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Note by the Executive Secretary

At their Fifth Session, on 13 December 1950 (GATT/CP.5/42 and SR.21), the
CONTRACTING PARTIES decided to issue a questionnaire soliciting information
and data which would enable them to carry out the review of import restric-
tions applied pursuant to Article XII, as required under paragraph 4(b) of
that Article, and to make their second annual report on the discriminatory
application of restrictions as required by paragraph 1(g) of Article XIV.
At the same time the CONTRACTING PARTIES instructed the Secretariat to study
the replies to the questionnaire and to prepare in advance of the Sixth Session
"such material as may be considered likely to be of assistance to the CON-
TRACTING PARTIES".

The replies to the questionnaire have been examined and material in
the form of the attached draft report has been prepared for consideration at
the Sixth Session. The two tasks to be undertaken by the CONTRACTING
PARTIES - the review of import restrictions applied for balance-of-payment
reasons and the annual report on the discriminatory application of these
restrictions - are so closely related that it seems advantageous to prepare
one comprehensive report to serve both purposes. At the Fourth Session when
the CONTRACTING PARTIES approved their first report on the discriminatory
application of restrictions they decided that it should be published; in
anticipation of a similar decision on this occasions the attached draft
has been prepared in a form in which it could be presented to the public.

Part I of the draft, attached hereto, reviewsthe balance-of-payment
difficulties which led to the widespread use of quantitative restrictions,
the present circumstances affecting their removal or retention, the techniques
employed and discriminatory application. In preparing this draft the Secre-
tariat has had the benefit of suggestions and comments by the staff of the
International Monetary Fund. Part II, which will be prepared during the
Session by the Secretariat in consultation with the delegations concerned
and with the representatives of the Fund, will contain a brief note on the
principal features of the restrictions in force and estimates of the balance
of payments and monetary reserves of each country.
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In the preparation of the draft the governments which participated in
the Torquay Conference with a view to acceding to the Agreement, and also
Uruguay, have been treated as though they were already contracting parties.
The questionnaire has been answered to date by 15 government but it is
understood that 11 others are also applying restrictions to safeguard their
balance of-payments, Presumably replies will be forthcoming from these 11
governments during the Session. Light contracting parties, namely Belgium,
Canada, Cuba, Dominican Republic, Haiti, Luxemburg, Peru and the United
States, have notified that they are not applying restrictions under Article XII,
and judging by information available to the Secretariat it appears that Liberia
may be included in this category. Nicaragua has recently imposed some new
controls on importation, but the reasons and the details are not known and,
therefore, in the preparation of this draft it has been assumed that Nicaragua's
action does not fall under article XII. No information is available about
the application of restrictions in Korea.

1 Australia, Czechoslovakia, Denmark, Finland, France, Federal Republic of
Germany, India, Italy, Netherlands, New Zealand, Norway, Philippines,
Southern Rhodesia, Union of South Africa, United Kingdom.
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PART I

1. INTRODUCTION

1 Most of the quantitative restrictions Iapplied by governments today are

2 a legacy of two world wars and of the economic crises they have brought in

3 their train. The strict control of trade exercised by most countries during

4 the war of 1914-18 was relaxed soon after the conclusion of hostilities.

5 Most of the quantitative restrictions which were not then eliminated had

6 disappeared by the end of the 1920's following the restoration of converti-

7 bility and the large-scale movements of capital which created at least a

8 semblance of equilibrium in international economic relations No doubt the

9 few remaining instances would also have been abolished had the period of

10 prosperity been prolonged.

11 A change came with the onset of economic depression in 1930. When

12 agricultural countries in central and eastern Europe were faced with heavy

13 competition from overseas and burdened with payment commitments arising out

14 of previous over-borrowing, they found it impossible to maintain a trade

15 surplus for debt-servicing without severely restricting imports. They used

16 quantitative restrictions and multiple rates of exchange to safeguard their

17 balances of payments. Industrial and creditor countries also introduced

18 import restrictions to protect their agricultural producers and to prevent

19 the growth of their trade deficits, but this aggravated the difficulties of

20 the debtor countries which, in spite of moratoria and "standstill" agree-

21 ments, were plunged into grave financial crises.

22 The pressure for control over importation increased with the deepening

23 of the depression. Commencing in 1931 restrictions were used extensively as

1The terms "quantitative restrictions"and "import restrictions" used in
this Report are meant to include only those quantitative restrictions on
imports as defined in Article XII which provides that a contracting
party, in order to safeguard its external financial position and balance
of payments, may restrict the quantity or value of merchandise permitted
to be imported.
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1 an anti-deflationary device intended to safeguard national economies from

2 the full effects of the decline in world prices. Sometimes they were

3 imposed as an alternative to devaluation by countries threatened with loss

4 of reserves of gold and foreign exchange, and by others in conjunction with

5 a general control of payments for international transactions in an attempt

6 to maintain employment. The early 1930's was the first occasion on which

7 a substantial part of international trade was subject to quantitative

8 controls in time of peace.

9 By the time the halting recovery from the depth of the depression

10 began in 1933, the attitude to restrictions was fundamentally different

11 from that of earlier years when such measures were generally regarded as

12 temporary expedients. The "planning" of foreign trade came to be more

13 and more widely accepted as a normal function of government, and the

14 weapons which had been forged for an emergency defence of balances of pay-

15 ments, currencies, prices or production wore pressed into service as

16 permanent elements of trade regulation. Bilateral balancing of trade was

17 accepted by many countries as a natural objective of commercial policy.

18 Restrictions were considered essential to the prograrmes of national

19 economic development and the advancement of self-sufficiency, especially

20 in the totalitarian countries. Thus the use of restrictions in the Inter-

21 war period was widely extended as a supplementary moans of protecting

22 national agriculture and industry and even as a weapon of economic warfare.

23 Nevertheless some progress had been made in relaxing these restrictions

24 when, with the outbreak of a second world war, they gave way to a more

25 complete control of trade.

26 After the war ended, in 1945, many of the restrictions in force were

27 adapted to meet the exigencies of the post-war situation. Most of the
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1 belligerent countries were badly in need of consumer and capital goods

2 which could be obtained only from countries whose productive capacity had

3 been less directly affected by the war. But the low post-war level of

4 monetary reserves and the reduced earnings of foreign exchange, combineddo

5 with the general innvcoertibility of currenec,ishad deprived them of the

6 means of payment, and therefore they resorted to a strict control of

7 importation to ensure that their milited resources would be devoted to the

8 needs commanding high priority. Them iporcont trols and restrictions were

9 ot be retained until export industries and other sources of foreign

10 exchange could once more finance both essential and non-essential purchases

11 as well as other current obligatio.ns

12 When the General Agreement on Tariffs and Trade was drawn up in 1947,

13 most of the governments which are now contracting parties were employing

14 im port restrictions for these purposes. Nevertheless they accepted the

15 general rule that imports from the territories of contracting parties

16 should not be prohibited and should not be controlled by means of

17 restrictions other than duties, taxes and other charges. Thisnderertaking,

18 which is contained in Article XI of the Agreement, relates to all quanti-

19 tative controls whetheramde effective throughuoqas,qc licences or other

20 measures, and precludes the use of restrictions fom nany of the purposes

21 for which they had been imposed in the decade before the war. Under the

22 General Agrmenent protection is not to be accorded to domestic industry

23 by means of the quantitative restriction of imports.

24 The Agreement contains provision for the use cf restrictions in

25 exceptional circumstances and under defined ndinitions. With the approval

26 of the CTRACL\TINPARTIETIS restrictionm nay be imposed temporarily to

27 promote economic development or reconstruction, but the most important of
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1 the exceptions is that contained in Article XII which allows a contracting

2 party to restrict imports, either by quantity or by value, in order to

3 safeguard its external financial position and balance of payments by

4 giving priority to imports essential to the national economy. Imports

5 may be restricted to the extent necessary to forestall an iminent threat

6 of a serious decline in monetary reserves or to increase reserves which

7 have fallen to a very low level. It was expected when these provisions

8 were inserted in the Agreement that within a few years the world economy

9 would recover from the post-war financial disequilibrium sufficiently to

10 allow the restoration of currency convertibility and the removal of most

11 balance-of-paynent restrictions Hence it was stipulated that the

12 CONTRACTINGPACTIING r.TRTES should review in 1951 the restrictions still being

13 applied under Article XII. It is this review of the restrictions applied

14 by contracting parties for balanmece-of-paynt reasons that gives rise to

15 the present Report.

16 This owReport, hever, serves a dual purpose in that it includes the

17 second annual report NTRACTING PARTIESICTING IS on the discriminatory

18 applicaestrict rostr±ctions. The basic rule, forbidding discrimination in

19 trade control, is contained in Article XIII; this requires contracting

20 parties in their administration of restrictions to aim at a distribution

21 of trade which approaches as closely as possible the shares which the

22 various contracting pattiexpectuld ecpt to obtain if imports wore not

23 r.estricted The sole exception to this rule permits a ncontractig party,

24 in applying balancee-of-paymnt import restrictions during the post-war

25 transition period, to direct the purchases of foreign goods in accordance

26 with the exigencies of its balance-of-payments situation. Under Article
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1 XIV the CONTRACTING PARTIES are required to report coach year on the dis-

2 criminatory application of these restrictions: the first report was

3 published in 1950 1, and the relevant sections herein constitute the

4 second report.

5 The Agreement requires contracting parties which apply restrictions

6 under Article XII to relax then progressively as conditions improve,

7 maintaining then only to the extent that the level of monetary reserves

8 still justifies their application., and to eliminate them altogether when

9 conditions no longer justify their institution or maintenance. Further,

10 commencing in 1952, the CONTRACTING PARTIES are called upon to engage in

11 annual consultations with governments which still discriminate in the

12 application of their restrictions. Hence, sections of this Report are

13 devoted to the problems which contracting parties will encounter when they

14 cone to remove their restrictions and to the prospects for their early

15 relaxation in the light of world conditions today.

16 In order to obtain information to enable the CONTRACTING PARTIES to

17 review the restrictions in force and to report on discrimination, a

18 questionnaire was distributed. [Twenty-six]of the contracting parties

19 acknowledged in reply that they are resorting to the provisions of Article

20 XII and are employing quantitative import restrictions to redress their

21 balance of payments; these are: Australia, ..... etc. [Eight] contracting

22 parties, namely Canada .... etc., stated that they are not taking action

23 under those provisions. At their Sixth Session, which opened in Geneva on

24 17 September, the CONTRACTING PARTIES examined the replies and discussed

25 them with the representatives of the governments concerned. This Report was

26 approved on ....... October 1951.

