RESTRICTED

GENERAL AGREEMENT ~ ACCORD GENERAL SUR ™ °¢

ON TARIFFS AND LES TARIFS DOUANIERS 33 50me 3413
f"'%ADE . ET LE COMMERCE ORIGINAL: ENGLISH
/' 4 -

CONTRACTING PARTIES
THIRD SESSION

FINAL REPORT OF WORKING PARTY 3 ON NEW
IMPORT RESTRICTIONS CONTEMPLATED BY THE

UNION OF SOUTH AFRICA

I, INTRODUCTION

1. In its interim report submitted to the CONTRACTING PARTIES on 12
May‘ 1949 the Working Party suggested that the consultation with the .
Union of South Afrira under paragraph 4 (a) of Article XII should be
considéred as a continuing process. - The Working Party, acting on the
inetructions of the CONTRACTING PARTIES, reconvened as soon as-it : .
received more detailed information from the South African delegation
and resumed its discussions on the basis of that information and of the
opinions and facts funﬁshed by the International Monetary Fund in
accordance with Arfoicle XV.of the General Agreement. ‘
‘2. The Working Party examine|d the informatior; submitted by the .
delegation of the Union of South Africa on 25 May (GATT/CP.3/31) as well
"as the information contained both in the memqra.ndum submitted on 30 May
(GATT/CP.3/WP.3/12) and in oral statements made to the Working Party.
The Working Party had also at its disposal a memorandum prepared by the
International Monetery Fund, dated 25 May 1949, and transmitted to the
Chairman of the CONTRACTING PARTIES on 29 May 1949.

I, ,NATUR:.E OF SOUTH AFRICA'S BALANCE-of-PAYMENTS DIFFICULTIES

3. The balance af payments of_: Soﬁth Africa for 1948 and for the first
four months of 1949 (provisional estimate) is contained in Table I of |
the Fund memorandum dated 25 May and t.ranamifcted on 29 May.
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The Fund has determined that, owing especially to the inéreased use
of sterling exchange, the serious deqliné in the Union's reserves which
occurred in 1948 has continued during thé first four months of 1949 and
strong immediate remedial measures are necessary, The Fund Report has
indicated that the deficit of South African current transactions with the
non-sterling area has been greatly reduced during the first four months
of 1949, and that the deficit with the sterling area has increased as
compared with 1948, The Fund indicated that a sevére contraction in
imports would be reqnired in érder to maintgin the monetary reserves of
the Union of Scuth Africa. The Working Party considered that the
seriovs decline in South Africa's reserves sinée the introduction of
restrictions in November 1948, as indicated by the Fund, would justify a
further contraction in the volume of imports, in particular of imports
from the sterling area. o
L. The representatives of South'Africa.stfessed.that unless the pro-
spective foreign exchange resources ~ whick include that part of the
gold production which, aftéf dedustion of the amount necessary to keep
the monetary reserves at an adequate level, could be used for the payment
of imports - could be inereased above the level of the best estimates
now avallable, these resources would not suffice to maintain South
. Africa's full requirements of essential imports during the latter half
of 1949.

5. The South Afriean representatives als§ explained that in the past
only a small proportion of the Union's exports was marketed in countries
whose currencies are now econvertible., They indicated that although
South Africa was hopeful that an increase in its exports to convertible
currency countries would be achieved, such increase was unlikely to
assume material proportions in the foresceable future, They therefore
doubted whether the amount of gold and convertible currencies estimated

to be available during the latter half of 1949 for purchases in any
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‘market woﬁld cover more than half of the Union's import requirements of
essential gcods, The inconvertible currencies which would acerue to
South Africa from exports during that period should amount to about the
same figure as the gold and convertible currencies available., The
Union of South Africa expects; however, that in the near future a re-

- newal of the traditional'iﬁflow of investment capital would increase the
amount of foreign exchange (mainly sterling) available for tha payment
of imports., Scme members of the Working Party suggested, with others
disagreoing, that South african estimates of prospective convertible
currency receipts appear'to be somewhat pessimistic, and that the
prospecte of a net capital inflow may be at least as great in convertible
currencies as in sterling. In tﬁis connection, the opinicn was also
expressed that grouping all inconvertible currency receipts together
tend; to obscure the secparate problems which may be involved in connection
with particular inconvertible currencies.,

