Econom c Policy
Institute".

d) A program for the devel opnment of Arab financial narkets.

e) Pronoti on of nonetary and econom ¢ co-operati on anongst menber countri es.

2. Devel oprments in Arab Trade with Devel opi ng Countries

The share of Arab countries' trade with devel oping countries in their
overal|l external trade, experienced an increase during the period 1982-1992.

The share of exports to devel oping countries rose froma | evel of around
26 per cent of overall Arab exports in 1982 to around 29 per cent in 1992.

The Arab inports from devel opi ng countries expanded at a nore pronounced
pace, rising froma level slightly less than 16 per cent to over 21 per cent in
1992. This rise in inport share could be attributed in part, to the grow ng
i mportance of the emerging econonies of East Asia as a source of supply of
manuf act ured goods, and to the fact that an increasi ng nunber of Arab countries
have opted for opening up their econom es and liberalizing trade, as an integral
part of far-reaching refornms. The countries of the Cooperation Council of the
Arab States of the @lf (GCC), on the other hand, inpose in essence no
restrictions on trade.

Intra-Arab trade experienced a nodest increase during the sane period,
with its share in overall Arab trade rising fromthe 7-8 per cent |evel of 1982
to 8-9 per cent in 1992.

® The views expressed here are not necessarily binding to the Arab Monetary Fund.
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Arab exports to devel oping countries consist of crude oil and refined
petrol eumproducts whi ch represent the bul k of those exports, in addition to raw
materials, petrochemicals, fertilizers and various ot her nanufactured products.
I mports are conposed of agriculture and food products, nanufactured consuner
goods, chemicals and a limted range o capital goods.

Nevert hel ess, the expansion of Arab trade w th devel oping countries, is
l[imted not only by the relative narrowness of the production base in nost
devel opi ng countries, and sinmlarities in econonic structures, but also by the
| ack of support services vital to the expansion of this trade. 1In particular
i nadequaci es are manifest inthe fields of: trade finance and credit guarantees;
conmuni cati ons and regular shipping lines; marketing; and trade information
servi ces.

The Arab Trade Financing Program (ATFP) was established to provide sone
of these services in an Arab context. An African Export-Inport (EXIM Bank was
recently established to pursue simlar objectives in the African region.
Strengt hened co-operation and co-ordination between these two, and clearing
houses and simlar institutions in developing countries, concentrating on
feasi bl e and practicable nmeasures, could pave the way for a higher |evel of
trade relations between the different regions of the devel opi ng worl d.

It is worth mentioning as a conclusion to this section, that the Arab
Monetary Fund's efforts to forward the interest of its nenbers with respect to
issues related to nultilateral trade, were rewarded by the decision of the
Counci|l of the General Agreenment on Tariffs and Trade (GATT) Representatives in
Decenmber 1993 to grant the AMF observer status at both the GATT Council and the
neetings of contracting parties. This will enable the Fund to effectively co-
operate and co-ordinate efforts with Arab nmenbers of GATT, as well as other
devel oping countries, to defend their interests in the international trade
arena, especially with regard to protectionist measures adopted by devel oped
countries in the face of exports from devel opi ng countri es.

3. Currency Convertibility

As part of its continuing efforts to support economnic adjustnment and
structural reform prograns inplenented by nenber countries, the Fund, jointly
with the I M- Institute, sponsored a Seminar on Currency Convertibility. The
Semi nar whi ch was held in Marrakesh, Mdrrocco during the period Decenber 16-18,
1993, was attended by representatives of 12 Arab countries in addition to the
AMF and | MF. Seven papers were presented to the Seminar with the follow ng
titles:

Currency Convertibility: Concepts and Degrees
Current Account Convertibility: Anachronismor Transition
Experi ence with Exchange Controls in the Arab countries
Morocco' s Experience with Convertibility
ol The Issue of Capital Account Convertibility: A Gap between Norns and
ality
Towards Currency Convertibility: A conparative study of the experience
of Morocco, Tunisia, Jordan and Egypt.
The Tuni si an Experience in current Account Convertibility.

