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I. Consultations

1. The Working Party was instructed to conduct the consultation initiated by
the Governments of Australia, Ceylon, New Zealand, the Federation of Rhodesia
and Nyasaland and the United Kingdom under the provisions of paragraph 1(g) of
Article XIV on the deviations from Article XIII still in force pursuant to the
provisions of paragraphs 1(c) of Article XIV or of Annex J and on their continued
resort to such provisions. In conjunction with the consultation with Australia,
the Working Party also conducted the consultation initiated with that Government
under paragraph 4(b) of Article XII on the substantial intensification of its
import restrictions on 1 October 1955. The consultation with New Zealand was
extended to cover the consultation required under the Decision of 20 January 1955
regarding New Zealandis obligations under paragraph 6 of Article XV. Annex I
contains the Summary Notes which record the main points of discussion during
these consultations. This Annex contains certain information which is considered
to be of a confidential nature, and therefore it shoved not be subject to the
normal procedure of derestriction. The Working Party recommends that it be
recorded that the above-mentioned consultations have been concluded.

2. Pursuant to the provisions of Article XV the CONTRACTING PARTIES had invited
the International Monetary Fund to consult with them regarding these consultations
and in each case the Fund had accepted the invitation to consult. In accordance
with the agreed procedures the Fund supplied the CONTRACTIM PARTIES, except in
the case of New Zealand, with the results of its latest consultations with the
governments concerned and the background material prepared by the Fund staff in
connexion with those consultations. In addition the Fund had prepared supple-
mentary. .factual data reviewing the developments since those consultations. In
the case of New Zealand, which was not a member of the Fund, the Fund prepared a
background paper specially for the assistance of the CONTRACTING PARTIES in its
consultations with that Government. In the course of the consultation with New
Zealanci under the Decision of 20 January 1955, the Working Party took note of a
statement by the representative of the International Monetary Fund that the Fund
after examining the information had found nothing to cause it to comment on the
question as to whether New Zealandts action in exchange matters was consistent
with the FundIs principles. The data supplied by the Fund were referred to and
taken into acount by the Working Party in the course of the consultations, and

* A part of this document is classified as confidential.
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the Fund representative participated in the discussions. The Working Party
wishes to record its appreciation of the assistance thus rendered by the Fund.

3. When referring these consultations to the Working Party the CONTlACTIG
ParTIeS called its attention to a "plan" for consultations under Article XII:4
which had been used by the Working Party conducting the consultation with
Australia under Article XII:4(b) in JuneJuly 1955. In conducting the present
consultation with Australia under Article XII:4(b) the Working Party broadly
followed that plan. Before beginning the consultations under Article XIV:l(g)
the Working Party formulated a similar plan which was used experimentally in
the consultations that were conducted under Article XIV:l(g) with the con-
tracting parties mentioned in paragraph 1, and was modified as the consultations
progressed. In the view of the Working Party the use of this plan has con-
tributed to making the consultations more effective. The texts of the two
plans are reproduced in Annex II. The Working Party is of the opinion that
future consultations would be greatly facilitated by advance preparation and by
the use of such plans. However, in view of the diversity of circumstances,
these plans should not be regarded as rigid programmes but might require
suitable modifications on each occasion.

4. In the course of the consultations the representatives of the consulting
contracting parties provided information under the various headings in the
relevant plan and in most cases references were made to the data supplied by
the Fund. They answered various questions on the different aspects of the
restrictions and generally participated in the discussions on all questions on
which. members of the Working Party showed an interest. The Working Party
wishes to record its appreciation of the frank and cooperative attitude of
representatives in supplying the information requested.

5. In the light of the provisions of the waiver for Czechoslovakia from the
obligations of paragraph 6 of Article XV, an exchange of views took place.
A further exchange of views will take place in 1956,

I. Sixth Annual Report on Discrimination

6. As instructed by the CONFACTING PARTIES, the Working Party prepared a
text of the Sixth Annual Report required under paragraph 1(g) of Article XIV
on the discriminatory application of import restrictions (Annex III).
It recommends that this be adopted by the CONRACTING PARTIES.

7. In preparing that text the Working Party noted that no information was
supplied for that purpose by four contracting parties, namely Brazil, Burma,
Chile and Uruguay as requested.by the CONTRACTING PARTIES, and the information
supplied by Italy arrived too late to be made use of by the Working Party.
A communication from the Brazilian delegation on the position of Brazil is
noted in paragraph 2 of that Report, and a communication from the Chilean
delegation will be found in Annex IV. The Working Party wishes to take this
opportunity of noting its appreciation of the assistance rendered by the Fund
in connexion with the preparation of the report.
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8, In accordance with its terms of reference the working Party considered
the appropriate procedures which should be adopted. by the CONTRACTING PARTIES
for the preparation of the Seventh Annual Report on Discrimination ard for the
conduct of consultations under Article XIV:l(g) in 1956.

9, The working Party considered that some changes should be adopted in the
next annual report so as to take adequate account of changes that are occurring
in the use of discriminatory restrictions and that in order to make this
possible there should be some improvements made in the questionnaire which
contracting parties applying restrictions are asked to answer, In particular,
the Working arty found it difficult to determine in quantitative terms the
extent of progress that had been made in the liberalization of imports from
the dollar area in the past year, It also found that, where statistics are
used to indicate the amount of dollar trade so liberalized, these statistics
often covered only trade with the United States and Canada.

10. Some mem.bers of the ;orking Party also considered it essential that the
CONTRACTINIG PARTIES have available more detailed information on bilateral
agreements, especially those under which the partners accord to each other
guaranteed quotas or in other respects grant treatment more favourable than
that granted to other countries or group of countries where this distinction
is not baEed on balance-of-payments considerations.

11. In the light of these considerations the working Party has drawn up a
revised questionnaire for the purpose of obtaining information for the
preparation of future annual reports (Annex IV).' The Working Party recommends
that this be approved and that in other respects the present procedure for the
preparation of annual reports on discrimination be continued in 1956 without
change. Accordingly the governmentsapplying restrictions should be re-
quested to provide the fullest possible answers to the specific questions
asked, which would be used, together will information from other sources
including the Fund' s annual report on exchange restrictions, for the pre-
paration of the Seventh Annual Report. As in the past, such replies should
be sent to the Executive Secretary three months prior to the opening of the
Elaventh Session (three copies by air mail and fifty copies by surface mail).

12. In order that the secretariat may be kept aware of any changes in :inport
restrictions and in order that the provisions of the .Agreement may be effect-
ively implemented, the CONTRACTING PARTIES should also call the attention of
the contracting parties once again to the requirement that any contracting
party modifying its import restrictions should furnish detailed information
proraptly to the Executive Secretary.

13. As for the 1956 consultations under Article XIV:l(g) the Working Party
proposes that any government which wishes to initiate such consultations in
1956 should notify the Executive Secretary in March 1956 so that. he may inform

In discussing the questionnaire a proposal wa. made for the inclusion of a
question on discriminatory restrictions and arrangements other than quanti-
tative import restrictions which affected trade. The Working Party decided
not to include such a question, and the representatives of Cuba and India
reserved their positions
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the contracting parties and invite, on behalf of the COTRiACTINGPARTIES,
the International Monetary Fund to consult in connexion therowith. Any
such consultations initiated should take place at the Elevonth Session.

14. While discussing the procedures for the implementation of the provisions
of Article XIV:1(g) in 1956, the Working Party considered the situation that
would occur if the revised provisions of the Agroemont resulting from the
Review at tho Ninth Session should enter into force before the Eleventh Session.
The Workiug Party noted that because of the provisions of paragraph 8(c) of the
Protocol Amending the Preamble and Parts II and III the provisions of the
existing Article XIV:l(g) are of uncertain duration. However, it does not
seam necessary at this time to change the existing procedures for the report
and consultations called for by the present text of Article XIV:1(g). If the
review of balance-of-payments restrictions provided for in paragraph 4(b) of
the revised Articlo XII were initiatod in J.956: the report and consultations
required by the existing Article XIV:1(g) could- of course be dealt with in
conjunction with that review.

Points for decision by tho CONTRACTING PARTIES

Conclusion of tho consultations:
Adoption of theAnnual Report:
Procedure for future reports:
Procedure for 1956 consultations:

Paragraph 1
Paragraph 6 & Annex III
Paragraph 11 & Annex V
Paragraph 13

1 Page 101 of the volume containing the Final Act adopted at the
Ninth Session, etc.
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CONFIDENTIAL NOTES ON THE CONSULTATIONS

Introduction

1. The consultations with Australia were pursuant to the provisions of
paragraph 4(b) of Article XII concerning the intensification of its import
restrictions on 1 October 1955, and pursuant to paragraph 1(g) of Article XIV
concerning the continued resort to the provisions of Article XIV:l(c). In
conducting these consultations the Working, Party generally followed the plans
adopted and covered all the subjects mentioned therein. On a number off
questions, particularly those concerning Australia's basic economic and
commercial policies and long-term measures to raise productivity and export
capacity, the Working Party noted, however, that a full discussion had been
held at the consultation in June-Ju1y last. For these questions, the Austra-
Man representative therefore referred to the Working Party report on the
June-July consultation (L/370) and supplied supplementary information on
certain points. The present notes represent a summary of the major points.
of discussion and broadly follow the pattern of the plan for consultations
under Article XII:4(b). Some questions which are exclusively relevant for
the consultation under Article XIV:1(g) are dealt with in paragraphs.18 and 19.

Consultation with the International Monetary Fund

2. Pursuant to the provisions of Article XV, the CONTRACTING PARTIES had
invited the International Monetary Fund to consult with them in connexion with
these consultations with Australia. As relevant, the Fund transmitted the
results of its 1955 consultations with Australia together with the background
material prepared by the Fund staff for that consultation. These documents
were referred to and taken into account by the Working Party in the course
of the present consultations.1

The results of the Fundts consultations with Australia (W.10/6/Add.1) and
the text of a statement made by the Fund representative during the Working
Party consultation are appended at t thesenotes
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Circumstances leading to the intensification

3. In opening the discussion the Australian representative called attention
to the stat-ment made by the Head of his delegation at the plenary meeting on
7. November 1955, on the circumstances leading to the intensification of import
restrictions on i October. The text of that statement was circulated
in W.10/71 Reference was made therein to a statement by the Australian Prime
Minister on 27 September in which he gave a comprehensive review of the
Australian economic situation, announced the Government's decision to tighten
import restrictions and outlined the measures to be taken in the internal
field to help restore equilibrium in Australia's balance of international
payments and to preserve stability in the economy. The text of that state-
ment was made available to contracting parties in L/414/Add.2.

4. The Australian representative explained that the major development since
the June-July consultations affecting Australia's balance-of-payments prospects
was the decline in wool prices at the current season's auctions which opened
in August last. The average price per lb. had declined by about lld. as
compared with the previous year and each fall of one penny meant a loss of
some £A 5 million in export income. Because of marketing difficulties arising
from the current world wheat situation receipts from wheat exported were also
expected to be some 20 per cent lower than in 1954-55. Taking into account
these altered prospects for Australia;s two major export products, it now
seemed likely that Australia's total exports in 1955-56 would not exceed a
figure of about £A 730 million, The net deficit on invisible items in
1955-545 was not expected to be much lase than the figure of £A 173 million
recorded in 1954-55;. Assuming a possible net surplus of £A 50 million on
capital account which could prove optimistic) it would appear that over the
financial year running from .1 July 1955 to 30 June 1956 Australiats
international reserve would decline by roughly the amount by which imports
exceeded £A 625 million.

5. The import restrictions operatin.- from 1 April 1955 were expected
ultimately to brings imports down to an annual rate of £A 730 million but,
owing to the time lag between the issue of licences and the importation of the
goods, this annual rate would not be achieved in 1955-56 and, before the
October restrictions, the total value of imported in 1955-56 was expected to
be about £A 770 million. If no further measures had been taken reserves,
which stood at £A 428 million at 30 June 1955 would, as far as could be seen,
have fallen by something of the order of £A 140 million by 30 June 1956.
While such a decline would still leave reserves at a substantial figure the
prospect, before the October measures, was that imports would still be coming
in at an annual rate of £A 750 million which, on present export prospects,
would imply a continued heavy drain on reserves. Because of these factors
the Australian Government had felt it had no alternative but to introduce
further import restrictions to opersite from1 October 1955. The new
restrictions were expected to reduce imported by £A 80 million in a full year
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but, as they would not be reflected in reduced imports until the June quarter
of 1956, the reduction in 1955-56 imported was estimated at only £A20 million.
6. This meant that, even after the October restrictions, imported in 1955-56 were
expected to reach the comparatively high total of 1A730 million. By the June
quarter of 1956, however, the restrictions -would, it was expected, have brought
imports down to an annual rate of about £A650 million - a rate which it was hoped
could be maintained without a further serious decline in reserves.
7. In reply to a question as to whether the Australien Government had in mind any
particular figure for a "sate minimum" level ofa reserves, the Australien representa-
tive said that what was more, important tban the .absolutelevel of reserves was the
direction and rate of prospective future movements in reserves. In the -words of
the Australien Prime Minisiter: "it would not inevitably be disastrous if by the end
of next year our resrves were somewhat below £A 300 million but it would be.
disastrous if that. point were reached with nothing done to check the downward
fal in reserve.".
8. In answer to questions asked by various members of the Working Party the
Australian representative said that the pressure of demand for imports which
bad arisen from the high level of internal prosperity and the rapid rate of
development within the country extended to all categories of imports including
consumer goods as well as machinery, raw materials and other producers' goods.
The Working Party discussed the extent to which the decline in reserves was due
to excess demand within Australia for consumer goods. The Australien representative
pointed out that, as the-statement of the Australien Prime Minister (L/414/Add.2)
indicated, the Australien Gowernment was fully conscious of the need for
complementing the new import cuts by internal measures to reduce the inflationary
pressures in the economy. This was noted by the Working Party end the detailed
measures other than import restrictions adopted by the Australian Government are
discussed more fully in the following section of these notes,

