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SUMMARY RECCRD OF THE THIRD MEETING
Hell at Hotel Verdun, Annecy;

on Wednesilay, 13 April 1949, at 2.30 p.m.

Chairman: Hon. L.D. WILGRESS (Canada)

Subjects Discussed:

‘1. Import Restrietions Imposed by the Uni:n of South Africa
2. Non-discriminatory Measures Notified under Article XVIII

1. The Import Restrictions Imposed by the Union of South Africa

in accordance with Artigle XII 2(a)(i) and Article XIV 1(b).

(GATT/CE/3 and GATT/CP.3/3 & Add.l with Annex 1)

Mr. NORVAL (Union of South Africa) presented the case for his

Government in a statement which, in view of the importance of its

contents, is reproduced in full and annexed to this Summary Record

(See Annex)

Mr. BRONZ (United States) said that great importance had
been attached to the proceduré of consultation duringz the drawing up
of the General Agreement, and for the benefit cof the future
funcﬁioning of the Contracfing Parties,.opportunity should be taken of’
the present case to otudy the correct procedure of consultabion vo be
followed in future under Article XII 4 (a). Although the fact that
the South African Government did not communicate to the Chairman

of the Contracting Parties until the restrictions had been actually
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imposed had’ not made 4 materzal diffprence in the prcsent case, the
correct procedure shoulc, ncverthcless, be axpounded so that in futuve
consultation would normally be instituted when a”government was
considering the imposition of such measures and not after it had come
to a Qecision. Hefalsé sugzested thé£ a scheme should be designed

and recommended to ths Uniocn of Scuth Africa for facilitating token
imports in accordance with Article XIi 3.(§) (ii), For giving effect
to the provisions of Article XII 3 (c) (iii) there should be established
a procedure for examinihg'the effects of such. measures on the interosts
of other Contracting Parties, And finally, the South African
.Govermment should be réquested to supply further ihformation on any
modification of these restrictions whlch might have occurred since
November and on their possible devclopment after ﬁéx;wJuly,jf He
proposed that a working partv should be set up to revigw, and recommend

.‘... et

on the circumstances ofy thes& restrictlons.

Mr. van BLANKENSTEIN (Nether:iah'ds); .splea,king for. the Benelux
delegations, referred to certain dlvergmncleb betwaen the South African
letter of 12 November 1948 and the statlstics in the memorandum prepared '
by the International Monetany Fund regarding the Union's sterling
siﬁuation, and suzgested to request the South African Govermment for
_more precise information on the exact situaticn in which thésé restric-
tions were 1mposcd as well as on their form and nature; then.the
Contracting Parties would be able to decids whether the rustrictlons
were permissible under the provisions of the General Agreement. He

seconded the motion to set up a working party, =

Mr. PHILIP (Francs) was also in faveur of a working: party
being established, to examine both the financial and commercial aspects

of these restrictions.
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| Mr, HOILMES (United Kingdom), while not opposed to relegating
the'work to a sub-body of experts, thought that great care should be
taken in drawing up its terms of reference. With reference to the
suggestion made by the rapresentative of Francé, he thought that
only the commercial aspects of the measures would fall appropriately

within the scope of the present item.

Mr. PERRY (Canade) was interested in knowing to what extent
diserimination was involved in the restrietions. He supported

the proposal to set up a working party.

Mr. NORVAL (South Africa) said that since the fimancial
restrictions had been fully dealt with by the Fund in connection with
its approval of the exchaenge restrictions; it was only the quantitative

restrictions which should be studied by the proposed working party.

Mr, HEWITT (Australia) referred to the remarks made by the
representative of the United States regardingz the consultation
requiremeﬁts of Article XII 4 (a) and drew attention to the %istory
of these pfovisions; great importance was attached by his Government~
to the provisicn that in certain circumstances consultations might be
instituted after reatrictions had been imposed. As for the terms
of reference cf the working party, he thought they should be confined
to the matters referred to in paragraph h(a)'of Article XII, Concerniﬁg
the question of discrimination raised by the representative of Canada,
he thought that the,ref;rence to Article XiV 1 (b) in the South African
letter was made in connection with the rationing of exchange, an
action which had been approved by the Fund and which did ﬁot lie

within the sphere of intersest of the Contracting Parties.



GATT/CP.3/SR.3
page 4

‘Mr, BRONZ (United States) thought that the terms of reference
as advocated by the representatives of the United Kingdom and
Australia were tc. restricted. Although the exchange restrictions
were not subjsct to re-examination by the Contracting Parties, the
-working party should not be precluded from studying them in view of
the close relation between the trade restrictions and the problems
of the monetary reserves and balance of payments. The working party

ghould therefore be authorized to review all relevant matters in the

light of paragraph 2 of Article XV.

