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1. In accordance with its terms of reference the Committee has conducted the
consultations with the United Kingdom under Article XII:4(b) and Article XIV:l(g),
The Committee had before it: (a) the basic document prepared by the secretariat
on the basis of data supplied by the United Kingdom Government; and (b) documents
provided by the International Monetary Fund. In conducting the consultations the
Committee followed "the plan" recommended by the CONTRACTING PARTIES. The present
report summarizes the main points discussed during the consultation.

Consultation with the International Monetary Fund

2. Pursuant to the provisions of Article XV of the General Agreement, the
CONTRACTING PARTIES had invited the International Monetary Fund to consult with
them in connexion with these consultations with the United Kingdom. As a part
of the consultation between the CONTRARCTING PARTIES and the Fund, the latter trans-
mitted the results and background material from its last consultation with the
United Kingdom which was concluded on 19 December 19581. In accordance with the
agreed procedure the representative of the Fund was invited to make a statement
supplementing the Fund's documentation concerning the position of the United
Kingdom. This statement was as follows:

"The International Monotary Fund has transmitted to the CONTRACTING
PARTIES results and background material from its last consultation with
the United Kingdom under Article XIV of the Fund Agreement, which con-
sultation was concluded on December 19, 1958. The Fund has also provided
a paper dated April 10, 1959 to supply background information on recent
external developments of the United Kingdom. This paper, and the
documentation from the last Fund consultation, have been distributed
to the members of this Committee.

"With respect to Part I of the Plan for Consultations, relating to
balance-of-payments position and prospects, the Fund draws the attention
of the CONTRACTING PARTIES to the results of its most recent consultation
with the United Kingdom under Article XIV of the Fund Agreement.

"With respect to Part II of the Plan, relating to alternative measures
to restore equilibrium, the Fund draws attention to the results of the last
Fund consultation with the Unitod Kingdom. The Fund has no additional
alternative measures to suggest at this time."

1 See Annex III.
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Opening Statement by the United Kingdom Representative

3. Tho full text of the opening statement of the United Kingdom representative
is attached to this report as Annex I. The following is a brief summary of the
statement.

4. The representative of the United Kingdom recalled that at the time of its
previous consultations with the CONTRACTING PARTIES in 1957, the United Kingdom
Government, in the shadow of an exchange crisis, had just taken far-reaching
measures, including an increase in the Bank Rate to the high level of 7 per cent
to safeguard the value of the pound. Those measures had not been in force
sufficiently long enough for the results to have become clearly apparent. The
United Kingdom had not resorted to intensified quantitative restrictions. The
measures taken in 1957 worked a transformation in the United Kingdom's internal
and external position without involving high unemployment or major loss of
production and with a continued high level of investment both at home and
overseas.

5. In 1958 the United Kingdom had a surplus on current account of £455 million.
The United Kingdom reserves increased by £284 million and sterling holdings of
other countries and international bodies rose by £54 million. The result was
an improvement in the net monetary position of over £200 million.

6. In 1958 the terms of trade moved very much in favour of the United Kingdom.
The prices of primary commodities were considerably down and export prices on
the other hand fell only slightly. The measures taken in September 1957 re-
stricted the demand for imports in 1958, whereas the demand for exports, in
spite of falls in the incomes of primary producing countries and the recession
in the United States and other countries, remained remarkably firm. A
repetition of such extraordinarily favourable circumstances was unlikely
although the United Kingdom expected to have a good surplus on current account
again in 1959.

7. The United Kingdom reserves, although much higher than they were at the
end of 1957, were still considered by the United Kingdom to be too low, taking
into account the magnitude of liabilities and commuitments. At the Commonwealth
Economic Conference in Montreal in 1958, the UnitedKingdom had announced
measures to increase the already considerable flow of capital to less-developed
countries in the Commonwealth. Legislation recently had been passed to
increase the scale of grants and loans to the dependent territories. It was
considered necessary therefore to earn a current surplus of sufficient magni-
tude to cover those commitments as well as to provide for the necessary increase
in reserves.