N ogorwne

These papers and the proceedings of the Seminar will be published |ater
this year in English, French and Arabic.

The papers threw light on the concept and the different aspects of
convertibility, indicating that convertibility is a relative concept with nmany
di fferent degrees.

A distinction was drawn between soft convertibility, referring to that
with a flexible exchange rate, and hard convertibility that is one with a fixed
exchange rate (e.g. the exchange rate nechanismof the EU until recently).

The Seminar highlighted the requirements for convertibility, which
i ncl ude: an appropriate exchange rate | evel; an adequate | evel of internationa
reserves; balanced macroecononi ¢ managenent by adopting in particular sound
fiscal and nonetary policies that renove the i nbal ance bet ween aggregat e denmand
and avai | abl e resources; and adherence to market disciplinetoreap the benefits
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of convertibility on resource allocation

In a world of unprecedented econonic interdependence, ascendancy of the
role of the financial markets with the huge growth and globalization of
financial flows, and intensifying |evels of conpetition in goods and services
mar ket's, pressures are nounting agai nst countries with i nconvertibl e currencies.

Currency convertibility shoul d hel p reduce di stortions normally associ at ed
with foreign exchange restrictions, thereby inproving resource use and
al l ocative efficiency.

Gains in productivity and increased output |levels could also be realized
t hrough the induced increase in conpetition, foreign investnment and inproved
access to foreign inputs, capital goods and technol ogy.

However, the requirenments for successful convertibility outlined earlier
nmust be present if the benefits of convertibility are to materialize. 1In the
absence of these requirenents, convertibility will put severe downward pressures
on the exchange rate, unleashing the forces of inflation, and intensifying
capital flight. 1In other words, convertibility should in essence, b viewed as
an outcome of sound macro-econom ¢ nanagenent.

Al t hough t he cl earance aspect of clearing houses and sim | ar arrangenents
performs a useful role in enhancing trade transactions, should not necessarily
be identified with noves towards convertibility.

Such arrangenents, as is well known, have | ong exi sted before the current
drive towards convertibility has gained nmonmentum in an increasing nunber of
devel opi ng countries. |In sone cases, they m ght have even been viewed as an
alternative to the adoption of the difficult policies needed for restoring
viability to the bal ance of payments and external accounts.

However, under certain circunstances, regi onal paynents arrangenents coul d
i ndeed be viewed as a transition stage towards full convertibility. This is so,
for example, when it is being clearly stated and observed that outstanding
bal ances are settled in hard currencies. In this respect, the presence of a
capital fund backing the arrangenent, by providing credits is of great val ue.

In conclusion, it appears that, the drive towards convertibility has
becone alnost irresistible in a rapidly converging world econonmy with nmounting
| evel s of competition. Countries with financial inbalances, that fail to take
this into account and keep postponing the restructuring of their econonies, face
t he danger of being left behind. Having said that, one would also Iike to add
that paynents arrangements have still a very useful role to play in pronoting
trade between menber states, once refornms conpatible wth changes in
i nternational econom c environment are incorporated in them

I1. The Arab Trade Fi nancing Program (ATFP)

1. Backgr ound

Fol | owi ng years of intensive efforts to identify and devi se an appropriate
mechani sm to contribute to the financing of intra-Arab trade, the AMF, in
col l aboration with other Arab financial institutions, established the Arab Trade
Fi nanci ng Program (ATFP) in 1989. ATFP is an independent entity, and in
particular, has the right to own, contract and litigate. It ains at pronoting
Intra-Arab trade through the provision of refinancing facilities, in addition
to services conducive to the enhancenment of the volunme of this trade.

The resources of the Program are conposed of its authorized capital, its
reserves, and deposits placed with it. These resources could be enhanced by
borrowi ng fromfinancial markets or any other sources within the limts set by
the Programs General Assenmbly. The authorized capital of the Programis five
hundred mllion dollars. The Arab Monetary Fund contributed 250 mi|Ilion dollars
or exactly half that anount. The rest is paid by a group of Joint Arab
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financing institutions, public financial institutions and banks in Arab
countries, as well as a nunmber of joint Arab foreign financial institutions.