III. NEW PROPOSALS OF SUUTH AFRICA TO CORRECT ITS BALANCE~-QF-
PAYMENTS DIFFICULTIES.

6. The South African representatives submitted the following statement
to the Working Party: |

"7, Notwithstanding the exchange quota restrictions and import prehibi-
tions introduced by the Government of the Union of South Afriéa on 15
November 1948, South Africa'!s monetary reserves have continued to decline
to such an exvent that the Union Government have found it necessafy to
take further steps to curtail inports with.a view to restorine equilibrium
in thé country's balance of payments.

g, The steps which the Union Government propose to take involve the
replaéement of the original system of non-sterling exchange quotas by a
new and more drastic system cf physical control of imports which will
apply to imports from all countries.

"9, In the application of the new measures the Union Goverament would

have preferred to adopt a system of import licensing which, whilst
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limiting the total amount of imports, would leave the importer complete
freedcm to choose his source of supply.
110, Such a non-discriminatory system could, however, be applied only
if the Union were assured:
a) that the United Kingdom (or any other country) would be
prepared to convert into any currency (including United
States dollars) the Uniocn's net earnings in countries

whose currencics are inconvertiblej

b) that the inflow of capital from the Union's traditional -
sources of supply would not be adversely affected; and

¢) that the countries which constitute the Union's traditional

markets and which are likely to be most severely affected

by such a system of non-discriminatory import control

would not curtall their imports fram South Africa particu-

larly of less essential goods.
111, On the basis of the information availeble the Union Government
cannot but conclude that such assurances are unlikely to be forthcoming
from the countries concerned under present circumstances, The adoption of
a non~discriminatory system of import control is, thefefore, likely to have
serious repercussions on the Union's econoimy in that it would reduce both
capital inflow into South Africa and the export of South ifrican goods to
its traditional markets, Such a development would reduce South africa's
foreign currency resources which in turn would necessitate i reduction of
South Africa's total imports from all sources considerably below the level
which it would be able to maintzin under a system of discrimination,
12, The exchange restrictions introduced in November had distinguished
only between sterling and non-sterling currencieé. This simple dis-
tinction, natural to a sterling arsa country, had been assisted by the
operation of Article 6 of the United Kingdom Gold Loan jgreement of 9
October 1947, which was designed to reimburse gold to the United Kingdom
for net payments (expenditures less rcccipts) of non-sterling currencies

made by South africa through London. Recently the Union had developed

a large favourable balance with "soft" non-sterling countries which,
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under Article 6, was offset against the ;till larger unfavourable
balance with "hard" countrieé, thus, in effect, converting the Unionfs
'soft" surplus into dollars, This arrangemeﬁt would not continue after
the Gold Loan had been fully repaid, as it was likely to be in the
second half of 1949, and the Union Government now felt bound to move
away from thé distinction between sterling and non-sterling currencies
to one more in accord with the situation in which it would then find
itself.

"13. Having regard to these considerations, the Union Government pro-
pose to distinguiéh under the new scheme between ''hard" and "soft!
currency countries ;/ and to allocate its available foreign exchange
resources as follows:-

a) The Unionts current gold production (less such amounts
as may be required for the maintenance of satisfactory
reserves) plus the earnings of hurd currency (after
allowance has been made for invisibles) to an amount
not exceeding £5,000,000 plus an equivalent amount of
soft currency will be made avallable for purchases of
essential goods,

b) The remainder of the Union's hard and soft currency

. earnings will be used to pay for import requirements
not covered by the currency pool set aside under (a)
above.

