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1. INTRODUCTION 

1, In accordance with the terns of reference agreed upon "by the Contracting 
Parties, the '.'forking Party initiated consultations with Australia, Ceylon, Chile, 
India, New Zealand, Pakistan Southern Rhodesia and the United Kingdom under the 
provisions of Article XII:4(b). The Working Party also consulted with the Inter
national Monetary Fund on "behalf of the Contracting Parties in accordance with 
Article XV: 2. The Working Party had before it the documents supplied by the 
International Monetary Fund for each of the countries entitled "Background 
Information". Certain members of the Working Party stated that there were various 
inaccuracies in the information thus provided. Their statements, together with 
the comments of the Fund thereon, are contained in an annex to this Report^,^ The 
International Monetary Fund also provided reports on each of the countries^ ', the 
factual portions of which are for convenience annexed to this Report, and the 
conclusions summarised below. The countries with whom consultations took place 
submitted statements as to their position and made certain comments on the reports 
submitted by the Fund. These statements, and others submitted to the Working Party, 
have been distributed as separate documents.^ ' 

TV) The reports provided by the International Monetary Fund on the import 
restrictions of the following countries have been numbered as follows: 

United Kingdom 
Australia 
Ceylon 
India 

CP. 5/K/SECRET/ 1 New Zealand 
CP. 5/K/SECRET/13 Pakistan 
CP.5/K/SECRET/19 Southern Rhodesia 
CP. 5/K/SECRET/20 Chile 

CP.5/K/SECRET/21' 
CP.5/K/SECRET/22 

CP.5/X/SECRET/23 
CP.5/K/SECRET/2A 

(2) 
These documents have been distributed under the following symbols: 

i'emorandum submitted by the United Kingdom clelerration on 
behalf of the Governments of Australia, New Zealand, India, 
Pakistan, Ceylon, Southern Rhodesia and the Unite! Kingdom • 

Note by the Australian delegation to be read in conjunction 
with the above Memorandum 

Note by the Ceylon delegation to be real in conjunction with 
the above Memorandum 

Statements by representatives concerning the position of 
their own respective countries: 

United Kingdom CP. 5A/SECRET/2 & 5 
Australia. CP. 5/K/SECRET/6 & Cbrr.l 
Ceylon CP.5/K/SECRET/12 

India 
New Zealand 
Pakistan 

SECRET/CP/11 

GATT/CP. 5/K/2 

GATT/CP. 5/K/3 

•ÇP.5/K/SECIŒT/U 
CP. 5/K/SECRET/ 3 
CP.5/K/SECRET/ 9 

Chile CP.5/K/SECRET/l0&Corr.l. 3outherri Rhodesia- CP.5/K/SECRET/14 

Statements by the representative of the.United .States: 

Relating to the United Kingdom 
Relating to Australia 

Statements by the representative of Cuba regarding the 
United Kingdom and Australia 

Statements by the representative çf the International 
Monetary Fund concerning the position of Australia and 
the Sterling Area 

Iteply by the Australian representative to the Statements 
of the Funl Representative. 

CP.5/K/SECRET/4 
CP.5/K/SECRET/7 

CF.5/K/SECAET/17 

CP. 5/K/SECRET/13 & 15 

CP. 5/K/SECRET/25 
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2. The consultations ',on thç-iî gort -restrictions of the countries concerned 
| were, in conformity with th~e""di-&Ga'B.s,ipn. in' the-p-lenary s'.e.ssion, not limited to the 

situation as it existed at the tine the natter '-was -£ir§tj£n the agenda of the 
[i Contracting Parties. In this connection, the representat'iva-o-f-Australia 
|| associated himself with the position taken by the representative of the United 

Kingdom ''viaen this matter was discussed in the plenary meeting. He stated that 
the Australian Government considered' that these consultations ought to be confined 
to the circumstances existing when"" the intensification of restrictions TJHicIr-frad--

| given rise to. the consultations took place. .. However, the. Australian Government, 
like the United Kingdom Government, were prepared to• pro.ceed with these.-'. ' ..*'•. 
consultations, in the" light of current circumstances without..prejudice-"t'b their ; 
contention. . In these circumstances, the Working Party considered, it' -unnecessary ' 
to seek a ruling from the Contracting Parties on this point. 'The.Working Party 
noted special circumstances which had led to the postponement of the consultations: 
with the acquiescence of the contracting parties concerned. It agreed that 
normally all consultations initiated under Article XII should be expeditiously 

|| carried out. .., ' "_ ;... • • ' -';•. '. • - -,..•••• . 

3. On the basis of the material before the Forking Party there was a full . 
and frank exchange of views relating to the natters referred to in Article XTI:4.(a). 

y The opinions expressed in this exchange of. views.on restrictions.against hard .-
currency countries are set out in Section II of this Report. 

j II. STATEMENTS AND VIEUS 

•'•'. (a) 'international Monetary Fund '"-/--.•-.-

:...4-. The representatives of the-International,Monetary Fund stated that on 
the basis of the factual material, presented by the.'Fund̂ to the Contracting Parties, 
the Fund had concluded that in the case•of the United Kingdom, Australia, New 
Zealand and.Ceylon the present level of reserves-and.the Current rate of earnings 
made feasible a progressive relaxation of restrictions.- • In each case this, 
opinion was qualified to the effect that caution in the degree and rate of such 
relaxation was justified having regard to the extent to v<hich current. demand for 
imports is being controlled by ..the existing restrictions, and in the case of • the 
United Kingdom, Australia and New Zealand, to the adverse reaction on net earnings 
which may arise from the economic and financial burdens undertaken to cope with 
the international situation.. 

