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CONSUL ETIONS ON IMPORT RESTRICTIONS UNDER 
ARTICLE XII 

Note by the United Kingdom Delegation 

The memorandum attached to this note is submitted by the United 

Kingdom Delegation on behalf of the Governments of Australia, New Zealand^. 

India, Pakistan, Ceylon, Southern Rhodesia and the united iKingdom, for 

consideration by the Contracting Parties under Item 8 of the provisional 

agenda for the Fifth Session. The Memorandum which has been agreed by all 

the Governments concerned is intended to be read in conjunction with such 

individual papers as have been, or may be submitted by the particular 

Commonwealth Governments concerned. So far as the United Kingdom is 

concerned the Delegation has nothing to add to the memorandum circulated 

to the Fourth Session of the Contracting Parties (GATT GP4/22), part H 

of which refers to the United Kingdom dollar import programme drawn up 

in the autumn of 1949» V 
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RESTRICTIONS BY COMMONWEALTH COUNTRIES 
ON IMPORTS PROM THE DOLLAR AR^A 

1. following the Conference of Commonwealth Finance Ministers 
in July 19U9 the Governments of Australia, Ceylon, India, New 
Zealand, Pakistan, Southern Rhodesia and the United Kingdom 
agreed to endeavour to reduce their demands on the sterling area 
resources in respect of imports from dollar account countries 
to a level in general 25 y0 below that of 19U3. The decision 
was taken because of the serious drain which had taken place 
during the previous months in the central reserves of gold 
and dollars of the sterling area. The extent of this drain 
and the factors contributing to it are described in Section II 
of this Memorandum. The decisions of the Commonwealth 
countries concerned ^a' were however taken by virtue of their 
membership of the sterling area. Section I of this Memorandum 
therefore sets out certain general considerations regarding 
the nature and functioning of the sterling area, which may 
assist in considering tne circumstances which led to this 
agreement. The Appendix attached to this Memorandum repro
duces the statistical material relating to the Sterling Area 
Gold and Dollar Balance of Payments which has been submitted 
to the International Monetary Fund in connection with the 
''consultation" with the Contracting Parties. 

(a) Of the other Commonwealth countries, Canada is not a 
member of the sterling area, and Soutu Africa, whose member
ship of the sterling area is of a qualified kind, did not 
enter into the undertaking. The other members of the 
sterling area (Burma, Irish Republic, Iceland and Iraq.) are 
not"members of the Commonwealth. 

Section I - The Sterling Area 

2. The sterling area system, which is in effect a complex 
banking mechanism covering a large number of countries, has 
developed over a very long period. Historically, its develop
ment is associated with the fact that the United Kingdom has 
been traditionally the main market of the countries concerned 
and that a large part of their earnings has been and still is 
in sterling. The existence of the London capital market, and 
the readiness of the United Kingdom to invest overseas, have 
also been of great value to underdeveloped countries needing 
capital. In earlier days the bill on London was the most 
efficient instrument for the conduct .of international trade; 
and the highly developed financial and commercial mechanism 
of London has been a means of facilitating the trade of member 
countries, not merely with the United Kingdom but with other 
countries. Finally, sterling has haa the advantage that it 
was a universally accepted currency with an adequate gold • ., 
backing and that it could be converted unreservedly into other 
currencies or gold. These factors have not all, of course, 
had identical force with each individual member, and in present 
circumstances they do not all apply without qualifications. 
Nevertheless the system has developed and continued in opera
tion to serve the financial and commercial convenience of its 
members. No element of compulsion attaches tô membership and 
the independent states which are members of.it can, of course, 
terminate their membership whenever they wish, 
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3. As its history would suggest, the working of the sterling 
area system is not altogether uniform over the whole area, and 
there are certain variations in the relationship of individual 
countries with London. Broadly speaking, however, the essence 
of the system is that 

(a) the member countries (other than the United Kingdom) 
hold their effective external financial reserves in 
sterling ; 

(b) t/iey transact the great bulk of their external trade 
in sterling. This has the effect that they accept 
sterling without limit, and to the extent that they make 
and receive payment in other currencies they ultimately 
look to London to turn that sterling into foreign currency 
or vice-versa. 

i+. It follows, therefore, that while individual members of 
tne sterling area have their general balance of payments 
problems {i.e. they will necessarily wish to correct a generally 
aaverse balance of payments which is resulting in a serious 
drain on their stening reserves), nevertheless they cannot, 
individually be said to have such problems vis-a-vis individual 
countries outside the sterling area, since so long as they have 
sterling, and the central reserves remain adequate to the 
demand, they are able to finance a deficit with any country. 