Mr. HERRERA-ARANGO (Cuba) sugzested that the terms of

reference should also cover a review of the situation or the countries

whose interests were affected by the restrictions.,

ne CHAIRMAN proposed that the Working Farty should be
directed "to review, within the terms of Article XII 4 (a) and haviig |
regard alsc to provisions of paragraph 3 (a), the situation created by
the import restrictions, and the prucedurebof consultation under
Article XII 4 (a);" and "the Working Party should consult with the

representatives of the Fund."

Mr. ROWE (Southern Rhodesia) thought that the point mentioned
by the representative Sf Cuba was perhaps not covered by the termé
of reference proposad by the Chairman éince parégraph L (2) seemed
to refer only to cousultation on the possible effect of the altsrnative

corrective measures on the economies of other contracting parties.

Mr, BRONZ (United States) could not agree to this
interpretation as he thought that the clause in question referred to

the possible sffect of the restrictions thomselves,
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Mr, HEWITT (Australia) séid that the provisions of paragraph
3 (c¢) should not be included within the terms of reference. Moreover,
there seemed to be some inconsistency betwsen the terms of reference '
suggested by the Chaifman, which required the working perty to
Ureview" the situation, and the prdvisions of Article XII 4 (a) which

set down definite subjects for consultation,

Mr. NYS (Belgium) stated that since the matter was one which
invclved the provisions of many articles of the Agreement, it would
be neither desirable nor practicable to limit the mandate of the
Working Party within the terﬁs of a single sub-paragraph, if all

factors relevant to restrictions were to be taken into consideration,

In replying to the represenﬁative of Australia the CHAIRMAN
pointed out that the consﬁltation referred taq in paragraph 4 (a) was
to be between a contracting party and the Contr#cting Parties, For
the sake of ciarity, he wculd sugzest, however, stating explicitly
in the terms of reference that the Working Party was to review the
situation "in order to facilitate the cunclusion of consultations

between the Union of South Africa and the Contracting Parties."

Mr. HEWITT (Australia) expressed the opinion that any
examination of the procedure of consultation under Article XII 4 (a)
‘shculd be made for the purpcse of faeilitating the future operation
of the Agreement and that the Working Party should in no circumstance
ke required to deliberate cn the procedure'which had been followed
by the Unicn of South Africa, since, by virtue of the provision in
paragréph L (a) which permitted posterior consultation when prior
consultation was impracticable, there was nothing in the steps
taken by the Govermment of South Africa which would expose it to

challenge or criticism,
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Mr. BRONZ (United States) affirmed the position of his
Government thgt even though the variation in the procedure actually
followed by South Africa was not a matter of iﬁportance, the correct
procedure should nevertheless ?e_clarified as it would be of great
importance for the future f the Agreement. On these grounds he
wéuld favour the retention of the reference to the procedure of
consultations in the terms of reference for the Working Party.

(Discussion on this item to be resumed ‘at the next meeting, )

<., Examination cf the Statements Submitted in Suppdrt of the

Non-discriminatory Measures Notified under Paragraph 1l of

Article XVIIT (GATT/CP.3/8 and GATT/CP.3/1/Add.5.)

Mr. HEWITT (Australia) recalled the procedure laid down
at the Second Session in regard tc the notified measures, whiqh
involved the submission of supplementary statements and the lodging
of objections. Since the time-~limits had not been adhered to in
all cases, the first task at this session would be to decide whether
a variation in the procedure laid down should be accepted.  Secondly,
it had been fournd during previous sessions that certain measures
notified under paragraph 1l did not fall appropriately within the
scope of its provisions and it was likely that some of the remaining
measures might be found upon close examination to be Qf the same
natura; the question of eligibility of the measures should, therefore,
also be considered; Thirdly, decisions must be taken at this session
on questicns of substance: whether any of these measures materially
affected the interests of any contracting party and the vericd of time
in which the measures could be maintained. Finally, it might also be
found desirable or necessary to lay down a procedure for the

acceptance of notifications of measures maintained by acceding
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countries at the time of their eccessiocn.

Mr. de VRIES (Netherlands) eluciddted the communication
from his Govermment contained in GATT/CP.3/1 Add., 1 and affirmed
the position of his Goverament that when Article XII should cease
to be applicable‘his Government shculd not be‘precluded from
resorting to Article XVIII and applying the notified measures as
nuufmeasures and that they should thern bs considered uxier the

relevant paragraphs of that Article.

Mr. EV4NS (United States) supported the views expressed
by the representative of Australia. As regards any measure
which had ceased to bz in force undsr paragraph 11 of Article XVIII,
he concurred with the represcnbative of the Netherlands that it
should be regarded as a new measure in the event of a renewed app-
lication being made under Article YVILI.  The date set out in the
éfiginal procedure for the lodging of objectivns could not be
regarded as valid in respect of those measures for which supplementary
statements were not filed in accordanze with the procedure and his
Government.had therefore reserved its risht to object to these
measures during the present session, Both the questions of substance
and eligibility should be considerad by the Worling Party as well as
the procedure to be adopted in respect of new measures notified

hereafter.

