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INTRODUCTORY NOTE

At the third session of the Contracting Parties at Annecy
in 1949, the United Kingdom Delegation brought to the attention
of the éontracting Parties, in connection with Article XII (4)(b)
of the General Agreement, the emergency measures taken by the
United Kingdom in July, 1949 to halt the decline in their gold
and dollar reserves, pending the working out of a revised
programme of imports for the dollar area, and offered to provide
further information in due course as to %he revised programme,
Information is contained in the following statement.

I -~ THE STERTING AREA GOLD AND DOLLAR DEFICIT IN 1949

1. During 1948 steady progress was made in the reduction of the,
gold and dollar deficit of the sterling area which fell from
£1,02% million in 1947 to.z4%23 million in 1948; in the last two
guarters of 1948 the deficit was £76 million and £93 million."
The deficit during-the first quarter of 1949 was £82 million
but 'in the second quarter the situation took a serious turn for
the worse and the deficit rose to £157 million in that quarter.
The salient figures shoving the various elements responsible
for the increase in the dollar deficit are given in the ilhite
Paper on the United Kingdom Balance of Payments, 1946-1949
(Cmd. 7793), but the following swmnary describes the main
factors responsible for the deterioration.

(a) The gold and dollar deficit on account of the United Kingdom
itself rose from £126 million in the period July/December,
1948, to £153 million for the first half of 1949, The
main causes of this increase were: )

(1) A sharp fall in the value of exports to the.
U.S,A., particularly during the second quarter.
The monthly rate of exports was as follows:-

U.K., BExports to U.S.A.
(in £ million)

1948 1949
' ~ Year 1st Qtr. April May June
595 5.3 3.3 3'6 3.0

(11) More important and more immediate in its impact
was the orsening in the United Kingdem invisible
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account and other transactions. These include

such ltems as receipts from the sale of oil and
diamonds in the dollar area and an increase in

financial outgoings.

(b) The deficit on account of the Rest of the Sterling %ggg
increased from £8 million .in the 'second half of 1948 to
243 million in the first half of 1949. This was largely :
the result of reduced earnings from exports of raw materials,
both from the Colonial territories and from independent
sterling area countries, for which demand had been falling
severely for several months., The monthly rate of imports
into the U,S.A. was as follows:

Ue.S, Imports from the Rest of the Sterling Ares
(in § million):

1948 | 1949

Year 1st Qtr. Aﬁril May June
Iotal 51 91 .. 86 - 78 75
Of which: | |
Rubber 18.0 4.9 11.7 10.2 9,8
Wool 12,5 10 - 4.5 %8 7.9

As a result of action taken by South Africa to meet her own
balance of payment difficulties gwi.d sales to.the United
Kingdom, in reimbursement for South Africa's net deficit
with the non-sterling area financed through London, were
sharply reduced in the first half of 1949 compared with

the second half of 1948, At the same time, total dollar
imports by the other sterling area countries were showing

a tendericy to rise. : ' ’

(¢) Gold and dollar pavyments to countries outside the dollar
ea on behalf of the whole sterlin% area increased from
235 million in the last half of 194

to £43 million in the
first half of 1949. - :

2. In the face of the heavy increase in the gold and dollar
deficit it became necessary to take emergency action to halt

the decline in the United ingdom gold and dollar reserves., As

a short-term measure the United Kingdom in June, 1949 applied

a standstill toc new commitments in the dollar area pending the
working out of a new reduced import programme, It was announced
at the same time that the United Kingdom was planning for the

time being on the assumption that dollar imports would have to

be reduced to a level 25% below that of 1948, The standstill on
new commitments in the dollar area 4id not affect existing con-
tracts and commitments, or import licences already issued,
Excentions were also made -in particular cases where purchases were
necessary on seasonal grounds or vhere fallure to make small
purchases would have had disproportionate effects on production

or dollar earnings. The standstill could not have any immediate
effect on the gold and dollar reserves, owing to the lag caused

by previous commitments, which remaineé unaffected.



GATT/CP, 4/ 22

Page 3

At the same time action was being taken to reduce dollar
imports by the Colonies.

3. The deficit continued during July, August, and early
September at the high rate of the second quarter and totalled
£555 million to 18 September, when the £ sterling was devalued
from U.S., g4.03 to U.S. $2.80 to the £, A new survey of the
dollar position was made following the devaluation and though
it was impossible to reach firm conclusions about the future
so soon after a change of such fundamcntal importance, His
Majesly *s Gevernment in the Uniteod Kingdom decided that there
was no reason to alter the decisions taken earlier, viz, that
the United Kingdom's imports from the dollar area should be
limited to approximately 75% of their value in 1948, The new
dellar import programmc araounced in October provided for
imports at the rate of some £800 million in the second half of
1949 and 2600 million in the first half of 1950. Details are
given in Part II below.