5. The continued functioning of the system clearly depends 
on the existence of adequate central reserves of convertible 
currency (i.e. gold and dollars) which its members know are 
available for financing their purchases if necessary. If 
these disappeared or dwindled to a level insufficient to 
enable the current transactions of members to be financed, 
the system would cease to function. Since nearly one half of 
the world's total trade is financed in sterling the effects 
of this loss of confidence (both in members and non-members 
of the area) would be disastrous. 

6. The world dollar shortage has necessarily imposed a strain 
on the working of the system and because of tne over-riding 
necessity of safe-guarding the central reserves the system can 
no longer work as freely as it did before the second world war. 
Although the system remains essentially the same, it has been 
necessary for its members to exercise restraint in the calls 
which they make upon the central reserves. There has been 
continuous informal consultation between the Commonwealth 
members and general agreement on the necessity of economy in 
expenditure of ,;hard currencies" and of" measures to increase 
hard currency earnings. At the Conference of Commonwealth 
finance Ministers in July l̂lj.9 a common criterion for the 
limitation of dollar expenditure was agreed ana accepted by all 
the Commonwealth countries directly concerned in the protection 
of the sterling area's central reserves. 

7. It should be noted that the effect of the sterling area 
system is not to intensify the need for restrictions on dollar 
expenditure by its members as a whole. The holding of a 
central reserve of gold ana dollars aoes not arfect the total 
available. At the same time, the arrangements for holding 
a central reserve in common have the effect of reducing the 
amount of gold that v/ould otherwise need to be locked up in 
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reserve to match the turnover of the members of the area. The 
restrictions on dollar expenditure are simply those essential 
to the protection of the central reserves and to maintain the 
quality of sterling as an international currency. This explains 
the adoption of the common criterion for limiting dollar expen
diture and the fact that the restrictions imposed are related 
not to the bilateral balance of individual members with the 
dollar area but to the position of the sterling area as a whole. 
The common interest in maintaining the strength and stability 
of sterling overrides such purely bilateral considerations. 

Section II - The Sterling Area Gold and Dollar Balance of 
Payments prior to July, 19h_9. 

à. curing 19h8, steady progress had been made in the reduc
tion of the sterling area gold and dollar deficit which fell to 
#1,710 millions from #14,131 millions in 1947. This improve
ment was fairly general throughout the Sterling Area. The 
deficit of the United Kingdom and Independent Sterling Area 
countries was halved, while the Colonies changea from a small 
deficit in 1947 to a surplus of #139 millions. Payments of 
gold and dollars to third countries were much reduced between 
the two years. This progress continued throughout 194Ô up to 
and including the first quarter of 1949. In the nine months 
ended March 1949 the average quarterly rate of deficit was only 
about #335 millions, or roughly equal to the amount of external 
assistance received in the form of Marshall Aid, International 
Monetary Fund loans, ana drawings on the Canadian credits. As 
a result, the reserves showed comparatively little change during 
these nine months. There seemed every reason to hope that the 
situation would continue to improve in step with the decline 
in Marshall Aid. In the second quarter of 1949, however, the 
position worsened very drastically with great speed and 
intensity. The deficit doubled, and, despite the continuance 
of B.R.P. assistance on a large scale> the reserves fell by 
#262 millions. 

9. The deterioration in the gold ana dollar position of the 
sterling area in the second quarter of 1949 was duento a number 
of very complex factors. It was manifested in all sectors of 
the dollar balance of payments, the most important being a 
decline in earnings by the United Kingdom and Rest of the 
Sterling Area, a worsening of the invisibles position, a 
reduction in gold sales by the Rest of the Sterling Area to the 
Unitea Kingdom and an increase in United Kingdom imports (which 
was partly seasonal). There was also an increase in gold and 
dollar payments to third countries, .reflooting a deterioration 
in the sterling area general balance of payments with these 
countries. 

10. The decline in United Kingdom physical exports during 
this quarter was greater than is shown in the Appendix to this 
Memorandum since these figures represent estimated receipts 
and therefore reflect in part exports in the first quarter of 
1949 which were at a relatively high level. Actual exports 
to the U.S.A. moved as follows:-

/U.K.' exports to U.S.A. 
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U.K. exports to U.S.A. 
(monthly averages in 0 mi 11 ion) 

1948 22.2 
1949 - 1st qtr. 21.2 
April 13.4 
May 14. 7 
June 12.1 

United Kingdom invisible receipts declined by #21+ million, 
partly due to lower receipts from sales of oil and diamonds, 
which were both affected by a reduction in demand from North 
America and a fall in prices. 