1First Report on the Discriminatory Application of Import Restrictions,
March 1950, Sales No. GATT/1950-1, obtainable from sales agents of the

United Nations.
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2. THE PAYMENTS DISEQUILIBRIUM

1 The Second World War upset the balance of international trade and

2 payments. The causes and characteristics of this disequilibrium are

3 sufficiently well known to require no exposition in a report dealing with

4 one particular aspect of a technical nature. This Report is concerned only

5 with measures taken by several governments, which are contracting parties to

6 the General Agreement, to deal with the lack of equilibrium in world trade

7 and finance and to restore a balance in their own economic and financial

8 relations with other countries.

9 When the Agreement entered into force on a provisional basis in 1948

10 many of the contracting parties had deficits in their balance of trade and/or

11 current payments and applied restrictions on imports from all sources of

12 supply. Since that time, the position of several contracting parties has

13 substantially improved; this change would have led to a more widespread

14 relaxation of restrictions than has actually takenplace if they had been able

15 to use their surpluses with certain currency areas to cover their deficits

16 with others. But the fact that most currencies were not convertible, after

17 the end of the war caused a sharp distinction to be made between "soft" and

18 "hard" currencies - those which the countries with large trade deficits could

19 obtain in adequate quantities and those of which they could not obtain

20 sufficient for their needs from the proceeds of current earnings. The

21 United States and Canadian dollars were the principal currencies in the "hard"

22 category, although the Belgian and Swiss francs were also "hard" for many

23 countries.

24 The extent of the dollar shortage is revealed in estimates of balances

25 of payments. Estimates of the dollar gap are not available for all countries

26 and the basis of calculation is far front uniform; however, the magnitude of

27 the problem may be gauged from the following table:
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Table I - DEFICITS ON GOODS AND SERVICES ACCOUNT
WITH THE DOLLARAREA, 1947-19501

(U.S. $ million)

Definition 1947 1948 1949 1950
of Area

Australia2
Brazil
Denmark

Dollar Area
"" 11

U.S. & Canada
"I1France

Germany
Greece

India

Italy
Netherlands

i1" i"

-1191 -1067

-620
i" i -24

"Hard Currency Area" -259

U.S. & Canada
i i

-78'
-110
-141

-626 -427

-724 -331

-745 -312
-91 -108
1-12
-450 -188

-315 -196 -148
New Zealand

Norway

Sweden
Turkey

Dollar Area

U.S. & Canaa
i " it

i "

Union of South Africa Non-Sterling .rca

United Kingdon

Uruguay3

Dollar Area

United Statos

-2301 -1065 -1117 -310

-35 -16 a0

Balance of NMents Yoarboos ofPayments Yearbooks,Nos1&papers of IIY
Progress report of OEEC (June 1951); ;rvo BankReof erveZealand
Bulletin (February 1951); and United Kingdon Government mublication
(cid. 8201).

1. This table is provisional pending further discussion with the IMF

2. Annual period ending June 30 of the year indicated.

3. Trade deficits only.

1 The inability of countries to finance those deficits without a disastrous

2 depletion of resources is evident from the statistics of their monetary

3 reserves in Table TI, which showI tho gold and foreign exchange holdings of

4 certain contracting parties. It 3hould-be notes that the foreign exchange

5 reserves of most countries in tho sterling aree, including Australia, India

-224 -52

-299

-88 .54
.

-91
. .,

-45

* *

-43
-76

-122

oe

155

-372

-30
-252

-53
-63

-38

420
-25

-18
-41

-329 . .. . . .
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1 and New Zealand, consist almost exclusively of sterling balances, and that

2 the United Kingdom has sterling liabilities, owed to both sterling area and

3 non-sterling areas countries, equivalent to $9.6 billion at the end of 1949 and

4 $10.5 billion at the end of 1950.

TABLE II - GOLD AND FOREIGN EXCHANGE HOLDINGS. 1937 AND 1946-1950
(G = Gold; Ex. = Foreign exchange)
(U.S. $ million: end of year)

1937 1946 1947 1948 1949 1950

Australia

Brazil

Denmark

France1

Greece

India

Italy

Netherlands

New Zealand

Norway

Sweden

Turkey

U. of S. Africa

United Kingdom

Uruguay

G
Ex
G
Ex
G

Ex
G
Ex
G

Ex
G

Ex
G

Ex
G
Ex
G

Ex
G
Ex
G

Ex
G

Ex
G

Ex
G2

G
Ex

5
274
32
23
53
35

2749
35
24
...

274
316
210

2

933
49
23

104
74
76

244
335
29
20

189
39

4085
...
75

...

82
677

354
446
38
87

872
66
19
...

274
4905

28
221
265
156
23

342
90
182
381
142
237
70

939
86

2696
165
200
92

88
514
354
471
32
69
550
252

14
...

274
4590

58
188

232
205
23

276

75
125
105
92

170
99

762
249
2079
149
175
81

88
1126

317
464
32
79
548

6

256
3099
112
421
167
274
23

255
53

113
81

136
162
30

183
147

1856
153
164
77

88
962
317
433
32
73
523
177
6

247
1735
256
637
195
265
27
168

51
71
70

112

154
49
128
170

1688
64

178
38

87
1233
317
407
31
83
523
463

4

247
1752
256
619
311
324
29

217

50
93
90

165
150
65

197
279

3300
143
236
76

Source: IMFInternational Financial Statistics, August 1951.
For 1948, 1949 and 1950, Bank of France holdings only.

2 For 1937, gold only, on Sept.30; for postwar years gold plus U.S.
and Canadian dollars.

3 Non-dollar currencies only.

.
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1 It may be noted that the lack of balance in current international

2 payments is not simply a post-war phenomenon. The large United States

3 export surplus appeared as early as the last quarterof the 19th century

4 So siselstent has this surplus been, that since 1880 there have been only

5 four years in which the value of the imports has exceeded that of the exports

6 of the United States.

7 Up to 1914 the passive balances in merchandise trade did not cause

8 great difficulty for the deficit countries, for they were able to balance

9 their accounts, through the mechanism of multilateral payments, with the

10 assistance of net earnings on investment income, shipping, insurance,

11 tourist traffic, etc. But through the inter-war period the deficits on

12 current account were financed with more and more difficulty. In the 1920's

13 they were met principally by a flow of capital, and in the 1930's by

14 liquidation of foreign assets and by payments in gold which led to the

15 unprecedented accumulation of gold in the hands of the United States

16 Government. These trends are to be soon in Table III, which gives the

17 international accounts of the United States over a period of 6e yoars.
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Table III - ESTIMATES OF CURRENT PAYMENTS AND GOLD MOVEMENTS
OF THE UNITED STATES 1881-1939)
(U.S.$ million; net aggregates

Mer- Invest- Other Total Capital
No.of chan- ment Ser- Goods & Gold movement

Yearsdise1 Income vices Services etc.2

1881-85 5 677 -370 -295 32 -106 94
1886-90 5 171 -470 -425 -724 18 706
1891-95 5 636 -495 -472 -331 192 139
1896-1900 5 2215 -540 -1104 571 -319 -452
1901-05 5 2520 -565 -1726 229 6 -235
1906-10 5 2240 -945 -2131 -836 -74 910
1911-13 3 1793 -730 -1505 -442 -34 476
1919-20 2 4458 1065 1165 6688 214 -6902
1921-25 5 2853 2980 -1572 4261 -1330 -2931
1926-30 5 1669 3853 -2039 3483 -44 -3439
1931-35 5 77 1927 -1430 574 -2560 1987
1936-39 4 873 1277 -700 1450 -7093 5643

Sources: Up to 1913, by interpolation, from Bullock, et al., "The Balance
of Trade of the United States", in Review of Economic-Statistics
July 1919. From 1919 to 1939, from League of Nations, Balance
of Payments, 1939-1945.

1Including silver.
2Derived from the preceding column and including errors and omissions.

1 The Second World War brought still greater difficulties in the balancing

2 of dollar accounts. The capacity of most countries to earn dollars by

3 trade and services was greatly reduced and their resources of gold and

4 foreign exchange were cut below levels of safety. At the same time, the

5 export surplus of the United States was larger than it had ever been before

6 in time of peace. The accounts were balanced by loans and grants including,

7 in particular, the grants to countries of Western Europe under the European

8 RecoveryProgramme. From July 1945 up to the end of 1950 the export surplus

9 of goods and services of the United States amounted to $37.6 billion and

10 the foreign grants and loans reached a total of $29.7 billion, or nearly 80%
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Table IV - BALANCE OF PAYMENTS OF THE UNITED STATES, 1946-1950
(U.S. $ million)

1946 1947 1948 1949 19501
GOODS & SERVICES

Exports

Imports
Trade Balance

Non-monetary gold

Investment income

Other services

Balance on Goods
and Services

OTHER NON-COMPENSATORY
Capital movements,
donations, etc.
Errors and omissions

Surplus on Non-com-censatoryAccounts 7,035

COMPENSATORY OFFICIAL FINANCING
U.S. Government grants3-787
U.S. Government loans -2,879
UNRRA -1,529

10,085
-5,079 o,

2
2

15,127
-6.072

13, 077
-7.787

5,0062 9,055 5,290 5,193 1,392
19 7 -26 -

754 1,191 1,515 1,346 1,148
2. 159 ,481 288 -

7,919 11,746 7,100 6,501 2, 122

-17063 ,1,822 -1,952 -2,105 -1,372
P242980 ,04696 -

10, 904 6,194

-2.t263 , -3,897
--4Y044 ,-1,346

-543 -
IBRD & INF
Short term balances

Gold purchases

Total

-757
-1, 233

- 607
-1,450

-381
960

-106
224

-1-53O
-7,035 -10,904 -6,194 ')7 t33-5

21

846
1.743
-750

Source: NF InIMnational Financial, Statistics, May and June 1951.

1. Preliminary, not strictly comparable with data for preceding years.

2. Including non-monetary gold.

3. ECA counterpart fund deducted.

12,298
-7.105

10,679
-9.287

5,332

-4, 816
-470

750

-3,235
-125
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1 The statistics presented above indicate the balance-of-payments dis-

2 equilibria which have existed and which have been intensified by changes in

3 the structure of production and shifts in the channels and composition of

4 international trade brought about by the last war. The tables provide a

5 graphic account of the outstanding features of the post-war situation in

6 which nearly all countries decided that they could not restore the converti-

7 bility of their currencies and to cope with their payment difficulties by

8 restricting importation and discriminating against purchases from certain

9 countries. They also reveal a substantial recent improvement in the payments

10 and reserve positions of many countries and this will be examined in more

11 detail below.
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3. METHODS OF RESTRICTION

1 (i) The Limitation ofImports

2 The common form of the restriction on imports is the prohibition-
3 except-under-licence promulgated by the government as a regulation governing

4 the conduct of private trade. Quantitative restrictions are imposed by laws

5 and decrees, and an administration is established to examine applications

6 for permission to import.