L, This decision to operate on a reduced dollar piogramme
was taken despite the expectation that the immediate result of
devaluation might be a considerable improvement in the dollar
position, largely of a temporary nature. This improvement has
in fact taken place. From 18 to 30 September there was a
surplus of U.S. £16 million and in the fourth quarter of 1949
a deficit of U.,S. 231 million, but althecugh it is not possible
to senarate with any accuracy the continuing element in the
improvement from the temporary or abnormal elements, it is
probable that these have becen of roughly equal importance in
reducing the deficit,

5., United Kingdom gold and dollar holdings (U.S. £1,688 millions
at 21 December) are considerably below the level at %he
comuencement of E,R,P. (82,241 million at 31 March, 1948) and
compare with over g4 billion (or over $10 billion at vresent
prices) in 1938, when the United Kingdom had very substantial
investacnts as well, So long as these reserves remain so far
below the level which can be regarded as adequate for supporting
the great volume of trade between the sterling and dollsar areas
it is esscntial for the Unitcd Kinzdom to programme dollar
imports-on a most conservative basis.

11 .. THE DOLLAR IMPORT PROGRAILE

6, The preceding scction shows the changes in the gold and
dollar position of the sterling area up to the end of 1949, 1In
the lizht of this situation the United Kingdom Government announ-
ced in October, 1649 that it would be nec:ssary to limit dollar
imnorts in 1950 to an annual rate of about $1,200 m, (com-

pared with dollar imports of $1,576 m, during the 12 months

ended 30 June, 1949), Accordingly a programme has been drawn

un for the first half of 1950 providing imports from dollar
sourcés of about 600 n.

7. It moi% be pointed out that this programme dces not consist
of a sories of fira commitments; it is rather a set of decisions’
to guidc Governuent buying policy and the licensing of private
imports during the period. It is liable to revision if cir-
cumstances change, In particular, the programme rests on two
important assumpticn. .
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(a) that the dollar prices of the commodities concerned
remain at approximately their current level;

(b) that a high level of economic activity and demand
is maintained in the dollar area ~ an assumption
of the utrmost importancc in its anlications for
the dollar earnings of the sterling area.

8, The expected reduction in dollar imports does not represent
glmply the intensificaticon of import resirictions, A very

large part of the reduction can.be ascribed to the following
four factors, all of which would tend to reduce dollar imporivs
substantially quite apart fronm any change . import re-
gtrictions -

(a) The effect of dovaluation is to divert inports from
dollar tc non-dollar souwces, or to home production;

. not only have 1wpo te from non-dollar sources

. becone relatively cheaper, but certain kinds of non-

dollar uaterlals will naturally be substituted for
dollar materials. Taus it is expected that within
certain linits the ietal. using industries will
autonatically tond to usc nwore steel and less non-
ferrous netals, .

(b) The restoration of producticn in Europe and the Far
Rast 1s in any cose Lesscning thic previous abnormal
dependance o:1 the dollar area as a . source of supply
for essential inpowis. '

)]

(e) As a result of the fall ia cormoality vrices during
early 1949, current dgl;nx prices of maay United
Kingdon imports fvoi tue dollar area are substantlally
lower than ticy “‘ere daring 1948/49. .

(d) During 1949 United .73 iz 0o stocks of nany irported
compodities viere ano ng to increase; during the
months April to Septoaber, 1t is eSLlﬂated that

stocks of the main J;pOft cornrodities, including many
dnllar COJJOd;u. 08, YGS8¢ 2. by <100 n, (At constant
prices). It will oc oosa:b]e “o reduge certain stocks

during 1950 witnout running then dorn below a safe
working level. :

9. Basis of the dollrp in00s% DTOETAMIE

In drawing up the prograir:ie the fol1ov;n obw actives were
aimed at: food inports arc b'\uczfq on the maintenancs of current
rations; raw : aterial itports arc based on px ovidlng the raw
materials necessary for the expected increase in output and
productivity, but on the basis oI the grpatest economy Iin their
use and the elinination of all avoidablec wnste, Special
attention is given to thc naintenance of ShUUllCS for the
export trade, pqrtlcularlv to hard currency areas. In every
case account was taksn of the exnected level of doaestic
production and of thc probabic sapply, at reasonable prices,
from non-dollar sources, - '

10. The following table ta'ten froa the ifenecrandum on the
United ﬁinﬂd01 P051tion in 1950,/51 subnitted to 0.E.E.C. in
Decenber 19 9 comparcs imports foon the dollar area in the
vear 1949/49 and 1046/50, The figurc for 1949/50 takes
account of the higher rate of inz.rts of sone comnodities in
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the second half of 1949,

in ¥ nillion

Commodity

1949-49 1949-50
Bread grains 3596,1 331.0
Sugar 79.6 106.,8

All other foods and agricultural
products 14k, 6 96.1
Tobacco 6.8 93.5
Chenicals ‘ 43,6 Ll 9
Crude oil¥ 20.2 20.7
Petroleun products* 14,0 112.8
Steel-making natcrials 16.9 14,8
Steel 13.3 19.7
Copper 53.2 34,0
Zinec : 31,7 139.0
All other non-ferrous nctals 14,0 1164
Raw cotton 128.0 98,7
Other textiles 22.0 7.9
Tinber 69 .4 59.8
Pulp and paper : %%.l 22,2
All other raw nateorials 36,1 35.7
Equipnent 1340 131.2
Other nanufacturcs 18.0 23.9
Total 1,54%.6 1,389.1

* ‘Exoluding inports fron thce dollar area not paid for in
dollars.