Mr. DESAI (India) maintained tnat when a measure which was
applied under Article XII should cease to be applicable under that
Article, a Govermment should nut be precluded from reverting to the
provisicns of pafagraph 11 of Article XVIITI and centinue to maintain
it as a measure for econcmic development if the weasure had becn

formerly notified under thal peiagraph.
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Mr, HOIMES (United Kingdom) said that this question should
be regarded as a part of the general quustion of eligibility which
would be oné cf the major questions to ocecupy the Working Party's
attention. In visw of the belated submission of certain
supnlementary statements, the Contracting Parties should be entitled
to ralse the questicn of substance during the session irrespective
of the procedure which required the lodeging of objections before a
certain date. He alsc proposed that a procedure similar to
the one laid down at the second session in regard to measures
notified between sessions should be formulated for the period between

the third and fourth sessions,
Discussion of this item to be resumed at the next meeting.

The meeting adjourned at 5.45 p.a.

BRI
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Statement by the Leader »f the South /ifrican Delepation:

Mr, Chairman, _

1. In document GATT/CP.3/ dated 1& December 1948, was
reproduced the text of a communicatibn from ﬁy Government to the
Contrzcting Parties announcing that, és a result of a scrious and
persistent decline .in its monetary rcserves, the Union of South
Africa had found it necessary to impose certain restrictions on
imports.

The import restrictiuns applied by the Union are of a
two-fold character:

(1) exchange restrictions by which the nrovision of
non-sterling currency for imports from non-sterlins countries
during the period July 1948, to June 1949 is limited to 50 per
cent of that used in 1947, supplemented in the case of machinery
and essential materials. Thessc restrictions were applied after
consultation and with the approval of the International Monetary
Fund, under Article VIII of the Fund Agreement, and

(i1) prohibiticn of imports of non-essential consumer

goods irrespective of the country of origin.

2. The Union Govermment's communication elso briefly
outlined the basic causes of disequilibrium.in the Uni:cn's
balance of payments and gave an indication of some of the
zlternative corrective measures which were intrcduced prior to the
enforcement of exchange rationing in an effort to call a nhalt to the

uninterrupted drain on the country's monetary reserves.

3. Representatives of the Contractirs Parties will
meanwhile have received also copies of Document GATT/CP.3/3/

4dd.1l/Annex 1/ of 5 April, contuining a Memorandum prepared by
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the International Monetary Fund reparding the currency rustricticns

imposed by South ifrica,

The Fund's Memorandum has <drawn pﬁrticular attenticn to the
following basgsic causcs of disequilibrium in the Union's balance of |
payments:

(i) the greowins deterioration in our terms of trade with
other countrics due »nrimarily to the fact that the price of Scuth
Africa's principal cxport product, nemely, rold, in terms 5f the
currencies <f onr principal supplicrs has remained practically
unaltered since the bewinning of the Second World War whilst the
prices of commoditiss and services which we require from them have
risen very considerably and have; in many cases, nnot yet ceased
to rise;

(ii) the country's abnormal requirements of imported
supplies resultinc- from replenishment after the war of depleted
stocks of consumers! goods; the replacement of machinery, plant
anl equipment worn ovt durins the war, the cpening of the new
polifields in the Ornnge Free State, the cstablishmsnt of new
industries as well as the expansion of existing industries and
related activities; and

(iii) the undue increasc in the sunnly uf}mﬁnuy in the Union,
caused, mainly, by the unpracedented influx of £lieght cavital and,
to a lesser extent, alse by the incrunse in bank credit, both of
which have helned to accentuate the effective demand for goods
from abroad. Whilst the capital came almost exclusively from
sterlin~ areca countries, it accentuated the demand in the Union

‘for goods from both sterlinz and non-sterling sources of supply.

L. The infoimation submitted in the Fund's report clearly

sets out the position witi regard to the Union's balance-of-payments
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difficulties and there is nothing I wculd wish to add to it, except
perhans tc¢ emphasise that the facts siven by the Fund shculd not be
interpreted as an indicaticn that South Africat's financial situation

has become basically unstable,

5. Our big danger has been the continuation of excessive
‘non-sterling expenditure and we regret that this has had to be
counteracted hy means of import restricticns. As one who was
intimately associated with this problem,_I can assure you,

Mr. Chairman, th:t we trisd very hard to find alternative correcctive
measures which would have avaided the need for import restrictions.
Our ablility to remove the basic causes of “iscquilibrium in the
Uhion's balance of payments by measures other than restrictions on

import is, huwevsr, strictly limited.