7 Article XIII provides a guide for contracting parties in administering

8 their restrictions. If possible the total amount of each product to be ad-

9 mitted in a future period (the global quota) is to be announced in advance,

10 and when a quota is allocated among supplying countries the allocation is

11 to be made if possible by agreement with all the contracting parties having

12 a substantial interest in supplying the product concerned. Alternatively,

13 the global quota may be divided among countries of supply in proportion to

14 the quantities imported during a previous representative period, adjustments

15 being made for special factors which may have affected the volume or direction

16 of trade. It appears however, that there is no instance in which multilateral

17 agreement has been sought for the division of e quota among supplying coun-

18 tries, and the representative-period method also is seldom used. Owing to

19 the prevailing practice of discrimination under Article XIV, the procedures

20 for the allocation of quotas are adapted to the overriding consideration

21 of the availability of the currency in which payment will have to be made.

22 If quotas are fixed at all, they are fixed either in relation to earnings

23 of foreign currencies or bilaterally in negotiations with countries of

21 supply.But often the restriction is affected administratively through the
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1 treatment of individualapplicationsfor r licene..s

2 The curtailment of expendt-ure on impor , for the purpose of safeguarding

3 the balance of payments may be AplJied also to trade conducted by, or on

4 behalf of, the state, adt terefeore theGCeneal ] Agreement stipulates that

5 the term"ifmportestrictionm", as uased in Articles XI to XIV, includes

6 "restrictions made effectivet,hrogsh state-trdring operations". Generally,

7 the restriction of strate imports rquires s no eaeborat&machinery for the

8 examnration of apliLcaton or for thed s.tribution of licences.

9 The only ocntazctnmg party which exercises . full governmental control

10 of imports is Czecocslovakia, where importation is a function of monopoly

11 trading companie.A p rogramme ofidmportatocn is approved for each cmppany

12 as part fo the total import programm.e The balance o tcurrent payments,

13 excluding trade, being passive, the govenmentr endeavours to obtain a surplus

2 on its trading activities. Therefore the programmes of the importing

15 companies are trimmed so as to require a smaller expenditure in foreign

16 exchange than is earned by exportation, and in this manner imports are

17 restricted for the purposes allowed by Article XII.

18 The reduction of expenditure on imports by other contracting parties

19 may be achieved in part by instructions totateo state monoponies amd to

20 purchasing sommss-ion3 disposing oi puunIc frids to restrain their buying

21 programmes. Ft coosra ont:aparties theproii$ poportlon of trade conducted

22 by monopoly agencies or prenterpriseslTFiZLaes is smrll and has tended

23 to dncline sirce 1948 as the trade incommodities ;.otiies is returned to

24 private hands. Nev,rtheless. in the trade of the United Kingdom it amounted

25 in41%50 to .%5 and inethe tradc ftFzanne- bo nearly a quarter, of total
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1 imports. For those contracting parties which have an extensive trade of

2 this character the instructions to the buying agencies constitute an im-

3portant element in the restrictive policy. Virtually every government

4 today conducts some trade on its own account. Finland, France [Germany],

5 Netherlands, Norway and the United Kingdom reported that restrictions for

6 balance-of-payment reasons are applied to state purchases.

7 (ii) The Practice of Discrimination

8 The discriminatory application of restrictions maintained under

9 Article XII was examined by the CONTRACTING PARTIES at their Fourth Session

3. in March 1950, and a report, as noted above, was approved and published.

11 Article XIV: 1(g) of the Agreement requires an annual report by the

12 CONTRACTING PARTIES so long as governments continue to doevate from the

13 rule of non-discrimination of Article XIII. This they may do so long as

14 they are availing themselves of the post-war transitional period arrange-

15 ments under Article XIV of the Articles of Agreement of the International

16 Monetary Fund or of analogous provisions of special exchange agreements

17between the governments concerned and the CONTRACTING PARTIES. Twenty-two

18 of the governments which are taking action under Article XII of the General.

19 Agreement are availing themselves of the arrangements in the Articles of

20 Agreement of the fund, while Indonesia has availed itself of the analogous

21 provisions of its special exchange agreement. Burma, Germany and New

22 Zealand are not members of the Fund and have not yet accepted special ex-

23 change agreements.

24 Contracting parties applying import restrictions to safeguard their

25 balance of payments are permitted under Article XIV to follow one or other
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1 of two sets of rules which limit the manner and extent of their deviations

2 from the rule of non-discrimination. The first, called "the Havana option",

3 permits a contracting party -

4 under paragraph 1(b) of Article XIV to maintain discriminatory
5 trade restrictions having an effect equivalent to exchange restric-
6 tions which it may at the time apply under the transitional period
7 arrangements of the Articles of Agreement of the Fund, and

8under paragraph 1(c) to maintain (and adapt to changing circumstances)
9 any discrimination involved in balance-of-payment import restrictions
10 which were being applied on 1 March 1948, but which would not be
11 covered by paragraph 1(b).

12 The second, contained in Annex J, called "the Geneva option" permitsthe
13 contracting parties which have elected to be governed by its provisions to

14 administer their balance-of-payment import restrictions discriminatorily

15 in such a way as to increase the total of their imports above the level

16 which could be obtained if restrictions were applied without discrimination

17 between sources of supply.1

18 For the sake of simplification it may be said that Article XII enables

19 a government to determine what and how much will be imported, while

20 Article XIV enables it to determine where the goods for importation will

21 be bought. The main purpose of discrimination in the application of import

22 restrictions is to enable the restricting country to obtain a larger volume

1 This paragraph contains a mere paraphrasing of the provisions of the
Agreement. Hence it is necessary to repeat the qualification, which appeared
in the First Report on the Discriminatory Application of Import Restrictions
that both Article XIV and Annex J include procedures for reporting and
many important provisions aimed at avoiding the misuse of discriminatory
import measures and limiting any longer-term adverse effects that such
discriminatory practices might tend to produce. For this reason the above
paragraph should not be used as a basis for considering the consistency
of any particular import practice with the terms of the General Agreement;
for that purpose direct reference to the terms of the Agreement itself
would be essential.
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1 of imports than would be possible if the rule of non-discrimination had to

2 be observed. Because of the inconvertibility of many currencies, some

3 governments have been unable to provide as much of all currencies as their

4 importers desired to spend. If the rule of non-discrimination were to be

5 strictly enforced, the countries employing restrictions would have to limit

6 their imports from all sources in line with the purchases they could finance

7 from the countries whose currencies they found most difficult to obtain.

8 Some countries applying restrictions under Article XII have considered it

9 necessary to relax the non-discriminatory rule in order to utilise the full

10 available amount of each currency. The kernel of the discrimination policy

11 is the more severe curtailment of hard-currency than of soft-currency imports.

12 If no discrimination is intended, open licenses, allowing importers to

13 obtain supplies from any source up to the total amount, or "global quota",

14 can be used.But licences bearing no reference to the country, or to the

15 currency area, of supply will be uncommon while governments are availing

16 themselves of the transitional period arrangements for the discriminatory

17 application of restrictions In these circumstances it is only within

18 specified areas (or alternatively for imports from any source other than

19 specified areas) that the open licence can be granted. Otherwise the licence

20 is valid only for a particular purchase - a fixed quantity at a known price

21 and from a specified source. In state-trading operations, on the other

22 hands discrimination is effected by instructing the agent or monopoly

23 management to place orders in specified countries, whose currencies can be

24 provided for payment, instead of basing the choice of supplier solely upon

25 commercial considerations such as price, quality , marketability and other

26 conditions of sale.
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1 Unilateral MethodsDiscrimination is made effective generally by

2 drawing a distinction between countries in accordance with availability

3 of the currencies required for payment. In the planning or programming of

4 imports, which is a common practice of countries applying restrictions, the

5 quotas allocated to the various countries are determined in accordance with

6 anticipated currency earnings. Where quotas are allocated among sources of

7 supply, the allocation has been simplified ied very often by the issue of

8 licences which are valid for imports from any country in a scheduled list

9 or for payment in a given currencyI. n fact the methood f discirimnation

10 may be reduced to a distinction between onlyo tw areas. If quotas are not

11 allocated in advance the ueiss eaofLich cenisancan individual administrative

3 decisions and for imports in hard rencurcies the licences are issued only

13 if it can be shown that the goods to be imported command a high priority

2 and cannot be obtained et an acceptable price in a softAcurrncyeicountry.

15 The test of essentiality and price advantage si less rigid for soft-

16 currency imports and in some nistances even the requirement of licenses

17 has been waived altogether or is merley a formlait., The contac.iIng parties

18 which are governed by Annex J mLpleeont- the price provisions of the Annex

19 by various administrative proceu-resinvolvingaexecutinyandanro3Wing..utiiiy ad a comparison

o0of relative prices" in "the "hard" and 'sf'tlarkets.

21 This unilateral method of deteceining the inciden-ece the discrimina-

22 tion policy is egree by all the contracting parties whiochth p~rtics which

23 aport stricting imllocation. pt wheot the aLlooat-i of a qucta is arranged

24 by agreeuenr with the exporting coantT, the determination of the national

ution ares alicencs remaiijbii4iA of srer-z.'rnin in the hand. of the govern-

triction app'yi few exceptionsthis is th. :'h xcFttns t a4ts the method used
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1 in determining the volume of imports to be admitted from hard-currency

2 countries - the administration retains flexibility and no commitment is

3 made as to importation or the issue of licences. By this means the spending

4 of hard currencies can be kept within the limits of current earnings. When

5 restrictions are made effective administratively - that is, by decisions in

6 respect of individual applications for licenses without the fixing of

7 quotas - the restricting government may nevertheless have an established

8 though unannounced programme for importation. These import programmes relate

9 principally to importation from hard-currency countries and are frequently

10 revised in accordance with availability of the currencies required for

11 payment.

12 A number of countries, particularly those of the sterling area other

13 than the United Kingdom, use this unilateral method almost exclusively: the

14 volume of their imports from soft- as well as from hard-currency countries

15 is not fixed in advance except, possibly, in their own import programmes

16 which, however, may be modified without reference to the countries of

17 supply. The other countries use a combination of unilateral and bilateral

18 methods.