The ATFP financing, which is provided in convertible currencies, is
restricted to goods and associ at ed servi ces of Arab origin, excluding crude oil,
used goods, re-exported goods and any other goods that might be added by the
Board of Directors.

The Program operates through national agencies designated by Arab
countries. It provides to these agencies, refinancing facilities that take the
formof lines of credit. Refinancing covers post-export financing, pre-export
credits and eligible inports.

The periods of refinancing are determined by the Board of Directors, and
could extend up to 5 years depending on the goods in question

2. Fi nanci ng Operati ons

ATFP started its financing operations in 1991. The repercussions of the
Qulf crisis reduced activities to a nodest |evel. Operations picked up
considerably in 1992 when the Programreceived 74 requests fromits accredited
nati onal agencies in different Arab countries, for the refinanci ng of export and
i mport transactions with a total value of some 200 million dollars. This far
exceeded the 59 million dollars requested in 1991. Lines of credit of a value
of 128 million dollars were approved in 1992 against 40 nillion dollars in 1991

In 1993, the Programrecei ved 60 requests fromthe national agencies with
atotal value of 139 nmillion dollars. The reason for the decline in the nunber
of requests is explained by the fact that a considerable part of the 1992
requests did not satisfy eligibility conditions for the Program s finance, and
were not backed with guarantees acceptable to the Program (More on the
guestion of guarantees later). Thus, it could be argued that in 1993 nati ona
agenci es becane better acquainted with the rules and procedures governing the
ATFP lines of credit, elimnating the requests that are not eligible for finance
fromthe Program

It is worth mentioning that all national agencies renmained current with
paynments due to ATFP, and no arrears were registered.

The ATFP lines of credit financed a wide range of itens including
agriculture and food products, raw materials and internediate goods,
petrocheni cal s, manufactured consuner goods and capital goods.

Turning now to the question of guarantees, the ATFP has fully realized
from the beginning that the sustainability and expansion of its financing
operations, require the presence of adequate guarantees.

Initially, it was considered that the "Inter-Arab |nvestnent Guarantee
Corporation" would be able to provide guarantee cover for all operations
financed by the Program Consequently, an agreenent was signed with the
Corporation to this effect. However, it turned out that the Corporation does
not, at present, have the capacity to cover all ATFP s operations. The Program
now deals with it on a case by case basis.

As a result, the Executive Board of ATFP deci ded on the diversification
of acceptabl e types of guarantees. The ATFP now conducts thorough ri sk anal ysis
and, as a consequence, tends to accept guarantees fromthe follow ng:

) Certain Arab central banks.
i) A nunber of national export guarantee agencies.
i1) Various types of guarantees issued by commercial banks.

The ATFP also |ooks forward to co-operation with the newly established

"I'slam ¢ Investment and Export Credit Cuarantee Corporation”. It is worth
mentioning in this context, that the recent noves towards currency
convertibility in a nunber of Arab countries, including declared current

transactions convertibility in Morocco and Tuni sia, and de facto convertibility
i n Egypt and Jordan, have favourably affected the types of guarantees required
fromnati onal agencies in these countries, elimnating the need for relatively
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costly arrangenents.

3. Intra-Arab Trade Information Network (IATIN)

Recogni zi ng the inportance of providing dealers in intra-Arab trade with
reliable and tinmely information on markets, goods, specifications and
opportunities for trade, ATFP with val uabl e support from UNCTAD, UNDP and the
International Trade Centre (I TC), established IATIN

Over the past tw years, the first and second phases of [|ATIN were
conpl eted. These included the "Intra-Arab Trade I nformation System(IATIS)" and
the "Trade Cpportunity Monitoring System (TOWS)", as well as the devel opnent of
an effective nechanism for identifying sources of information, and the
conpiling, processing and storing of data for use by Arab traders.

I ATI S i s conposed of specialized programs for Trade data and information
processing, including inter-alia, data base prograns for goods, conpanies
markets and trade statistics.