8. Referring to the suggestion made in the course of the 1957 consultations
that the United Kingdom might be giving too high a degree of priority to the
claims of investment over the claims of liberalization of imports, the repre-
sentative of the United Kingdom stressed that the free flow of capital within
the sterling area was one of the essential features of the sterling area system.
The United Kingdom must also contribute to the supply of investment capital
for the other under-developed countries of the world. All this would help
to increase world trade and was an essential element in the growing strength
of the United Kingdom's economic position.
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9. Throughout 1958 the process of liberalization continued. In July 1958 the
United Kingdom removed the control on dollar chemicals and allied products used
in industry, and merged the dollar and Relaxation Area quotas for apples. In
August 1958 a quota for fruit from the dollar area was instituted. In October
a clean sweep was made of controls on dollar imports of industrial, agricultural
and office machinery and newsprint Canned salmon was freed from the import
control with the exception of that coming from the Eastern Area. Relaxation by
dependent overseas territories on a wide range of dollar goods came into effect
on 1 January 1959. As a result of all these successive moves almost all raw
materials, basic foodstuffs and "tools of trade" were freed from the import
control.

10. At the end of the year the United Kingdom restored external convertibility
of sterling by merging transferable and official accounts. In concert with a
number of other European countries who had taken similar measures the new
arrangements for monetary cooperation in Europe embodied in the European Monetary
Agreement were brought into effect.

11. With external convertibility the remaining payments advantage in importing
from one country rather than from another had disappeared. In these circum-
stances it was obviously in the interests of the Unitod Kingdom to press on as
quickly as possible with the removal of the remaining discrimination in the
restrictions. As it would not be desirable to remove discrimination by
intensifying the restrictions on imports from the Relaxation Area, clearly the
only way open to the United Kingdom of reducing discrimination was by way of
liberalizing dollar imports.

12. Complete and immediate removal of discrimination could, however, be costly,
at least at present. The immediate cost of bringing the dollar area into parity
with the Relaxation Area might be estimated at between £50 million and
£100 million.

13. There were a number of special claims on the United Kingdom in 1959, such
as part repayment of the 1956 drawing from the Fund, and the gold payment
associated with the increase in the Fund quota. The United Kingdom's reserves
amounted to £1,161 million. The potential International Monetary Fund drawing
rights constituted a valuable second line of reserve, but speculators tended to
look at the actual reserve figure in judging the strength of the United Kingdom.
The continuance of a. high level of unemployment in the United States, which
represented an important market for United Kingdom exports, caused anxiety to
the United Kingdom because of the restrictionist and protectionist pressures to
which it gave rise. For all these reasons the United Kingdom felt bound to
proceed with caution and not to risk having to take retrogressive action; the
United Kingdom would continue to move forward progressively.

14, The United Kingdom representative referred to the declaration made by his
Government at Montreal to the effect that it was its intention to proceed with
the removal of controls from dollar sources and that, all being well, it hoped
to make a start in 1959 with as wide a range of consumer goods and foodstuffs as
possible. That policy remains unchanged and the Government expected that it
would be able to give effect to the intention this year.
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Questions relating to the External Reserves

15. The Committee discussed with the United Kingdom representative various
questions relating to the balance-of-payments and reserve situation of the
country. Members commented, and sought clarification, on a number of points in
the opening statement of the United Kingdom representative. It was suggested
by a member of the Committee that in discussing the position of the United
Kingdom account must be taken of the heavy responsibilities of the United
Kingdom as custodian of the common reserves of the sterling area which comprised
a large number of under-developed countries and territories, many of which wore
in need of funds for development. It was also suggested that having regard to
uncertain fluctuations in its terms of trade the level of import restrictions in
the United Kingdom might turn out to be inadequate for the purpose of preserving
stability in the sterling area. For those, as well as other reasons,
contracting parties should reflect carefully before urging the United Kingdom
to undertake further measures of liberalization. The United Kingdom represent-
ative reaffirmed that it was the policy of his Government to proceed with
liberalization as rapidly as the balance-of-payments conditions permitted. The
terms of trade wore undoubtedly an important element in the balance of payments,
and it might be noted that the terms of trade of the United Kingdom, having
improved substantially in 1957, had stabilized at a lower level in 1958. It
could be expected that commodity prices would tend to harden during 1959 while
United Kingdom export prices would continue to be competitive.. The very good
terms of trade experienced in 1957 and 1958 could therefore not be expected to
continue. A member of the Committee pointed out that while the firming-up of
commodity prices would have an adverse effect on the United Kingdom trade balance
it would at the same time have a good effect on the external receipts of other
countries in the sterling area; the resulting effects on the gold and dollar
reserves of the sterling area would depend on the relative magnitude of those
changes. The United Kingdom representative agreed that firm primary commodity
prices could be beneficial to the storling area as a whole.