.M. It is proposed to issue thres types'of import permits, ramely:

a) Universal permits up to the amount indicated under paragraph
13 (&) above for .the Union's essential requirements. These
permits will be available for imports from any sourcs both
Thard" and "soft" currency countries;

b) Restricted goft currency (ineluding sterllng) country permits
up to the amount of "soft" currency available under paragraph
13 (b) above. . These permits will be available only for
purchases from soft currency countries;

1/ The definition of hard currency ¢ountries would correspond generally
to that adopted by the cther sterling area countries. Broadly
speaking they include at the moment countries. in the Western Hemi-
sphere, the Philippines, Belgium and Switzerland but are subject to
review according to circumstances. .. °
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¢) Restricted hard currency country permits to the amount of hard
cwrréncy available under. paragraph 13 (b). These permits

will only be available for purchases-in. hard currency countries

of the types of commodities imported with restricted "soft"
eurrency permits in' terms of sub-paragraph (b) above,

"15.  The main advantages of this scheme are:~

a) It distinguishes merely between two ‘currency groups and there-
“fore avoids the balancing of the Union's accounts with
individual countries which would place the Union in insur~

, mountable difficulties;

b) It would ensure the maintenance of capital inflow into the
Union and of commodity exports and thereby enable the Union
to maximise its imports;

¢) It is easier to administer than any other discriminatary
gyatem of import control and involves a minimum-measure of
disceriminetion. -

"16. It must be understood that the Union Government could not under-
take to maintain this particular scheme unless soft curren&y countries
are prepared to cooperate with a view to dlscouraglng thm artiflcial
diversion to soft currency countries of certain exports which would

otherwise have earned hard currency ‘for the Uniom.

"17. Interim arrgggemenﬁs for the second half Qf'lﬂgg. The Unicn
Government propose to introduce the measures'desgribed in paragraphs 13
and 14 above as soon as it will be administratively possible, but in any
cide not later than 1 January.l950: During the intervening period the
import control will be based on a distinetion between sterling and non-
sterling countries ;/. Two tyées of licences will be issued, namely:
a) Universal licences available for purchases from any source
. {sterling and non~sterling countries), and
b) Restricted licences available for purchases in the sterling
area. T _ '
"18. The amount of tpé'uhiveréal licences will be determined, during
the life of the United Kingdom Gold Loan Agreement of 9 October 1947, by

the amount of the Union's earnings of non-sterling exchange

1/ There are variations from time to time in the countries included in
the sterling area. .The countriee urryutly include¢.are ascertzin-
able in the South African Exclhiange Control Ragulations or under the
First Scheduls of. the United Kingdom Exchange Control Act of 1947
and any subsequent ordera issued thereunder.‘-
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(after deducting invisible imports) plus current gold production less
. such amount as may be required fo#rthetmaintenanée of adequate reserves.
"19, The-amount 6f restricted licencés ﬁill be determined by the amount
: of the Union's sterlihg resources after allowance has been made for in-
visible imports. | | . |
"20, In view of excessive orders placed by Union importers in sterling
" ecuntries sinoe the imposition of exchange oontrol in November 1948, and
of heavy commitments which still have to be mep in respect of orders
placed in non-sﬁeriing countries, the limitations placed on the Union's
available ourfenéy resources have‘compelled‘the'Uﬁipn Government to
restrict importations for the remaindér of l9h§.£o the following broad
’categofies» S |

a) essential capltal goods for mlnlng, agrlculture and other

~ basic irdustries;

b) essential spares;

