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THE proposal to increase intra-Asean trade using regional currencies to
settl e regional transactions has gai ned i ncreasi ng support anmong Asean
menber countries, Thailand and the Philippines in particular. The
objective is to econom se the use of hard currencies, especially the US
dollar, which are currently in acute shortage

The rel evant authorities in Asean, the central banks and Fi nance and
Trade Mnistry officials are now working out the guidelines and nechani snms
to inplement this initiative. In fact it was reported that Thailand and
Mal aysia are due to start using the baht and ringgit in bilateral trade
within the next three nonths starting with a shipnment of palmoil from
Mal aysi a.

The proposal certainly needs serious analysis and assessnment on its
feasibility, benefits and advantages to participating countries not only
i n econom sing the use of the greenback but also in making it a
sustai nabl e feature in the region's trade structure

There are two elenents in the proposal: To increase intra-Asean trade
per se and to increase the use of regional currencies in settling regiona
trade transacti ons.

I ncreasing intra-Asean trade per se and doing so at any cost is not
appropriate. It would only serve the interest of participating countries
if the net effect is trade-creating.

"Trade-creating' neans the shifting of expenditure fromnore expensive
donesti c and/ or non- Asean products to cheaper sources within the region
This would lead to a nore optinmal trade structure and would result in
i mproved wel fare of the participating countries.

In the above context, Prine Mnister Datuk Seri Dr Mhathir Mhamad and
International Trade and | ndustry M nister Datuk Seri Rafidah Aziz had
rightly pointed out that " in products where the region is conpetitive,
they shoul d be traded nmore within the region. In doing so the
participating countries would reap substantial benefits as well as
econom es in the use of foreign exchange".

Here again we have to be sure as to what is nmeant by "conpetitiveness”
of a product. In the present context, Asean products have gai ned
remarkably in terns of conmpetitiveness due to the sharp depreciation of
regional currencies vis-a-vis the currencies of other major trading
partners.

Nevert hel ess, increased export conpetitiveness on the basis of the sharp
deval uati on of regional currencies alone, w thout a sustainable
i mprovenent in productivity and efficiency, could not be relied upon in
the nedium and long-term In a period of high exchange rate volatility,
near-to-full capacity utilisation within the regional econonies, and high
i mport contents of the region's manufacturing sector, export
conpetitiveness based on deval ued currenci es may not be sustai nabl e.

Most intra-Asean trade constitutes re-exports. Very little of the trade
is "pure" in the sense that retained intra-Asean inports are small.
Efforts to increase genuine intra-Asean trade through the Asean Free Trade
Area (Afta) process has not produced significant results. This fact will
have a strong influence on the use of regional currencies as a nediumfor
regional trade settlenent.

One gl aring shortconm ng of the Afta progranme has been the tenporary
excl usi on of unprocessed agricultural products fromthe Common Effective



Preferential Tariffs (CEPT) list. Despite the increasing |iberalisation of
i ntra-Asean trade in manufactures, regional trade in agricultural products
is still subject to heavy protection particularly through the inposition
of quotas and |icensing.

Under these circunmstances, it is not surprising that despite the
availability of a | arge exportable surplus of commodities such as rice,
chi cken, tapioca, maize, sugar, edible oils, rubber, tropical fruits,
veget abl es and fish, a nunber of Asean countries are now facing an acute
shortage of these commodities with exorbitant price increases.

Li beralising trade in these products would offer substantial relief to
countries facing increased prices and deficit supply of basic commbdities.
In this sense, the current econom c problemcould be a blessing in
disguise as it instils a sense of urgency to include those commodities in
the CEPT list and hence sol ve the | ongstandi ng sensitive i ssues that have
i npeded expansi on of Afta/ CEPT.

A word of caution is in order. Increasing intra-Asean trade should not
be at the expense of the region's extra-Asean trade particularly on the
export side. Export to non-Asean countries should not be diverted and
reduced just to cater for regional denand. This would result in | oss of
foreign exchange particularly in the case of primary comodities which are
now enj oyi ng sharp increases in prices.

Let us nowturn to the second el enent of the proposal: Increasing the
use of regional currencies to finance trade. How much scope is there for
regional trade that could be financed by regional currencies? Wat are the
necessary gui delines and nmechani sns that need to be in place?