Alternative and supplementary measures to restore equilibrium
9. In introducing the discussion on alternative and supplementary measures taken
by the Australien Government to restore equilibrium the Australien representative
recalled that ot the June-July consultations it had been pointed out that it
remained the Australien Government's firm .... intention to reduce and finally
to eliminate all import restrictions as soon as that could safely be done and
internal policies would be designed to assist towards that end"(see L/370 para.35).
10. The australian representative said that tho first major opportunity for his
Government to take action in the Intornal field was presented by the introduction
of the Federal Budget on 24 August 1955. He summarized tho Australien Treasurer's
budget speech which generally reviewed the Australian economic situation at that
time and gave the background to the budgetary measures adopted. Although the
previous budget year bad ended with a substantial surplus the Government had
decided that, in view of the reemergence of inflationary pressures in the
economy and the continuing deficit in the balance of payments, no taxation
concessions could be given and no new forms of expenditure approved. The
1955-56 Budget, after making provision for all the Commonwealth Government's
capital works to be financed tram revenue, provided for a surplus of £A48 million
which was to be devoted largely to assisting in the financing of the works
programmes of the various Australian State Governments.
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11. At the time of the presentation of the budget the new seasons wool
auctions had not begun. When the auctions opened at the end of August and
the sharp fall in wool prices became apparent the Australian Goverrment
decided upon a further series of measures in the internal field which were
announced by the Australian Prime Minister on 27 September 1955 at the
same time as the announcement was made of the new import restrictions to
operate from 1 October (see L/414 Add.2). These internal measures, which
were discussed in some detail in the Working Party, are briefly listed below:

(a) Bank Advances. A new central bank directive has been
issued to the Australian trading banks requesting them:

(i) not to approve new or increased accommodation
of any magnitude for capital expenditure; and

(ii) not to enter into any new commitments involving
increased accommodation for financing imports.

The banks were also asked to undertake a comprehensive
review of large overdraft accounts.

(b) Hire Purchase. Because of the limitations imposed by the
Australian Federal constitution the Commonwealth Govern-
ment lacks the power to intervene directly to control hire-
purchase transactions. However, following an appeal by
the Australian Prime Minister the major Australian hire-
purchase companies have agreed upon a policy of voluntary
restraint which is expected-to-Ïimit the rate of expansion
of hire-purchase financing.

(c) Federal Goverrment Capital Works. Provision was made in
the August Budget for expenditure totalling £A 104 million
during 1955-56 on Federal Government capital works project.
The Government had, however, decided to reduce the 1955-56
works programme by £A 10 million by deferring various
projects. The review of the .works programme is still
continuing but the Working Party was given details of works
totalling £A 21 million which are to be deferred with a
cash saving in 1955-56 of £A 4 million.

(d) Measures to promote exports. The measures contemplated by
the Australian Goverrment include:

(i) an intensified trade publicity drive;

(ii) strengthening-of the Australian trade
commissioner service;

(iii) financial aid to trade missions sent abroad
by exporting interests;
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(iv) consultation with farming and other export
interests on ways and means or improving
the efficiency of production and marketing;

(v) the setting up, if a system suited to
Australian conditions can be evolved, of
an export credit guarantee scheme.

(e) Other measures. In addition, the Australien Prirm Minister
in his statement of 27 September 1955 (IV414/Add. 2):

(i) made a general appeal to responsible elements
in the community to practice voluntary restraint;

(ii) announced the deferment of a proposed review
of Parliamentary salaries and allowances; and

(iii) announced that in future an Annual Economic
Report (and other periodical reports) would
be issued on the facts of the economic
situation to assist in obtaining better
public understanding and co-operation i:
meeting economic problems as they arose.

12. It was noted that action taken in certain other countries to meet similar
situations would not be practicable in the Australian case either because of
differences in circumstances (e.g. the absence in Australia of a short-term Money
market) or because of the limitations imposed by the Australian Federal Constitution
(e.g. the limited power of the Federal Government to intervene directly in the
field of capital issues and hire purchase transactions).

Nature and extent of the intensification
13. A description of the Measures of intensification introduced on 1 October 1955
was given by the Australien representative, It was stated that in general the
intensification applied to all categories of goods. For import licensing purposes
goode were classified in four broad groups. The reductions in import quotas for
the goods included in each of the groups were listed in 1/414 and set out in
more detail in I/414/Add.l. On a limited range of goode the restrictions were
not applied on a quota basis, and import licence applications wore dealt with on
a case by case basis. âs goods in this category included, in general, machinery
and raw materials the restrictions applicable to them were as a rule less severe
than those applicable to goods subject to quota,

14. In the administration of the import licensing measures a distinction is made
between goods of dollar origin and good of non-dollar origin. For a description
Of the more restrictive measures which were applied to goods of dollar origin, the
Australian representatives referred the Working Party to his Government's successive
replies to the questionnaire on discri-.iniatory restrictions (a brief noto on these
measures will be found in the Annex to the SixthAnnual Report under Article XIV1(g)
With rogard to ,oods from countries outside the dollar area importers were free
to eloct the source of supply, except that a coiling is placed on the amount of
the Importer's quota that may be used to import certain good from Japan.The most
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significant change ln the element or discrimination which resulted from the new
restrictions introduced in October was the provision for a system of issuing
licences for a list of basic materials which would permit the licence holder
to purchase the materials from, any country regardless of currency considerations,
A list of these basic materials was given on page 2 ofL/414. The total value
of imported of these materials in the year 1954-55 was M57 million, Of this
amount, £A28 million was imported from the dollar area during that year, This
formal move in the direction of non-discrimination was an extension of the policy

that had been followed for some time of modifying the criteria usc-d in the
administrative system of licensing dollar good so as to give greater weight
to price considerations and earlier dolivery dates.

15. Several members of the Working Party exprossed particular interest in the
Australian Government's decision to widen the area of non-discrimination in its
import control by licensing the listed materials on what amounted to a "world
global quota" basis. The view was expressed that the experience of other
countries had shown that moves in the direction of non-discrimlination could
contribute -towards -overcoming balance-of-paymonts difficult ies by improving
the cost structure and competitive position of the countries taking such stops.
The Australian represantativa said that his Govomment was very conscious of
thos* considerations and hoped it might be practicablo progressively to add
to the list of items licensed on a non-discriminatory basis. In common with
the governments of other countries associated with the "collective approach"
towards a freer system of trade and payments, tho Australian Government's
policy was to play its full part ln working towards tho achievement of the
conditions which were a necessary prerequisite to the attainment of convertibility
of currencies and a wider multilateral trading system, The Australian representative
concurred with the suggestion of one membor of the Working Party that to the
extent that discrimination in import controls could bo reduced before a formal
move to convertibility the adjustments that would then be necessary would be
facilitated,

Effects of tho restrictions on tho trade of contracting praties
16. The Australian representatives provided information on many aspects of the
incidence Of the new restrictionsbout which question were asked by various
member s of the Working Party.

17. In discussing the treatment given to goods subject to "administrative
control" (which applies to practically all dollar goods and to non-dollar
goods in the administrativee" category) the Australian representative said
that the cut of 12½ per cont would not bo applied uniformly to each item.
The practice was to draw up quarterly import licensing budgets making allocationsfor tho individual commodities in accordance with the needs and surrounding
circumstances prevailing at the time. Some Items would not be cut at all and
might even receive increased allocations while others would be cut much more
than 12½ per cent, One Important factor was the stock position at the timethe allocation wes being considered. The Australien licensing authorities
were always willing to discuss with the trade representatives of interested
countries any points they might wish tc raise from time to time in connexionwith the licensing of goods in this "administrative" category. Members of the
Working Party expressed apprecistion or the Australian Governments attitude
on this point.
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18. In answer to questions about the effect of the restrictions on dollar goods
in particular, the Australlan representative said the types of goods Australia
imported from the dollar area are in the main essential requirements and it
could be taken that no commodity at present being imported would, as a result
of the recent intensification of restrictions, be So severely out as to damage
trade connexions. He added that finished comsumer goods represent a relatively
small proportion of Australia's total imports from the dollar area but that they
would not be eliminated. The capital goods sector would have to take a relatively
large out because first priority had to be given .to imports of raw materials
required to maintain current production. This may mean some slowing Up of the
rate of industrial development.

19. Certain members of the Working Party contended that their countries ex-
ports to Australia would suffer disproportionately from the new restrictions
because their export trade was almost wholly made up of consumer goods which
fell within the "BI category in the Australian licensing system and were thus
subject to a greater degree of restriction. The delogate of Italy stressed in
particular that about 50 per cent of the balance-of-payments deficit of his
country occurredon account of trade between Italy and Australia. He therefore
felt that arrangements should be made between the two countries for the purpose
of alleviating the serious effects which restrictions imposed on category "B"
items have on Italian experts. This would make it possible to avoid that
Italy might have to apply discriminatory restrictions that would be contrary to
the objectives of tho GATT. The Australian representative said his Government
was always prepared to discus bilaterally with the representatives of any con-
tracting party any special difficultios arising for its trade as a result of the
Australian system of import control, In view of its balance-of-payuents diffi-
culties, however, the Australian Government must continue to avail itself of the
right recognized in Article XII:3(b)(ii) of the General Agreement to determine
the incidence of the restrictions on imports of different products or classes of
products in such a way as to give priority to the importation of those products
or classes of products in such a way as to give priority to the importation
of those products which are more essential in the light of its domestic policies
of full employment and rapid development of resources.

20. In response to a question about the twenty-year old agreement between
Australia and Belgium providing for the establishment of quotas for the importa-
tion of sheet glass into Australia (see L/370 paragraph 16) the Australian
representative explained that, although this agreement preceded the GATT and was
still in force, there was no discriminatory element in it. Import quotas were
established for all supplying countries on the basis of the proportion of the
trade each held in a previous representative period. He indicated, without
attempting to define the present legal positions that inasmuch as the agreement
did not relate specifically to restrictions applied for balance-of-paynents
reasons, it would probably require re-examination when the GATT was applied
definitely.

21. The Working Party also discussed the measures taken by Austrialia to mini-
mize the protective effects of import restrictions imposed on balance-of-pay-
ments grounds. These measures were also discussed at the June-July consultations
and an account of them will be found in paragraph 19 of document L/3700
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Discriminatory aspects of Australia's systeM of import control
22. As relegant for the consultation under Article XIV:1(g) the Australian
representative stated that apart from the special treatment accorded to a
limited number of imports from Japan. discrimination in the application of
Australia's import restrictions was against the dollar area only, The
discriminatory application of restrictions is pursuant to the provisions of
paragraph 1(b) and 1(c) of Article XX? He stated that in determining its
policy on discrimination. Australia has had to take into consideration its
deficits on dollar account, indicated in the statistics supplied by the
International Monetary Fund, and the fact that such deoficits. have been met
by increased drawings on the sterling areas dollar resources,

23. The Japanese representative on the Working Party expressed his appreciation
of the reduction that had taken place in tho area of discrimination against
Japanese goods in the Australian system of import control. There was nevertheless
still some residual discrimination against certain important Japanese export
products. as the General Agreement was not applicable as betweet Japan and
Australia it would not be appropriate to pursue discussion of this question in
the Working Party. The Japanese delegation would be glad to accept the
suggestion made by the loader of the Australien delegation in the plenary
mooting that any points of difficulty be discussed privately between represonta-
tives of the. two countries concerned, The Australian representative confirmed
his delegation's willingnessto partidPate in such discussions.

General policy objectives

24. The Australien representative said that the general policy objectives of
his Governmont remained as set out in paragraph 35 of document 1/370 recording
the June-July consultations. Ris Government continued to attach the highest
importance to the maintenance of full and productive employment, the rapid
development of the economic resources of Australia and to the maintenance of
a high rate of immigration. It remained at the same time a major policy aim
to achieve economic stability and to work towards the objective of removing
the noed for quantitative import restrictions,



L/465
Page 14

APPENDIX TO THE NOTES ON THE CONSULTATION WITH AUSTRALIA

Statement by the Representative of the
International Monetary Fund

"The Internati onal Monotary Fund' s 1955 consultation with Australia
had not been completed when the October intensification of import restrictions
became effective.The Fund has therefore prepared two background papers
which togother give the picture of recent developments, including the October
intensification.

"The results of the Fund's consultations have boon distributod to the
Working Party. With rospoct to the question of alternative measures to restore
equilibrium, the attention of the delegates is called to this papor, particularly
paragraphs 4 and 5. The Fund had no additional alternative measures to suggest
at this time.

"With respect to item elevenrel ting to Article XII:2(a), I am authorized
to say that the general level of restrictions of Australia which are under
reference does not go beyond tho extent necessary at tho present time to
stop a serious decline In its monetary reserves."

Results of tho Fund's 1955 Consultations with australia

"1. The Government of Australia has consulted the Fund under Article XIV,
Section 4 of the Fund Agrcement concorning the further rotontion of its
transitional arrangemat s

"2. Although production continued to expand in 1954/55, signal of pressure
on resources became evident as immigration increased and investment and
consumption were both at highor levels. Wages and salaries rose and the
increase in bank advances offset the contractionary effect of the external
doficit on the money supply. The budget for 1954/55 showed a current surplus
which, together with long-term public borrowing, was sufficient to finance
government investment. Prices were stable during tho first half of 1954/55
but showed an upward tondoncy in the second half.