19 Bilateral Methods - It has become a common practice for countries in

20 Europe and South America to negotiate one with another in respect of the

21 quantities or total values of various goods or classes of goods to be imported

22 within fixed periods of time. Thus trade among the countries of Europe,

23 and in many instances also with countries overseas, is largely governed by

24 bilateral agreements providing for the supply or purchase of minimum or

25 maximum quantities, or alternatively, for making available fixed total

26 values of foreign exchange to be used in the purchase of specified goods.
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1 The natural tendency in such bilateral bargaining is to achieve a balance

2 of trade resembling a systme of barter or compensation requiring no trans-

3 fer of means of payment,

4 There is now a vast network of bilateral agreemenstnegotiated by one

5 soft-currency country with another (and in some instances with hard-curreney

6 countries) which determine and regulate a large part of international trade.

7 Some of the contracting parties have as many as twenty such agreements

8 through which their import restrictions and the discrimination against

9 1 ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~1hard-currency purchases are made effective. Most of the agreements in-

10 corporate commitments to issue licenses, varying from an estimate or

11 target for total imports in a specified period of time, or a schedule of

12 quotas for products fo3which the government of the importing country is

13 prepared to issue licenses, to an undertaking to purchase or supply fixed

14 quantities ofistated commodities. The governments aim, by means of these

15 agreements to increase their trade with the other countries in balance-of-

16 payment Afficulties while restricting their imports from hard-currency

17 countries.

18 There has been a tendency recently for governments which follow the

19 practice of negotiating bi-lateral arrangements to make more use of non

20 discriminatory quotas for imports from the soft-currency countries as a

21 group, thus avoiding a rigid regulation of trade channels. But an

22 important reason why this practice is not more widely adopted is the fact

23 that it àêèreduces a government's bargaining power vi-vis other governments

A, ist of current trade and payments agreementswas published as
ws Bulletinia Supplement to the Ri DN in Augu
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1 which adhere more strictly to the allocation of quotas.

2Group ng en - A-rraem ts. ThP RCOETRACTING ?ATITS recorded in their first

3 report on discrimination that a majority of the governments taking action

4 under Articles XII and XIV belong to one or other of two groups of countries

5 which have made far-reaching cooperative arrangements either for the

(tr- overtibility of their currencies or in respect of payments for their

7 Those- trade. two groups are composed of the contracting parties

8 which participate in the sterling area pool of dollar resources and those

9 which belong to the Organization for European Economic Cooperation. The

10 financial arrangements of these groups are accompanied by exemptions from,

ii or relaxations of, import restrictions in favou'rof members of the group

12 and thus constitute an agreed and coordinated application of the discrimina-

13 tory technique.

14 How the sterling pool is operated by the participating contracting

15 parties was explained in the first report. These governments consider that

16 a strict control of impoorts from utside the area is necessary to protect

17 and strengthen their pooled resources of gold and convertible currencies.

J Many of the exemptions from restrictions and formalities which they accord

19 to each other are sometimes extended to other soft-currency countries, but

20 for purchases in dollars and other hard currencies the control is strictly

21 enforced. Restrictions arde imemposeby mbers of the sterling area against

22 those countries with which the area as a whole is considered to be in

23 balance-of-payment difficulties, ideas against countries whose currencies

24 are "hard" in relation to sterling. Even though a sterling-area country

25 has a favourable balance withescountri outside the area, it may nevertheless

26 restrict importhoses from t countries as part of the general policy of
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1 conserving resources in certain currencies. Consequently all countries

2 of the sterling area are still restricting imports from the dollar area,

3 though several of them now enjoy surpluses in their balances of current

4 dollar payments. The current earnings of United States dollars by Australia,

5 Ceylon, India and New Zealand provide examples of this type of situation.

6 The members of the other group - the Organization for European

7 Economic Cooperation - have a discriminatory arrangement which arises from

8 the Organization's programme for the removal of quantitative restrictions

9 on intra-European trade. Under this program, the restrictions have been

10 removed from an agreed percentage of each country's trade on private account,

11 though generally they are maintained in some form for imports from most

12 countries which are not members of the Organization and for state purchases.

13 The objectives of the scheme were explained by the participating governments

14 in their replies to the CONTRACTING PARTIES' questionnaire. The aims were

15 said to be, first, to restore competition and to create an European market

16 within which goods might circulate more freely and secondly, to contribute

17 to the ultimate restoration of multilateral trade throughout the world.

18 Further, it was stated that the removal of restrictions was made possible

19 by the improvement in the balances of payments of European countries in

20 1948 and 1949, which permitted the transferability of their currencies

21 through the European Payments Union and by the decision to take joint action

22 as a first step towards restoring freedom to European trade.
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4. TRENDS OF POLICY AND EFFECTS

1 The success or failure of the trade policy applied under Article XII

2 must be judged in the light of its contribution to a new equilibrium in

3 international trade on a sound and lasting basis, The broad results of the

4 policy and the continuing need for the maintenance of restrictions may be

5 measured against developments in several specific fields, namely: the

6 recovery of production, the expansion of foreign trade, the emergence of an

7 active balance of current payments, the rebuilding of monetary reserves and,

0 finally, the capacity to give freer admission to non-ebsetial imports

9 without incurring a renewal of balance-of-payment difficulties.

10 (i) Recent Developments

11 The contracting parties whose import restrictions have been under review

12 have not made uniform progress in economic recovery, but there are distinguish-

13 able trends which have affected all of them in some degree, Most of these

14 countries achieved a remarkable recovery between 1947 and 1951. In Western

15 Europe, for example, the output of goods and services has greatly increased

16 and is now higher, per head of the population, than in 1938, In addition to

17 the recovery of production for domestic consumption. there has been a grati-.

18 fynig reconstruction of the export trades and the drive to direct an

19 increasing volume of exports to dollar markets, has met with a fair degree of

20 success. All but one or two of the 26 countries employing restrictions have

21 rebuilt the volume of their exports to the prewar leve.l The economic

22 improvement in the past five years is reflected in reduced dependence upon

23 imports from hetahrd-currency areas and in a strengthening of the reserves of

24 gold and foreign exchange. Exports from the United States toE urope. fell
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1by 31% in 1950 and the United States surplus on current account with Latin

America has fallen from more than $2000 million in 1947 to $271 million in

1950.

Since the middle of 1950, however, the war in Korea and the purchase of

raw materials for strategic stockpiles and for armament production has greatly,

changed the commercial and financial situation of many countries. Rising

prices inflated the value of exports of countries producing primary commodi-

ties and converted their trade deficits into surpluses, The participation of

the United States Government as a buyer on commodity markets so increased the

value of United States imports that, in several months in 1950 and 1951, they

actually exceeded the value of export trade. An important consequence of the

higher values of raw materials was the shift of gold reserves. Whereas in

1947 and 1948 the gold holdings of the United States increased by $4377 million,

in 1950 they fell by $1743 million. The gold exported from the United States

was widely distributed through Europe, Latin America and the Far East,

Another aspect of the repercussions of defence programmes on trade policy

is the growing interest in the limitation of exports. The prohibition and

licensing of exports for strategic reasons and to conserve supplies of scarce

materials is now a common practice; this, combined with a greater willingness

to accept imports, reflects a reversal of the prevailing attitude to the state

of the trade balance.

The effects of these events and of the general improvement in production

and trade are evident in the trends of trade policy. One of the contracting

parties, Canada, which was restricting imports under Article XII, removed the

last of these restrictions in January 1951, while Peru took similar action

prior to its accession to the General Agreement. Latin-American countries
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1 have released many products from licensing requirements, but elsewhere -

2 particularly in the sterling area and Europe, treated more fully below - much

3 of the relaxation occurred within the framework of existing restrictive systems

4 without much formal changer Also some countries extended the soft-currency

5 area to include countries whose currencies were previously treated as hard,

6 A part of the increased earnings of convertible currencies has been used for

7 purchases from the hard-currecy countries. Although the relaxations which

8 have taken place to date are important steps they are not sufficiently

9 extensive to alter the general picture of action under Articles XII and XIV.
10 Worthy of special note is the pronounced tendency to discriminate only
11 between two groups - the hard and the soft currencies - and to apply less
12 and less restriction to trade among countries in the soft-currency catogory.
13 Further, an increasing proportion of the import trade of the countries
14 taking action under. Article XII is free of all restriction; in their replies
15 to the questionnaire the French Government estimated this proportion at 67%
16 in 1950 and the Governments of Denmarkand Norway indicated that under their
17 1951 import programmes 56% and 4I% respectivelywould not be subject to
18 any restrictive measures.

18 However, the military operations and the defense programmes undertaken

19 in the past fifteen months have introduced now uncertainties into the world

20oc. nuic situation which inevitably had repercussions n International trade.
21 Rearmament in some countries may mean pressure on export trades and a threat

22 to their ability to maintain their earnings of foreign exchange. The degree
23 of success achieved by countries in combatting inflation will have important
24 repercussions on their external positions.
25 (ii) The Sterling Area
26 The fortunes of the countries participating in the sterling pools in
27 struggling with their shortage of hard currencies, have fluctuated sharply
28 through the past five years. Although production and export trade advanced
29 encouragingly, the gold and dollar reserves of the sterling area which are

30 held In theUninted Kingdom fell in the three years. 1947-49, from $2696 million
31 to $1688 million. In July of 1949 the Commonwealth countries of the sterling

area,
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1 which participate in the sterling pool of dollar resources decided to

2 reducece their dollar imports by 25% below the 1948 level in order to stop the

3 severe drain on their gold and exchange reserves.