TOVS i s designed to store, process and transnmit trade opportunities at the
Arab regional Ievel

The third and final phase of I ATIN, which is expected to be conpleted by
the end of 1995, involves linking IATIN Centre in Abu Dhabi with selected
contact points in all Arab countries that have the required technica
facilities. These contact or linkage points will relay trade information to
deal ers active in Arab trade

In order to expedite the execution of IATIN third phase, a priority plan
was adopted, to conplete in 1994, experinental |inking of ATINw th 5 national
agenci es carefully chosen as suitable |inkage points.

4, QG her Activities in Field of Trade Services

The ATFP, together with the Arab Mnetary Fund and the UNDP, held a
regi onal neeting on technical co-operationinthe field of Arab Trade Pronoti on.
Representatives of 18 Arab countries, in addition to Chanbers of Commerce and
Industry and Centres for Export Pronotion, participated in the neeting. The
neeting was held from5 to 6 April 1993 in Abu Dhabi. The main focus of the
neeting was the study of the findings of the report prepared by a United Nations
M ssion, on areas of technical co-operation in the trade sectors of Arab
countries with the aimof identifying priorities, and the exani nation of the
rol e of concerned Arab and regi onal organizations in inmplementing it.

Partici pants wel conmed the enphasis placed on enhanci ng support services
for Arab Trade, and the creation of an enabling environment conducive to the
expansion of Intra-Arab Trade. The neeting endorsed the projects proposed by
ATFP for future co-operation with UN bodies which include:

i) The inplenentation of the third phase of I ATIN

i) A project to enhance efforts to pronote trade between arab countries,
t hr ough organi zi ng nmeetings that bring together exporters and inporters
of different goods.

iii) The provision of technical assistance especially inthe field of upgrading
banki ng practices related to trade finance in Arab countries.
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I ndia's Recent Experience with Currency Convertibility

by M chael Debabrata Patra
Director, Department of Econom c Analysis & Policy
Reserve Bank of India

Convertibility as an objective forns a subset of broader macro-econonic
goal s such as |liberalisation and openness. The approach to convertibility needs
to be sequenced with, first the entrenchnment of preconditions. There is also
the need to recogni se that refornms are a cunul ative and i ncrenental process and
that the pace of progress in this direction cannot be too slow Al through

these is the need to establish the credibility of the reformprocess. In this
area, there is the need for authorities to share with the nmarket a commobn set
of expectations. This can help to snooth out destabilising eddies and
whi rl pool s which can occur in the absence of full information and which can
j eopardi se the very nove to convertibility.

I ndi a went through an unprecedented paynments crisis in 1990 and 1991. In
many ways, the crisis was different fromthe terns of trade shocks known in
earlier years by oil shocks. It was a collapse of the capital account, with

access to capital markets shut out by downgrading of credit ratings and
i nternational banks reduci ng exposures to achi eve capital adequacy norns. At
the sanme tinme, trade diversification, which was necessary due to the coll apse
of the Soviet Union, was inpeded by recession in industrial countries. There
was no tine to lose. An inportant el enment of adjustnent was to establish both
internal and external credibility. The avoidance of defaults, strong nacro-
econom ¢ policies and the conplete revanping of the mindset becane critical
As a result, structural reform and adjustnment had to be wundertaken
si mul taneously. 1t was dangerous but unavoi dabl e.

A tight nmonetary policy set the stage for adjusting the exchange rate to
an appropriate | evel . The exchange rate adj ustnent enabl ed trade and i ndustri al
ref ormwhi ch essentially consisted of the renoval of quantitative intervention
This was all set against the backdrop of fiscal correction. The real nove was
to a dual exchange rate which relieved the pressure on the reserves and al so put
a larger volune of transactions into the hands of market operators. A dua
exchange rate however may bring in resource allocation distortions so the next
step was unification of rates. The experience has so far been good. Reserves
are at $13 bn. W have a nearly convertible currency now.

Al through there has been no contradiction between the npbve to
convertibility and regional arrangenents. In India, all transactions are
treated in par with transactions within the I M



