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A MULTILATERAT, TRADE CLEARING AGENCY™)

By Racwar Frmon

Warld trade is 3 vital condition lor world economic and social
progress, It 1s a necessary condition, a cendilio sme gue non tor progress
al the stage in the history of the human race on which we are now
exnbarking.

It iz, of course, in no way a sufficient comditivn., Bul Lthal 5 an
other storv, In the present paper T am concerned only with dorld
tradc ws u necessary conditien lor world economic and social progress.

What can we do to facilitate and stimulate world trade in o truly
clootive: way 7

Here T must make a conlession ol faith. It is my decpest conviction
that we would start on the wrong road if we aimed at the greadon of
E{E&h whetlier they be small or large. Too much of the diseussion
today has centered around questions like this: Bhould we aim at a
Nordic block? Or at the perfection of the EFLA block? Or shonld we
aim at a Commonwealth—FFTA block ? Ox at a still larger Comman-
wealth--LTTA—United States hlock?

When thinking ol world economic and social progress we must froe
our minds completely ol the concept of blocks, whether they he small
or large and whether they be economie, political or mdiary, World
economic and social progress depends on the organization of something
which 15 of a {JEN{}' indernadivnnl bade nadire and which in principle may

= Puper prepareed [or the Al Narions Trade aud Beogeondc Thscossion Confe-
wonee under the tide of *““Powards a Waorld Teonemic Conference™ indidated by
Thi Forward Brimin Movement ancd 16 be beld in Tondon 1115 March 19453,
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il they so desire — be adhered ro by any country or group of count-
rics regardless of internal econemic system or race or crecd. (The
FEC wmay. of coure, adhere if it so chooses.} And the adherence of
any country or group of countries that wants to join, must he possible
by a fuidy simple administrative grocedurs without such high strung
political negotiations as we have withessed in the two or three months
preceding the final breakdown on 29 January, al 6 o'clock PM, of
Britain—EEC negotutions,

This something must not be concentrated simply on the rednetion
of tariff-rates and on similar aspects ol international trade. Discussion
has centered too much on the reduction of tanff rates. I'he mono-
maniac concentration on tarif-rates ag #he problem of world trade
has made us lorget another aspect ol the problem which is in fact
much more important, namely the medtifateral balancing of world
trade, :

To illustrate the essence of this aspect of the problem we may think
of the tailor and the shoemaker who were standing looking at each
ather with sorrowful faces. The sorrow stemmerd from the' fact that
the tailor did not dare to order the shocs he needed beeanse he was
not sure that he would be able to sell any suit to the shoemaker, while
the shoemaker did not dare to crder the suit he needed because he
was not sure that he would be able o sell any shoes (0 the tailor. II
we include also the haker, the fisherman and a lew olhers in the picture
we have a good illustration of whal is meant by the munltilateral
balancing problem, and in particular we get an illustration of the
need for a system whicl can gsswre cverybody that he is taking part
in a game where a_multilaleral halancing i3 awtaniatisally frovided for.

Without an arrangement which will assure aufomatic balancing in
intermational trade we shall never be able radically to eliminate the
ﬁt!:ﬂ;l_lg_':l_l_f}!fiﬂﬂ.,ﬁﬂﬂﬂrﬂﬁ'hiﬁh is produced because each country separ-

~atcly has to protect its balance ol payments. Under ccrtain circum-
stances Lhese scparate actions may even create a gemeral scramble for
liquidity which causes a substantal part of human and physical
resources (o be laid idle. This is a particularly iinportant aspect of inter-
national trade at a moment wheve there is a threat of world depression,

'I'o bring out forcefully the distinction between bilateral and mult-

lateral balancing et me quote an illuatration which L helicve T have
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from Keynes (withour, however, being able to goaruntes Lhat I have
not modified it u bit in the course of time). It is the illastration of
(e ercmite and the circuit, If the eremite is struck by lightning, this
is a deplorable happening for him but it dees not concern anybody
else. On the other haud if there is a cireuit of persons, the first deliv-
ering goods to the second, the sceond w the third and so on until person
No., n who delivers goods to No. 1 so that everybody geis what he
needs and everyhody is able to pay for it it would be a disaster to
everybody il any single person in the circuit iz struck by lightning.