¢) esemtial raw materials; and

d) ccnsumable stores for industry. A
"21l. A further breakdown of the commodities to be included in these
four prineipal categqries of essential import requirements will probably
be nacessary and prioritie; may be assigned within particu}ar classes of
goods according to the importance of the use to which they are to be
applied. It ié, therefors,. possible, that both types of permits (i.e.,
universal and resuricted) may be issued in respect of the same commodity.
For example, too large a share of the Union's freely convertlble re-~
sources (paragraph 13 (a)) may be absorbed if "universal" permits were to
be issued for 211 iron and steel products irrespéctive of the purpose to
whieh sueh products é?e to be applied and it may ge necessary to reserve
"aniversal" permits mainly for iron and steel required by, say, the
goldmining industry, while the iron and- steel reqnirements of less im-
portant industries would be covered in part or in Whole by "restricted"
ipermits. - R
"32, The scheme set out in paragraph 21"Wiii;’;§?gaf'a§ pdssible, also
" apply -in respest of the long-term arrangemehts‘hﬁidh South Africa proposes
to use after.the end of 1949, |
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"23, From a preliminary’ _estimate of the available ‘currency resources,
ineluding statutory gold reéérvé.s', which South Africa will have at its
dispasai for the latter half of 1949, it appears that these resources
will still fall short of what is needed to meet the Union's raquirements
of the four .p:finéipa.l categories of goods enumerated in paragraph 20
above during the six-monthly period in question. = Until such time,
therefors, as the Union is in a positioh to import 'a. lérg'er percentage
‘of its requirements of these four principal éategorieé , it will not be
able to relax its restrictions in respect' ‘of less' essential requirements o
and, particularly, in respect of consumers! goods. -
124, The amount of permits for sterling and non-sterling imports will
“necessarily be determined by the amount of sterling and non-sterling
exchanga availsble; In order not to bring tradé to a standstill it
has been decided to issue'px:eliminary permits to importers vto an amount
equivalent to half of the estimated sterling and non-sterling exchange
available for the next six months, Although the amount of non-sterling
exchenge for which preliminary permits will be issued is actually larger
than the amount of sterlihg exchangé made available for preliminary
permits, the individual importer's non—s'terliﬁg permit represents a
smaller percentage (16 2/3 per cent) of his 1948 iﬁiports of the none
sterling essential goods in question than his sterling 'permit repreéenﬁa
(25 per cent) of his 1948 imports of the éterling essential goods in
question. It mus%t be noted, however, that the’ imports from non-gterling
sountries were unduly high in the latter half of 3948 owing to the ex-
cessive purchases by the Union importers in éntiéipatién of the intro-
duction of the exchemge quota regulations. o
"25. It must be stzessed that, after the initial issua of permits
described above, the dalancs of the permits to be issusd dliﬂng the next
six months will ng@’_h 80lely based upon 1948 imports, but will bs based

on a number of cmﬂcm&ions s including the tjpe of exchange available,
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the relative importance of the goods and the stock position of indi-
vidual importers., The amount of existing eichange quotas carried for-
ward into the second half of 1949 will also be taken into consideration.
n26, Import prohibitions -lIn_additién to the measures outlined above,
the present list of prohibited imports will be maintained. It is not
intended that permits would be issued for prohibited goods as such
action would further diminish the amount of exchange available for
essential goods,

"27. Exchange restrictions. When the new scheme is finally adopted
by the Government of South Africa, it is intended that the existing

schems of exchange quotas will be discontinued.”

IV. ALTERNATIVE CORRECTIVE MEASURES.

28, In its first interim report dated 13 May, 1949 (GATT/CP.3/22) the
Working Party indicated the measures which had been adopted by the Union
of Scuth Africa in an effort to avoid the imposition of restrictions,
The Working Party also noted that the International Monetary Fund con-
sidersd that "feasible alternative measures which would indirectly limit
imports could hardly be expscted to permit the elimination of sucﬁ
direct measures of control as exchange or quantitative restrictions.”
When the Working Party examined the new measures to be introduced on 1
July, the repreéentatives of the Fund indicated that nothing in the
lrecent developments had ied the Fund, at this stage, to modify the con-
clusions communicated earlier to the Working Party. The wOrking'Party
discussed at length alternative methods of applying import restrictions
and these discussions are covered in Section V B of this report. In
the circumstances the Working Party did not consider 1t fruitful to
discuss at length whether other alternative ccrrective measures might be

appropriate,
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Vy  VIEWS EXPRESSED IN THE WORKING PARTY ON THE SOUTH AFRICAN NEW
PROPOSALS '