6. Thé first of these céuses, namely, the prowing
deterioration in our terms of trade, cannot be corrected cn our own
initiative as the matter is beyond our control beth in reépect cf
the world monetary‘price of goll and the overseas inflaticn of commodity
pfices. A decision with repard to the world price of gold chviously
does not‘rest'with~$outh‘Africahaqg_all I nced add at this stage is
that the Union Government héé satisfied itself that the Government
cf the Unitod States of imerica and the Executive birectors and
Staff of the Internaticnal Monetary Fund are fﬁlly conversant with
the pequliar difficulties experienced by the Union as a result of

-the qqnsiderable decline in the exchanze value of gcld.

‘7. The second cause, ndmely, the abnormal demand in
 South Africa for imported gocds, may became less important as a
‘disturbinp factor in the course of time since there is already

increasing evidence of excessive anticipatory purchases. by Uuicn

N
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importérs and of uvefstucking in many lines of consumcrs' goods.

On the other haod, our essential import requirements of plant and
machincry, equipmuﬁt and materials for mining and industrial purposes
are likely tc be maintained ct a high lzvel for some considerable
time to coms and it would, therefore, have been unwise to rely too
much cn a c.ntradicticn of consumers! demond as a moderating factor
in our uresent very h.oavy import wrogramme. Wo arc, therefors,
faced with the nead of taking additional measures iq the netiunal
gccnomic intercsf with a view to ensuring the continuvus supply of
the producers! gouds required directly or indirectly by all the pro-
ducing anl developing gold mines, as well os all essential and desirable

industries and sarvices.

8. The third disturbing factor in thé Unioﬁ's balance of
payments, namely, the excessive influx of unconvertible "flight!
capital from the sterling arca, has admittedly ceasedl to be a cause
of disequilibrium, but it has unfortunately left in its wake a good
deal of the inflatiun previcusly brought about by it,  Whilst some
of this inflationary pressure has probably been dirsctly associatéd
with the ranid extenzion of industriel producticn, a substantial
part thervof has undeubtedly gone into the buying and holding of
imported caumodities and the extensien of credit to the general
public. In order to counteract the inflaticnary disturbances of
these factors, the South African compacreial "hanks hove heen roquested,
as a matter of positive public policy, to contract credit facilities for
non-productive nurposes generz2lly and elso to restrict advances in
the case of the less esscitial and ovér»develcped ingugtries, with
due regard to the Sbvious neéd for exercising discreti?n and avoiding

unneceesayy disturbances.”
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9. I should, in conclusicn, like to refer briefly to
what appears tc be an incorrect impressicn cn the part of certaln
non-sterling countries of South Africa's positivn as a member of the
sterling group. I am refzrring narticularly to certain countries
in Western Europe with which the United Kinidom has concluded
agreemenﬁs regulating trade and financial payments between them
individually and the sterling area as a whole. Some cf these countries,
which are also contracting narties t¢ the General Apgrecment, have
represented to the Union Govermment that since, in terms of their
existing financial agreements with the United Kingdom, all financial
transactions between members c¢f the sterling area and themselves have
to be settled in sterling, the Unicn could not argue that settlement of
any unfavourable balances with them would cost us gold and that, in
consequence, they were entitled to be treated cn the same basis as

sterlins countries for the purposes of the Union's exchange restrictions.

10. I should explain, however, that South Africa's position
is entirely different from that of the other sterling area c&untries
since we are committed under the Union-United Kingdom Gold Loan
Agreement tou reimburse the United Kingdom in gzold for any nét payments
made by the Bank .f England on our behalf tu countries outside the
sterling area. South Africa is not member of the sterling-area

dollar nool,

11. From the Union's point of view, therefore, any net
payment made on its behalf by the Unitsd Kingdom to countries outside
the sterling areca represents a loss of gold, irrespective of whether
such payment is effected in sterling or other currencies and we have,
therefore, not been able tc meet the requests for excepticnal

treatment preferred by certain non-sterling countries,



"ANNEX TO GATT/CP.3/SR.3
page 14 ~

12, Finally, Mr. Chairman, I would assure you and the
Representatives of the Contracting Parties that the Union Gevernment
is anxious that the restrictions it has imposed shall not disturb the
normal channels ¢f trade any mors than is absolutely necessary to
remove the present 1isequilibrium in the Unién's balance of payments.
The Union Govermment is also nrepared to consult with any Governmapt
which feels that its intercsts are materially affeéted and to give
due consideraticn to any proposals which might be submitted as a
basis for mitigating the effects of our restrictions on the trade of
individual countries, provided sughvproposals dp not detract from

the early achievement of the objectives underlying these restrictions.

13. The restrictions applied by the Unicn of South Africa

from time to time will be dictated by the circumstances.