16. In his opening statement the United Kingdom representative had roferred to
the commitment made at the Commonwealth Conference in Montreal to provide capital
to under-developed countries of the Commonwealth in the form of Commonwealth
assistance loans. A member of the Committee suggested that insofar as these
loans would be linked with United Kingdom exports, the charge on the capital
account would be defrayed by the exports created. The representative of the
United Kingdom replied that insofar as Commonwealth assistance loans generated
exports, those latter would be reflected in the current account surplus; but
these exports might not be additional since it was not possible to say to what
extent loans would generate new trade or finance existing trade. A member of
the Committee also observed that oven if such loans were tied to United Kingdom
exports the funds that the recipient country would otherwise have to spend in
paying for those goods would, by virtue of the United Kingdom loans, be released
for making other purchases, possibly from other countries, including those
outside the sterling area.

17. A member of the Committee expressed the view that in discussing the reserve
position in relation to the strength of sterling account should be taken not
only of the reserves hold by the United Kingdom, but also the resources of the
IMF which wore available to it. The availability of this second line of reserves
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would naturally be taken into account by financial circles in estimating the
strength of sterling and would be reflected in the general level of confidence
in the currency. The fact that the International Monetary Fund had in 1956
provided largo facilities to the United Kingdom would not be easily forgotten,
In any case, a contribution to the Fund on account of an increase in quota
should not be regarded as an adverse development for a country's external
financial position. The representative of the United Kingdom was of the view
that people engaged in speculation on the exchange market would not all be
sophisticated enough to be concerned with such lose tangible elements as tho
Fund resources; they would be more prone to take the gold and dollar reserves
of the United Kingdom as a ready and direct indication of the strength of
sterling. The value of the Fund resources lay principally in the added con-
fidence that a government faced with balance-of-paymonts difficulties might
derive therefrom in planning and applying measures from which immediate effects
could not be expected.

18. A member of the Committee supported the United Kingdom representatives
view regarding the importance of adoquate reserves as opposed to relying on the
facilities of the Fund. In his view increased reserves in the hands of the
United Kingdom Government could be used for increased investments abroad, and
this would not be the case in respect of resources in the hands of the Fund,
This difference should be an important consideration in the view of the United
Kingdom's responsibilities for the supply of capital to the under-developed
regions in the Commonwealth; sterling was not a national but an international
currency and it was the responsibility of the United Kingdom to take this into
consideration when considering its commercial policy.

19. The United Kingdom representative stated that his Government was conscious
of its responsibilities regarding the status of sterling, which was indeed an
international currency. He agreed that drawing rights in the Fund constituted
a useful supplement to the reserve holdings and felt that too much emphasis
should not be placed on the relationship between national reserves and the
United Kingdom capacity to invest in overseas development. Reserves should be
regarded rather as a cushion against unforeseen developments.

20. Certain members of the Committee expressed the view that the remaining
restrictions in the United Kingdom, far from contributing to the strength of the
pound, constituted the last obstable to greater confidence in the currency.
With the present strength of sterling, restrictions would seen to serve no
useful purpose. The United Kingdom representative pointed out that he had
not argued that the restrictions contributed to the strength of sterling, but
that, given present circumstances, there was considerable risk in any wholesale
removal of the restrictions the immediate cost of which could be disturbing.
The removal of the remaining restrictions must be proceeded with gradually.