11. A further important'factor was the decline which took 
place in the dollar earnings of the rest of the sterling area. 
There was a reduction in the volume of United States purchases 
of sterling area commodities which was aggravated by sharp falls 
in price. As a result total dollar earnings from exports by 
the Colonies and the independent sterling area countries fell 
by 063 million between the first two quarters of 1949 i.e. from 
0285 to 0222 million and th^re was a further marked decline in 
the third quarter. 

12. On the payments side, the chief increases in the first 
half of 1949 compared with 1948 occurred in Independent 
Sterling Area imports. Between the first two quarters of 1949? 
however, the biggest increase was in United Kingdom imports. 
The increase in United Kingdom imports in the second quarter 
was due to short-falls in earlier quarters and was expected. 
In spite of these increases in imports, total expenditure in 
the first six months of 1949 was only about the same as in 1948. 
In the latter part of 1949, expenditure was expected to fall, 
for seasonal and other reasons. The main cause for alarm was 
the reduction in income, and the prospect that this might 
continue or even get worse (as it did in the third quarter of 
1949) at a time when the level of E.R.P. aid was bound to 
diminish steadily. During the second quarter of 1949 the 
sterling area was running a gold and dollar deficit at the 
rate of 02,500 millions per annum and reserves were being lost 
at a rate of over 01 billion per annum. They stood at 01,651 
millions at the end of June 1949, and with the expectation of 
Marshall Aid of about 01,000 millions, together with other 
forms of aid of about 0100 millions per annum, a continuance 
of the deficit at the rate of 02,500 millions would have ex
hausted the reserves in little more than a year. The situation 
was aggravated by the loss of confidence in sterling which led 
to semi-speculative activity and exchange leakages accentuating 
the decline in sterling area reserves. 

13. In face of this situation, it v/as clearly vital to take 
immediate action to halt the decline in reserves and to 
demonstrate the determination of the sterling area countries 
to control the situation, to restore confidence ana to begin 
the task of rebuilding the reserves. As a snort-term measure, 
the United Kingaom in June 1949 applied a standstill to all 
new commitments, or dollar purchases, pending the working out 
of a new reduced import programme. It was announced at the 
same time that the United Kingdom was planning on the assump
tion that dollar imports would have to be reduced to a level 
of 25 /0 below that of 1948. It was clear, however, that in a 
crisis which involved the whole sterling area action would 
have to be taken by all sterling area countries together. 

/Even 
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Kven excluding gold, the trade of the rest of the Sterling Area 
with the dollar area is of similar size to that of the United 
Kingdom and their earnings had been very adversely affected by 
the events of the previous six months. Accordingly, a meeting 
of Commonwealth Finance Ministers was convened in July 19i+9 to 
discuss the dollar crisis and to devise methods of meeting it. 
At this meeting, it was agreed that the rebuilding of the 
sterling area reserves was of paramount importance and decisions 
were taken on dollar-earning and dollar-saving, which were later 
endorsed by all Commonwealth Governments. The main recommenda
tions were as follows s -

(a) to increase the supply of manufactures and primary 
products competitive in price and quality -

(i) to dollar markets; 

(ii) to appropriate sterling area and other markets still 
abnormally dependent upon supplies from the dollar 
countries. 

(b) to increase the supply of dollar-earning services, 
including tourist services; 

(c) to promote such adjustments in the pattern of production as 
would be necessary to achieve (a) and (b); 

(d) to promote reasonable conditions designed to facilitate 
investment by the creditor countries. 

11+. It was recognised that the above measures alone were 
unlikely to stop the drain on the reserves, without which a 
crisis of the first order of magnitude would have been inevit
able. It was therefore agreed that, as an unavoidable measure 
of dollar economy, the United Kingdom would reduce its dollar 
imports to a level equal to 75 ,-« of 19U8, and that other Common
wealth Governments would take comparable action. This action 
would result in a saving of about 0700 millions per annum, and 
with the reserves falling during the second quarter at the rate 
of over 01000 millions a year it was clearly the minimum 
necessary to deal with the situation. î ach country would 
endeavour to expand dollar earnings as much as possible, but the 
success of these efforts was obviously partly outside the 
control of the countries concerned. The course of events during 
the third quarter of 19U9 showed that the action agreed on was 
vitally necessary, and that the gravity of the situation had in 
no way been exaggerated. During this quarter, sterling area 
earnings fell by a further 0160 millions and the reserves fell 
by 0310 millions in the eleven weeks preceding devaluation. 
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STEALING AREA GOLD AND DOLLAR BALANCE OF PAYANTS 