"3. The external position deteriorated in 1954/55 owing to a large increase
in imports and to a fall in export receipts resulting mainly from a decline
in wool prices. Wool prices in thu opening months of the 1955/56 selling
season doclined further. Although there was a relatively large not inflow
of capital, international resurves declined considorably in 1954/55, and
continued to decline in the oarly month of 1955/56. With a view to arresting
the decline in reserves, theo Australian authorities intonsified thoir import
restrictions on 1 April and 1 October 1955. The intensification of 1 April applied.
only to imports from the non-dollar arce and tho intensification of 1 Octobor
applied in varying degroes both to dollar and non-dollar Importa. Steps wore
also taken an 1 Octob.r 1955 to introduce a non-discriminatory system ofaimport
licensing for specified commodities.
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"4. The Australian authorities have indicated that the deterioration in
Australia's external position is largoly due to the pressures of domestic
demand and have emphasizod the need to take measures to reduce this demand.
The budget for 1955/56 provides for a current surplus and the prograammed or
capital work is less than in 1954/55. Measures have boon takon to restrain
bank lending activities and to curb instalment credit,

"5. The Fund believes that the intensifications of restrictions by Australia
in April and October 1955 were warranted in the lighit of its balance of
payments and reserve position, and in this connexion welcomes the stops
talken to reduce the incidence of discrimination against the dollar area and
expresses the hope that further progress will be mado in this direction,
Australia is eager to encourage immigration and to develop rapidly its economy.
Iargo variations in export proceods; especially from wool, add to its difficulties
in maintaining external equilibrium Undor these conditions special effcrts
aro nooded to relate demand to available resources, and thus to reduce the
need for recurrent intensification of restrictions, Tho Fund, therefore,
welcomes the measures being taken to achieve thi., ond, The Fund considers
that Australian domrstic policies should aim at creating conditions which will
Mako possible the reduction and eventual elimination of restrictions and the
avoidance of renewed ir-.Llationary pressures. This would facilitate the
balanced development of productive resources at a high and stable lavel of
employment and real income:

"6. In concluding tho 1955 consultations the Fund has no other comments to
make on the transitional arrangements maintained by Australia,''
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Statement by the Ceylon Delegate
1. In opening the consultation, the Ceylon representative referred to the
background papers supplied by the Fund which comprehensively surveyed the
developments in Ceylon. Consequently, instead of describing in detail the
balsnce-of-payments position and the movement in external reserves, the Cevlon
representative gave a general exposé, underlining the significance of the
nature sud magnitude of the changes that have occurred during the period under
review. It was noted that there had been a continuous improvement ln genoral
in Ceylon's balance-ot-payments position including its position with the dollar
area during the past one and a half years. In 1954 Ceylon's balnce-o!-payments
position reflected a substantial surplus as compared with the heavy deficits
incurred in the previous years. The current account surplus, amounting to
Rs. 300 m., mainly resulted from a very favourable trade balance, which was
a little more than Rs. 450 m. In spite of increased deficits on invisibles,
a sizeable overall surplus was maintained. The improvement in Ceylon's payments
position was the result of larger earnings from tea exports due mainly to
rising tea prices and reduced import payments mainly due to lower prices.

2. As a consequence of these developments, tho foreign reserves position had
show an upward movement since January 1954. After a serious decline during
1953 reaching the low level of Rs. 605.5 m., Cevlon's external assets at the
and of Decenber 1954 had steadily risen to the level of Rs. 895 m. Apart
from the fortuitous circumstances which helped to increase export earnings,
tho monetary and fiscal measures introduced with the 1953-1954 budget wont
a long way to correct the disequilibrium in the economy. The effects of
these measures were beginning to bs faIt towards the end of 1953 and became
claarly noticeable during 1954.

3. Thc favourable balanco-of-payments position had continued in the early
part of 1955. ln the first quarter of 1955 the surplus on merchandise account
amounted to Rs. 198 m. and the current account surplus stood et Rs. 160.5 m.
But unfortunately the market for tea deteriorated and the price reached low
levels that had not been experienced for a long time. By the second quarter
of 1955 the balance of payments began, to teel the impact of this deterioration.
The favourable trend in Ceylon marchandise transactions wes reversed. The
very substantial trade surplus of nearly Rs. 200 m. and the current account
surplus of Rs. 160 m. in the first quarter of 1955 were followed by a more
Rs. 51 m. and Rs. 10 m. respectively in the second quarter. This clearly
illustrated the problem faced by countries whose economics were ?eavily de-
pendont on the export of a fow commodities. The sudden deterioration in
Ceylon's balance of paments during the second quarter of 1955 tended to
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reduce the rate of increase in her external reserves. The aggregate external
reserves continued to rise but it a slower pace. With the recovery in tea
prices and the emergence of' higher rubber prices in the world merket the trade
surplus showed signs of improvement during tho subsequent quarter.

4. The price of tea had tended to be stabilized and had even shown increases
in July and August. However, very recent reports indicated that there had
again beau a setback for certain types of tea and prices fell considerably at
the Colombo auctions. While it was not unlikely that the average price in the
second half might at least tend to get stabilized at a slightly higher level
than the low prices of the second quarter, previous heights could not be ex-
pected to be reached again. The rubber market was rathor unsettled. The
general price trend had been rising particularly with tha resumption of Russian
buying in the world market. The r?cent successful negotiations with China had
enabled a firmer outlook for rubber, and on the whole the conditions were not
likely to be depressed in the months ahead. As regards the three major coconut
products - copra, coconut oil and dessicated coconut - the prices had remained
rolatively stable in the recent past. Present indications showed that there
were adequate supplies of comparable products in the world market and it would
be unreasonable to expect any significant improvement at least for copra and
coconut oil during the coming months. Prospects for dessicated coconut were
by no means bright and there were no indications of any marked upward change
in the price of this product. On the whole, there had been favourable factors
during 1955, but the outcome for the whole year would ultimately depend on the,
price and volume of exports of tea, rubber and coconut in the coming months.

5. In keeping with the improvements in Ceylonrs balance-of-paymants position,
the Ceylon Government had taken measures to reduce overall import restrictions
and to scale down considerably the discriminatory restrictions that had hithor-
to beae strictly enforced. For obvious reasons Ceylon could not afford on the
basis of ;emporary and sudden improvement in the payments position completely to
eliminate these discriminatory restrictions. Fully conscious of its ob-
ligations as a contracting party to GATT, Ceylon had always responded to im-
provements in the balance-of-payments situation by reducing its restrictions
to the extent considered prudently possible. The Coylon Government could not,
however, with any degree of assurance indicate the trends of the future. For
countries like Ceylon now in the process of economic development, the need was
not merely to maintain balance-of-peyment equilibrium but to build up adequate
reserves so vital for ensuring the fulfilment of its development program.
Tho country had had the bitter experience in the past of finding that ex-
cessive liberalization had brought with it dangerous consequences. The Coylon
representative concluded that nevertheless it was his Governmont's intention,
as and when conditions permitted, progressively to relax the restrictions, which
in their present form were ineffect of a very marginal nature.
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Consultation with th., Intornatiornal Monetary Fund

6. Pursuant to tho provisions of Article XV, the CONTRACTING PARTIMS had in-
vited the International Monetary Fund to consult with them in connexion with
their consultation with Coylon. As the Fund had not, by tha tima of the Tenth
Session, held its 1955 consultations with Ceylon under Article XIV of the Fund
Agreement, it referred the CONTRACTING PARTIES to the results of, and the back-
ground material from, its 1954 consultations with that Government, and in
addition provided the CONTRACTING PARTIES with factual material reviewing
developments since those consultations. Consequently, in conducting the
present consultation, the Working Party had before it the Fund's background
material dated 17 January 1955, and a supplementary paper dated 13 October 1955
showing subsequent dovelopments, as wall as the following results of the Fund's
1954 consultations:

"1. The Government of Ceylon has consulted the Fund under Article XIV,
Section 4, of the Fund Agreement concerning the further retention of
its transitional arrangements.

"2. There has been a marked improvement in Ceylon's oconomic and
financial situation since the middle of 1953. Internal stability has
been achieved through monetary and fiscal policies. In the second half
of 1953, Ceylon's balance-of-paynents position began- to improve, largely
as a result of rising prices for tea exports, and in 1954 the external
accounts are estimated to have been in over-all surplus, including
a surplus with the dollar area. There has also been a rise in Coylon's
international reserves during the past year.

"3. The Fund notes with satisfaction the determination cf the Ceylon
Government to maintain internal stability and co-ordinste the under-
taking of investment and economic development projects with the availa-
bility of domestic and foreign resources.

"4. The Fund also notes that, during 1953 and 1954, Coylon has rea-
ponded to improvement in its position by relaxing restrictions and
reducing discrimination, and the fund will expodt a continuation of this
policy, especially with respect to the dollar area, if Ceylon's balance-
of payments position continues favourable,

"15. In concluding the 1954 consultations, the Fund has no other contents
to make on the transitional arrangements maintained by Ceylon.'"

7. At the request of the Working Party theC?cylon delegation supplied the
balance-of payments figures relating to trade flor the first half of 1955. These
are summarized as follows:
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(Rs. million)

1955 With With With TotalDollar Area Sterling Area Other Countries

First quarter 60 70 66 198
Socond quarter 45 - 22 29 52

First half 105 48 97 250

8. In explaining the general trends in Ceylon's trade and payments the re-
presentative of Ceylon Indicated that In 1954 not only was the surplus on mar-
chandise account substantial, but surpluses onsistantly accrued in every quarter
of the year. In contrast to this, wide fluctuations appeared In 1955 and the
surplus for the second quarter was only one-quarter the size of that in the
previous quarter. Taking account of invisible items the net surplus on
current account for the second quarter was Rs. 10 m. However, in view of the
improvoment in tea prices and the recent negotiations with China concerning
rubber and rice, some improvement was likaly in the second half of the year.
It had been estimated that e trade surplus of about Rs. 75 to 80 m. might be
achieved for the third quarter, and though this reprosonted some Improvement
on the results of the second quarter, it would still be far below the high
level reached in the first quarter of 1955.

9, Questions were asked in the Working Party on the level of discriminatory
restrictions against the dollar import being maintained by Ceylon in relation
to the substantial surplus it was earning through transactions with the doller
area. The Ceylon representative explained that Ceylon's restrictions on dollar
goods were not maintained only on the basis of its own balance-of-paynente
position with countries in the dollar area,, but took account of Ceylongs
position as a member of the sterling area, In this connexion he noted that a
large proportion of Ceylon' surpluses with the dollar area did not lead to
dollar receipte by Ceylon which could be used to aument Ceylon's dollar reserves,
The restrictions being maintained on dollar Imports affected inly those
types of good which were not essential to the Ceylon economy. Capital goods
such as mechinery and equipment which were needed for industrial development
wers freely admitted.
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10. The representative of Italy referred to Ceylon's substantial surpluses
with non-dollar countries, to the decline in imported into Ceylon from OEEC
countries, and in pY.rticu1ar to Italy's substantial trade deficit with Ceylon.
In the light of these developments the Italian representative wished to explore
with the Ceylon delegation the possibilities of expanding Italian export to
Ceylon with a view 'o achieving a better balance of trade between the tWo
countries, The Ceylon representative replied that all imports e.nto Ceylan
from CEEC countries were free from restriction, and that the reductions in
import from 0EEC countries only reflected a generic trend of falling imported
in the past year as a result of internal economic policies and the expansion
of domestic production in certain fields. Consequently it was not within the
power of the Ceylon Government consistently with its obligations under the
Agreement to increase its imports from non-dollar countries. At the requost
of the Italian ropresentative a description was given by the Ceylon representa-
tive of the trade agreement between Ceylon and China under which rice was
imported from the latter country, and the Italian representative expressed the
wish to have an opportunity to explore with the Ceylan Gcvernment the ways and
mens of exporting Italian rice to Ceylon,

11, A discussion took place on the question oa the ``Coylonization" of
the import trade in Ceylon. It was'explained by the representative of that
county that the purpcse of this measure was to induc; loca ;:c o.-tun to
engage in the import business; It was purely a domestic licensing procedure,
and In view'of the fact that the.level of trade was in no way affected by it
there could bë no question of it being considered's involving any restriction
on import.

12. A member of the Working Party asked whether externaI reserves of Caylon,
which stood at about Rs. 900 million at the end of 1954 was considered in
comparison with the current level of imports, as an adequate level. Tho
representative of Ceylon replied that the reserves had been as low as ,
Rs, 605 million at th( end cf L1953 md :it wes .only thrcugh thé combined effect of
internal fiscal and monetary measures and a very favourable market for some
of Ceylonts expert products that the external assets had reached the presont
level. While purely from the angle of imports this might be satisfactory
the general adequacy of the external reserves deponded on other factors as well.

13. A member ci the Working Party referred to the''menetary ceilings'' set for
the licensing of certain goods from the dollar area and suggested that in the
interest of the trading community these should bo made public; in case it
should be found difficult tc publish definite figures, even an indication in
terms of percentages of provicus imports might be of value. The Ceylon
representative stated that his delegation would be glad to convey this
suggesting to his Government for consideration. The Ceylon representative
added, however, that most of those ceilings had not been availed of by importers,
and applications for 'licences foll short of the monetary ceilings except for
one commedity. With reference to a note in the Fund paper stating that special
treatment was accorded as of 30 June 1.955 to imports from Germany and Japan,
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a member of the Working Party enquired whether this remained the situation.
The Ceylon representative reaffirmed that since the second hall of 1954 no
restrictions had been maintained on imports from any OEEC or other non-dollar
countries.

14. In answer to a question the Ceylon representative explained that the
statement in the Fund paper to the effect that tinned plate was added on
6 April 1955 to the open general licence for imported from all countries except
dollar area, etc., only meant that as from that date individual licensing
requirement was withdrawn for that item when imported from non-dollar countries
It carried no implication that imports of that item would not be permitted
under licence from the dollar area.