Internal Measures to Restore Equilibrium

21. A member of the Committee recalled that in 1957 the United Kingdom
Government had adopted a number of drastic internal measures designed to protect
tho balance of payments which, as the United Kingdom representative indicated,
had worked a transformation of the economy. Since 1958 the United Kingdom
policy had boon directed towards the removal of restraints on internal demand;
restrictions on credit and hire purchase had been relaxed and there had been
reductions in the Bank Rate. He invited the United Kingdom representative to
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comment on the effects of these measures on imports and on the balance of
payments. The United Kingdom representative stated that the paramount concern
of his Government was to restore confidence in sterling as an international
currency. This having been largely achieved it was possible to ease the
measures taken in 1957 which were no longer useful in present circumstances.
The Chancellor of the Exchequer had stated in his recent budget speech that
although the United Kingdom could not hops for a repetition of events in 1958,
there should be a respectable surplus in 1959 on current account which should
cover investment abroad. Economic expansion would be certain to bring a
higher import bill and this was likely to precede a recovery in exports.
In these circumstances the competitiveness of United Kingdom exports was of
paramount importance. The aim of the budget had been to keep down the cost
of production and to retain the competitive position of exports.

22. Asked to comment on the possible effects of wage increases on the
competitive strength of United Kingdom products and consequently on its balance
of payments, the representative of the United Kingdom again referred to the
recent budget speech in which the Chancellor of the Exchequer stated that:
Retail prices had remained stable for the past twelve months. Wages had
increased but at a very much slower rate than in preceding years. The general
objectives of the budget had boon to help keep the cost of living stationary;
to achieve a lower unit cost of production and to retain a high rate of invest-
ment. There was before the United Kingdom the best prospect for some time of
establishing stability in wages and prices.

23. .A memberof the Committee thought that the internal measures taken by the
United Kingdom, while effective in restoring equilibrium, might not be equally
useful in maintaining equilibrium. The impracticability of retaining the
high bank rate for any considerable length of time would seem to be a case in
point. It was by virtue of the drastic internal measures that the United
Kingdom was able to liberalize imports. The question was therefore whether
there were measures available to keep the economy permanently on an oven keel
so that liberalization, once achieved, could be maintained.

Policy of Discrimination

24. The Committee discussed extensively with the United Kingdom representative
the present policy of his Government regarding the continued use of discrimina-
tion and the prospects for its elimination. The representative of the United
States referred to the opening statement of the United Kingdom representative
in which he invoked unemployment and protectionist pressures in the United
States as causes of uncertainty and reasons for caution. He said that he could
not agree with the evaluation of the United States situation given by the
representative of the United Kingdom. Moreover, to the extent there was still
some unemployment from the recent recession that had not been dissipated, there
was an additional reason to be restive about the continued application of
discriminatory restrictions against dollar goods. Certain members of the
Committee felt that while it was true that there were in the United States,
as there were in every country, protectionist pressures against imports, it would
be wrong to say the United States policy had been generally illiberal or
restrictive and that the persistent use by European countries of discriminatory
restrictions against dollar goods certainly did not help the United States
Government in combatting protectionist pressures in the United States. The
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representatives of the United Kingdom replied that he fully agreed that the
United States Govurnment had followed an enlightened creditor policy and that
the continued and steady outflow of gold and dollars from the United States was
generally appreciated. The United Kingdom, for its part, valued highly the
United States market and did not consider the comparative free access to it
had been in any way significantly affected by protectionism. The continued
existenceof unemployment in the United States was a cause of anxiety precisely
because of its possible effects on the availability of that market to European
exports.