A. Pffects on other countries
29, Effocts on the ecdnomiggﬁdf‘certain European countries.

The répreséntatives of certain Buropean countries stated that a
large part of the trade from Souih Afriea is normally directed to con-
tinental Europe and largely in materials necessary: for development and
reconstruction, The Union intends to limit its imports a2lmost ex-
clusively to éssential goods, whereas the normal flow of trade from
these European countries to the Union has been, up till now, mostly
composed of consumer goods, and these exports, already reduced by the
import prohibitions, would further decrsase to a large degree. Moreover,
the interim arrangement based upon the distinetion betwéen sterling and
non-sterling, these representatives feared, would leave these countries
in a very unfavourable position as it would reduce their exports to
South Africa more than those from the sterling area, Therefore, the
Union would be left in rather large surplus with certain European
countries whose currencies are ineconvertible and the European countries
would have a larger deficit towards the Uniop and the sterling area as a
whole, |

30. Suggestions of certain European countries to mitigate adverse
effects. :

The representatives of certain BEuropean countries drew the attention
of the Unicn of South Africa to possible modifications of their pro-
posals which could minimize the adverse effects on their economiss of the
South African import reatrictidns, and would constitute an apprcciable
help to éhe.European countries whose economies have been disrupted by the
war:

a) It iS the view of these European countries that the specification
of permits as to "soft" and "hard" currencies, contemplated for a later

stage in the South African scheme, is one msthod of removing the
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discrimination againsv exports from European countriés whose ﬁu:rencies,,
as a consequence of ihe war, are inconvertible énd therefore considered
- ag "soft", thus permitting and facilitating the more speedy restoration
of their ecgnamies; | |

b) The rgpresentatives of the European countries concerned felt
further thét, if consideration could be givén by South africa to the
.surpluses that the Union gets from a favourﬁble balance of payments with
these countries, some improvements in the pfoposed scheme could be en-
visaged to the benefit of both Souﬁh Africa and thémselves, in order to -
diminish the magnitude of the deficit by increasing the flow'of exports
from these countries to South africa and thus to help them to gain

means of payments for their imports from South Africa.

31. The relation of South African gold to steriing viability.

The United Kingdom representgtive pointed out that, in his view,
the import restrictions to be imposed éy the South African Government
might have a profound effect on the amount of gold which the United
Kingdom could earn by her trade with South Afriea, Before the war
practically the whole of current South African gold production had been
sold in London and had provided one of the foundatiéns of the inter-
national sterling system; South African net peyments to thé dollar
countries had then been relatively small and a substanéial net balance
of the annual output of gold (which was then valued at abou£‘£90 million
with a nuch higher purchasing power than now)hremained to subport'the
world-wide convertibility of sterling. If the import restrictions to
be imposed by South Africa were such as to endanger the Unifed Kingdom!'s
~ prospect of earning a considerable part of the current South African
gold output the effect on sterling would be extremely serious, and the
prospect of achieving "viability" by 1952-53, when Marshall Aid came to
an end, would be gravely impaired. The effects of this would be felt

not only by the United Kingdom and the sterling area but also by a
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considerable number of European countries who, in practice, use sterling
as their principal intérnational currency. These views were shared by
certain other members of the Working Party,

32. The consequences of the possibilities as envisaged in paragraph 31
- might, in the opinion of the United Kingdom representative, be so serious
- as to compel the United Kingdom to take the most drastic action to avert
them, As the amount of gold earned by the United Kingdom from South
Africa was determined by South'Africa's_net deficit on her sterling pay-
ments and receipts as a whole, the United Kingdom would be under the
heaviest pressure to sarn gold.by meximising that deficit, and, though
the United Kingdom Government would be mos£ unwiliing to take such
-action, it might find itself compelled by the cifcumstances to cut to a
maximum 21l ‘types of sterling payment to South Africa both on current and
capital account, The United Kingdom representative stressed that this(
point was not in any sense ﬁade as a threat or for bargaining purposes
but as one of the most important possible effects of the South african
measures on the economies of other contracting parties which should be
brought to the attention of the Union Govermment in the present con-
sultation, In particular, the United Kingdom fully understood the need
of the Union to keep its cost structure as low as possible and made no
suggestion that it should spend its gold and convertible currency other-
wise than to its own best advantage under conditions of full and free
competition.