Nature of thediscriminatoryrestrictions and the effect on trade

15. The only discrimination in Ceylon's import control was against the dollar
area. Some members of the Wcrking Party pointed out that prior to the intensi-
fication of restrictions in 1952, the level of dsicrimination in Ceylon for
import restrictions had been very moderate, and that despite Successive re-
laxation of restrictions the earlier situation had not been restored. In view
of the improvement in the balance of payments, serious consideration in their
view should be given by the Ceylon Government to reduce further the level of
discrimination. In this connexion they referred to paragraph 4 of the resulta
of the Funds 1954 consultations with Ceylon quoted in paragraph 6 above, and
to the effects of Ceylon's internal monetary and fiscal policies. The
representative of Ceylen considered that the present margin of discriminationcould not be regarded as substantial. In effect, only seventeen items of
imports remained under restrictions which were discriminatory against the
dollar area, namely:

Fruits, fresn and dried
Articles of food and drink, n.e.s.
Tobacco, unmanufactured
Cotton, raw
cotton, waste
Glass tumblers, -bottles, lamp-chimneys ad globes
Clocks and watches
Wireless goods and apparatus
Refrigerators (domestic)
Textiles
Motor cars and station wagons
Small arms and parts thereof
Musical instruments, gramophones and records
Vegetables, preserved or tinned
Photogaphic goods
Manufactures of paper and cardboard
Imitation jewellery



L/465
Page 22

These were the only goods for which monetary ceilings were in force for
imports from the dollar area, However, as mentioned above, except for one
item, namely textiles, the monetary ceilings set for the past year had not
been used in full, and consequently these restrictions could not be regarded
in effect as being restrictive. A member of the Working Party suggested that
the fact that the ceilings had not fully been used was an indication that
Ceylon could move further in the direction of relaxing its restrictions against
the dollar area. A further list, containing same nine items, were subject to
licences issued at the discretion of the control authorities, but licences for
these imports from the dollar area were issued liberally on demand. A few
items subject to prohibition from the dollar area were not items which would
normally be imported from that source anyway, The low level of dollar imports
in the past year should be attributed to the effectiveness of the internal
measures which had been taken to stabilize the economy rather than to
discriminatory import restrictions, The Ceylon representative further assured
the meeting that Ceylonis policy concerning import restrictions was kept
constantly under review, and that the Government would not miss any opportunity
of reducing the level of restrictions, discriminatory and otherwise, consequent
upon any further improvement in Ceylon's balance of payments.

16. On the question of bilateral agreements, the Ceylon representative in-
fonmed the Working Party that only two surh agreements were in force - one
with China providing for the export of rubber and imports of rice, and the
other with Egypt. In the view of the Ceylon representative, neither of
these agreements in any way involved discrimination or restrictions affecting
imports from other countries.

17. Certain members of the Working Party expressed satisfaction over the
measures of relaxation that had been taken by Ceylon in the past year and
stressed the view that the removal of import restrictions, especially those
of a discriminatory nature, whenever possible, would be in the essential
interest of the country concerned. Among other things it would enable im-
porters to obtain goods from the cheapest source which would be in the ultimate
interest of consumers as well as of producers using imported materials.

18. The Working Party discussed with the representative of Ceylon the
question of measures which might be taken by his Government to minimize the
protective effects of the restrictions and to avoid unnecessary damage to the
commercial and economic interests of other contracting parties. The Ceylon
representative explained that the measures currently in force did not result
in any unnecessary damage to the commercial or economic interests of other
contracting parties nor would the Government sponsor or encourage any activity
in this direction. However, due note was taken by the Ceylon representative
of the views expressed by the other representatives participating in the
discussion.
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CONFIDENTIAL

3.NEW ZEALAND

New Zealand Statement

1. In conducting this consultation the Working Party had before it a
background paper on the New Zealand economic situation and restrictive
system which had been prepared by the International Monetary Fund especially
for the CONTRACTING PARTIES as a part of its consultation with them under
Article XV of the General Agreement. In addition, detailed factual data
concerning the system of New Zealand's restrictions had been supplied by
the New Zealand Government in its reply to the questionnaire relating to the
preparation of the Sixth Annual Report under Article XIV:l(g).

2. In opening the discussion, the New Zealand representative observed
that New Zealand's continued resort to discriminatory measures was not of
its own choosing and that the policy was being liberalized as rapidly as
circumstances permitted. New Zealand's overall balance of payments was in
an adverse position, there being a substantial overall deficit as well as
the deficit with the dollar area. In spite of this, the New Zealand
Government had made-notable efforts to move towards a liberal policy. A
substantial reduction in the discriminatory element of the import restric-
tions had been made in the past year, through the following means:

(a) continuation of the more liberal attitude which had been
adopted since 1954 in licensing imports of essential
plant and equipment and industrial raw materials from
the dollar area;

(b) extension of the World Exemption List so that more items
were now exempt from licensing requirement when imported
from any source; a major increase had been made to that
list and it now included many important items;

(c) reduction of the list of scheduledd countries." These
countries now comprise mainly the dollar area and Japan.

3. The New Zealand Government considered that it was moving away from,
discrimination as fast as the sensitive and precarious balance-of-payments
position allowed. New Zealand was also conscious of its responsibility in
this matter as a member of the sterling area.
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Trade and Payments Position

4. The New Zealand representative referred to the statistics on merchandise
trade in the background papers prepared by the Fund, which provided an
indication of the development in New Zealand's trade with each of the main
currency areas. The figures showed:

(a) that the United Kingdom continued to take the largest
proportion of New Zealand's exported; in 1954 about 67
per cent of New Zealand's exported went to that country;

(b) that the second most important markets for New Zealand's
export were the OEEC countries, whose share in 1954 was
about 16 per cent of the total; exported to OEEC countries
had grown continuously in recent years;

(c) chiefly owing ta reduced exported of wool to the United
States, the value of total exports to the United States
and Canada had fallen substantially, New Zealand's export
of wool to the United States in the past four years being:

L million

1951 19.9
1952 16.3
1953 9.8
1954 6.4

These figures reflected a decline in United States wool imports generally
Another factor was that the market for daily products in the United States
was now virtually closed to New Zealand except for a limited amount of cheese.
Efforts had been made to promote the sale of other New Zealand exports to
the United States, namely hides and skins, casein, crayfish and seeds. bat
the prospects of an increase in the total returns remained slight,

5. On the import aide, the New Zealand representative noted that a substantial
Increase was shown in 1954 and that this had continued to 1955. While the
general pattern of imports from different sources remained substantially
unchanged there had been an increase in the proportion of imports from the
United States and Canada, from 8.8 per cent in 1953 to 10.2 per cent in 1954.
This Increase in imports both absolutely and relatively from the United
States and Canada should be taken note of against the declining New Zealand
exports to those countries.

6. The overall balance of payments of New Zealand changed from a surplus of
125.2 million in 1953-54 to a deficit of L42 million in 1954-55, and transactions
with the United States and Canada had resulted in a dollar deficit of 113.7
million in 1954-55, compared to a deficit of only 14.3 million in the previous
year.
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7. A member of the Working Party, referring to the statistics in the Fund
paper which showed a sharp drop in imports from dollar sources between 1952
and 1953 and a continued low level of imports in 1954, wished to know the
causes of the decline and the prospects for the current year. The New Zealand
representative explained that the fall in imports in 1953 was largely due to
the measures which were introduced in 1952 when the balance-of-payments
position began to deteriorate, and which became fully effective in 1953.
In 1954, when measures of liberalization were taken, dollar payments began to
rise, and in fact import payments to the dollar area in the year ending June
1955 had risen to more than $30 m compared with $20 m in the previous year,

8. The Working Party discussed with the New Zealand representative the effects
of borrowings from abroad on the country's balance of payments with various
currency areas. The New Zealand representative stated that the borrowings
from abroad had not been directly related to the balance-of-payments position.
Their purpose had been to assist capital development projects, many of which
required a substantial import of capital goods . The pressure on the balance
of payments arising from development programmes was certainly partly relieved
by the capital inflow.

Level and Movement of Reserves

9, The representative of New Zealand stated that as a result of the overall
deficit position described above, the external reserves of New Zealand
declined from £139 m to some £103 m in the twelve months ending June 1955.
Seasonal factors were expected to cause a further decline in the second half
of the year 1955. New Zealand's external reserves were held virtually all
in sterling and the country maintained no reserves in dollars or other non-
sterling currencies separately from the reserves of the sterling area as a
whole.

General Observations on the Need for Discrimination

10, The New Zealand representative stated that the provision of the Agreement
under which the discrimination was applied was paragraph 1(c) of Article XIV.
The reason for continued resort to discrimination was apparent from New Zealand's
trade and payments position vis-a--vis the dollar area and from
its interest in safeguarding the financial resources of the sterling
area of which it was a .i5L>c'

11. In answer to questions, the representative of New Zealand further
explained that surpluses earned by New Zealand in its transactions with some
non-sterling countries helped to offset its deficit with the sterling area,
but such surpluses, including those with the 0EEC countries,3 could not be
used to finance imports from the dollar area because the currencies received
were not freely convertible into dollars. Payments for New Zealand exports
to OEEC countries were made through EPU on sterling account.
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System and Method of Discriminatory Restrictions

12. The representative of New Zealand referred to the written data supplied
by his Government and the Fund, which provided a detailed description of the
system and method of restriction in New Zealand, Under that system most
imports were admitted free from licensing requirements from all countries
except those listed as "Scheduled Countries", which at present comprised
mainly the dollar area anc Japan. Except for those items which were on the
World Exemption List, all imports from Scheduled Countries required licences.
Discrimination therefore occurred in respect of these Scheduled Countries.
The list of Scheduled Countries was reduced in July 1955 by the removal of
eleven countries (none of which, however, was a contracting party to the
General Agreement).

13. The representative of Japan mentioned to the Working Party that despite
the fact that payments between Japan and New Zealand were made in sterling,
Japan was still included as a Scheduled Country. The Japanese representative
expressed the wish of having an opportunity of discussing with New Zealand
the possibility of modifying that situation. As the General Agreement was
not being applied between the two countries, the Japanese representative was
aware that such discussion might have to take place outside the meetings of
the CONTRACTING PARTILS. The New Zealand representative replied that dis-
eussions had taken place from time to time between his Government and the
Japanese Government, and that these could be pursued as appropriate,
He added that since the World Exemption List applied to imports from Japan,
discrimination in respect of that country had been reduced,

14. As regards changes in the past year, the New Zealand representative
stated that the main relaxation of discrimination. had taken place in the form
of increasing the range of goods subject to global exemption. During the
1955 licensing period the under of items thus released from all import
regulations had increased from 15 to 153, including many items which were
important in New Zaaland's import trade. The policy, adopted in April 1954,
to accord more liberal treatment to applications for licences for essential
plant and equipment and industrial material from the, dollar area has been
continued in 1955 and in some cases licences were being issued virtually
without restriction. The adoption of these policies had been responsible
for the substantial increase in imports from the dollar area in 1955.

15. In discussing the relationship between these measures and New Zealand's
general commercial policy, the New Zealand representative stated that the
reduction in discrimination in the application of its import restrictions
was in line with the Goverment's long-term policy of moving away from dis-
crimination as soon as circumstances permitted. The liberalization of dollar
imports in the past year had also taken place at an appropriate time in
relation to current economic conditions of New Zealand,

16. In discussing the factors which were taken into account in determining the
discriminatory element in licensing policy, the New Zealand representative
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observed that price was not the major consideration in determining discrimira-
tion policy. More important considerations included the essentiality of the
gods in question and the availability of supplies from other sources.
However, the price factor was not ignored, especially since the price of
imported goods was an important element in New Zealand' s internal cost structure.

17. On the question of discrimination between non-dollar imports, the New
Zealand representative noted that no distinction was drawn in the application
of import restrictions between the United Kingdom and other members of the EPU,
and when licences were granted or exemptions made for imports from non-
scheduled countries they applied to imports from all the countries within
that category, Some items remained under licence when imported from non-
scheduled countries, but this treatment was applied to imports from all such
countries without distinction, No bilateral agreements were entered into by
New Zealand. In this connexion; the New Zealand representative remarked
that the operation of bilateral agreements between other countries often
hindered New Zealand's exports to those countries, and that this was a matter
of concern for the New Zealand Government.

Ef'fects of the Discriminatory Restrictions

18. The New Zealand representative stated that the effects of discrimination
had been reduced during the past year by the measures described above,
New Zealand did not operate a token import scheme but the system had enough
administrative flexibility to avoia any serious damage to the commercial or
economic interests of other contracting parties when cases were brought to
notice. In some cases were goods from the dollar area were prevented from
entering New Zealand, it was often open to the exporters concerned to main-
tain their interests in the NewZealand market by investing in subsidiary
companies to proauce similar goods locally. During the past year, the
New Zealand Government had taken a number of steps to encourage such invest-
ment including more liberal provvision for the repatriation of capital and the
remittance of profits to the dollar area. As for the protective effects of
the restrictions, the New Zealand representative observed that as imports from
non-scheduled countries were generally freely admitted, the discriminatory
margin in the restrictions could have, but little protective effect on local
production. Although it night be contended that the possible exclusion of
goods from a cheaper source could have some protective effect on domestic
production, any such effect would be overshadowed by the general policy
pursued by the government in consistently moving away from discriminatory
restrictions as fast as circumstances permitted.

Prospect s for the Elimination of the Restrictions

19. Questions were asked by members of the Working Party concerning the
substitution of tariff protection for quantitative restrictions. The New
Zealand representative replied that while there were many aspects of the
tariff review, some off these were, of a complex nature and involved internal
and other policies which seemed to be beyond the scope of the present
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consultation. The competent body dealing with these problem, namely,
the New Zealand Board of Trade, which had an advisory capacity both on
tariff questions and on import licensing matters, was fully aware off
the problems concerning discrimination and its effects, Consequently,
questions of discrimination and its various effects were certainly taken
into account by the New Zealand Government in the formulation of the
general commercial policy of the country.

