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THE W INTRA-EUROPEAN PAYNMENTS SCHEME albert 0. Hirschman

after a prolonged, many-cornered deadlock, a compromise agreement on a
n&%~1ntra—ﬁuropean.Payments gcheme was reached on June 30, expiration date of the
scheme hitherto in force.

principal Features of the New Scheme
the
(1) ks heretofore /OSEC countries are going to estimate their balance of
payments position with each other; this essential preliminary work has been largely
completed, but can presumably be =ade final only when the country allocation of ECA
funds for 19L49/50 has been decided,

(2) The countries with estimated surpluses on current account will extend
grants ("drawing rights") to the deficit countries by placing at the latters! dis-
posal a corresponding amount of local currencies deposited in counterpart to ZCA aid.
ECA allocations will continue to be split into thasic" and toonditional aid, with
the conditional portion corresponding to the drawing rights extended by the intra-
European creditors to the intra-European debtors.

(3) So far, the drawing rights granted by a creditor to a debtor could
be used only within that particular bilateral trading relationship. This continues
to hold for 75 per cent of the drawing rights under the new payments scheme. With
an important qualification which will be explained below, the remaining 25 per cent
will now be usable anywhere within the OEEC area. 1/

(L) The transferable portion of the drawing rights is to be fully backed
by FCA dollars. This means that a country to which the drawing rights are trans-
ferred will be able to obtain full dollar compensation for its unscheduled export
surplus toward other European countries. The dollars will presumably be held in a
pool by ECA3 but the amounts which are likal to be involved are so small that the
scheduled creditor countries, out of whose 7CA allocation the pool would presumably
pe constituted, may not find it too objectionable to contract a direct gold or
collar obligation to those countries to which drawing rights will be transferred.

(5) Belgium holds a very special position under the new scheme, because
of the fact that its intra-European surplus is far in excess of its dollar deficit.
Its estimated dollar deficit for 1949/50 amounts to 4200 million while its intra-
OEEC surplus has been ostimated at $L50-500 million. Were Belgium %o receive
conditional ECA aid to the full amount of its intra-European surplus, a substantial
accumulation of dollar reserves would result. Under the scheme, however, Belgium
has committed itself to extend long-term (25 years, 2 1/2 per cent) credits as ECA
grants it conditional aid over and above $200 million: the first $125 million of
financing above this figure are 1o be formed by Belgian credits and drawing rights
{backed by ECA conditional aid) in equal shares; whereas Belgium will contribute
only one-third in credits to the next 575 million of intra-furopean financing. Any
further financing of the Belgian export surplus could come about only through trans-
fers of drawing rights from other creditors and such drawing rights would be fully

1/ The status of gwitzerland in the new scheme remains to be determined,
=~ gwitzerland has requested to be eligible as & nypansferee” for the transferable

portion of drawing rights.



ﬁﬁ%ﬁfﬂ%ﬁ?i&@ -2~ vayrents Schene

nacked by ECA dollars; but a ceiling of $h0 million has heen set for those
transfers. 1/ The purpose of this ceiling is to limit both the accumulation of
dollars on the part of Belgium and the potential dollar losses of the other OEEC
countries, in particular the United Kingdom. Altogether, Belgium will extend
credits up to 587.5 (62.5 + 25) million and will be able to secumulate dollar
reserves up to 3152.5 (62.5 + 50 *+ L0) million.

e

Discussion

The new scheme represents a considerable retreat of ECA from its original
abjectives of full intra-Buropean tpransferability of drawing rights and of a sub-
stantial amount of dollar convertibility, i.e., the right for the holder of drawing
rights to exchange them in full or in part for ECA dollars if he so chooses. From
the outset of the negotiations, the United Kingdom took a vigorous stand against
convertibility and opposed transferability insofar as transfer of drawing rights
would expose the original grantor to the loss of conditional aid dollars. The
gritish position stiffened further during the last phases of the discussion as 2
result of the supervening drain on British nard currency reserves. A by no means
negligible portion of this drain consisted of British gold transfers to Belgium

(322 million in the fipst and SLi million in the second quarter of 1949 as well as
of smaller transfers to Switzerland and the Bizone.