As explained earlier, a large proportion of intra-Asean trade is
entrepot trade. Products are exported to, and inported from non- Asean
econom es through Singapore. For this category of trade, the use of
regi onal currencies nmay not be acceptable to non-Asean partners. It is
only for genuine intra-Asean trade that the use of regional currencies may
be feasible.

| f about 75 per cent of the US$151.9 billion intra-Asean trade in 1996
constituted entrepot trade then genuine regional trade would be about
US$35-40 billion. This is the maxi numval ue of intra-Asean trade that can
be financed by regional currencies. If trade in combdities is to be
liberalised then the potential for increasing intra-Asean trade and the
use of regional currencies can be enhanced.

Wth regard to the nmechanism the official suggestion is to adopt the
Bi | ateral Paynment Arrangenent as practised by Malaysia in her trade with
several countries in the South. To begin with, the adoption of the BPA
woul d be on a voluntary basis with a viewto evolving this facility into a
regional /nmultil ateral arrangenent.

There are several variants of the BPAs practised by Ml aysia but the
nost popul ar is the ALLADA nodel under which each central bank pays its
exporters in the donestic currency and settles on a periodic basis (not
exceedi ng 90 days) the net difference with the other central bank in US
dol | ars.

The basic features of this nodel include

* Bank Negara and the counter-party central bank establishing credit
lines in US doll ars;

* The two central banks designating a nunmber of banks for the purpose of
i ssuing and negotiating Letters of Credit (LC

* Trade is carried out through the existing financial or banking system

* Settlenent and paynent for inports and exports are nmade by the
desi gnat ed banks in domestic currency through the central bank; and

* The central banks will settle anobng thensel ves the net anmobunt due to
each other in US dollars at the end of the period.



Based on the Mal aysi a- Thail and trade bal ance, the value of Ml aysia's
trade surplus ranged fromRMD. 3 billion in 1990 to RVD.7 billion in 1995.
That is the anmount that needs to be settled between the two central banks.
In US dollar ternms, this is only a neagre sumconpared with the situation
where the entire bilateral transaction is financed with the greenback.

To ensure the snooth inplementati on of the arrangenent, several
gui del i nes and conditions need to be put in place.

The first relates to the setting of prices of the traded commoditi es.
The price should closely correspond to the world market price. O herw se
there will be no incentive to trade regionally and/or it may result in the
purchase of the commpdities not for regional use but for re-export to
third non- Asean countri es.

Second, it nust conformto the Wrld Trade O gani sation ruling and nore
importantly the Afta process. Efforts nust also be nmade to ensure that the
BPAs woul d ultimately be phased into the Afta process.

The third refers to the need to ensure that currencies of trading
countries are relatively stable. Otherwi se traders may not be willing to
take the risk to denonminate their transactions in domestic or regional
currenci es.

A sharp fall in the value of the donestic currency would easily w pe out
what ever gains or profit exporters expect to receive given the high inport
content of their exports. Herein lies the dilemma for, if the
donmestic/regional currencies are in a stable environnent, then there is no
| onger the need for the regional arrangenent which tries to mtigate the
effects of the present volatility of regional currencies.

The dilemma lies in the differences in the basic objectives of the BPAs.
The BPA has been part of Malaysia's strategy to diversify her export
markets into non-traditional territory in which Mal aysian traders have
very little experience, and/or confidence, in their trading system

The guarantee by Bank Negara to create confi dence anpong potenti al
traders is only agai nst non-paynent of export receipt by inporting partner
countries and it is not to cover losses due to volatility in the exchange
rate, hence the inappropriateness of the BPAs in the present context to
increase intra-Asean trade as a neans to reduce the region's reliance on
the US dollar.

We may concl ude that the proposal to increase intra-Asean trade based on
the export conpetitiveness of the regional product is a nove that should
be pursued nore vigorously than before. There is an urgent need to further
liberalise intra-Asean trade in the context of the Afta process.

This inplies bigger cuts in intra-regional tariffs as well as a w der
coverage of the CEPT inclusion list to cover those products that are of
trading interest to Asean countries. Increasing intra-Asean trade through
the BPAs may serve as an interimneasure at best insofar as it does not
add any new distortion to the regional trade reginme. And, needl ess to say,
pronoting intra-Asean trade through the BPA nechani smand usi ng regi ona
currencies is easier said than done, given the present volatility of the
regi onal currencies.
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