25. Certain members of the Committee recalled the view that had been expressed
in many previous consultations that, while discrimination might have been justi-
fiable in certain circumstances, there was no advantage in perpetuating it
unnecessarily having regard to the added burden it always involved for the
import bill; by depriving importers of the right to purchase from the cheapest
source, a country was paying more than necessary for its imports. While
agreeing to this as a general principle, the United Kingdom representative con-
sidered that in the case of the United Kingdom a complete removal of the
discriminatory restrictions on dollar imports would result in an immediate
upsurge of imports that could severally endanger its reserves.

26, Certain members of the Committee expressed disagreement with the argument
of the United kingdom representative. They pointed out that the goods in
question were already being freely admitted from non-dollar sources, that imports
from the dollar area would be competing not only with United Kingdom domestic
products but with supplies from other countries and that the dollar goods that
might be replacing supplies from other sources must be cheaper and therefore
costing loss in foreign exchange. While there light be a shift in the pattern
of sources of supply it was difficult to understand why there should be a large
additional cost to the United Kingdom. In reply the representative of the
United Kingdom stressed the difficulty of estimating the demand for certain
dollar area consumer goods. In certain cases United Kingdom consumers, having
boon for so long denied particular products of dollar area origin, might treat
themselves to exceptional purchases insofar as purchases might be financed from
dis-saving and not matched by a corresponding reduction in purchases from
other sourcs there would be an increased disbursement of foreign exchange,
the magnitude of which was difficult to assess. Many consumer goods produced
in the United States had no comparable substitutes of European origin. As
examples the United Kingdom representatives cited the case of canned salmon, the
liberalization of which from the dollar area had cost the United Kingdom
£12 million in two months instead of the estimated £4 million a year, newly
developed products such as fibreglass and synthetic fabrics. In such fields
liberalization for the dollar area might be exceedingly costly in terms of
the balance of payments.
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27. Certain members observed that canned salmon was a most unusual case:
the product was not available in substantial quantities from Relaxation area
sources; the popularity of this item in Great Britain was exceptional; and
there happened to be a. particularly good supply of this fish at the time.
Rather than rely on this isolated experience the United Kingdom Government might
be well advised to study the experience of other European countries some of
which had completely or substantially eliminated their discrimination without
difficulty.

28. Members of the Committee referred to the declaration made by the United
Kingdom at the Commonwealth Conference at Montreal to proceed with removal of
controls on dollar imports, and inquired whether the Government's position had
been modified in any way by the move to convertibility at the and of 1958.
Apart from the action taken by certain dependent overseas territories, no
progress seemed to have been made at all in the reduction of the United King-
dom's dollar restrictions. Now that European currencies had become con-
vertible for non-residents, had there not boon a sense of urgency added to the
declared intention to remove discriminatroy restrictions?

29. The United Kingdom representative recalled that it had been his Government's
consistent policy to move towards non-discrimination, that significant steps
had been taken prior to the Montreal Conference, and that de facto converti-
bility of European currencies had been a fact for some years. The formal move
to convertibility represented the recognition of a stage of evolution, rather
than any fundamental change of the general situation. On the other hand,
the United Kingdom Government recognized that with the measures taken in
December 1958 the remaining payments advantage in importing from one country
rather than from another had disappeared, and was considering further action
in freeing dollar imports from discriminatory restriction. He assured the
Committee that the intention announced by the United Kingdom Government at
Montreal would be given expression.

30. One member of the Committee noted that the United Kingdom representative
had spoken of a progressive programme. If this meant that progress would be
in steps and the intervals between steps would be as long as the pause since
the Montreal Conference, progress would be unduly slow.

31. A member of the Committee was of the opinion that the question of dis-
crimination in import restrictions could not profitably be discussed without
taking account of the supply side of the international market. To allow free
importation from countries or areas where the goods in question could be
supplied only in limited quantities or at uncompetitive prices clearly
involved less risk of cost to the balance of payments than to liberalize the
same imports from countries whose ability to produce the same goods in quantity
might enable them to influence the market substantially. In such cases the
elimination of import discrimination might benefit the exporting country to an
extent which was insignificant as compared with the risks that might be
involved for the importing country. Further, in the case of the United King-
dom, its responsibilities towards the under-developed countries and territories
in the Commonwealth might well justify its buying from such sources whose prices
might be higher than those of the dollar area countries but which were in
greater need of outlets for their products.
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32. Other members of the Committee, commenting on these views, noted that
according to the basic principles of the international division of labour and
economic allocation of resources, on which the GATT was founded, a contracting
party should allow all contracting parties a fair opportunity to compete in its
domestic market. Discrimination was allowed only in defined circumstances.
The GATT had not envisaged the use of trade measures for providing assistance
to particular countries, for which purpose provisions had been, and should be,
made by governments through other means.