convertibility. -- In advocating convertibvility of drawing rights from

the outseb, 1.6+, The iiberty of intra-European debtors to exchange the drawing
rights for dollars as of the moment the drawing rights are granted, ECA probably
asked for too much. Under present conditions most drawing rights may well have been
thus exchanged by the debtors thereby forcing intra-curopean trade back into
hilateral halance. But it would have been highly desirable to obtain a provision
permitting the intra~European debtors to convert into dollars a portion of. any

1/ Belglum will extend credits only to the Netherlands, the United Kingdom, and
=~ prance. As the allocation of conditional aid to Belgium over and above the
rirst 3200 million is tied to the simulbaneous utilization of credits, it

appears that the whole second $200 million tranche of intra-European financing
made available by Belgium is reserved to the above three countries. The
drawings of the other countries will have to be accommodated by the first $200
million and by possible transfers of drawing rights to Belgium that can be
contained within the $L0O million limit. In this connection some technical
questions will be raised:

(1) What will happen if some of these other countries do not utilize
their drawing rights while France, the United Kingdom, and the Netherlands

nave already utilized their portionsof the first $200 million tranche? Will
then Belgium nave to start giving credit to these three countries before the
first $200 million drawing rights are exhausted?

(2) How is the allocation of the #L0 million maximum amount of
allowable transfers to be administered? 15 it going to be made available on a
nfipst come, first served" basis or according to some rationing scheme?
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grawing rights anutilized at the end of a given period. This would have given
them some incentive To peduce thelr intra-European deficit.

?ransferability. _ Transferabililty of drawing rights within the OEEC
area is considerably whit

+led down and namstrung in the new Agreement if compared
to original ECA objectives although some advance from the exclusively pilateral
character of the 19L8/49 scheme has been achieved. Assuming intra-OFEC trade to
expand somewhat from 1last year's 1evel (about $7 billion excluding Switzerland)
and drawing rights to remain at last year's 1level ($810 million) it can be
estimated that only about 2 to 3 per cent of total intra-OFEC trade will pe
affected by the transferability provisions. But even this very 1imited degree of
gransferability that has been introduced 1s further curtailed by the special
provisions affecting Belgiums

(a) transfer of drawing rights 10 Belgium are 1imited by the $1,0 million
ceiling;

(b) transfers of drawing rights away from Belgium to other OREC
countries are made unlikely by the fact that the Transferable portion of drawing
rights granted by Belgium will be utilized in conjunction with drawings on the
Belgian credits that are being made available. BY exercising their right to
transfer these drawing rights Belgium's debtors would therefore deprive_themselves

of the opportunity to utilize credits granted by Belgium.

Transferability of drawing rights has 2 double objective. One is to
make possible 2 correction of errors in forecasting the bilateral surpluses and
deficits, In this respect, the transferability of 25 per cent of the drawing
rights may be of real value since it may be sufficient to take care of all but
the more glaring misjudgmentse. 1

The other, more important function of transferability of drawing rights
is the introduction of more competition among Eurcpean suppliers. 2/ 1t is with
respect to this function that the new scheme does not scem to hold much promise.

}/ Tt must be Temempered, however, that forecasts of balances among countries
with a large and comparatively'well balanced intertrade are subject to 2
considerable margin of error. often an error of 10 per cent in estimating

gross payments from one country to another will be sufficient to change the
sign of the estimated balance.

2/ Since most net debtor countries are also creditors in relation to some

= sountries and since drawing rights are fixed on a bilateral basis, competition

will take place not only among the net creditor countriss. Furtbermore, the
net debtor countriecs will be able to compete for the drawing rights originally
a1located to the net creditors.
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For competition and pressure on prices 1o make themselves felt in the grantor
country it is not necessary for the recipient of drawing rights actually to
transfer them, put it is egsential that he be given the possibility of bargaining
with the granter country armed with the weapon of transferability. As the new
acheme stands, this weapon will be available to the debtors only for the last
quarter of their forecast deficits or, on the basis of the figures given above,
for the last fortieth of their ostimated purchases in the creditor countries.
Since, in addition, the new scheme contains no provisions rewarding the debtor
for non«utilization.of drawing rights, the new scheme will suffer essentially
from the same defect as the old one: it invites the debtor to utilize the major
part of his drawing rights at all cost, regardless of the prices asked by the
ereditors. It can only be hoped that the current change in world economic condi-
tions will accomplish'what the new mechanism of the paymenis scheme cannot

possibly hope yo achieve DY itself.