4 This intensification of restrictions required consultations with the

5 CONTRACTING PARTIES under the provisions of Article XII. These consultations

6 were held in November 1950, by which time there had been considerable

7. improvement in their balance-of-payment position. In accordance with

8 Article XV, the CONTRACTING PARTIES also consulted with the International

9 Monetary Fund. The results of the intensification were examined in the light

10 of subsequent developments, including the devaluation of sterling in

11 September 1949 and the increase in raw material prices in 1950. By that

12 time the gold and dollar reserve had been greatly strengthened, standing

13 at $2756 million at the end of September. In the Course of the consultations

14 several contracting parties with hard currencies contended that the Govern-

15 ments of Australia, Ceylon, New Zealand, Southern Rhodesia and the United

16 Kingdom could begin a cautious, though progressive, relaxation, and the Fund

17 expressed the opinion that such relaxation would be feasible but should be

18 undertaken with due caution having regard to prevailing uncertainties. The

19 five governments, however, were of the opinion that, although the gold and

20 dollar reserves of the sterling area had improved, several adverse factors,

21 of which the full effects would not be felt until 1951, rendered it unwise

22 for them to undertake at that time any commitments for a relaxation of their

23 restrictions. As for India and Pakistan, the CONTRACTINGPARTIES considered,

24 and the Fund concurred with thisview, that they could not be expected at

25 that stage to modify their limitation of dollar purchases.
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1 The Union of South Africa, which does not participate in the sterling
2 pool of dollar resources, also experienced payment difficulties. From 1947
3. to 1949 the gold held by the South African Reserve Bank declined from $939
4 million to $128 million. Since the war-time control of imports had been

5 abolished, new restrictions were introduced. Under Article XII:4(a) a

6 contracting party instituting restrictions is required to consult with the
7 CONTRACTING PARTIES as to the nature of its balance-of-payment difficulties,

8 alternative corrective measures, and the effect of the restrictions on the

9 economics of other contracting parties. The consultations with South Africa

10 were held in 1949 when the measures and the methods of restriction were

11 fully discussed with the contracting parties whose trade was likely to be

12 affected. The suggestions made have been taken into account in the

13 development of South Africa's restrictive policy.
14 Since the middle of 1950 there has been some relaxation of the

15 restrictions by a number of the sterling group; many products have been

16 removed from the control lists and the area of discrimination has been cut

17 back, while elsewhere the relaxation has been introduced almost unobserved

18 by means, of a more lenient administration of the licensing requirements.
19 It was evident in the light of the events of 1950 that the reduction of imports

20 introduced the previous year would have to be modified: for some of the

21 Sterling countries a change of policy was rendered possible by the increased

22 earnings of dollars through the rise in the price of primary commodities,
23 while for the United Kingdom an increased expenditure of hard currencies was

24 expected as a result of essential purchases of food and materials. A few
25 examples will illustrate the relaxations which took place: Australia extended
26 the Iist of "easy-currency" countries from which goods might be purchased with-

27 out licence; New Zealand and India made provision for increased purchases
28 from hard-currency countries; South Africa extended the list of products
29 exempt from permit when imported from soft-currency sources and, in fact,
30 75% or the permits issued are valid for importation from any country; and
31 Ceylon announced that from July 1951 there would be no restriction of

32 Imports except for certain types of goods when imported from hard-currency
33 countries,
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1 The tendency to be more lenient in the application of restrictions on

2 purchases from the dollar area continued in the early part of 1951, but as

3 the year progressed it became evident that the balance-of-payment situation

4 had grown less favourable and that the time might not be far distant when
again

5 the gold and dolIar reserves of the sterling area would begin/to decline.

6 This possibility was envisaged in July by the British Government when

7 publishing the estimates of the balance of current payments for the second

8 quarter of the year. The reserves of gold and foreign assets had continued

9 to increase in the first half of 1951, but it was stated that, due to the

10 reversal of the price trends for certain raw materials and to the needs of

11 defence production; the dollar earnings of the sterling area would be on a

12 very much lower scale during the last half of the year and the accounts for

13 1951 as a whole would show a serious regression and a reopening of the

14 dollar gape The United Kingdom Government stated in their reply to the

15 questionnaire in August 1951 that essential raw materials wore then being

16 admitted without restriction from any source and that over the year as a

17 whole expenditure on dollar imports was expected to be at least 50% above

18 the 1950 level of $1200 million.

19 The trade balance and the monetary reserves of the contracting parties

20 belonging to the sterling area, for the last four half-year periods, are

21 shown in the following tables.
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Table V - TRADE BALANCES OF STERLING AREA COUNTRIES

(U.S, $ million)

July-Dec .1949 Jan-June 1950 July-Dec.1950 Jan-June 1951
Balance Balance Balance Balance
with USA with USA with USA with USA

Total & Canada Total & Canada Total & Canada Total & Canada

Australia1 -6,2 -27.9 $.138.4 -.2.2 +121.0 +16.6 +410.73 +166.43

Ceylon2,5 +26.8 ... +8.8 -28.6 +60.0 +49.2 +34.34 +22.04
India2 -114.7 +58.0 +8.2 +14.9 -10.0 +68.0 +56.14 +2.14

New Zealand -39.1 -16.2 +95.9 +7.9 -24.9 ... ......

Pakistan2 -614 ... +55.0 +7.0 +40.6 +3.2 +168.64 ... ,

S, Africa1,5 -220.8 -145.8 -131.1 -70.0 -107.5 -47.7 -123.73 _47.03

U.Kingdom2 -806.5 -550.6 -615.2 -245.9 -358.9 -132.1 -1130.03 -222.33

Source: IMF,
IMF,

International Financial Statistics; January, July and August 1951;
Direction of International Trade, and unpublished data,

1 Imports, f.o.b.
2 Imports, c.i.f.
3 First five months.
4 First four months.
5 Exports cover home-produced goods only, except for Ceylon July-Dec. 1949.



GATT/CP.6/12
Page 36.

Table VI - GOLD AND FOREIGN ASSETS OF STERLING AREA COUNTIES1

(US. $ million; end of month or thereabouts)

June December June December June
1949 1949 1950 1950 1951

Australia Gold 88 88 88 87 88 (Jan.)
Foreign Assets 1368 1052 1368 8 1467 ( " )

Ceylon Gold _ _ - -

Foreign Assets 257 196 185 227 250

India Gold 247 247 247 247 247
Foreign Exchange 2503 1735 1738 1752 1801

New Zealand Gold 25 27 28 29 31
Foreign Exchange 327 168 241 217 352

Pakistan Gold 27 27 27 27 27
Foreign Assets 746 484 444 479 577

South Africa Gold 149 328 177 197 210 (May)
Foreign Exchange 18 170 254 279 271 ( " )

United Kingdom Gold and dollars 1651 1688 2422 3300 3867
Non-dollar ex-
change 177 64 115 143...

Source: IMF, International financial Statistics,
Ceylon figure for June 1949, from IMF byrrespondence.

December 1950 and August 1951;
correspondence.

1 ooedingsxofafcraofn ecchinge ca sterlitg countrieshother th kingdom,ited. .mgdcs
ai ethe inedare comprised primarily of sterling balances.
Holdings of US. dollars, including private and official balances as well as
U.Se Government short-ierm securitfes, as estimated in the Federal Reserve
Bulletin (March 1951), are as follows: (U.S. $ million; end of year)

United Kingdom
United Kingdom dependences
India
;outh Africa
Lest of Sterling Area, excluding

Ireland and Iceland

1949
574
103
63
6

09
806

1950
662
105
56
46

4
9IL

1 oo The c-wparative freedom from restriction enjoyed by theommerling Camnon-
2 wealth countries in their trade with one another cannot have failed to have

3 some influence upon the channels of trade. The data brought together in

4 Table VII show the extent to which the trade of these countries among them-

5 selves has increased since 1947 and in relation to prewar.
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Table VII TRADEBETWEEN STERLING AREA COUNTRIES 1-showing
value of made with other countries ofthegroup
and percentages of total trade,

(£ Sterling million)

Exports to the other countries
1938 1947 1948 1949 1950

value % value % Value % Value % Value %

Australia2 64 67 190 59 262 61 279 57 308 51
Ceylon 13 69 38 61 38 55 42 55 50 45
India 55 45 130 44 151 49 176 50 226 56
New Zealand 42 90 84 82 100 79 115 79 129 70
Pakistan ... ... ... .. 33 45 27 42 46 32
Southern Rhodesia 3 70 12 75 165 77 19 79 40 83
Union of S. Africa 15 53 364 41 60 51 66 49 101 46
cited Kingdom 187 40 461 41 678 43 832 47 926 41

U.K. Dependent Terts 53 31 169 42 208 37 238 39 ... ..

Total 442 1120 1546 1794...
Percentage in overall
exports of these
countries 46 46 47 49..

Imports from other countries

1938 1947 1948 1949 1950

Value % Value % Value % Value % Value5 %

Australia2
50 56 152 57 220 66 286 66 3336 66

Ceylona 93 52 37 53 40 54 41 53 62 71
India 47 41 122 34 180 41 185 43 1947 49
New Zealand 29 65 65 63 82 73 91 75 121 79
Pakistan ......... ...5 *t* 59 72 47 51 59 47
Southern Rhodesia 7 75 21 64 325 75 45 81 49 83
Union of S. Africa 48 50 934 43 146 41. 162 52 162 53
United Kingdom 258 28 520 29 708 34 806 35 915 35
U.K. Dependent Ter.'s 57 32 179 77 259 41 314 .42 ... *.

Total 511 LL89 1724 ...027
Percentage in overall
imports of these
countries 34 36 42 44

Sources:mmComonwealth Economiommc Cittee: Commonwealth Tradne 949,and 1 and Board of
oTrade: Re-port n, Overseas Trade April 1951; for 1950 (except U.K.), and
1948 Union MFof S. Afroica, I, Directin on Inte.rnational Trade

Owng to lack of data, trade ouf and with Blrm has bee2n excalluded. Annu4j riod
begi1nning July st5of the year indicated. Including tradd.e4 with Canaa 1946
instead of 1947.7 Converted from values expr.ssed in U.Se dollars, Adjusted to
calendar year orojected frcm 9 months data.
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1 (iii) Western Europe

2 The trade of the countries of Western Europe, both among themselves and

3 in relation to hard currencies, has improved fairly steadily in the six years

4 since the war, and steps have been taken to ease the restrictions on impor-

5 tations, particularly from soft-currency countries. Many of the import

6 quotas allocated in bilateral trade agreements with other soft-currency

7 countries provide for an increased volume of trade, but import programmes

8 for 1951 do not generally envisage an increase in hard-currency purchases.

9 Relaxation has been introduced administratively in the treatment of appli-

10cations for licences and in the allocation of foreign exchange for overseas

11 purchases but its extent .is inevitably difficult to measure.

12 The most import development in trade policy is the liberalization

13 programme of the Organization for European Economic Cooperation, which was

14 mentioned earlier as one of the group arrangements involving discrimination

15 in the appication of restrictions. In November 1949, quantitative re-

16 strictions were removed from 50% of intra-European trade on private account,

17 on the basis of 1948 trade statistics, for each of the three groups - food

18 and feeding stuffs, raw materials and manufactured goods. This was extended

19 to 60% in July 1950, and the target was raised to 75% in February 1951. In

20 May, agreement was reached upon the consolidation of a list of liberalized

21 products accounting for 60% of intra-European private trade. At the present

22time four of the contracting parties applying restrictions under Article XII

23 - France, Italy, Sweden and the United Kingdom - have liberalized 75% of their

24 private trade with other members of the organization and have consolidated

25 60%, Denmark and Norway have consolidated at least 60% in the two categories

26 of food and feeding stuffs and raw materials and have consolidated all the

27 measures which they have taken in the category of manufactured goods.
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1 although .their liberalization in this category is below 60%. Austria and

2 Greece have stopped short of the 75% stage and of the 60% consolidation

3 under arrangements for special dispensation. Of the remaining countries,

4 German has been exempted for the moment from enforcing any liberalization

5 measures, Turkey is at present exempted from the 75% stage, and the Nether-

6 lands have not yet achieved 75% and their case is being examined at the

7 moment by the Organization. Neither Turkey nor the Netherlands has sent

a in any notification with regard to the consolidation of 60%.The most

9 recent development in the O.E.E.C. programme was the acceptance in August

10 1951 of a short "common List" of products, principally textiles and textile

11 machinery, from which quantitative restrictions have been removed by all

12 countries.