20. In concluding the discussion, the New Zealand represenative reaffirmed
that his Government had taken major steps in the reduction of discrimination
during the past year. Further progress would, however, depend not only on
New Zealand's own position but on much wider considerations such as develop-
ments in the collective approach to covertibility.

21. At the close of the consultation with New Zealand which was the last
one to take place at this Session, a member of the Working Party stated
that he was impressed by the extent to which the external receipts of
Australia, Ceylon, the Federation of Rhodesia and Nyasaland the New Zealand
were dependent on the export ofone or two commodities. These countries
were all undergoing a process of rapid development. In determining what
levels of reserves should be considered sufficient for these countries,
one therefore had to bear in mind their particularly vulnerable position and
the necessity of holding sufficient reserves to ensure a steady fulfilment of
their development programmes, The principal consumers of the commodities
exported by these countries could greatly contribute to the stability in the
foreign exchange situation of these countries through pursuing good-creditor
policies and through the adoption of internal policies which aimed at
maintaining a high and stable level of economic activity, These views were
supported by some Other members of the Working Party.

Statement by the repesentative of the International
Monetary Fund concerningthe consultation with New Zealand

under the Decision of 20 January 1955

"The Fund has been requested by the CONTRACTING PARTIES to consult with
them in connexion with their consultation with New Zealand under the Decision
of the CONTRACTING PARTIES of 20 January 1955. The Fund has had available
for this purpose a considerable amount of factual data on the current situation
of New Zealand. The authorities of New Zealand have co-operated in making in-
formation available and ensuring its accuracy. The Fund after examining the
information has found nothing to cause it to comment on the question as to
whether New Zealand's action in exchange matters is consistent with the
Fund 's principles."
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C O N F I D E N T I A L

4. THE FEDERATION OF RHODESIA AND
NYASALAND

1. In conducting this consultation the Working Party had before it the back-
ground paper prepared in the International Monetary Fund (dated 13 October 1955)
on economic developments in and the restrictive system of the Federation of
Rhodesia and Nyasaland. The representative of the Fdderation, upon requests
by members of the Working Party, supplied statistical data on external trade
for the first half of 1955. This supplementes the data in the Fund background
paper giving payments statistics up to 1954.

System and Method of Import Restrictions

2. The representative of-the Federation referred to his Government's reply to
the GATT Questionnaire for a detailed description of the restrictions in force.
It was noted that the Federal Government assumed control on 1 April 1954 over
imports into the three territories of the Federation. Licences were required
for all imports into the Federation from non-sterling area countries, except
that goods for which an open general licence had been issued might be imported
freely from any country. Imports subject to licences fell into three categories:

I. Goods licensed freely from non-sterling countries;

II. Goods licensed freely when imported from OEEC countries and
seven non-OEEC contracting parties;

III. Goods subject to quota when imported from (a) the dollar area
and (b) non-dollar countries outside the sterling area.

For goods subject to quota, quotas were issued for six-month periods and
distributed to importers. Goods which were of most importance to the Federation,
including capital goods, were in general on open -gneral licence, or in
category I above.

3. In discussing recent changes in the system of restrictions, the
representative of the Federation stated that as might be see from the
description in the Fund background paper, all the changes in the past year had
been in the direction of liberalization. In the first half of 1955 a number
of commodities (e.g. steel, agricultural machinery, photographic equipment, etc.)
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were added to the unrestricted list. The dollar allocations were about
Li million higher than the actual import in the previous half-year. In the
second half of 1955 import from OEEC countries and seven non-OEEC contracting
parties were liberalized to the extent of about 90 per cent of total trade
with them; all import from these countries except motor vehicles, certain
textiles and certain types of paper were on the unrestricted list, while quotas
for certain of these residue items were increased. The representative of the
Netherlands expressed satisfaction over the progress made in the relaxation
of non-dollar import, and hoped that further progress could be made in the
near future.

4. A member of the Working Party noted that these latest relaxations had
not been extended to the dollar area, although the Federation continued to
enjoy a favourable balance in its own dollar account. In the course of dis-
cussion the representative of the Federation stated that, with the extension
2 Schedule I permitting free import from all sources, and with the increase

in the allocations for import from the dollar area, liberalization had
covered the dollar area as well as OEEC and other countries. He observed
that the Federation was a member of the sterling area and furthermore had
a common quota in the IMF with the UK and other territories. (As regards
the common quota, the relevance of Article XIV:3(a) was noted by members of
the Working Party.) The Federation had a special interest in the strength
of sterling and in the trends of the gold and dollar reserves of the sterling
area. Thus the Federation's trade liberalization policy had to be linked to
its broader interests, although its own dollar account was also a relevant
factor. As for the main criteria used in deciding the level of restriction
on various goods, the first was the essentiality to the country of the goods
in question and the second the prices of supplies from different sources.

5. A discussion took place on the import controls in force in the Federation
on grounds other than the safeguard of the balance of payments. These
controls, as noted in the Fund paper, affected goods such as wheat, flour,
cement, sugar and "motor vehicles assembled of part manufactured in the
United States and Canada". The representative of the Federation explained
that these controls were applied non-discriminatorily as between sources of
supply, and were maintained for such reasons as the achievement of orderly
distribution of goods, marketing, etc. In the case of motor vehicles, however,
considerations relating to foreign exchange were involved, as the import of
such vehicles in some cases required reimbursement in dollars to the exporter
for the dollar element of the goods supplied.
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6. On the question to what extent price differences were taken into account
in the provision of quotas for imports from different sources, the representa-
tive of the Federation explained that applications for licences were dealt with
on anad hoc basis and that no hard and fast rule or definite differentials had
been established. In fixing foreign exchange import quotas, a substantial
reserve was kept unallocated among the different categories of goods in order
to alow the licensing of imports to meet special needs. Any cases of urgent
need or hardship that might be brought to the attention of the Government could
be met by resorting to these reserved sources.

7. On the question of bilateral agreements, the Federation representative
noted that there was only one such agreement in force, under which the
Federation undertook during 1955 to authorize imports from France up to
£11,OOO of specified items which were the traditional export of that country.
On the French aide an undertaking was given to authorize import into the
French Union of tobacco produced in the Federation. As the French products
in question were of the types which were exclusively produced in France, the
question of whether licences were issued or withheld for similar imports from
other countries was not a practical issue. Payments between France and the
Federation were effected through the EPU on sterling account.

Effects of the Restrictions

8. A member of the Working Party referred to the rising Northern Rhodesia
price index for foodstuffs given in the Fund background paper, and enquired
whether discriminative import restrictions had the effect of unduly limiting
sources of supply to the domestic market. The representative of the Federation
replied that the rising price index had probably mainly reflected the removal
in Northern Rhodesia of subsidies including those on maize and flour.

9. A member of the Working Party enquired whether the discriminatory
restrictions had to any extent affected the economic development of the
Federation. The representative of the Federation replied that imports of
capital good required for industrialization as well as raw materials needed
by the local industries, had always been more or less freely imported.
Consequently there was no evidence that the economic development of the
Federation had been affected by the discriminatory-import restrictions.

Prospect for Elimination of the Restrictions

10. On this question the Federation representative drew attention to the fact
that 88 par cent of the Federation's export consisted of primary commodities
which, with the exception of one item - namely gold, were subject to wide
fluctuations on the world market. The balance of payments of the country was
therefore particularly vulnerable, and it was difficult to make any forecast
except for the very near future. Furthermore, he indicated that the general
position of sterling was relevant in this context.
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11 The Working Party discussed with the representative of the Federation
the relationship between capital imports into that country and their effects
on the balance of payments. It was pointed out by the representative of the
Federation and by a member of the Working Party that, although the inflow of
foreign capital would have the immediate effect of reducing pressures on the
balance of payments, from the long-term point of view the question had to be
viewed against the country's capacity to service the capital. However,
foreign investments in approved fields were always welcome and there was no
restriction on the repatriation of such capital or on the remittance of
interests or dividends. Only unapproved capital inflow, mainly funds which
moved about for speculative reasons, was not permitted to be repatriated
within ten years.

12. Members of the Working Party representing contracting parties in the
dollar area noted that discriminatory restrictions on dollar imports were
still severe and it was hoped that the Federetion would further relax these
restrictions in the near future.

13. Some members of the Working Party hoped that the Government of the
Federation would be prepared to give sympathetic consideration to any
representations that might be made by countries affected by the restrictions
and that further measures of liberalization might be possible in the near
future, The representative of the Federaticn noted that his Government
normally carried out routine consultations in the Federation with overseas
trade representatives regarding the administration of its import restrictions.
He concluded by stating that it was his Government's policy to work towards
the freedom of -he Federation's external trade.
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C O N F I D E N T I A L

5:THE UNITED KINGDOM

United Kingdom Statement

1. In opening the consultation the representative of the United Kingdom made
a statement in which he described the developments in the past two years in
the balance-of-payments position of the United Kingdom. It was pointed out
that during 1954 the United Kingdom had made considerable further progress
with its policy of relaxing import restrictions and of reducing discrimination
to the greatest extent permitted by the balance of payments. One important
feature of that policy was to extend the greater freedom cf choice implied in
non- discrimination to those items which would contribute most to the
strengthening of the economy, thus preparing the way for further steps towards
freedom. The reduction in discrimination was, therefore, most marked in.
the field of foodstuffs and raw materials, In that period the government
also restored to private importing almost all the foodstuffs and raw materials
which remained under state trading, and re-opened most of the remaining
traditional London commodity markets. Consequently, traders in the United
Kingdom were able to buy such dollar commodities as non-ferrous metals,
coffee, cocoa, raw sugar and copra for dollars and sell them for sterling.
Some $250 million a year were spent by United Kingdom traders on commodities
dealt with in these markets and this helped substantially to reduce the
extent of discrimination against the dollar area in the world as a whole
These were some of the major development in the year 1954 in the process of
liberalizing imports from the dollar area. They must be viewed against the
background of the general improvement which had taken pace during that year
both in the internal economy and in the external balance of payments of the
United Kingdom.

2. In recent months there has been a change in the fortunes of the country.
The considerable increase in imports, mcstly necessary to keep pace with a

markedly buoyant economy at home, and made possible by the measure of
relaxation and liberalization introduced over past years had, in the absence of
a corresponding increase in exports, led to a deterioration in the balance-of-
payments position, which first became noticeable towards the end of 1954.
The excess of total imports c.i.f. over total exports in the first nine months
of 1955 had been no loss than £676 millionas against only £425 million in
the same period of the previous year. The gold and dollar reserves had
fallen and by the end of October amounted to the equivalent of £821 million
compared with their peak figure of £l,078 million in June 1954. Although
exports were rising at an appreciable rate and although the reserves figures
for October were reassuring, the United Kingdom Government was not satisfied
with the country' s present share in world export trade or with the way in
which the balance-of-payments position had been moving.
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3. In the circumstances, such progress as had boonmade in the past year in
the relexing of restrictions and in the reduction of discrimination could not
be expected to be comparable to the achievement of the previous year; never-
theless, the United Kingdom had not retrogressed in its policy of widening
trade and moving to a freer system of payments, and some progress had been
made. For example, since the beginning of 1955, a number of products, namely,
hides and akins, some fats and oils, cotton linters, phosphate rock, some
ferro-alloys end aluminium had been added to the list o! goods which could be
freely imported from any source, and sulphur would be added to that list at
the beginning of 1956. In those cases where complete freedom was still not
possible progress had nevertheless been made through the establishment of now
or increased dollar quot sor through other arrangements for larger imported.
For example, pulp, paper and board were now permitted to be imported within the
limits of the quotes from any source. Provision had been made for larger im-
ports of certain other materials for industry including synthetic rubber and
newsprint. Quotas hed been introduced for hardwood, motorcars, etc., while
existing quotas for items including canned salmon, and certain varieties of
fruit from Canada, had been renewed.

4. There had also been additions to the list of goods which could be freely
imported from OEEC and certain other countries. These newly added items,
however, were not items which would add substantially to the cost of United
Kingdom imports and the government did not feel able in present circumstances
to take the step of freeing certain more costly items so as to bring the
liberalization percentage in OEEC to 90.

5. A a result of all the measures taken in recent years, over half of
United Kingdom imports from the dollar area were now free from restriction;
this was a considerable achievement.

6. In concluding, the United Kingdom representative referred to the speeches
made by the Chancellor of the Exchequer et the recent annual meetings of IMF
and IBRD, and in the house of Commons when introducing his Autumn Budget. It
was indicated by the Chancellor that the worst of the United Kingdom's troubles
at present was its too buoyant internal economy; that the Government would take
all necessary measures to curb demand on the home front; that the United
Kingdom would not be able to afford to take major steps forward on the trade-
front until it was satisfied with the strengthening that had been achieved et
home; that on the other hand, it was not by physical cuts in imports that the
Government intended to solve its difficulties; and that once by determined
effort the recent deterioration in the balance of payments was redressed, the
United Kingdom, would be glad to take the next stop towards freedom.

Consultations with the International Monetary Fund

7. Pursuant to the provisions of Article Xl, the CONTRACTING PARTIES had
invited the International Monetary Fund to consult with them in connexion
with their consultation with the United Kingdom. As the Fund had not, by
the time of the Tenth Session, held its 1955 consultations with the United
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Kingdom under article XIV of the Fund Agreement,it referred the CONTACTING
PARTIES to the results of, and the background material from, its 1954 con-
sultations with that government, and in addition provided the CONTRACTING
PARTIES with factual material reviewing developments since those consultations.
Consequently, in coducti'ng the present consultation the Working Party had
before it tha background material prepared by the Fund staff in 1954 and
a supplementary paper showing subsequent developments, as well es the following
result of the Fund's 1954 cor ations:

"1. The Government of the United Kingdom has consulted the Fund
under Article XIV, Section 4, of the Fund Agreement concerning the
further reVt ion of its transitional arrangements.