33. A member of the Committee thought that in making its currency externally
convertible the United Kingdom had already made a great contribution to the
promotion of multilateral trade. The increased access to European and other
markets that was now provided for dollar goods implied greater competition and
reduced markets for United Kingdom exports. Other things being equal a con-
vertible pound would be more vulnerable and need greater protection than when
it was unconvertible. The additional risks that had thus been assumed by the
United Kingdom would seem at least to justify the maintenance of its present
level of restrictions. Another member pointed out that convertibility had
come out of a position of growing strength, not weakness, and that, moreover,
since convertibility, the pound had continued to gain strength,

Systems and Methods of the Restrictions

34. In discussing the present system of the United Kingdom restrictions a
member of the Committee commented on the fact that almost all of the United
Kingdom restrictions appeared to be discriminatory. He wished to know what
was the true magnitude of discrimination. The United Kingdom representative
briefly described the general effect of the licensing system. Apart from a
few foodstuffs and manufactured goods, all imports from countries outside the
dollar area, the "Eastern Area" and Japan are free from restriction, and many
of the restricted items were covered by quotas. For imports from the dollar
area restrictions had been removed progressively from raw materials, basic
foodstuffs, industrial chemicals and machinery; generally only consumer goods and
foodstuffs remained under control. There were also a number of dollar quotas.
For a wide range of consumer goods there was the Token Imports Scheme under which
North American suppliers were permitted to export up to 30 per cent by value
of their pre-war sales to the United Kingdom market. Consumer goods had been
left as a group originally due to the difficulty of selecting specific products
for liberalization.

35. A member observed that in the "basic document" a number of bilateral and
global quotas were said to be designed to maintain traditional trade interests,
and in the case of agreements with certain "Eastern Area" countries the quotas
granted by the United Kingdom were described as not involving discrimination,
He inquired whether such quotas indeed involved no discrimination in favour of
a non-contracting party and against certain contracting parties. The United
Kingdom representative stated that the lack of discrimination referred to in
the "basic document" was in relation to countries of the Relaxation Area and
not to all contracting parties. Bilateral quotas were used in order to secure
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a reasonable spread of United Kingdom exports in the Eastern European countries
where imports were subject to rigid direct government control. These quotas
were relatively small and were somewhat comparable in significance to the
quotas under the Token Imports Scheme available to North American exporters.
Members of the Committee thought that if the trade involved was indeed small there
should be no need to discriminate against contracting parties and that these
bilateral quotas might be replaced by global quotas.

36. It was also suggested that all quotas now applicable to the Relaxation
area could be replaced by world-wide global quotas without additional burden
of risk being involved for the United Kingdom. The United Kingdom representa-
tive explained that to widen access to existing global quotas would diminish the
share for countries already participating in the quotas, and this would be
inconsistent with the United Kingdom's policy which was not to achieve a higher
degree of non-discrimination at the expense of increasing the incidence of
present restrictions on non-dollar countries. The member commented that this
argument would imply that the United Kingdom should not place any additional
items on its world-wide open general licence lest imports from non-dollar
countries should be partly replaced by competitive dollar goods. The representa-
tive of the United Kingdom maintained that there was a logical distinction
between the effects of liberalizing a dollar product and those of opening
restrictive global quotas to additional countries. In the latter case, the
import provision being limited, a reduction was to be expected in exports of the
original beneficiaries when a quota was opened to third suppliers, while this
would not be the case when a product was placed on open general licence.
Since it was the United Kingdom Government's objective wherever possible to
promote the expansion of trade it considered that quotas must be enlarged when
they were made available to more countries. In fact the Government was con-
sidering the expansion of present Relaxation Area quotas and extending them to
the dollar area.