1947-1949 

U.S. $ million 

1947 |i 1948 

A. United Kingdom with the,- j 
Dollar Area | 

Imports f . o . b . ]25263 ; 

I n v i s i b l e payments |1 ,390 
e x p o r t s and r e - e x p o r t s | 477: 
Invisible receipts ?35 

Deficit oncurrent 
account (-) -2,241 

Other transactions (not) j -203 
Gold and dollar subscrip
tions to I,,i.F.and Bank ! -200 

Net Surplus (+)/bcficit 

B. Rest of Sterling Area 
with the dollar area 

1. Independent Z Area(exc) 
S.Africa,Irish Repub. 
Egyp G,Sudan,Palestine 
and TransJordan 
Imports f.o.b. 
Other payments 
Exports & re-exports 
Other receipts 

Surplus(+)/Deficit (-) 

2. _ependent Overseas 
Territories 
Laports f.o.b. 
Other paginent s 
Exports & re-exports 
Other receipts 

Surplus(+)/Deficit (-) 

3. Other Rest of Sterling 

Area 0 

Total Rest of Sterling 
Area (net) 

Gold and dollar subscrip
tions to I.ïvï.F.and Bank 

Gold sales to U.K. 

Rest of Sterling Area 
(net) 

C. Ythole Sterling Area 
Net Payments of gold and 
dollars to non-dollar 
countries (-) 

D. Sterling Area Gold and 
Dollar Deficit 

}25657 

-1,163 

-28 

+342 

-849 

-625 

j-4,131 

1949 
TîrsT PoWtîr Secohd—Third 
iQuarter Quarter Quarter Quarter Year 

1,626 
1,195 

710 
981 

358 
307 
I84 
275 

462 
323 
183 
251 

434 
280 
151 
134 

335 
214 
136 
304 

-1,130 
-131 

-26 

-206 
-26 

-351 
-48 

•379 
+47 

-109 
-6 

-1.287 i-232 -3 33 •332 

528 

+222 

-81 

•v5G 

-115 

+29 

-183 

+81 

+39 

+68 

-106 -25 ' -146 

-317 i -73 .-37 ! 

-107 

-100 •23 

•1,710 : -330 i! -632 ) -539 

1,589 
1,124 
654 

1,015 

-1,044 1 
-33 ! 

-115 j -1,077 

! 986 
! 216 
I 570 

70 

| -5(52 

1 *31 
96 

i 371 
i 90 

i -16 

| -535 

784 
139 
640 , 
30 

-283 

312 
96 
466 
81 

+139 

-184 

237 
33 
154 
13 

-103 

62 
29 
131 
21 

+61 

-39 

209 1 
67 1 
126 1 
12 I 

-13s j 

62 1 
32 ! 
96 1 
24 j 

+26 1 

-G3 

171 ; 
72 
98 
10 ; 

-135 : 

58 : 
32 
69 : 

20 

-1 : 

-52 

109 \ 
32 

129 ! 
34 j 

+22 
> 

40 
18 1 
76 
26 

+44 

-27 

726 j 

204! 
507 ! 
69 1 

i 
-354 j 

222 | 
111 1 
372 j 
91) 

+130 j 

-181 | 

-405 

+234 [ 

+107 j -171j 

-283 

-31 1 i,531|; 

0 South Africa ..and Irish Republic plus (in 1947 only) Egypt, Sudan, Palestine 
and TransJordan 



FINANCING OF THE GOLD AND DOLLAR DEFICIT. 1947 - 194-9 

U.S. F 

1. U.S. Lino of Credit 

2. Canadian Line of 

Crodit 

3. Drawings on I.I.Ï.F. 

(a) U.K. 

(b) Rest of Sterling 
Area 

4. South African Gold Locjoji 

5. Receipts under E.R.P. 

(a) U.K. 
(b) Irish Republic 

6. Change in U.K. gold aijid 
dol lar holdings 
( increase equals -) 

1947 

t e a r 

3,850 

| 423 

I 240 

618 

7. Total Financing 4,131 

1948 

Year 

300 

1949 

60 

68 

325 

682 

z First Second Third 
Quarter! Quarter Quarter 

30 

32 

223 

1,710 

315 

10 

-56 

30 I! 

i 
i ! 

29 

330 

311 

29 

262 

632 

277 

7 

225 

539 

Fourth 
Quarter 

27 

20 

230 

17 

-263 

31 

Year 

116 

52 

1,132 

64 

167 

1,531 

Gold and dollar reserves Ij 
at end of period ! 2,079 1,856 1,912 1,651 j; l ,425 1,688 1,688 H 

All figures arc taken to the nearest $ million and may 
therefore not add up exactly to the total. 