'2. United Kingdom production and incomes have continued to rise in
1954. Monetary and fiscal policies have succeeded in maintaining
balanced expansion. There has also been an improvement in the
balance-of-payments with the dollar and other areas and in the
resorve position. A substantial volume of indebtedness has been
repaid.

"3. The Fund welcomes the relaxations of restrictions and reduction of
discrimination made since the 1953 consultations and notes with
satisfaction the United Kingdom's intention to continue this policy
and progress further toward convertibility. While appreciating the
United Kingdom's need to maintain a substantial current surplus in
its external accounts, the Fund hopes that this objective will not
impair the further removal of restrictions, and believes that a
continuation of the favourable circumstances now prevailing will
permit the present policy of moving towards convertibility to be
continued.

"4. In concluding tho 1954 consultations, the Fund has no other
comments to make on the transitional arrangements maintained by the
United Kingdom."

Social problems

8. The United Kingdom representative supplied the Working Party with a table
showing the regional current account balances of the United Kingdom in
1952-1954 and in the first half of 1955 .(Table, I) which collated and brought
up to date the figures supplied by the Fund. Referring to those figures,
the United Kingdom representative pointed out that although the United Kingdom's
current account balance for the year 1954 as a whole showed an improvement,
this concealed a marked deterioration in the second half of the year, and that
there had been a further deterioration in 1955. Movements in the reserves,
of course, were affected not only by the balance of payments on current account
ot the United Kingdom itself, but alsoby the current account balance of the



TABLE I

Regional Current Account Balances of
1/

the United Kingdom

(L million)

1952 1953 1954 1955
1st half 2nd half

Dollar Area:
Exports and re-e,portsa
smporta, f.o.b.

Trade balance
Services
menoverwnt transactions

Current balance
Defence aid,fnet otcounterpar

Currena ba,innceincl.aid

OEC Area:
Enots and re-exporte, f.o.b
Imports, f.o.b.

Trade balance
Services
Government transactions

Current balance

Other non-sterling countries32
Export and re-export,a f.o.b
Imporsa, .eo.b.

Trade balance
ervices1

Government transactions
Current balance

CURENT NON-
T]RLLNGI BALANCE:

xecl.aid
icel.aid

Rest of sterling area:
Exportsaend reeaxporst, .o.o.4
Imporsa, f .o..,

Trade balance
Services
Government transactions

CURRNT BALANCEWVIHE R.S.A.
TOTAL CURRETI BALNCNE:ecxcl.aid

incl.aid

t.o.b. 410
606
1L96

- 121
23

443
*519
76
59
20

205 213
- 240 - 325
- 35 - 312

18 - 37
14 4 9

233
354
121

i

.12

_ 294 -_U5 - 3 - 140 - 110
121 102 24 26 33

- 173 - 13 21 - 114 - 77

730 760 400 389 417
-738 - 678 - 362 - 397 - 411

- 8 82 38 - 8 6
9 40 23 21 - 8

_ 27 - 29 - 13 - 16 - 14
_26 93 48 - 3 - 16

360 259 146 129 164
-359 - 366 - 177 - li - 189

1 - 107 - 31 - 52. - 25
88 46 45 30

- 37 - 40 - 19 - 16 - 14
81 - 59 - 4 - 23 - 9

- 239 - 81 41 - 165 - 135
- 118 21 65 - 140 - 102

1325 1209 673 661 -717
-1241 -1323 - 692 -F33 - 713

84 - 114 - 19 28 4
416 382 177 205 180

- 131 - 109 - 58 - 73 - 65

369 159 100 161 119
làlàË r7a la I

- 5 - A6
180 165 21 17

I/ Minussainr indicates debit; no sign
Ë/ Provisional.
/Y Including debits of -6,-9,-4e-13aend

non-territorial organizations.
Source: Cmd. 9291,

indicates credit.

-8 to government transactions ilth
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rest of the sterling area and by capital movement. The gold and dollar re-
serves, which had risen from the low point of $l,662 million in April 1952 to
$3,017 million in June 1954, had since that date declined significantly, and
by October 1955 they amounted to no more than $2,297 million. The rate of
fall in October was smaller than in the preceding month but nevertheless the
decline in the past tour months had totalled $383 million.

9. ln discussing the present and future trade and payments position of the
United Kingdom, a member of the Working Party suggested that the change in the
general attitude towards sterling which hed been discernible since the United
Kingdom Governmant's views wore clarified at the recent annual meeting of the
International monetary Fund and International Bank fur Reconstruction and
Development might lead to the United Kingdom regaining the reserves that had
been lost through speculative transactions in the preceding months. The
United Kingdom representative expressed the hope that the regained strength of
sterling would stop any further drain on the raserves through short-term
capital movements, but stressed the importance for the United Kingdom of earning
a. substantial surplus on currant account whatever the level of capital movements
might be.

10. Certain members of the Working Party, referring to the remarks by the United
Kingdom representative noted in paragraph 2 above, considered that the increase
in imported which was attributed to trade liberalization might have occurred in
any case owing to the buoyant state of the United Kingdom economy. The United
Kingdom. representative agreed that the increased imports were necessitated by
the buoyant internal economic situation and high demand, and that the save volume
of imported might in the circumstances have been licensed even if goods now
liberalized had remained under licensing control; but the United Kingdom was
not in a position at present to dispense with further import controls or to
enlarge the coverage of open general licences. Caution was necessary in the
present uncertain state of the balance of payments.

11. It was pointed out by a member of the Working Party that the liberalization
mesures taken by the United Kingdom in 1953 had not increased imports from
all dollar countries which showed that relaxation of restrictions did not
necessarily increase the risk or burden for the importing country. In the view
of that member, the internal measures that had bean taken by the United Kingdom
Government were of great importance, and it was gratifying to find that such
measures were taken instead of the restriction of imports. Another member
subsequently commented in similar terms. As regards the movements in reserves,
reference was made to the progressively larger deficits inEPU incurred by the
United Kingdom in July to September 1955 and it was pointed out that gold and
dollar payments through the ERJ constituted close to half the total loss in
reserves during that period. TPU United Kingdom representative, while admitting
the relevance of these deficits to the recent falls in the reserves, pointed out
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that the summer months were seasonally adverse for the United Kingdom, in EPU,
partly due to tourist expenditure. Too much should not, therefore, be made of
the connexion between those deficits and the fall in the gold and dollar re-
serves. Whereas deficits in July-September totalled £91 million, the deficit
in October was only L15 million.

12. In concluding this part of the discussion, the United Kingdom representative
referred to the current account figures given in Table I, which showed the
general position and pointed to the reasons for the continued resort by the
United Kingdom to the provisions of Annex J.

System of discriminatory restrictions and their effects

13. For a description of the system of discriminatory restrictions the
United Kingdom representative referred to the successive answers provided by
his Government to the questionnaire lor the preparation of the annuel reports
under Article XIV:l(g). The system remained substantially as described in
the 1953 answers, and a summary description of that system will be found in the
Annex to the Sixth Annual Report under Article XIV:1(g) which is being prepared
by the Working, Party. Supplementing the written information and in answer to
various questions, the United Kingdom representative said that there had been no
tightening up of licensing criteria; in fact there had been certain relaxations
in the criteria for the licensing of imports not under quota. In particular,
more favourable consideration was now given to applications for imports of
chemicals from the dollar area. While for certain goods such as machinery
consideration would be based on the availability of supplies in the United
Kingdom as well as in other non-dollar area countries,for chemicals the chief
criterion was the availability of supplies in the United Kingdom alone. This
tretment accorded to chemiclas was inlinewiththe general policy of giving
greater freedom of choice for items which would strengthan the economy. It
was not in the United Kingdom Government's interests unnecessarily to increase
the strain on the balance of payments by forcing importers to more expensive
sources of supply. In determining its import licensing policy the United
Kingdom Government paid considerable attention to that fact, which was of
special importance for raw materials end other imports affecting substantially
costs of production and so the competitive power of United Kingdom exports.
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14. In the view of the United Kingdom representative, the general trend in
liberalizing United Kingdom imports had only been temporarily arrested in the
past year, because of the less favourable balance-of-payments situation, and
it remained the Government's intention to undertake further liberalization
as soon as the balance of payments permitted. On the question of the policies
pursued in the dependent territories of the Unitod Kingdom, the United
Kingdom representative felt sure that there was no present danger of such
territories embarking on any intensification of discrimination.

15. A member of the Working Party suggested that experience had shown that
liboralization of trade, and especially the reduction of discrimination,
rather than changing patterns of trade for the country taking such action,
might contribute to improving its terms of trade, so as to lessen balance-of-
payments difficulties. Commenting on this view, the United Kingdom
representative stated that while it was difficult to distinguish the effects
of liberalization from other factors affecting the terms of trade and con-
sequently impossible to accept this view without qualification, the
argument behind that view was tenable in certain circumstancesand
was, in fact, one of the ideas behind the re-opening of London commodity.
markets,

16. It was observed by a member of the Working Party that according to
calculations made by OEECtaking 1953 as a base yoar, the United Kingdom had
by 15 April 1955 liberalized only 5 per cent of its imports of manufactured
goods (including producers' goods) whereas the percentage for food and
feeding stuffs and raw materials from the United States and Canada had reached
73 and 69 per cent respectively. In this connexion the United States
representative stated that the present United Kingdom restrictions created
difficult problems for United States exporters of a number of manufactured
goods and agricultural products. He suggested that as producers' goods in par-
ticular also entered into the cost of production, liberalization of such goode migh
also contribute to a lowering of costs. The United Kingdom representative,
while in general agreement with this view, pointed out: however, that raw
materials constituted a higher proportion of the costs of production.
Consequently, priority would be given to liberalization of the import
of raw materials over other goods, aIthough in the last analysis priority
might well be given in the field of manufactures to producers'goods
over consumers' goods.
17. On the question of multilateral or regionalpayments arrangements,
the United Kingdom representative stated that, as was well known, the United
Kingdom imposed very few restrictions on imported originating in the sterling
area. In addition, his Government participated in the OEECand EPU, and had
recently entered into a multilateral payments arrangement with Brazil,
Germany, and the Netherlands. The latter arrangement was intended to enable
Brazil to use for payments to any one of the three other countries currencies
it had earned in any other of these three countries. The United Kingdom
representative observed that although it involved four countries only, the
arrangement provided for payments facilities much less rigid than under
a bilateral arrangement and therefore was considered to be a stop towards
multilateralism. On the other hand the arrangement would not have the effect
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of increasing the transferability of sterling, as this was already transferable
throughout the non-dollar world. In reply to an enquiry whether there were
provisions in the agreement to ensure that this was a transitional arrangement
leading to full convertibility, the United Kingdom representative stated
that no special provision was made for settling balancesin gold or dollars but
that the present agreement was for a limited period.

18. In tho view of a member of tha Working Party the recent increase in the
gold-to-credit ratio for the sottling of monthly balances in EPU should have
the effect of reducing the need for countries to discriminate in favour of
EPU imported as against import from the dollar area. The question was put
whether the United Kingdom Government had re-evaluated Its discrimination
policy in the light of this change. The United Kingdom representative
stated that the implications of that change would certainly be taken into
consideration by his Government in reviewing from time to time its policy
of discrimination; undoubtedly tho change would become an increasingly
important factor in future. The fact was, however, that imported from OEEC
still cost relatively less in dollars than imported from the dollar area.
Moreover, the general balance-of-payments situation of the country bad been
such in recant months that the United Kingdom had felt obliged to refrain
from incurring that additional dollar expenditure which was inseparable from
any reduction of discrimination.

19. As regard the extent to which bilateral agreements were used, the
United Kingdom representative referred the Worlcing Party to his Government's
answers to the questionnaire in 1953 and to the subsequent supplements
thereto. Not only had the number of bilateral agreements in force become
less in recent years, but thair scope had also been diminished. Most of the
remaining agreements provided only for a mutual undertaking to issue
licences for specified goode up to certain amounts. As more good were
added to open general licances for free importation, the range of goods that
could be covered by bilateral agreements was progressively reduced. As noted
in the Fund background paper, the United Kingdom had recently entered into
an Agreement with Bulgaria, which provided for the repayment ofdebts and
an expansion of trade.

20. As for the effects of the discriminatory restrictions on other countries,
one member suggested that such restrictions wore harmful not only to the
countries whose export were discriminated against. From the long-term
point of view, damage might be done to countries benefiting" from the
discrimination in the short run, throughtheundermining of their cost
structure and competitive position.
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21. Referring to the statement by the United Kingdom representative that
over half of United Kingdom imports from the dollar area were fresh from
restriction .a member of the Working Party pointed out that such percentage
might overstate the liberal nature of the import restrictions. In tact,
many important items, including industrial materials, still remained under
severe restriction which discriminated against the countrios in the dollar
area, On this point, the United Kingdom representative assured the Working
Party that his Government would continuously roview its policy of dis-
crimination and that no opportunity would be missed of reducing the level of
discriminatory restrictions as tho balance of payments permitted.

22. in discussing measures taken to ensure that discriminatory restrictions
did not cause unnecessary damage to the commercial or economic interests of
other contracting parties, the United Kingdom representative stated that the
meesures being taken in the United Kingdom to roduce to the minimum any
incidental protective affect of the restrictions wero essentially the same
as those taken by the Australian Government, which had been disoussed in the
course of the consultation with the Goverment, except that in the
United Kingdom system no provision was made for the interchangeability of
quotas for different goode. He agreed that the most effective way of ensuring
that manufacturers realized the true nature of the restrictions was the
steady implementation of the policy of progressive reduction and elimination
of discriminatory restrictions whenever the balance of payments allowed it,
which the United Kingdom Government had adoptod.