33. In connection with the st&iements set forth in paragraphs 31 and 32,
attention was called to the terms of irticle XII 3 (2) and of Article

XIV 1 (a) recognising the problems of economic adjustment resulting from
the war and requiring the CONTRACTING PARTIES to take full account of
them.

34, The represcntative of the United States pointed out that, in his

view, the considerations set forth in paragraph 31 provide no
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justification for discrimination. The re-establishment of the United
Kingdom!s pre~war position in the South African market, on a sovnd com-
petitive basis, would; of course, be of great assistance to its balance
of rayments. 10 true "wiability" for the British economy, and the
re-establishment of sterling convertibility, cannot rest upon discrimina-
tory aécess to export merkets, Whatever immediate support the United
Kingdom halance of payments might appear to derive from discrimination
would, according to thg provisions of GATT, be atruptly removed when
Soutin Afvica overcame its current difficulties, or decided that its
interests would be better served by discentinuing discrimination. In
any event, to the extent that the United Kingdom increases its gold
receipts thirouvgh a prefeirved position in the South African market, South
Africa, whose financial difficulliies are the central question under
consideration in thie consultation, would lose by securing fewer imports
for its gold.,

25. The United States representative further pointaed cut that, in his
view, the consideratione set forth in paragraph 32 likewlise provide no
justification for discrimiuation, Whether or not South Africa dis-
criminates in its favour, the United Kingdom would have the same in-
coittive to maximize its nst claim on South Africa for gold, since its
doficit in convertible currencies at present far execceds any possible
gold receipts from Soutlh Africa. There is no basis in the GATT for
cusntitetive discriwination in favour of South African imports, so that
th: United Kingdom would not be free to regulatz spocizlly the quantity
of jmoorts from Scuth Africa, whatever policy South Africa followed in
o adwdnistration of its import resztrictions. Ths same necessity for
restricting capital movoments in order to maximize gold receipts would be
nrasent, whatever South Africals import control policy might be., Indeed,
the reference to the adversc effescts of capital movements from the United

Kingdow to South Africa on the current gold receipts of the former
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_suggests the desirability of efforts to stimulate capital movements from
countries in surplus rather than from a country itself in deficit. In
this connoection, the United States representative called attention to the
fact that South Africa now permits sterling area investors freely to re-
natriate their capital, while denying the same opportunity to non-sterling
area investors, thereby dis;ouraging capital movements from the most
availablé sources, Thus, the arguments set forth in paragraph 32 would
anocar to be irrclevent to the question of tha wisdom of, or the justifi-
cation for, discrimination on the part of South Africa, unless, indeed,
they do suggest a "bargain'" for mutual discrimination, either‘in trade
or in capital movements, To seek to promote gqld earnings by arrange-
ments which essentially ccnstitute mutuél discrimination is to use a
method which leads toward a bilateral structurs of world trade, rather
than multilateralism which offers the only real opportunity for countries
now in deficit to balance their accounts at a level which will yield
the highest living standards for their people, In gzneral, it was sub-
mitted that the policics implicit in the argument set forth in paragraphs
31 and 32 of this report would hinder and delay the maximum development
of multilateral trade, and would postpone the attainment of financial
equilibrium on a2 sound and lasting basis, for the countries directly
involved 2s well as for other countries affected. As the last sentence
of parcgraph 32 wisely suggests, South Africa should use its gold and
convertible currency resources to its own best advantage, which, in the
Judgment of the representative of the United States, would be for the
scttlement of residual lisbilities which cannot be liquidated through
the us: of less veluable inconvertible currencies available, With such
un allocation of foreign exchange resources, thgre would appear to be no
necd for discriminatory measures to hamper the free selection of source
of supply by South African importers under conditions of full and freq
compsetition. The views expressed in paragraphs 34 and 35 were shared by