Nollar Backing of Transferable Drawing Rights. -- An important point

of discussion closely connected with the issue of transferability was the
question whether, and to what extent, yransferred drawing rights should be "backed"
by dollars, i.e,, whether 2 yransfer of drawing rights from the original grantor
to another country should result in a corresponding 10SS of conditional aid to
the former OT, possibly, in some extension of credit on the part of the latter.
The British point of view was that transferability of drawing rights should not
pe tied to transfers of conditional aid dollars. The British held that -- just
as direct convertibility of drawing rights into dollars at the option of the
debtor -- such an arrangement would have highly restrictive effects both on the
readiness of the creditors to extend drawing rights and on their subsequent
commercial policies. Belgium, oOn the other hand, held out for full dollar backing
of the transferable portion of the drawlng rights-and won, put only after the
British had succeeded 1n sharply reducing both the portion of drawing rights

that can be transferred in general, and in particular the amount that could be
transferred to Belgium. According to press comments, ECA has won at least one
point in securing full dollar backing for yransferable drawing rights. Actually,
the objective of ultimate dollar balance of Europe requires that the payments
scheme should not become 2 device making it just as easy for some Buropeal
countries to earn additional dollars in Europe as in the United States. 1

This, however, is precisely the result of the adopted principle of full dollar
packing of transferable drawing rights. In order to make additional exports to
other OEEC countries 1ess attractive to, says Sweden, than additional exports

to the United gtates it would have been desirable to require sweden to finance a
portion of its unscheduled exports to Europe by credits and to obtain dollar
payment only for the remainder, rather than for the full amount of drawing rights
transferred to it. At present, however, this defect of the scheme is not very
jmportant pecause of the small degree of transferability achieved.

1/ This point 18 made specifically in the statement of lir. Hoffman on the Payments
=’ plan, released to the press on July T.
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Belgium*srs,ecia;_?qsition. == The one undisputable virtue of the new
scheme is that it Has provided for new Belgian credits. In view of Bolgium's
stubborn resistance to any such suggestions in the past, this is 2 welcome
development. The price paid for it in the scheme is the permission given to
Belgium to earn dollaps far in excess of its actual dollar deficit. The

resulting accumulation of dollars by Belgium will have to be financedv(indirectzy) ,
through the ECA appropriation, S0 that the net volume of goods currently available
to the OEEC countries through ECA aid will be diminished by this amounts If,
however, the OEEC countries other than Belgium are considered as one group and

the U. $. and Belgium as another, the arrangement is seen in a more favorable

light. The OEEC-minus-Belgium countries will be compensabed for the loss in

dollar commodities by an equivalent smount of Belgian goods and will furthermore
receive Belgian credits which might not have been forthcoming without the

additional ECA dollar aid to Belgium.

There is some question, however, about the full validity of this
argument. Belgium might have been forced to extend intra-BEuropean ecredits in any
event by its continuing domestic marketing difficulties which are no doubt in
part responsible for the magnitude of the estimated Belgian intra-Buropean
surplus. ‘ L

Conclusion

Three lessons seem to emerge from the negotiationsof the new Intra-
Furopean Payments Scheme and their outcome:

(1) The scheme that has resulted from months of discussion ig still
essentially bilateral in character, and the failure to have achieved substantial
advances towards increased competition and multilateralism will lend increased
significance to tnhe other attacks on the Furopean problem presently’under
considerations 1iberalization of commercial policies and exchange rate adjustments.

(2) ECA's weakness in the negotiations was due in part to the effect of
the "eonditional aid" system in strengthening the bargaining position of the intra-
Furopean creditors; with the wisdom of hindsight, one might say that an offshore
purchase system for financing intra-European balances would have had a welcome
effect in strengthening the bargaining positions of both the intra-European

debtors and ECAs :

(3) UYore fundamentally, the nature of the final compromise can be
ascribed to the fact that ECA nad to bargain with every one of the main participants
in the scheme and was forced to make concessions each time so that the sum of the
concessions was, in the end, considerable. If ECA had been confronted by a unified
OEEC viewpoint, the resulting compromise would probably have peen closer to its
initial position. From a narrowly Machiavellian point of view it has sometimes
peen argued that the United States has no interest in the emergence of a unified
European ared. Actually, the current experience demonstrates that, as long as we
are dealing with the European area as a whole, our interests can only be served by
a consolidation of that area which would assure Uus equality in negotiations in
place of our present position as a minority participant.





