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Veritabl e trade nechani sm

IN face of the sharp depreciation of the region's currenci es agai nst the
US dol Il ar and other major units, any arrangenent to settle export-inport
transacti ons on a net basis can be expected to offer substantial imediate
respite for affected econom es fromcrippling forei gn exchange pressure.
However, what is |ess recognised is that it can very well also devel op
into a veritabl e mechani smfor regional trade enhancenent. Any which way
you | ook at the year-old econonmic crunch, trade is one of the key factors
that will determ ne how fast the region gets back on its feet. And when
resources are depl eted and capacities slashed, |ike they have been over
the past 12 nonths, it is econonmic efficiency - not |east in ensuring
greater and smoother flow of trade - that will have to take up the slack

Prime Mnister Datuk Seri Dr Mahathir Mohamad, in initiating and pushing
for bilateral paynents arrangenents anong Asean menbers when the inpact of
the crisis was only beginning to be felt, is surely anong the very few who
i medi ately recogni sed the full potential of such a mechanism not only in
terns of its instant benefits but also the obvious gains in regiona
econom ¢ dynam smthat can be derived in the longer term It is therefore
signi ficant news when on Thursday Dr Mahat hir announced that the fornat
for the bilateral trade settlenent clearing house has been worked out by
Bank Negara. He said the central bank will brief Ml aysian trading
conpani es on the nechani sm soon.

The idea is based on the sinple yet pertinent observation that
substantial savings can be secured if Malaysia and its trading partners
were to use their own currencies in trade instead of the US dollar in view
of the aberrative appreciation of the latter. Even, Asian powerhouse Japan
was ent husi asti c when the concept was first broached and had actual ly
commtted itself to the use of the yen to settle trade with Ml aysi a,

Si ngapor e and possi bly Thail and. Since then however Tokyo has been
enbroiled inits own problens and little is achieved on this front. Still
Phi |'i ppi nes has signed an agreenent with Malaysia to put in place such a
mechani sm and Thailand is expected to follow soon. In addition, Vietnam
has expressed keen interest in participating in the schenme. Never m nd
that the pact between Bank Negara and the Philippine Central Bank calls
for the settlenent of the bilateral trade balance in US dollars. It
remai ns a mgj or breakt hrough for Ml aysia, and the region, in that by
having only to settle the net anount, inmedi ate savings are secured in
terns of the need to maintain a smaller stash of foreign exchange to
finance trading activities. Mre inportantly, with the nechanismin place,
switching the paynents node at a later date, fromone currency to anot her
or even to nultiple currencies, should not be too much of an issue.

Dr Mahathir, in explaining to | ocal chief executive officers the
rational e and benefits of using own currencies anong the tradi ng partners,
had noted that instead of sticking to the current practice and conti nui ng
to be dependent on the US currency, traders should consider alternative
ways of doi ng business, including counter-trading. Indeed, the bilatera
paynments arrangenent al so represents a ready-nmade and sophi sticated
vehicle to undertake such activities, with even | ess exchange of cash
i nvol ved. Considering that 85 per cent of intra-Asean trade, which stood
at US$127 billion (US$1 = RW4. 14) |ast year, was conducted in US dollars,

i magi ne the savings for the regi on when nore countries, and there will
surely be, adopt the arrangenent. Wile its current attraction is as a



buffer against the effects of fluctuations in the greenback, it is not
i nconci evabl e that fromthe initiative there will evolve a regi on-w de
cl earing house, one which eventually becones the centrepi ece of the npst
dynam c regional trading systemin the world.
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