13 The removal of restrictions under the O.E.E.C. programmedoes not

14 necessarilyresult in the withdrawal of all licensing requirements. Licences

15 forimporation may still be required though they should bo issued automa-

16 tically. Alternatively, the system of individual applications maybe

17 replaced by the issue of "open general licences" which are valid for imports

18 of certain categories of goods from specified countries or currency areas

19 including all members of the Organization. Insofar as formalities or

20 delays continue to impede the flow of trade, the removal of restrictions is

21 incomlete.

22It has been found by the members of the European group that the

23 difficulties in the way of the removal of quantitative restrictions are

24 closely bound up with the inconvertibility of currencies. The liberalization

25 programme has been dependent throughout upon the satisfactory conclusion of

26 arrangements for the clearing of accounts and for the convertibility of
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1 the currencies of the participating countries. In fact, the step from the

2 50 to the 60 per cent. stage was dependent upon the establishment of the

3 European Payments Union; importation without licence within Europe could

4 not be restored, in prevailing circumstances, unless the earnings for exports

5 could be freely converted into other currencies of the group. Further, some

6 nombers of the Organizaation maintained that the existence of high tariff

7 duties, whose significance would be enhanced with the removal of restrictions,

8 constituted another series obstacle to the liberalization programme. The

9 low-tariff countries insisted that their customs duties were well below the

10 average level of European rates and that any further removal of restrictions

11 would be difficult unless greater uniformity in the tariffs of Europe were

12 achieved.

13 In the first stage of liberalization most members of the Organization

14 excluded the hard-currency members from the benefits of the removal of

15 restrictions, but the establishment of the EuropeanPayments Union in July

16 1950 enabled them to eliminate this discrimination. Further, they have

17 extended the liberalization to imports from the dependent territories of

18 other members and also to some soft-currency countries, as follows:
Countries and currencyareas, other than the territories of
OEECmembers,to which the liberalization has been extended

Austria
Denmark
France
Germany
Greece
Italy
Netherlands
Norway
Sweden
Turkey
United kingdom.
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1 From 1947 to 1950 the overall trade deficit of O.E.E.C. countries
2 (including trade among themselves and with their overseas territories)
3 declined from $6.6 billion to $2.3 billion and the deficit with the U.S.

4 and Canada declined from $6 billion to $2.2 billion. Individual differences

5 between countries are, of course, pronounced and it is mainly the larger
6 industrial exporting countries (especially France, Italy, Sweden and the

7 United Kingdom) which account for the major part of the improvement. On

8 the other hand, imports from British dependent territories and non-European
9. Commonwealth countries belonging to the sterling area greatly increased with
10 the result that the continental members of O.E.E.C. acquired large trade

11 deficits in sterling. For some time this would have had the effect of making
12 sterling almost a hard currency for the countries of the continent if it had

13 not been for the facilities of the European Payments Union.

14 The total current account deficit of the O.E.E.C. countries, including
15 the United Kingdom, was nearly $8 billion in 1947 and this was reduced to loss
16 than $1 billion in 1950. The reduction in the dollar gap was of similar

17 proportions. This great improvement was due to the much greater rise in
18 exports than in imports and to the transformation of the deficit of $1.5
19 billion on invisible items to a surplus in excess of $1 billion. The

20 improvement in the trade balance since the devaluation of currencies and

21 the removal of quantitative restrictions from large sectors of intra-European
22 trade, both overall and with the United States and Canada, may be seen in

23 Table VIII. The relief of strain on the means of payment has madepossible
24 a sizeable increase in the holdings of gold and hard-currency assets which

25 for ten contracting parties in the O.E.E.C. advanced from $2.7 billion at the

26 end of June 1949 to [$3.6] billion at the end of June 1951. The improvement
27 in the trade balance and monetary reserves would be even more impressive if
28 the United Kingdom were included in the following tables.
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Table VIII - TRADE BALANCES OF CONTINENTAL CONTRACTING PARTIES

(U.S. $ million)

July-Dec. 1949 Jan-June 1950 July-Dec. 1950 Jan-June 1951
Balance Balance Balance Balance
with USA with USA with USA with USA

Total & Canada Total & Canada Total & Canada Total & Canada

Austria -150.8 -77.7 -125.7 -75.2 -31.2 -30.4 -110.5 -63.6
Denmark -23.1 -40.8 -112.2 -36.1 -84.9 -24.7 -113.9-42.2
France -218.2 -204.7 -193.5 -174.7 +193.2 -86.6 -87.8 -108.6
Germany. -610.0 -395.0 -342.3 -178.9 -381.0 -131.5 -93.2 -189.6
Greece -181.3 -91.6 -102.7 -79-.6 -152.4 -45.7 -138.6 -58.7
Italy -119.0 -186 1 -184.5 -170.2 -58.8 -90.2 -280.8 -145.2
Norway -182.2 -42.5 -178.8 -30.8 -106.2 -24.2 -142.9 -37.7
Netherlands -176.7 -109.7 -374.7 -120.1 -273.0 -59.0 -444.9 -88.5
Sweden +8.3 -5.8 -37.8 -23.1 -37.2 -13.2 -112.0 -24.8
Turkey -8.5 -10.1 -21.6 -23.5 -0.6 -.4 -17.3 +22.4

Source: OEEC, ForeignTrade Statistical Bulletin, June 1951; for 1951, from
OEEC by correspondence,

1Jan-March only,

Table IX - GOLD AND FOREIGN ASSETS OF CONTINENTAL CONTRACTING PARTIES
(U.S. % million; end of month)

June December June December June
1949 1949 1950 1950 1951

Austria 18 19 21. . ...
Denmark 98 105 104 114 106
France 552 700 856 986 1009
Germany 2 1703 149 228 222 266 (Apr.)
Greece 33 36 44 36 41 (Apr.)
Italy 775 893 898 875 755 (Apr.)
Norway 177 137 146 159 195
Netherlands 420 469 593 643 602
Sweden 293 320 347 352 375
Turkey 203 203 187 214 210

2739 3031 3424 36015 35595

Source: IMF, International financial Statistics, December 1950 and August 1951.
1 2 3
Assets held by the Banque de France, U.S. dollars only, 31st July 1949.
4Gold and U.S. dollars only. 5Not including Austria.
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1 The liberalization of trade by the membersof the OEEC has stimulated

2 the interchange of goods among them. Between 1947 and 1950 intra-European

3 trade (exports) rose from $6 billion to $9.7 billion, or by more than 50%,

4 From Table X it will be seen that the trade between members of the Organization

5 has increased somewhat more rapidly than their total trade, and that

6 the share of exports with destinations in Western Europe has almost returned

7 to what it was before the war. With the decline in aid under the Recovery

8 Programme, Europe shows a decreasing dependence upon imports from the United

9 States.

Table X - TRADEBETWEEN OEEC COUNTRIES
(U.S. $ million)

19381946 1947 1948 1949 1950

1. Trade between OEEC
countries (exports) 4,607 3,946 5,975 7,596 8,657 9,737

2. Total exports of
OEEC countries 9,115 8,522 12,982 16,770 18,763 19,691

3. Trade between OEEC
entries (exports)
as percentage of their
total exports (1 as
%of 2) 51 46 46 45 46 49

Sources O.E.E.C. Foreign Trade Statistical Bulletin, June 1951.

10 (iv) Latin America and Other Areas

11 At the end of the war most of the countries of Latin America had a

12 favourable balance of current payments. Earnings of foreign currency as

13 from the export of primary products had been higher than usual . and tne trade

14 surplus was further enlarged by the involuntary r eduction of imports caused
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1 by the world-wide scarcity of consumer goods. In the first postwar years

2 these trends were reversed. The pent-up demandfor consumer goods brought

3 a flood of imports while the export of raw materials tended to decline. In

4 addition, many governments embarked upon schemes of economic development

5 involving an expenditure of hard currencies for capital goods. These

6 pressures on the balance of payments soon led to a decline in the monetary

7 reserves and to the increased use of restrictions.

8 The countries of Latin America have generally had an import surplus in

9 trade with the United States but have sold more to European. countries than

10 has been bought from them. Dollar payments caused no difficulty so long as

11 European currencies were convertible into dollars. But with the growth of

12 import and exchange restrictions in Europe the latin American countries

13 attempted to maintain their export trade by means of bilateral agreements,

14 and because their earnings were usually inconvertible they had to cut their

15 dollar perchases. Their monetary reserves reached a low point in 1949.

16 In that year Chile experienced new difficulties through the fall in the price

17 of copper and the Government decided to intensify its restrictions on dollar

18 imports. The consultations with the CONTRACTING PARTIES, under the

19 provisions of Article XII:4(b), were held in November 1950, when it was

20 generally agreed that it would not be appropriate for Chile to undertake at

23. that tine any general relaxation of its restrictions on imports from the

22 dollar area.

23 The more recent improvement in the balance of current payments and the

24 strengthened monetary reserves, which came with devaluation, rear mament and

25 rising commodity prices, have enabled some of the countries of Latin America

26 to relax their restrictions on imports. Brazil and Chile have extended

27 their lists of foreign products for which import licenses are not required.



ATT/Cp.6/12 X?~~~~~~~~~GTTCP,,6!,2
Page 45.

1 Uruguay, whose holdings of gold and foreign exchange stand higher than at

2 any previous time, has also eased the control of importation from hard and

u soft currency countries. Pera, as mentioned earlier in this Report, removed

4 all remaining balance-of-payment import restrictions in january 1951.

5 Indonesia and the Philippines (two other contracting parties whosc action

6 under Article XII has been under review) have had a similar post-war experience

7 although their position at the close of the war was fundamentally different.

8 Their monetary reserves began to decline in 1947-48 and reached a low point

9 in 1949. In the past two years, however, the greatly increased prices for

10 rubber and other raw materials have brought an improvement in their trade

11 position and the statistics for 1950 show that their trade deficits have been

12 largely dissipated.