The bilancing of receipts and deliveries in the cirenit can not be
achieved by any sort of bilateral arangement. The balancing kes o be
maltilateral, otherwise the whole process would stop. In the case
where the linkage between the persons is not sulcdy of the circuit
typu but consists of many crossroads and partial loops between the
persons, the enforcement of the rule that all balamcing should be of
bilateral type may not stop aif activity bul it would seriously reduce
the total activity.

A monetary system assares multilaterality. And it docs so in an all
the more perfcet way the more generally acecpiable the money i3, as
among individuals and as among countrics. But the monctary system
docs nol assurc antomatic balancing and thus does nef solve the para-
dox of the tailor and the shoemaker. International credit arrangements,
with whatever ingenuity they are construcd, can do nothing more
than to pastpens the final halancing problem.

Bilateral trads agregments ol the barter type do solve the paradox
of the tailor and the shoemaker — the problem of the scramble for
liquidity — but they do nef solye the problem of mullilaterality.

This remark contains no criticism of hilateral barter arrangomunts
per se. There are situations where the liquidity problem may cause
mere trouble than the multilaterality problen, and where bilateral
Jonps muy therefore have some good cifects. Multilatcral barter
arrangements are, of course, loo diffienlt to be concluded just by
talking, Fur this an eferational mechinery is noeded. We as ECOTIOIISS
and social engineers shoold provide the politicians with a_propasal
for snch 4 machinery. 74

In doing By we must think along bold new lines. We must not turn
around and around in the old monetary way of thinking. Not least
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from the viewpeint of the developing countrics has bold new (hinking
become a necessity.l

What we need 15 a rade clearing agency thut can solve gt the same
time the multilaterality problem and the: tailor — shoemaker paradox.
We must assure everybody of an sutematee balancing.

The basic ideas of such un agency I suggrested several years ago 2
In an address 17 July 1962 in Leonden zt the Britsin—Conunon-
wieglth—EDTTA Conference orranized by The Forward Britain Move-
muenl I revertsd 1o the problem.® In the international trade confnsion
ol the: world Loday it seems that fime has come to bring Lthe multilateral
tradse cleaning agency to the blue-print stage,

There arc as I sce it nine principles on which a multibuteral trade
clearing agency must be bnle,

Lrat principle, The agency nwist be built on the existence ol national
statcs that retain a considerable degree of soverelgnty o far as the
internal organmization of their aconamic and political syste ms 15 cone

q-:mf*d [t is mmplv out of the g queslion thal the by puwers such as lor

instance the United States or the Sovict Union can be persuaded to
accept anvthing else. And it is 1m11mm.1 tor usc the steam roller uver
A

— T e
s e e L e

UAmang the rgny slatements that could be quoted in this conncolion I will
give only one taken [rony the leadingr ardcle by D, Jzncid F']eml iy Lhe Mo nf
Srlermalional Aflairs 21V, Belprade, Yugrslavia, (5 Peboasy 1963, He says: ™. _ in
the eeanomic field, wey ie will nn longer do to secl ]jat[J."LI Al I::_u:lz.rqu:-nﬂ} i c-
fuate solutions {as was the case in thi kst decadet, Dot L., elforts ahaald aned most
he made tn consider moee G-rcachios ace radical solutions, which will poke it
really pwssible o promote inlerualionsl economic co-operation. Aceardingly, n
preparing the LN Eeowgruic Conference;, it 35 not enoigh meecly 1o apalyze the
alrcady well-koows aol accepted problems and progosals. A greal deal moee than
this i peeded axlay; it s necessary o appreach the present problems mose beldly

® Raguar Frisch: “Chn the Meed lor Forscasting a Mulolateral Balance ol Pay-
ments "t Americon Frowotiie Hedne XXXVILD (Septembere, 1947 pp, 535 =051
Beprintod {somewlal shorlened) in Foreipe Trade and Flaasee, o, Willlam Allen,
Co L. Al New Yorle: The Macmillan Company, 1939 pp. 410 - 423,

Rapnar Trisch: “The problemn of Multicompoosatery Urade, Ouiline of 2 System
of Multicormapensatory Trade Fhe Beoiw o Hronomiss and Shebinticc XN {New
wemher, FI48)