23. Another member suggested that the Workinig Party should hear the
United Kingdom representative's views on the question of what measures
other countries could tako to assist the United Kingdom in its progress
towards freer trade, and further acquired whether, given increased access to
foreign markets, the United Kingdom would be in a position to expand its ex-
ports in the interest of its balance of payments. The representative of
the United Kingdom replied that it was thought that by reducing the pressure
of home demand, resources at present used to meet home consuption couldbe
diverted to export production and that even with the present level of
restrictions additional export were possible. Given greater export
opportunities a further expansion should be possible. He therefore emphasized
the importance of good creditor policies" on the part of countries in
a strong creditor position.
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A. PLAN FOR CONSULTATIONS UNDERARTICLE XII:4

I. Circumstances leading to the Intensification

1. Changes in exported and imports;
2. Changes in other oxternal receipts and payments;
3. The resulting changes in gold and foreign exchange reserves;

4. Effects of governmental policies on the balance of payments;
5. Prospects for the future.

Il. Alternative Measuros to restore Equilibrium
6. Intornal fiscal and monetary measures to preserve or restore equilibrium

(seo Article XII:3(c)(i));
7. Long-term measures, e.g. to raise productivity and export capacity, to

reduce structural disequilibrium or rigidities;
8. Moasures expected to have more immediateeffect on the balance of

payments.

III. Nature and Extent of the Intensification

9. Categories of goods affected; changos in quotas and treatment of
goode for which no quotas are provided;

10. Treatmont of exports from different countries or currency areas;
increase or reduction in discrimination;

11. Level of restrictions resulting from the intensifiction in relation
to the need for restrictions (see Article XII:2(a));

12. Expected duration of the intensified restrictions; possibility of
alleviation or modification in the noar future.

IV. Effects on Trado

13. Expected changes in import as a result of the intensification (total
and from different currency areas);

14, The avoidance of unnecessary damage in accordance with Article XII:3(c)(ili)
Including stops:

(a) to alloviate hardships by admitting goods under firm
order placod bofore the intensification;

(b) to preserve the normal channels of trade, through
admitting taken iniports,avcdiding total prohibition, etc;
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15. Steps taken to reduce the protective effect of the restrictions;
16. Effects of the restrictions on particular commodities of interest to

individual contracting parties.

B. PLAN FOR CONSULTATIONS UNDERARTICLE XIV:1(R)

I, Basis and: Background for the Application of Discrimination

1. Trade and payments position and trends with respect to various
currency areas.

2. Level and movement of reserves.
3.. General position and the reasons for the continued resort to the

provisions of Article XIV:1(c) or of AnnexJ.

Il, Sytem of discriminatory restrictions and thoir Effects

4. Description of the system of restrictions applying to imports from
different areas, countries or groups of countries; changes in the
past year.

5. Changes in quotas lor imports, or in the criteria used in licensing
imports not under quota, from such areas, countries or groups of
countries.

6, Price considerations as a factor in determining the discriminatory
elements in licensing policy.

7. .Participation in multilateral or regional payments arrangements.
8. Extent to which bilateral agreements are used; thoir nature and

scope (whether they provide for the fixing of import quotas, or
involve undertaking to purchase goods or to issue import licences,
etc.); their effects on the administration of import restrictions.

9. Effects of discriminatory restrictions. Measures taken to ensure
that discriminatory restrictions do not cause unncessary damage to
the commercial or economic interests of other contracting parties.
. qt

10. Prospects of eliminating the discriminatory restrictions.
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ANNEX III

SIXTH ANNUAL REPORT UNDER ARTICIE XIV:1(g)
ON THE DISCRIMINATORY APLICATION OF IMPORT RESTRICTIONS

1. Under paragraph 1(g) of Article XIV the CONTRACTING PARTIES are required
to report annually on any action still being taken by contracting parties
under the provisions of the Agreement permitting the use of discrimination
in the application of import restrictions imposed for balance-of-payments
reasons. The present report has been drawn up by the CONTRACTING PARTIES
at their Tenth Session held in October - December 1955. It is based on
information supplied by the contracting parties concerned, either in writing
or in the course of discussions and consultations at that Session, and on
data gathered from other sources, including information supplied by the
International .Monetary.Fund. The report is devoted prirncipally to an
examination of the general trend in the field of discriminatory restrictions
during the first ten months of 1955. In the Annex a brief description is
given of the discriminatory restrictive system of each of the contracting
parties concerned, and of the more important modifications introduced during
the year.

2. In statements submitted in 1955 at the request of the CONTRACTING PARTIES
.or in other communications, twentv-three of the thirty-five contracting
parties.to the Agreement have stated that they maintain restrictions on
imports to safeguard their balance of payments and are exercising some degree
o! discrimination as between sources of supply as permitted under paragraphs
1(b) and/or l(c) of Article XIV, or under Annex J. These aret

Australia France Norway
Austria Germany Pakistan
Brazil Greece Rhodesia and
Burma India Nyasaland
Ceylon Italy Sweden
Chile Japan Turkey
Denmark Netherlands United Kingdom
Finland New Zealand Uruguay

Among these, the Government of Brazil has indicated that its system is under
study and it is now being considered whether its resort to the provisions of
Articles XII and XIV has not ceased with the institution on 10 October 1953
of the exchange auction system under which the licensing of imports is
automatic upon closure of bidding by importers for foreign exchange.
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3. The Governments of Indonesia and the Union of South Africa have stated
that they are not acting under any of the provisions of Article XIV. Ten
contracting parties, namely Belgiumu, Canada, Cuba, Czechoslovakia, Dominican
.Republic, Haiti, Luxemburg, Nicaragua, Peru and the United States, have
reported that they do not restrict imports for balance-of-payments reasons.
Among these, the Government of Czechoslovakia has stated that state trading
in Czechoslovakia is an integral part of the planned economy under which
imports are effected to the full extent of the country's requirements and
are not restricted for reasons of monetary reserves.

4. It was noted in last years report that the general improvement in
the world dollar situation which began in 1953 had continued in 1954, and
that there had remained only a few countries, notably some of those largely
dependent upon the export of raw materials, for which the difficulties of
preceding years had not been lessened.. Although this continued trend was
due in part to several special factors of uncertain duration and magnitude,
such as the sustained volume of United States off-shore purchases and
military and other expenditures abroad, the vigorous recovery of industrial
production, especially in Europe, had enabled most major trading countries to
withstand the effects of a recession in the United States and to continue to
increase their gold and dollar reserves. The general improvement during
1953-54 encouraged a number of the more important trading countries to introduce
greater freedom in their international transactions and to reduce the degree of
restriction on imports. Especially in 1954 the reduction of restrictions on
Imports from the dollar area figured more prominently in the measures of
relaxation adopted.

5. In 1954 the dollar payments position of the non-dollar world as a whole
remained favourable and total gold and. dollar reserves continued to increase
outside the United States. Toward the end of the year, however, some
countries suffered decreases in their gold and dollar reserves and, in general,
the growth of such reserves outside the United States tended to slow down.
Dollar imports into Western Europe rose substantially. At the same time a
number of countries which had been facing difficulties, especially those
heavily dependent upon the export of raw materials, suffered further reversals..
Latin American exported in particular suffered from a decline in raw material
prices and a sharp reduction in sales. In this general context, it is noted
that in the fourth quarter of 1954, United States exports (excluding exports
financed by military aid) rose to an annual rate of $14.2 billion from the
figure of $12.5 billion in the previous twelve months, while United States
imported remained unchanged at an annual rate of $10.3 billion,

6.. In 1955, however, the trade surplus of the United States has decreased and
the gold and dollar reserves of other countries taken as a whole have continued
to rise although at a lower rate than in the preceding year. In the first half
of 1955, United States exports declined to an annual rate of $13.9 billion and

imports increased to an annual rate of $11 billion. Preliminary figures for

Basic Instruments and Selected Documents: Third Supplement, pp,63-77.
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the third quarter indicate little further change in these figures. Net receipts
of gold and dollars by the rest of the world through transactions with the
United States were at an annual rate of about $1.3 billion in the last quarter
of 1954 compared to the level of $1.5 billion in the previous twelve months.
In the first half of 1955, such net receipts of gold and dollars by the rest
of the world continued but at a lower annual rate of $950 million.

7. Most important trading nations, in some cases despite falling reserves,
have maintained in 1955 the gains already made in the reduction of' discriminatory
restrictions on dollar imports.1 Many countries have even made further progress.
Denmark, the FederalRepublic of Germany, Greece, the Kingdom of the Netherlands,
Sweden and the United Kingdom and several other sterling countries which had
in the preceding year substantially reduced their discriminatory restrictions
or totally eliminated discrimination, took no retrogressive steps.

8. In a number of cases further measures of relaxation have been taken by
governments in 1955. The United Kingdom has continued its policy of reducing.
discrimination against dollar goods, and in the course of 1955 a number of
products, namely hides and skins, some fats and oils, cotton linters, phosphate
rocks, some ferro alloys and aluminium, have been added to the list of
commodities which may be imported free of licence-from all sources. By
measures taken in April and May 1955, the Federal Republic of Germany has
further extended the scope of its liberalization of imports from the dollar
area. In January 1955 Sweden announced a further relaxation of dollar
restrictions by enlarging the free list. Effective from 21 February 1955
Denmark established a new general free list and in November 1955 some further
restrictions on Danish imports from the dollar area were removed. A number
of countries outside Europe also expanded in 1955 their lists of products that
might be imported without distinction between the sources of the product. As
a result of these measures a substantial quantity of these countries imports
from the dollar area are now free from restrictions. In Austria a new list of
liberalized imports from the dollar area was put into. force on 15 July 1955,
which is of more limited scope.

As noted above, the general improvement in the dollar payments situation
has not been shared by all countries. The weakening of the reserves position
of several countries substantially dependent on the export of primary commodities
has led to cases of intensification of import restrictions though not necessarily
to increased discrimination, In at least one case, namely Australia,
intensification of import restrictions in .April 1955, since it applied only to
non-dollar imports, had the effect of reducing the level of discrimination
against dollar goode. Further Australian measures for restricting imports,
introduced in October 1955, affected imports from both dollar and non-dollar
countries, but at the same time a move was made in the direction of reducing
discrimination by providing for licences for a list of basic materials to be
issued on a !world global quota" basis.

Although recent statistical studies on dollar liberalization have generally
been limited to trade with the United States and Canada, measures of dollar
liberalization for particular products ordinarily have been applied to all. of the
.dollar area". Some countries, however, define the "dollar area" more narrowly
than others.
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10. A brief description of the extent and types of restrictions applied to
imports from different sources by each of the twenty-three contracting parties
listed in paragraph 2 is given in the Annex.. It will be seen that a considerable
number of these countries have established either a free list of goods
permitted to be imported from any source either without licence or under
licences which are freely issued, or a dollar or hard-currency list permitting
similarly unrestricted imports from defined dollar areas. Global lists,
varyingly referred to as World Exemption List, World Open General Licence, or
Unrestricted List, etc., and dollar lists are in force in Austria, Ceylon,.
Denmark, Germany, Greece, India, the Netherlands, New Zealand, Rhodesia and
Nyasaland, Sweden and the United Kingdom. Most dollar free lists have been
introduced in recent years, and as mentioned in paragraph 8, for some of these
countries such lists cover a substantial volume of their dollar imports.

11. In addition to these formal measures for reducing discrimination against
dollar imports there is reason to believe that the degree of such discrimination
has in many cases also been reduced in the area governed by individual and
discretionary licensing. This inference is drawn from the statements of many
governments maintainig such controls and from the reduced incentives, in some
cases, toward continued discrimination against dollar goods. Under the renewed
European Payments Union, for example, net surpluses or deficits, beginning on
1 August 1955, have been settled on a basis of 75 per cent gold and 25 per cent
credit instead of the previous ratio of 50 per cent each.

12. The progress made in the relaxation of restrictions discriminatory against
dollar goods has not been union as between the different classes of commoditing
imported. The emphasis in relaxation has been mainly on those goods the import
of which could directly contribute to lowering costs of production such as
industrial raw materials ar;; other basic commodities. hIs pointed out in last
year' s report, in a considerable number of countries a wide range of manufactured
goods remains subject to discrimiinatory restrictions.

13. Even with the qualification that progress toward the relaxation of dollar
discrimination has been uneven both as between countries and as between
commodity groups, it remains gratifying that this progress has continued at a
time when the improvement in the dollar position of non-dollar countries
generally has proceeded at a slower pace. Moves in the direction of dollar
liberalization by major trading countries before the advent of convertibility
of their currencies should make easier the adjustment process following
convertibility, and tho further progress made in 1955 should therefore facilitate
the movement towards convertibility. In addition to the reduction in
discrimination in the administration of import restrictions, further progress
has been made by some countries in the restoration of "de facto convertibility"
through extending the transferability of their currencies or through other
measures.
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14. attention is also drawn to the existence in most countries of restrictions
applied in a discriminatory manner as between goods imported from different
non-dollar countries. The reduction of non-dollar discrimination is an
important element in the move towqrds the objectives of the General agreement.