13 la The followies tables ures fhe l!test estiratts and fig=-'s Tor the

14 ervesce of trade and moneAmericancrvun ofethe three Latin olnric.n cotntrics,

15 Indonesia and the Philippines:

IL, CHILE, URUGUAY, INDONESIAF EPUZILHITZ: 1,TbUGU.-Z, fl1O1
UND THE PHILIPPINES

euly-Dec. n-Junen.-Juno July-Dcc. JaTim;
1949 1950 19r 1951

Braznl
(1ruzeiros billion) -0.061 1.3.5 3.47 wt~

Chile
(%U.Sanillion) . -34O 3.00 30,00 26.00
Uruguay
(UWS.million) 2.604 18.10 42.20 2,.101
Indonesia
(:Ip.ah million) . -143110 002 390C00 832 00 ll38.CO
Philippines
(pesos million) . -275.00 -100.00 90,00 67.00

Source I' IOctteenational Financ:a'. Statistics, 0c~obcr 1950, July and

1'irst four months August 1951.
2'irst fire months
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Table XII - GOLD & FOREIGN EXCHANGE HOLDINGS OF BRAZIL, GHILE,
URUGUAY, INDONESIA AND THE PHILIPPINES

(Ex Foreign Exchange,U.S. $million ; end of month

Dec. June Dec. June
1949 1950 1950 1951

- Gold 317 317 317 317 (May)Brazil - Ex. 433 306 407

Chile - Gold 39 9 40.2 40.3 45.2
- Ex. 7.5 10.9 174 13.5

Uruguay - Gold 178 189 236 293 (May)
- Ex. 38 50 76 64

Indonesia - Gold 178 178 208 229
- Ex. ... ... .... ...

- Gold 1 2 3 4 (Mar.)Philippines - Ex. 282 278 356 390

Source: IMF International Financial Statistics August 1951

(v) Effects on Development of World Trade

Since one of the objectives of the contracting parties in adhering

to the General Agreement is to conduct their relations in the field of

trade so as to ensure an expending production and exchange of goods,
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it may be useful to take stock at this time of the progress made

since the end of the war. The development of world trade and production,

as set out in Table XIII, shows that the volume of trade between

nations is now substantially higher than before the war, but has

failed to keep pace with the output of manufactures.

Table XI - POST-WAR DEVELOPMENT OF WORLD TRADEANDPRODUCTION

1929 1937 1946 1947 1948 1949 1950

Quantum Index 1
of World Exports ... 100 79 95 99 108 1l23
1937 - 100

World Index of
Manufacturing ..2 100 107 121 135 140 1564and Mining..
1937 - 100

Source:U.N. Monthly Bulletin of Statistics, July 1951.
U.N. Statistical Yearbook, 1949-50.
arm of World Trade Statistics.. .Tarpay 1951.

'DiE aonoic Survey. 1219m1939 by W. Lewis provides the followng
Index figure for 1929 (1937 being 100): for trade in foodstuffs, 107

for trade in raw materials, 93
and for trade in maufaaotures, 115

21wis gives total world production for 1929 as follows, 1937 being 100:
world production of foodstuffst 93II ra~~wmaterials, 86

and n nmxfactures, 83

3pirst six months.

4First min months.
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1In Table XIV, imports into several soft-and hard-currency countries are

2 compared by volume and value. In addition the table shows the importance of

3 imports in relation to national income, revealing an upward trend from

4 prewar,

Table XIV - INDEX OF IMPORT OF FIVE COUNTRIES IN 1948 AND 1950
AND THEIR RELATION TO NATIONAL INCOME

(1938 = 100)

France:

United Kingdom:

1938

1948
1950

1938
1948
1950

On the basis of
volume (quantum

index)

100

98
110

109
119

On the basis
of

value

100
1,330
2,330

100
226
284

Belgium: 1938 100
1948 107
1950 112

Canada: 1938 100
1948 182
1950 185

United States: 1938 100
1948 150
1930 178

Source: U.N. Monthly Bulletin of Statistics, July
U.N. Statistical Yearbook,1949-50.

100
380
423

100

473

100
365
450

1951.

As % of
national
incane

12.5
11.7
145

19.0
20.7
23.3

35.3
39.5
36.8

16.7
21.2
22.2

2.9
3.2
3.7
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1 Though it is impossible to estimate the precise effects of the

2 restrictions employed, there can be no doubt that they have in general

3 served the purpose of curtailing imports of non-essentials from hard-

4 currency countries during the period of postwar recovery while industrial

5 and agricultural production was boing restored, export trades rebuilt and

6 other means of earning hard currency, such as transport and tourist

7 services revived.

8 Imports which have had to be paid for in hard currency have frequently

9 been limited to the materials and finished products commading high

10 priority in recovery and reconstruction programres. And it must be re-

11 cognized that the restrictions imposed under Article XII have affected the

12 recovery of overseas markets for hard-currency countries for many non-

13 essential rmanufactured articles which were exported before the war in

14. substantial quantities.The development of these markets may now be a

15 long and difficult process, despite the efforts made by the restricting

16 countries to avoid unnecessary damage to the interests of others.

17 The figures of total exports of hard-currency countries do not show

18 clearly the influence of the restrictions though this would be apparent

19 in a nore intimate analysis, product by product. Even if the needs of

20 reconstruction, development, employment and other plans have kept the total

21 imports at a high level in spite of restrictions, the selection made

22 between permissible, restricted and prohibited imports has distorted the

23 normal composition of trade. The division of goods into "essential" and

24 "non-essential" and the detailed schemes of priorities have affected many

25 branches of export industries, particularly manufactures, far more severely

26 than appears from the total figures of - The general trends of trade,

27 though not the effects on particular products, are shown in Tables XV to

28 XVII.
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Table XV -QUANTUM INDEX OF EXPORTS OF FIVEHARD-CURRENCY
COUNTRIES

(1937 -100)

19301 11937 1946 1947 1948 1949 1950
U.S.. 104 100 191 2554 198 203 179
Canada ... 100 154 161 164 154 154
Belgium 105 1002 74 91 98 105
Switzerland 99 1002 101 115 126 125 142
Cuba ... 1003 131 162 167 143 150

Sources:1930: Industrialization and Foreign Trade, L.O.N.
1937-50: U.N. MonthlyBilletin ofStatistics, July 1951

U.N. StatisticalYearbook, 1949-50 and
U.N. Summary of World Trade Statistics, January1951

1 Exports ofmanufactured articles only, on basis of 1936-38 - 100.
2Base:1938 - 100.

3Base 1935-39 - 100.
4Biginning 1947 including Civilian supplies by by U.Army. .

Table XVI - TOTAL EXPOROS 0F FIVARD-CURRENCENCO CTRIESS
U.S. $ million)1929 193719461947194819491950 g~~~~~~~~~~~~~g=~~~191__-.i1oz9,1950ToKa =z~o~a o~t R ~ ________

...7.n.7 ; ' ! .... -; yo..;)..;07g9z>159........... 16;33S
g Mited S~tate
Sources: 1929: Statisticl Yearboo't, L.O.N.

1937-1950: U.N. Mo Blsletin, July 1951 and
U.N. Statistical Yarbook- 194-50.

Table XVII - MEPRTS OF FIE HARD-CURREMCYC0INMIES
AS PERCM-TTAM3TOL WORID EXPT

1929 1937 1946 1947 1948 1949 1950

U.SS. 15.6 340 30.0 32.0 23.5 22.0 18.2
Cano 3.6 4.2 6.9 5.9 5.8 5.4 5.1
Belgiu 2.7 3.6 2.1 3.0 3.1 3.2 2.9
Switserland 1.2 12 1.9 1.6 1.5 1.5 1.6
Cuba 0.8 0.8 1.5 1.6 1.3 1.1 1.1

Total 23.9 23.8 42.4 44.1 35.2 33.2 28.9

tuces. l?9 L.0'-Y St -earbooks,
1937-50s.N,, .N. tinofStstc July1951.

U.N., 8 IticaY 1C)49o50.
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1 Under Article XII governments are required, in the application of their

2 balance-of-payment restrictions, to avoid if possible all unnecessary damage

3 to the commercial and economic interests of other contracting parties and to

4 allow the importation of goods in minimumcommercial quantities if regular

5 channels of trade would otherwise be impaired. Several contracting parties

6 have taken special steps in an endeavour to fulfil these undertakings, in

7 some instances by admitting small quantities of unlicensed imports or by

8 granting foreign exchange for imports in excess of the fixed quotas or for

9 non-quotaed products. Bilateral trade agreements usually include a quota

10 for "miscellaneous" or "other" items which would otherwise be excluded. The

11 French and Netherlands Governments in some circumstances allow importers to

12 retain 10 to 15% of the proceeds for exports to certain hard-currency count

13 tries and this can be used for unlicensed importation.

14 An outstanding measure introduced with this objective in view is the

15 system of token imports used by two or three contracting parties whereby they

16 permit the importation of fixed quantities of certain articles which would

17 otherwise be prohibited, so that the market for then will not be entirely

18 lost as a consequence of the restrictions. The United Kingdom plan of token

19 imports is the most important example: it benefits principally the United

20 States and Canadian manufacturers of branded goods which had wide sale in the

21 United Kingdom before the war. For 1951 the annual quota was advanced from

22 20 to 40% by value of each manufacturer's average annual trade in 1936-38.

23 The system maintained by the Government of New Zealand ensures the issue of

24 licences for a wide range of United Kingdom manufactures up to 20% of imports

25 in 1938.

26 Although contracting parties have taken measures to mitigate the effects

27 of their restrictions on the trade of others, it must be recognized that
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1 import controls are bound toaffectseriously the normal conduct of trade.

2 Administrative formalities are onerous and tire-consuming; the allocation of

3 licenses cannot avoid an element of arbitrariness; and there is not much

4 incentive for importers to compete for a share of the market when the licenses

5 are distributed according to a more or less automatic formula and newcomers

6 are at a disadvantage, whatever their efficiency may be. Moreover, external

7 markets are relatively insecure, or at best limited, and exporters are

8 reluctant to spend foreignexchange to develop new outlets when the future

9 is so uncertain. Industries are more inclined to satisfy the increased

10 demands of the domestic market where they are effectively protected, if only

11 by temporary restrictions imposed for financial reasons, than to face com-

12 petition in other markets. And exporters have a natural tendency, insuf-

13 ficiently corrected br governmental action, to neglect sales in hard-currency

14 markets and to find their way to "soft" markets where competition is less

15 aggressive as a result of bilateral bargaining or privileged conditions.

16 Thus trade settles down to an unenterprising way of life which resists any

17 change requiring a more vigorous pursuit of opportunities.