37, Members of the Committee noted that although it would be obviously
desirable if global quotas were increased as they were extended in country
coverage, this point did not meet the basic question of the maintenance of
discriminatory quotas,

38. One member referred to the recent combined global quota for fresh apples
as a desirable way of reducing discrimination which might well have been applied
more generally. He noted the difficulties seen by the United Kingdom in
connexion with the selection of individual consumer goods for liberalization
ahead of others, If this implied a very slow movement in the elimination of
restrictions on the long list of consumer goods in general, it would be
exceedingly disquieting. The representative for the United Kingdom referred
to the declaration by the United Kingdom Government at Montreal, namely, that
It was the intention to make a start with the elimination of controls on
"as wide a range of consumer goods and foodstuffs as possible", and stated that
due note would be taken of the remarks made by the Committee member. Another



W.14/28
Page 11

member of the Committee added that the United Kingdom's discriminatory restric-
tions applied also to products other than consumer goods; he mentioned a
number of producer goods (including scientific apparatus, optical goods, gas
and chemical plant, oil refining plant, welding machinery etc., and strongly
urged the United Kingdom to give consideration to the removal of discrimination
in all sectors.

39. Some members noted that negotiations were held recently between the United
Kingdom and France to open additional bilateral quotas. They expressed concern
that further arrangements of this nature should be entered into at a time when
the United Kingdom had professed its intention to move away from discrimination.
He asked whether the United Kingdom would accompany these moves by providing
comparable access to other countries.

40. The United Kingdom representative emphasized that it was not the policy of
his Government to disclose details of bilateral quotas. These quotas were in
any event quite trivial in amount. The United Kingdom's general policy was
to give priority in further liberalization to the progressive removal of dollar
discrimination, but the Government would not regard itself as absolutely
precluded from beneficial arrangements in Europe which would not have to be
matched quota-for-quota with the dollar area. The United Kingdom Government
would expect toleration for very small moves apparently away from the expressed
principle of removal of discrimination when it was apparent that its policy
as a whole was of removing discrimination. Some members felt that even if
the quotas were small the basic principles involved were important. Exporters
in the dollar area and many others believed that convertibility would be
followed by the elimination of discriminatory arrangements, and would be dis-
turbed by this apparent backward stop taken by the United Kingdom especially
as the details were shrouded in secrecy. In this connexion a member referred
to the rules of Article XIII:3. In reply to a question on the relationship
between the United Kingdom action and the provisions of the General Agreement
the United Kingdom representative felt the general policy of his Government
being one of removal of restrictions it did not seem profitable to single out
any particular quota or licence and attempt to relate it to any particular
article of the Agreement.

41. In reply to a question concerning the sharing of quotas by newcomers the
representative of the United Kingdom stated that established importers had
been restricted very severely since 1951 and to permit newcomers would restrict
their share even further. The problem would be gradually met when restrictions
were progressively reduced.

42. A member of the Committee expressed concern for the position of countries
which depended heavily upon the United Kingdom as a traditional outlet for their
agricultural products. United Kingdom's agricultural policies in other fields
than balanco-of-payments import restrictions had had the effect of curtailing
the volume of exports of efficient producers. Even under the present import
regime in the United Kingdom these suppliers had seen their export earnings
diminished as a consequence of abnormal competition from subsidized exports from
other countries. As the United Kingdom's remaining restrictions were
progressively abolished the scope for subsidized exports would be widened, and the
difficulties for efficient producers would be accentuated. He requested that this
point be brought to the attention of Committee II on the Expansion of Trade. The
United Kingdom representative pointed out that his Government was fully aware of
the problems raised by its agricultural policies for foreign exporters and would
co-operate fully with other contracting parties in the forthcoming consultations
on agricultural policy which resulted from an initiative of his Government.
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43. Another member remarked that as imports of newsprint into the United
Kingdom from one of the dollar area countries enjoyed preferential tariff
treatment, the liberalization of paper from the dollar area would have severe
adverse repercussions on the export earnings of his own country which was a
principal supplier of paper and pulp.