& I'he acldrezs is printed in Reforl of e Brotom —Cmamemesalth - B804 Lonlérence
Bl of Hovee of Commons, Lodon, July L6—19, 1762,
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the wm.alIt T COUNEIies so.ad i muke” ‘ﬂum"‘ht intn the pattern of hig

" Second ﬁmczlﬁf.ﬂ. ['.'u:h country must be given an opportunity to
voice its own dmn‘rs rrgan‘Img its own coonomic targets, such as
different types of investments to be made, diffevent directions in which
o push its exports, and so on. Otherwise cach nation will feel that its
hands have heen tied I an unbearable manmer and that it hasg been
completely deprived of 1ts econamic manouvreability,

Third principle. This iz the principle of consistency. I each of these
independently worked out systems of cconomic targets and plans
were o be carvied out, they might, and in general will, Lern out to be
completely ineonsistent. Lhey will work counter to each other, It is
precizely this inconsistency that produces the basic diflicalty in mat-
tets of international trade. 50 in some way the dillerent systems of
targels and plans have wibe o 111.1:;1:, consistent, And in the manner of
making them consistent is '[JIDLIbLl"}- where the multilateral trade clear-
ing wpency has a role o play.

Fourth prineiple. Omee an overall consistent and in some sense opti-
mal solution is worked out through the multilateral trade clearing
AgLICY inlstep by.step megotiations between theagency and the

< gountrics L[mLLInLd, and finally agreed upon, the national states must

take on ﬂ.drﬂmtc* commitment to act according to Lhu@mn{{ (]
Such @ national commitment can, of course, not go Bevond the
jurisdietiom which the state has over its citizens according to the polin-
cal system the naton has chosen to work with, But within Une juris-
diction cach nation must_accept the commitment that is implied i
thf- wniversal optimal targets, .
f ifth principles, The targels must be lormulated in "“..fﬂ_',f_ﬂ“  figres,
£ nup in valye figures. You mav think that the very concept ol volune
figures does not exist in a world where there ate millions and billions
of different commoclities and services each with definite specifications.
But in fact the concept of yolume fipures d;g;,.ﬁ pxist. It can be made
tangible through the medium ol value Bgures cxpressed in _base year
prices. It is with these volwwee [gures that the multilateral trade
clearing agency will have w0 work.
Sexeh grineiple. The solullon must be lorolated in tevms of definite
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Lime periods. Whether these time perods ought to be Years or quarters
or months 13 a practical question.

These periods must be looked upan from Lwe different angles.

Each period will be a conlinelizg period, that i a delinite period
when the national couumitments are made. But cach period must also
be looked upon as a Seithement period, that is a period when the agreed
upon nlemational (rade transactions are to be carricd out,

In each contracting period — iic. cach point of time when commit
ments arc made — one must not only think of the actual trade (ransne-
tions that arc to take place in this particular period, but one must also
think of the transactions that will follew in the subsequent selllcment
periods over a foreseable fubare as a congequence of the commitments
made in the parlicular contracting period i question. In other words
any national commitment will have to he concermed not only with
trangactions in the contracting period but also with the ensLin:
transactions im a certain number of seltlement periocs in Lhe foreseable
future. e : .

Serenth principle. The optimal targets for international trade Lrans-
actions i each of the settlement periods in the foreseable fiture must
not be conceived of a3 something that should be balanced in each
seltloment period taken separately. This wounld mean that the lotal
creditor position of each country, or if yom wish, its total [oreign
indebtedness, wore at all times to remain constant, This would putrify
the whaole system and take away the driving force [or progress which
cohsists in the possibility that during certain perinds some countries
may have 4 surplus of commoditics and scrvices (measured in real
volume terms) that can be used W good advantage by other countries,
while in other periods the silustion may he reversed so that now
there are sume other countries that work with an internatonal surplus.

Thevefore the balancing of the optimal targets will have o be
conceived of as a baluncing in the long run. And by lony rom 1 mean
a run thal is somewhat shorter than the run in which we will (acrording
o Keynes) all be dead.