15. The liberalization of intre.-European trade under the OEEC has freed to
a large extent imports within that region from licensing restrictions. Never.;
theless the degree of liberalization achieved varies considerably from country
to country, and from category to category , and not all members have attained
the new targets set for 30 Septenber 1955 of 90 per cent overall and 75 per
cent for each category. although the extent of state trading in agricultural
commodities has diminished, the fact remains that state trading is still widely
practised and liberalization of agricultural products remains at a substantially
lower level than that of other categories. Moreover, it may be noted that in
the area of European trade which is not covered by liberalization, imports are
often affected by bilateral trade agreements involving quotas. In recont years
the entire sterling area participates, through the United Kingdom, in the
payments mechanism of EU and most other sterling area countries do not maintain
any restrictions which discriminate in favour of sterling imports as against
imports from EPU countries, while some maintain a few such restrictions.
While a number of Western European countries extend to the sterling area the
liberalized treatment granted to other EPU members, this does not apply to all
the QEEC countries listed in paragraph 2.

16. Continued resort to bilateral agreements between countries in the non-
dollar area, if not in all cases resulting directly in discrimination, has
tended to preserve conditions favourable to discrimination and to delay the
time when the selection amongst sources of imports will be determined by
competitive factors. A substantial part of the trade between certain
European countries on the one hand and countries of Asia and Latin America on
the other, as well as a part of the non-liberalized portion of intra-European
trade, is still governed by bilateral trade agreements. The number of such
agreements entered into differs from country to country and changes from time
to time, but in many European countries a considerable number of agreements are
in force, although the volume of trade covered may often represent a small
proportion of the total trade between the countries concerned. It is only
in exceptional cases that countries in the sterling area maintain bilateral
agreements. Bilateral agreements often establish favourable quotas for the
importation of goods by one partner from the other or provide some other form
of favoured treatment. For example, some OEEC countries extend OEEC treatment
to imports from outside countries with whom they have trade or payments
agreements and not to countries with whom such agreements do not exist. Some

¹The categories are: food and feeding stuffs, raw materials and manufactures.

2Some further information on this subject will be found in the country notes
in the Annex.
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countries which have established regimes of Open General Licence for most
non-dollar goods nevertheless withhold this treatment from the goods
originating in certain countries.

17. However, with a wider transferability of currencies countries using
inconvertible currencies are finding it more difficult to obtain from their
trading partners those reciprocal advantages without which bilateral quota
arrange-ments would serve little purpose. The widening of the transferability
of currencies is making it less necessary for countries to discriminate among
non-dollar currencies.

18. In spite of the decreasing need for bilateral agreements for balance-of-
payments reasons some countries have been reluctant to relinquish their resort
to them. Some countries see in such agreements a means of maintaining
exports that are important in their trade, and sometimes of preventing a
decline in the prices of these exports. Even when no present advantage is
to be derived from such arrangements, and when clear advantages are manifest
in a policy of freer trade, some contracting parties hesitate to deprive
themselves of this means of protection so long as non-contracting parties
which are the'r competitors have not renounced the use of bilateral
arrangements.

19. The further dismantling of discriminatory restrictions which has taken
place over the past year has made even more relevant the repeated urgings of
the CONTRACTING PARTIES that governments applying balance-of-payments
restrictions should minimize their protective effects. Difficulties are being
encountered in liberalizing certain sectors of trade between members of
regional arrangements. Some members of regional payments groups have not
extended to certain non-members the same degree of liberalization of trade as
is extended to fellow members. Countries which are in the process of
liberalizing imports from the dollar ara have encountered difficulties in
extending these liberalization measures to all categories of goods. It is
generally recognized that balance-of-payments restrictions may have incidental
protective effects, Contracting parties are again urged to take every
opportunity of minimizing these protective effects and in particular to avoid
action which will generate pressures for the maintenance of discriminatory
restrictions over a wider area of trade than, and beyond the period in which,
they can be justified on balance-of-payments grounds.

20. There has been an encouraging tendency by countries faced with balance-
of-payments difficulties to seek solutions through measures other than the
introduction of further restrictions on trade. Emphasis has been placed on

¹On 22 June 1955 the International Monetary Fund adopted a policy decision on
bilateralism which is relevant to this paragraph. The text of that decision
l annexed to the Fund's annual Report for 1955.



L/465
Page 50

internal fiscal and economic measures as a means of dealing with such
difficulties. By relieving undue pressures on domestic prices and demand,
internal measures can make a fundamental contribution to the alleviation of a
country's balance-of-payments difficulties not only by moderating the outflow
of payments but also by enhancing the country's ability to export. In this
connexion, the observations of the CONTRACTING PARTIES in the Third Report
on the Discriminatory Application of Import Restrictions appear relevant:

"Discriminatory restrictions cannot in themselves be regarded as
providin, a satisfactory solution to balance-of-payments difficulties.
At most, they may prevent a further deterioration in a country's
reserve position (or in the case of a contracting party with very low
monetary reserves, permit it to achieve a reasonable rate of increase
in its reserves), pending the adoption of fundamental corrective
action. When maintained for long periods, their effect on a country' s
industry and trade may even accentuate the balance-of-payments
difficulties and prolong them."

21. The General Agreement permits the use of discriminatory restrictions in
certain situations where a contracting party is faced with a payments
disequilibrium, Under the Agreement, contracting parties are expected to
dismantle restrictions, including discriminatory restrictions whether such
discrimination results from bilateral quota agreements or other measures, as
rapidly as their balance-of-payments situations permit. This reflects the
underlying principle that freer non-discriminatory trade will enable contracting
parties to achieve a fuller and more efficient use of resources The
maintenance of discrimination by one country increases the difficulty that
others face in the adoption of non-discrimination and the establishment of
currency convertibility. If each country delays action in this field until
all risk is removed the achievement of ultimate non-discrimination and the
full benefits of multilateral trade is certain to be postponed indefinitely.

ANNEX TO THE ANNUAL REPORT ON DISCRIMINATION

(This Annex containing country notes on the twenty-three contracting
parties listed in paragraph 2 has been circulated separately to delegations
in W.10/30 with the request that they notify the secretariat if they consider
any changes should be made in the notes relating to their respective countries.
It will ba annexed to the report when this is published in the Fourth
Supplement to the-Basic InstrumentsSelected Documents)
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Communication received on 18 November 1955
from theDelegation of Chile

"Despite our intentions, we have been unable to report to the CONTRACTING
PARTIES on tho deviations mainrtained by our country under Article XIV of the
General Agreement. The serious inflation which is being experienced by
Chile is having a concrete effect on all aspects of our financial, economic
and trading activities, etc., and is bringing about frequent modifications
in the various factors which should be included in our report. These
circumstaces might mea- that the data we have previously communicated to
the CONTRACTING PARTIES are no longer accurate.

"To remedy the situation, the Government ot Chile has engaged
a commission of international experts who are at present in Chile, where
they will be concerned with a study of the problem in all its aspects
and-willreport back to the Govrnment. I trust we shall than be able
to supply.informationtothe CONTRACTING PARTIES."
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ANNEX V

QUESTIONNAIRE FOR TH! COLLECTION OF INFORMATION FOR THE
PREPARATION OF ANNUAL REPORTS UNDER ARTICLE IV:(g)

ON THE DISCRIMINATORY APPLICATION OF
IMPORT RESTRICTIONS

General Notes

1. This questionnaire should be answered by all contracting parties which
are applying import restrictions under the provisions of Article XII. Those
contracting parties which are not appl- ing such restrictions need only notify
the CONTRACTING PARTIES to that effect. Those contracting parties whose
import restrictions do not deviate from the provisions of Article XIII should
so state and need not answer those questions relating to discrimination.

2. The term import restrictions" is meant to include restrictions made
effective either directly or indirectly through state trading operations in-
cluding the operations of enterprises to which the contracting party has
granted formally or in effect exclusive or special privileges.

3. Contracting parties should furnish information and date also in respect
of restrictions applied to imports into their non-metropolitan territories to
which the General Agreement applies.

4. Replies to this questionnaire should be accompanied by copies of laws,
decrees, etc. not previously furnished to the secretariat which are relevant
to the restrictions (as well as public notices or licensing instructions
issued in connexion with these restrictions). Copies of bilateral agree-
ments (excluding state trading contracts) relevant to question 8 directly
affecting imports should be supplied. Where the requirements of this
paragraph would place an undue burden on the reporting government (for example,
where laws and agreements are not available in one of the official languages)
a summary of the pertinent provisions should be supplied.

5. Replies should be submitted not later than three months prior to the
opening of the session at which the report is -o be drawn up. The replies
should be prepared in English and/or French. At least three copies should
be sent to the Executive Secretary in Geneva by air mail and fifty copies
should follow by surface mail.
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A. THE SYSTEM AND TECHNIQUE OF RESTRICTION

Question 1: Methods of Restrictions

Describe the methods employed in applying the restrictions (e.g. individual
and discretionary licensing without the fixing of quotas, the fixing of
global quotas, prohibitions, any techniques other than those covered by
question 11 below).

If different methods apply to different products, name the groups of pro-
ducts to which each method applies and show the proportion of total imports
effected by each method in the lest full year for which information is
available.

Question : Non-discriminatory Administration of the Restrictions

With respect to restrictions which involve no deviation from tho pro-
visions of Article XIII, describe the methods of allotting shares in quotas to
countries of supply, either by unilateral action, special arrangements, or
through consultation with supplying countries.

Where the shares in quotas are allotted on the basis of previous re-
prosentative periods" state the period selected and give, by products or by
group of products, the basis used for the choice (cf. Article XIII for re-
levant provisions).

B. DISCRIMINATORY APPLICATION OF RESTRICTIONS

Question 3: Policy of Discrimination

With respect to restrictions not administered in accordance with the rule
of non-discrimination ir Article XIII, describe the policy pursued and describe
the classification of countries, or groups of countries, or areas for the
purpose of discriminatory application of the restrictions. List the countries
in each group or area.

Question 4: Methods of discriminatory Restriction

This question should be answered separately with respect to each of the
groups or areas referred to in question 4.

Describe in detail (cf. the examples mentioned in question 1) the method
of restrictions applied to each of those countries, groupsorareas. Name-the
groups of products subject to each method when imported from each country,
group or area, and show for each method the proportion of total import-trade
from each in the past year

Question 5:Measures takers to reduce the Restrictions

Describe the chnanges made in the past year in the policy pursued and any
measures taken for the reIation of restrictions-from any of the-countries,
groups-or areas.
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If any free list, open general licence, or other list of goods exempted
from licensing requirements i8 in force, specify the countries, groups of-coun-.
4#ies or areas to which the list applies, the PrQportion of imports on the basie
of the trade of a previous year which is covered by such exmption, and the
volume of imports which have been admitted in the past year under such régime
QL "libe-'ali5zation.

Question 6: Effects of the Discriminatory Akidnistration of the Restrictions

Furnish trade statistics including those for the latest available year
which may help to indicate the elects of the restrictions on imported from
each of the countries, groups or areas ref-erred to ini question 3,

Question 7: Considerations affecting the source of the Imports

State the considerations which are taken into account in determining the
sources of the imported, including any recent changes in the emphasis given to
each consideration.

Contracting parties operating under Annex J should describe in addition
the implementation of (i) and (ii) of paragraph 1(a) of that Annex, giving,
if possible, illustrative examples with regard to (i). Contracting parties whose
operations are governed by paragraph 1(b) or 1(c) of Article XIV are .requqtç-d to
describe the rôle played by price and other commercial considerations in
determining their policy of discrimination.

Question §: Bilateral Coniitments

Describe each type of b]atenxaarrangement-or agreene.et, with contracting
parties or other countries, in respect of the importation of goods subject to
import restrictions, and the extent to which each affects-tthe-pattern of trade
or involves discrimination against imported from third countries (e.g. whether
it provides for special quotas in favour of the partner country, guarantees
that a specified quantity will be admitted from the partner country within
a broader quota, provides any limitation on the country's freedom to establish,
revise or eliminate quotas, provides treatment to the partner country more
favourable than that accorded to other countries in the same group or area, etc.).

List the partner countries with which each type of agreement is in force.

Shcw, as far .as possible,.in terms of proportions.of total trade or in
absolute tezmem, tha volume of trade covered by o.gr »ents.of çach type
entered into by the contracting party.
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C STM TLRfDING

Luestlon 9: InMort Re trictions through State Trading

Provide a general statement showing which products or groups of products
are imported by the State or by the enterprises to which exclusive or special
privileges have been granted. (Products imported for immediately or ultimate
consumption in governmental use and not otherwise for resale or use ln the pro-
duction of goode for sale need not be included.) Show the proportion cf such
imported to total imports. Indicate whether the imports of such commodities are
restricted for balance-of-payments reasons. If no, outline the'methods and
criteria in determining the volume to be imported. Described any element of
discrimination that may be exercized through the application of restrictions to
the purchasers of state or monopoly enterprises., and the r8le of price and other
commercial considerations in determining the source for which such imported are
obtained,

Df. PRROTCTIVE EFFCTS 0F RESTRICTIONS

Question-10: Incidental Protective Effects of the Restrictions

Describe the steps taken to minimize the incidental protective effects of
tho restrictions. (Note inter alia the recommendations contained in paragraph
18 and 19 of the CONTRkCTING P.-MIES' Report on the 'Vse of Quantitative
Restrictions for Protective and other Commercial Purposes".)

Queetlon 11: Action to avoid damage - _ade of other contracting parties.

Describe any action taken to allow:

(a) the import of goods in minimum commercial quantities
where their exclusion would impair regular channels of
trade (with reference to the countries or areas to which
such measures apply);

(b) the import of commercial samples.

Describe action designed to avoid, in the application of import
restrictions, unnecessary damage to the commercial or economic interests of
other contracting parties.
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E. FUTURE PROSPECTS
Question 12: Current Programme and theProspects

Describe the policy and the programme for the current year and if possible
for the coming year in relation to the countries, groups or areas referred to
in question 3.

Describe the prospects fot the near future in general termsand add any
general observations or comments which the contracting party wishes to
be taken into account in the preparation of the annual report.

M