certain other members of the Working Party.
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36. . Token imports. At the apening of the consultation with South
Afriea in April, it was pointed out by some of the contracting parties
that the South African Prohibited List did nct make provision for the
iﬁportation of the prohibited goods in minimum commercial quantities
(Article XII, 3 (c) (ii)). The announcement made by the South'
African Acting Minister of Economic Affairs on 23 May (GATT/CP.3/31)
indicates that at least in the early months after 1 July many more
consumer goods, in addition to the products now in the Prohibited List,
will be banned completely from importation into South Africa. When
.'this matter was raised iq the Working Party, the representatives of
South Afrieca recognised the oﬁligation in this respect contained in
. Article XII and indicated that they planned as soon as possible to ﬁake
“due provision.......for token importse.....as far as it is
,administratively possible to do so.". (GATT/CP.3/4P.3/12).’ ' he
Working Party recognised the administrative difficulties involved in the
establishment of a token import procedure, particularly at a time when
South Africa will find it necessary to make a major change-in'the
‘admlnistratlon of its import regulatlons. However, South Africa was
urged to mazke arrangements at the earliest p0531b1e moment to permit
: _minimnm commercial quantities of otherwise excluded products to the
:'extent neceasaf& to prevent the impairment of regular channels of trade,
With reéééét to.the imports of commercial samples and of copies or samples
needed for compliance with patent, trademark, copyright, and similar
~"'p‘r'o‘ceclures,-'c.he South African representatives indicated that their
Government . was already ﬁeeting these requirements of the General
Agreement. | | j
37. Alloecation of'gfelimina;x permits. Certain members of the Working
Party called attention to the feature of ihe South African plan described
in paragraph 24 of this Report which involves granting precliminary permits
for the July-December l9h9_period equal to 25 percent of 1948 imports
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from the sterlingz area and 16 2/3 percent of imports from other areas
' They recognised that the impact'of licensing measures upon individualv
"importers was essentially a matter of domestic concern. However,
they pointed out that a quota allocation dependent upon the individua)
importer'a choice of foreign source of supply in a past period
neceasarily had an impact on the future compet;tiVe opportunities of

other countries in the South African market.

: 33. | The South.Affican“representatives assureqttbe‘werkiqg Party that
the exisfing brocedure for allocating preliminary perﬁits was simply
designed as a quick method of" getting the proposed plan of import
controls into operation ard while considering that the dlstribution

of import permlts between individual importers was wbolly a domestic
.matter they intended to apply thcir Lmport restrictione in such a way
as to avoid ﬁnheeessary damage to the commereial or ecoqemic interests

of any other contracting party.

B) Other gossible methods for the apg 1cation of import restrictions.

39. Although the Werlkdng Party agreed that a drastic reduction in
imports would be necessary to correct the present disequilibrium in
South Africa's balance of payments, strong doubta were expressed by
some members of the Working Party as to the need for a discriminatory
application of such corrective measures, whlle other’ members maintained
that such nced was clear. The Working Party noted that the South
African representatives eonexbped that their propossls set out in
paragraphs 13 ~ 25 would be eoﬁeis;ent with Article XIV paragraph 1

and Annex J of the General Agreémeﬁt. " The Working Party was divided
on that lssue, | | -

. hp. In the course ‘of that. discussion, the rollowing suggestions were
put forward by various members of the Working Party:
a) gon—discfihiﬁhﬁéix import_measures.

(1) open licendé system -
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.41,  Certain members of the Working Party suggested to South Africa
that its problem of excessive imports.éould be met by the allocation
éf foreign exchange resources estimated to be available to categories
of imports in the light of their essentiality through an open
licencing‘system, whereby importers would be frze to choosc the source
of supply. Such a procedure would fully meet the requirements.of

Article XIII, and would therefore not raise questions of diserimination.

:h2; The South Lfrican representatives stated that this procedure would
be unacceptable, since they feared that the resulting pattern of imports
might run sc hcavily in favour of imports from scurces requiring
payment :n convertible currencies as toc exhaust the available gold

and convertible resources of South Africa, while leaving it with
unexpendable balancee of inconvertible currencies, This view was

strongly supported by certain members of the Working Party.