This dynamic lonr Tun coneept of halancing the volume targets to
which Lhe nations would huve committed themselves, will implicitly,
by the mere rules of the halancing process, solve automatically the
problem of redemption of foreign loans and the planning of foreign

e



7

aid to devcloping countrics. Cilts from some countries o others will
automatically be laken care of simply by including these gifts as
specific items in the balancing accounts. The size of these specific
items will be a good measore of the willingness of some countries to
help others,

Fighih principle, This concerns the role of FTE]__I_:EEEL rates. In the
cleuring and balancing of volume figures the guestion of cachange
rates will play a very incidental role, Since a definite system of national
commitments is established at @ given dufe, Lhal is in a given contracting
period, one will have done away with the excessive element ol specu-
lation that is now invelved in the firbure course of exchange rates and in
the viecissitudes of interational capital movements, Existing exchange
rates will only come into the picture as a sort of caleulation key by
which to make comparable the [gures that are expressed in diffcrent
monerary units. [t is simply u device which will enable the mulrilatcral
trade clearing agency to perorm its calenlations.

Ningh prineiple, This is what muy be called the principle of openness
and of partial trade,

In the world of relities we mmnst 1tcogm?r that it ia 1111|msa11:-le Liv
catablish such a multilateral trade agency in one stroke and in its full
dress. We have to proceed bit by bit. But these bits must be ol a partic-
ular sort.

In &L'Jlratnphrr the agency maust be gpen to any country that
chooses to ddhﬂl"(‘ as I have already mentioned, But m practice we
rt'i,].g-iﬂfp: thaps start by concentrating our efforts on some par ticular
g_-rnnp of countries. Avhich we know arc able o cooperate, such as the
EFTA countries and the Commonwealth countries and svme of the
underdeveloped countrics.

In the :gswnd place each adhering country must be free o 1r:L i
it 50 desires, tnly @ part — small or large - - of its internatioral tmdc
be cleared through the agency. Tlis part is the mullicompensatory
— or sharvter the cotpensatory — part of its internalional trade, Kach
country must be lell free to handle the vest of its international trade
n any other way which it may sce O

By leaving cach country ngplg.tn.l; Irf'a to determine itself how
much vl its intcrnational trade it wants 1.0- see cleared through “the
.1gc ney, the whole arrangement will appear a8 very similar to some-
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thing which is well known and has been praciised for a lung time,
namely the bilateral trade agreements. The only diflerence i3 that
the wade negaliations are now imbedded in a meltdateral setting,
The enormons gains to be obtained by multilaterality T have dis-
cuszed above.

By adapting the principle of openness and partial trade and thus
giving the arrangement a lorm which in reality i only an extension an
Jurbler eleboration ol something that is well known snd has been practized
[or a long time, there ought o be a very lair chance of making the
arrangement successiully applicable in practice. The principle of gpen-...
ni:sd and partial (rade may therefore well diserve to be called also the
prinuiple U[_E-ill_lll_dl. applicabitily.

Buat this being suad it must be slearly recognized that the possibility
of fitting the items together in such & wiay a3 to make the compensatory
tradc balance af 2 Aigh ezel, will be all the better the larger and more
diversificd pdT‘t‘i of internationsl (rade the countries want to pass
through the mulhcompensatory arrangement,

In a sense 1t 1s therefore regretable that we have (o begin by
adapting the principle of openness and partial trade. However, it is
very realistic, I helicve, 1w hope that if we could only make a bepin-
uing, i would turn onl and become more and more clear o everybody
that a troly mulrilateral arrangement as the one here sugmied will
be t0 the advantage of evervbody, Thiz muliilateral clesring will
therefore, in all probabidity, livle by lude — and all by itsclf — come
lo embrace a constantly growing part ol international trade.

The orramizalional set up must be worked out with carcful conside-
rafion ol all practica] details. The ollowing is a sketeh of what 1
believe al this wridng mipght T a praciical possibality.