Restriction in Dependent Overseas Territories

44. Members requested information on the extent to which individual colonial
governments had followed the advice given in the report of the Montreal
Conference concerning the relaxation of restrictions. The United Kingdom
representative pointed out the difficulty of keeping abreast of developments
in the large number of colonies, and agreed to produce for circulation to the
contracting parties at a later date, a summary of the systems and situation
in the principal colonies. In reply to a question about the possibility of
simplifying the nature of quantative restrictions in the colonies, the United
Kingdom representative thought that it was the variety rather than the com-
plexity of the systems which brought difficulties to traders. He stressed that
the variety of systems was unavoidable in view of the widely different cir-
cumstances and the diversity of problems faced by the various colonies,

45. A member enquired whether the United Kingdom felt that restrictions in the
colonies should be based on United Kingdom balance-of-payments problems or on
local problems. The representative of the United Kingdom noted that dependent
territories shared a common quota in the International Monetary Fund with the
United Kingdom. On the other hand it was conceivable that when the United
Kingdom ceased to have balance-of-payments difficulties the United Kingdom
might find it necessary to resort to the provisions of article XVIII with respect
to some of its dependent overseas territories.

Effects of the Restrictions

46. The representative for the United Kingdom stated that, with the exception
of restrictions imposed for animal health and similar purposes as permitted
by the relevant provision of the General Agreement, existing United Kihgdom
restrictions were maintained for balance-of-payments reasons.

47. One member of the Committee called attention to the view repeatedly ex-

pressed by the CONTRACTING PARTIES that the maintenance of quantitative
restrictions over long periods was likely to create situations which would be
difficult to remove when the restrictions were no longer justified, and that
contracting parties should take deliberate action to prevent the growth of
uneconomic industries and vested interests. The United Kingdom representative
referred to the statement contained in Part II of the "basic document" which
described the policy of his Government on this point. That the United
Kingdom Government had not been ignoring such advices of the CONTRACTING PARTIES
might be seen from the fact that products which three years ago had been thought
to be possible candidates for a hard-core waiver were now on the free list.
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48. The United Kingdom representative also noted that while it was possible
that some difficulties might be met with when the United Kingdom emerged from
its present balance-of-payments difficulties and might cause it to resort to
the hard-core waiver procedures, it was yet premature to attempt to give an
indication of the products that might be involved. Until the question of
identification arose, his Government considered it unwise to take any steps
which might give industries false hopes which might lead them not to prepare
themselves energetically for the coming competition.

49. Other members of the Committee expressed the hope that the United Kingdom
Government, when the time came, would find little need for the hard-core waiver.
On the other hand, they observed that the hard-core decision contemplated
that a contracting party intending to make use of the waiver would make its
application in advance of its emergence from the balance-of-payments difficulties.

General

50. Members of the Committee expressed appreciation of the earnest spirit in
which the United Kingdom delegation participated in this exchange of views.
The representatives of dollar area countries stated that their governments had
not been unmindful of the serious problems that had been faced by many
contracting parties and of the resolute efforts made to solve them. They
therefore sincerely welcomed and appreciated the moves made by the United
Kingdom Government in December 1958 to restore convertibility. They particularly
welcomed the reiteration of the intention of the United Kingdom Government to
eliminate discrimination, but they could not disregard the question of timing,
They hoped that the intentions expressed by the United Kingdom representative
would be given expression in the near future.

Annexes: I Opening Statement by the United Kingdom representative.

II Balance-of-Payments Data supplied by the United Kingdom
delegation (together with supplementary data supplied at
the request of members of the Committee).

III Result of the latest International Monetary Fund-United
Kingdom consultation.

IV Statement by the United Kingdom delegation on restrictions
in dependent overseas territories.