43. In reply, other members stated that their éomputations indicated
that, in the past, South Africa's convertible foreign.exchange
availabilities have alwéys been large enough, proportionately; to meet
the distribition of importaiby source under unregulated conditions.
Therefore, these members could see no basis for the fears expressed by
the South African representatives, It was, howevér, suggested in the
Working Party (without implying recommendation of such a change) that,
if South Africa's payment arrangements were changed so that the procceds
of its exports to various countries with inconvertiblé curiencies could
not be used for purchases in other countries with inconverﬁible
currencies, South Africa might be faced, in the case of particul-r
inconvertible currencies, with balances which would tend to accumulate
if import regulations were on an open licence non-discriminetory basis.

(11) allocation of guotas on the basis of a reprosentstive pariod.

4L, The Working Party further explored the possitility that South

Africa could allocate country quotas under the provisions of paragraph

2 (d) of Article XIII,
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45, The South African representatives took note of that possibility

but considered that, except for a few bulk products, the administration
of such quotas might present great difficulty. They alsc feared that
allocation by quota would introduce an element of rigidity iﬁ their
sources of supply which would militate;against procurement froﬁ ﬁhe
cheapest source. They attached great importanca'to this latter
consideration and held that their own proposals, which1n6ﬁld'brovide

for absolutely free purchase of approximately haif théir int;hﬁéd importe,

afforded much better protection in this respect. .

b) discriminatory import messures.
L6, Some members of the Working Party pointed out that South Africa ‘
would be entitled under paragraph 3 (b) of Article XIV to adopt measures
which would discriminate in favour of another country whose economy had
been disrupted by war, prbvidea that those measures did not depart
substantially from the provisions of Article XIII and that they would
be terminated by 31 December 1951. It was pointed out also that
recourse to the provieions of paragraph 3 (b) of frticle XIV would not
prejudice the question whether recourse might ﬁot qu#lly well ﬁave been
had to other possibilities for discriminaticn provided for in the Geeral
Agreement, or preclude access to them. Various opinions were expressed
as to the construction to be p}accd on the.pﬁrase ﬁnot‘inv01Ving
substantial departure": whether and to thé eg&ent it would limit
departures in terms of the number of ccuntriesvwhose expoffs would be

favoured, the amount of trade affected or the margin of discrimination

(price differences), or some or all of these,

4L7.  The South African representctives undertock to submit-to their
Government the suggesticns put forﬁard'by various members of-the

Working Farty. They wére‘confident that their Government would give
serious considerntion to those suggestions, taking dus sccount of the

administrative implications of the alternative methods prog.sed and of
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the possible effects of the adoption of such proposals on the economy

of South Afrieca.

VI CONSULTATION WITH THE INTERNATIONAL MONETLRY FUND:

48. The new scheme which the Government of the Unilon cf South Africa
contemplates introducing on 1 July 1949 may involve certain changes

in the exchange restrictions already approved by the International
Monetary Fund. The representatives of the Union of South Africa
confirmed the intention of their Government, as expressed in paragraph 8
-of the interim report dated 12 May 1949, to discuss with the Fund any

aspects ~f the scheme which affect exchange control.

49. The representative of the Fund stated that at this stage the
Fund can only present the facts and data relevant to the balance of
payments position of South Africa. Moreqver, the Fund determines
that, owing specially to the increased use of sterling exchange, the
gserious decline in the Union's reserves which occurred in 1948 has
continued during the past months of 1949 and strong inmediate remedial

measures are necessary.

50, But with regard to the other financial aspects of all matters
covered in this consulta$ion.and with regard to the possible frustrating
effects which the contemplated trade measures may have on the intent

of the provisions of the Fund's Articles of Agreement, the Fund cannot

at this stage give a final opinion without having more detailed
information about the plans that the South African Government may
ultimately declde to adopt. Any conclusions the Fund may come to

with regard to these matters will be communicated to the CONTRACTING

PARTIES at the earliest possible mament.

51. The representative of the Fund declared that the Fund will keep
uncder close review any discriminatory measures the Union of South
Afidica may ultimately adopt, and it will decal with any exchange or
finsncial aspects these moasubes may imply in.conformity with the

Articles of Agreement of the Internmational Monetary Fund.