18 As for the restrictions on imports front other soft-currency countries,

19 it would be even more difficult to estimate the effects. The restriction of

20 imports by one country may impede the recovery of others. Thus restriction

21 breeds restriction. A government which finds that its earnings of other soft

22 currencies are being reduced most usually cuts down its own expenditure,either

23 in those sane countries or elsewhere. The bilateral arrangements for the

24 allocation of quotas may have served to promote trade, but greater progress

25 might be achieved if a number of countries acted in unison or, better still,

26 if world-wide action could be secured.
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5. PROSPECTS FOR THE REMOVAL OF RESTRICTIONS

1 It is naturally impossible for the CONTRACTING PARTIES to predict the

2 future trends of trade or political events which will influence the course

3 of world commerce or to indicate when the import restrictions applied as a

4 safeguard for balances of payments are likely to be abolished. However,

5 there are several considerations which have an obvious bearing upon the

6 maintenance of these restrictions and upon their discriminatory application

7 against certain countries of supply. First, the events of this past year

8 have added greatly to the uncertainties of the future. And, secondly,

9 there are substantial obstacles to the removal of restrictions - principally

10 the inevitable resistance to change. Before concluding this review, these

11 considerations should be recorded in the light of the obligations of the

12 CONTRACTING PARTIES under the provisions of the Agreement to take more

13 positive action, commencing in 1952.

14 (i) Consultations on the continuance of-Discrimination

15 The use of discriminatory import restrictions under the General

16 Agreement, to safeguard the external financial position and balance of

17 payments, is closely associated with the provision in Article XIV of the

18 Articles of Agreement of the International Monetary Fund whereby members

19 may, under certain circumstances, maintain restrictions on payments and

20 transfers for current international transactions in the post-war transitional

21 period. Moreover, the Fund's Articles and the General Agreement contain

22 related provisions governing the eventual abandonment of these restrictive

23 measures. Article XIV of the Fund's Articles of Agreement states: "Five

24 years after the date on which the Fund begins operations, and in each year
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1 thereafter, any member still retaining any restrictions inconsistent with

2 Article VIII, Sections 2, 3 or 4, shall consult the Fund annually as to

3 their further retention. The five-year period ends in March 1952.

4 Supervision of exchange restrictions by the Fund involves, in effect,

5 a determination by the Fund concerning the discriminatory application of

6 some of the import restrictions under Article XIV of the General Agreement,

7 for the deviations from the rule of non-discrimination permitted by Article

8 XIV:1(b) are those which have an equivalent effect to exchange restrictions

9 which the governments concerned may apply as Fund members. Thus the continu-

10 ance of discrimination in the application of some of the balance-of-payment

11 restrictions by [seven] of the contracting parties is dependent, especially

12 after March 1952, upon action by the Fund in the closely-related field of

13 exchange restrictions.

14 But that covers only a part of the restrictions applied under the

15 Havana option, for, in addition, contracting parties which are governed by

16 Article XIV:1(b) and (c) are entitled under paragraph 1(c) to continue to

17 discriminate as they were doing on 1 March 1948, even though such dis-

l8 crimination would not be authorized under paragraph 1(b). Further, as

19 explained earlier, those contracting parties which elected to be governed

20 by the Geneva option are entitled to discriminate in accordance with the

1 According to the Fund's Second Annual Report on Exchange Restrictions,
these consultations will cover "such matters as the adjustment of existing
restrictive systems to the changed conditions, the removal and relaxation
of restrictions, and the working out of measures necessary to overcome the
financial obstacles to relaxation...."
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1 provisions of Annex J. Contracting parties discriminating under paragraph

2 1(c) or under Annex J are required to consult annually with the CONTRCTING

3 PARTIES who may recommend the termination of any particular deviation

4 from the provisions of Article XIII or the general abandonment of deviations.

5 Thus the whole practice of discrimination under Article XIV will come under

6 annual consultations with the Fund or the CONTRACTING PARTIES commencing

7 in March 1952.

8 Since discrimination among countries of supply is in almost all cases

9 an essential element in the policy of restriction, these consultations will

10 go to the very heart of the present action of contracting parties under

11 Article XII.Import restrictions to safeguard the balance of payments may not

12 always be applied in a discriminatory manner, but discrimination is

13 almost inevitable when many currencies are inconvertible. It cannot be

14 assumed, however, that the end of discrimination will bring an end to the

15 restrictions themselves - that when the distinction between hard and soft

16 currencies disappears there will be no further need for limitation of

17 imports. Even if a country has no shortage of any erstwhile "hard" currency

18 and has attained an equilibrium in its balance of payments which, it is

19 expected, can be maintained when restrictions are removed, and even if all

20 currencies are convertible, it may still be necessary to restrict importa-
21 tion in order to maintain a surplus and to build up its monetary reserves.

1 Australia, Finland, France, India, Italy, Netherlands and Norway are
discriminating under paragraphs 1b) and (c), Denmark, Germany and New
Zealand under 1(c) and Ceylon, Southern Rhodesia, South Africa and the
United Kingdom under Annex J. The Government of the Philippines stated
in reply to the questionnaire that their "restrictions are non-discriminatory
and are administered in accordance with Article XIII".
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1. Under paragraph 2 of Article XII a contracting party which has very low

2 monetary reserves may maintain import restrictions in order to achieve

3 a reasonable rate of increase in its reserves, and under Article XV the

4. CONTRACTING PARTIES are required to accept the determination of the

5 International Monetary Fund as to what constitutes a "very low level"

6 and a "reasonable rate of increase".

7 The need for a judgment of the adequacy of a country's monetary reserves

8 may arise under paragraph 4(d) of Article XII. This paragraph provides that

9 a contracting party which considers that another contracting party is

10 applying restrictions inconsistently with the provisions of paragraph 2 may

11 bring the matter for discussion to the CONTRACTING PARTIES who, if they find

12 evidence of injury to trade and that the charge of inconsistency is sustained,

13 may recommend the withdrawal or modification of the restrictions. If the

14 restrictions are not so withdrawn or modified within sixty days, contracting

15 parties may be released from specified obligations under the General

16 Agreement towards the contracting party applying the restrictions. This is

17 the procedure to which contracting parties may have recourse if they consider

18 that their trade is injured by restrictions which are not justified under

19 the Article XII exception to the general rule for the elimination of

20 quantitative restrictions. This is the sanction against abuse of the

21 privileges accorded by Article XII.

22 (ii) Obstacles toRelaxationo .l=-.=tion

23 Restriction of imports, whatever its purpose, inevitably has the effect

24 of protecting the domestic producetingon of compti products and of

25 substitutes. The mdertmand fgoodor ipoed sexceedsmtherestriced as a rule o - :.,
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1 supply and internal control measures may not prevent this disequilibrium

2 from driving up the prices of imported goods. Moreover, the domestic produ-

3 cers of like products have no incentive to lower their prices in the absence

4 of foreign competition, and domestic production, especially of non-essentials,

5 is increased through the participation of extra-marginal producers. The

6 longer the restrictions are in force the greater is the danger that the

7 disturbance they cause in the structure of production and prices will

8 harden and crystallize. This results in difficulties when the restrictions

9 are to be eliminated. The restrictions applied under the provisions of

10 Article XII are now of such long standing that there will be many such

11 obstacles to their removal.

12 It is not only the restricted supply of imports, below the level they

13 would otherwise attain, which protects domestic industry. Protection is

14 afforded also by the physical difficulties of obtaining that restricted

15 supply. Intending importers must comply with the formalities of applying for

16 licences and must await the result before confirming their orders. There-

17 fore, demand must be anticipated that much more in advance. These formalities

18 and delays add to the cost of importation and constitute important elements

19 of protection for competing products produced within any country which

20 restricts imports.

21 This problem of protection was discussed by the CONTRACTING PARTIES at

22 their Fourth Session in March 1950, and methods by which governments could

23 minimise the incidental protective effects were examined. It was found that

24 several contracting parties had taken steps to discourage the establishment

25 and growth of vested interests which might exercise their influence to secure

26 the maintenance of the restrictions beyond the period when restrictive
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1 measures to safeguard the balance of payments could be justified in terms of

2 the Agreement. The CONTRACTING PARTIES concluded that the governments

3 applying restrictions should endeavour, in their own interests and in the

4 spirit of the Agreement, to prepare domestic industries for the time when

5 import restrictions would be relaxed and, finally, removed. They recommended

6 in particular the following methods whereby the "undesirable incidental

7 protective effects" could be minimised:

8 "(a) Avoiding encouragement of investment in enterprises which
9 could not survive without this type of protection beyond the period in
10 which quantitative restrictions may be legitimately maintained;

11 "(b) Finding frequent opportunities to impress upon producers
12 who are protected by balance-of-payment restrictions the fact that
13 these restrictions are not permanent and will not be maintained
14 beyond the period of balance-of-payment difficulties;

15 "(c) Administering balance-of-payment restrictions on a flexible
16 basis and adjusting then to changing circumstances, thereby impressing
17 upon the protected industries the impermanent character of the
18 protection afforded by the restrictions;

19 "(d) Allowing the importation of "token" amounts of products,
20 which otherwise would be excluded on balance-of-payment grounds,
21 in order to expose domestic producers of like commodities to at least
22 some foreign competition and to keep such producers constantly aware of
23 the need ultimately to be prepared to meet foreign competition;

24 "(e) Avoiding, as far as balance-of-payment and technical considera-
25 tions permit, the allocation of quotas among supplying countries in
26 favour of general licences unrestricted in amount or unallocated quotas
27 applying non-discriminatorily to as many countries as possible; and

28 "(f) Avoiding as far as possible narrow classifications and
29 restrictive definitions of products eligible to enter under quotas."

30 In their replies to the questionnaire which was addressed to con-

31 tracting parties to provide a basis for this review, governments were

32 asked to describe the action they have taken in implementing the above

33 recommendations. From the statements received it is evident that several

34 governments have made a sincere effort to impress upon their producers that
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1 the protection which they have enjoyed incidentally as a result of the

2 quantitative restrictions imposed for financial reasons is of a temporary

3 nature and that in due course they will be expected to compete in a more

4 open market. Nevertheless there remains much to be done by individual

5 contracting parties in anticipating the obstacles which they are likely

6 to encounter when they come to remove the restrictions and in taking

7 action now to avoid difficulties in the future.

8 Other obstacles to the removal of restrictions, which may be as great

9 as the incidental protection afforded to domestic production, may be found

10 within the machinery of government itself. The economic activities of

governments, including the technique of commercial policy, are now adjusted

12 to the existence of import restrictions and a sharp change in the official

13 approach to many problems will be required when they are removed. Govern-

14 ments, as well as private producers, have plans for development of new or

15 growing industries which may appear to involve measures of protection,and

16 some will be tempted to argue that it would be less difficult and perhaps.

17 more effective if the restrictions now enforced could be retained instead

18 of having to grant whatever protection is to be afforded through the customs

19 tariff and by other means permitted under the General Agreement.

M-1- - -