In cach period cach member state of the clearing orgamization sends
to the clesring’s Commiskdon a bist of commodities which it would
like to see cleared — "{:q'mrti d or imported — in cach of a number of
subscouent perinds. The commoditics are to he classificd accovding o
a standard nomenclatore {for instance The Brussels Nomenclature).
Llich {*xpnrt itrm is aceompaniced hv aﬁj‘;pnﬂrprw# belaw which the
country is not wﬂllng to sell, And each 1mpnr1; Ttem is accompanied by
an import price above which the country is not willing 10 buy. All
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prices arc to be made internationally comparable by a conventional
procedure.,

Im special cases it might be neocssary 10 add — for any export or
import item — also a priority mumber regarding trading partner. First
prinvity indicated by 100 per cent, second priorily indicated by some
lower numher and third prierity by a stll lower number; the second
and third priority numbers being chosen by the country in question.

Such priority numbers mayv be motivated by strictly ceonomic
reasoqs, lor instance because specilic types ol machinery or specific
types of consumer goods are only available in sporial eonntries,

Fut certain political reasons may alio be involved in the fization of
pricrity numbers, One country muy lor instance be unwilling to send
strategic commodities to some special country or group of countries.
If so, the priority numbers in question wonld have 6o be put egual 1o
EEID,

It would be no business of the clearing organization to form an
opinion about the reason why these political considerations have come
into the picture and still less would it be the business ol the clearing
organization to condemn or applaud such political motivations. The
clearing organization is to operate as w siricily esonomie organization,
But it must be clearly recognized that the more priority nombers
zern are introdieed, the mare one will restrict the possibality of the
clearing’s Commission 1o fit export desiderata and import desiderata
together in such a way as w reach a Aigh total clearing volume,

The Commission would have to act in a twofold way.

In the first place it would have wo compute by its computing experts,
using electronic data processing machines, how the clearing can be
carrizd out in a way thal agsurcs balancing tor all countries, and pro-
duces the eplimel combinaton of cxports, imports and trading parimers,
I e the best combination that can possibly be reached when the
clearing is to be balanced.

Whiat is Lo be deflined s optimal ? Tt seems to me that a simple and
just answer would be to say that optimal is a combination of exports,
imports and trading partners as will make the following expression
the largest possible: Tor each country the final balancing will be
characterized by export and import volumes which may not be
exactly what these countries specified as (heir desiderata, butb will De
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something which the clearing’s Commission has strived to make as
closely equal to the coontrics’ desiderara as possible. Multiply these
volumez by clearing prices determingg] more or less by classical
“supply and demand carve crossing” when cach nation is considered
as an “‘individual™ on the supply side and on the demand side (or
perhaps multiply by the prices expressed by the country fwelll, In
any casc the prices are internationally comparable. Also multiply by
the: expressed priorities. | 'he sum of all theze products may be wssumed
to be what the country in question would like to see Jarge.! If it prefers
a modification in this formulation, this might be considered. Tor all
countries taking part in the clearing these national formulations may
be rendered comparable by multiplicalion with the pepudation size, This
would attribute great weight to the developing eountries, and would
he an act which demonsirated that the highly dewdoped countries
want 1o pay meore than lip servicee to the developing countries,

In the second place the Commisston would hasve to act morc or less
as a trade delegation of the cdassical type, enlering into negoriations
wilh each individual country to see if there arq_particular ghangss in
the country’s expressed volome desiderata which it might be willing
to accept in order to bring the total igure which defines the overull-
clearing optimum, up te a still higher level. For these nesolixtions
cach member country would undoubtedly want to have its own trade
delegation work more or less perimanently wt the site of the Commission,

Through smch negotiations improvements may undoubtedly be
achicved. Dvring these negotiations the computing experts would have
Lo run a serics of tentative solutions corresponding to what is achieved
in the course of the negotation: between the Commission and the
delegations of the individual countrics, Computalious are Decessary in
thiz work because it is Lhroogh them that the muldlateral balancing
iz achicved.?

If a ooy ricd do pain an unjose advaneage by selinge o tao high export
price or a too lew hnport price it wonld simply price itedf out of the macke, just
as in an onlinary market.

# AL Lhe Ckslo Tindversity Tratinite of Eeouumics we sre working o 2 special
oemorarelum on the acconnting ancd computing sspects of the cleariog, and 1 am
in close contace with oy Ioicil professor Cunner Myrdal, director of the Stockhnlm
Thaisvcraity, Tnstitule of Lidemational Ticanemics, Ior u study of the more pracecal
aspects of the Connnieion’s work. B o
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