.Moreover, in the case of the United Kingdom, caution Was.also required" 
having regard to the undesirability of any serious decline in .reserves from -
the present level. In the case of Australia and New.. Zealand, the extent to -
which the improved position could be made the basis of a relaxation of restrictions 
also depended in part on the convertibility.of their non-dollar (especially' 
sterling)-earnings and reserves. A special factor in-the case of Australia was 

' the".indicated large .inflow of foreign capital. • ;_ '•-'..-•'•:-• 

5.•'• As regards. Southern 'Rhodesia, the International Monetary Fund had not . 
been able to reach a judgment as to the feasibility of ̂ relaxing restrictions 
until more information, .was available, particularly as to capital movements. 
' It•appealed, however, to the-International Monetary Fund that Southern-Rhodesia 

I might be .able to undertake some reduction of discrimination against hard currency 
imports, although such relaxation would probably involve 'some additional 

/' ..' reàtrictions against soft currency imports. 

6. In the case of Chile, the International Monetary Fund pointed out that 
! ... the present international situation might reasonably be expected to maintain 

thé demand for Chile 's. principal export's and improve the balance of payments 
situation in the remainder of 1950. However, it was the Fund's opinion that 
the level of reserves and the degree of domestic stability which could be 

' - achieved, in Chile in a short time did not yet make feasible a further general 
relaxation of restrictions. 

À 
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7. In the case of India, the Fund representatives pointed out that there 
had been some recent relaxation of overall import restrictions, including 
restrictions against dollar imports, which were resulting in a significant use . 
of present reserves. The current indications were that under prevailing. i 
conditions, including thé trade difficulties with Pakistan, India might again 
be experiencing a balance of payments deficit, including a dollar deficit» 
The Fund was of the opinion that, under these conditions, India lid not appear 
to beih a position to undertake further substantial relaxations of import 'r;V.. 
restrictions. 

,;." 8. With respect to Pakistan, the Fund re-ported that the -present import \:-x 

restrictions of Pakistan were intended to cope with various balance of payments 
factors affecting Pakistan's reserve position, particularly with those special 
factors arising out of government purchases in the United States, and trade 
difficulties with In-lia. Until these factors were reduce d in importance and .... 
the conditions improved, Pakistan did not appear to be in a position to relax 
its import restrictions. 

£N (h) Members of the Working Party an1. Other Contracting Parties 

,{-' 9. As regards Chile, In lia and Pakistan, note was taken by the Working 
Party of recent relaxations by these countries and in no case Has it suggested 
that further relaxation of the general level of the restrictions under discussion 
was appropriate at this time. In the consultation representatives of these 
three countries explaine"!. the steps which their Governments were taking to 
overcome the special difficulties which they were encountering, and members of 
the Working Party expressed the hope that their situation would improve' 
sufficiently to permit further relaxation to be undertaken» 

10. The Belgian, Canadian, Cuban an! Unite\ States representatives 
expressed the opinion that the time had come for .Australia, .Ceylon, New Zealand, 
the United Kingdom and Southern lîhodesia to begin the progressive relaxation 
of their respective restrictions on imports from the dollar area. Itaphasis 
was laid, in the first four of these cases, on the sharply and steaiily improving 
dollar balance of payments positions of these countries since the devaluation of 
their currencies in September 1949. Southern lîhodesia has maintained a|small 
but consistent gold and dollar surplus in recent years. In the case of Ceylon,' 

_ this favourable movement in current dollar accounts has materially increased a 
•^consistent dollar surplus . In the cases of Australia, New Zealand and the 

United Kingdom, the latter including its dependent overseas territories, 1949 
•dollar deficits have been transformed into substantial and increasing 195^ 
dollar surpluses. During the same period, the gold and dollar reserves of the 
United.Kingdom, which also serve as gold and dollar reserves for countries which 
hold reserves in London, have been rising rapidly, quite apart from any increase 
attributable to extraordinary foreign assistance. In the case of all of these 
countriesj current export returns and the various factors affecting prospects in 
the coming year are predominantly favourable for continued improvements in 
dollar earnings. The Belgian, Canadian, Cuban and United States representatives 
called attention to the substantial increase in productive capacity in the 
United. Kingdom, the high prices for major exports of many ôf these countries, the 
increasing availability of needed imports in soft currency areas at prices 
competitive with prices in the dollar area, the high level of demand in the 
dollar area with the prospect that this will continue and probably increase, 
the effect of devaluation upon the competitive position of these countries* 
exports in dollar markets and the effects to be anticipated from the investment 
of time and effort which has been put into the United Kingdom's dollar export 
drive, 

11. The Belgian, Canadian, Cuban and United States representatives 
recognised that, in the case of each of these countries, caution in the degree 
and rate of relaxation was justifiable in the light of various uncertainties, \ 
particularly the net impact of rearmament programmes on the dollar positions of 
Australia, New Zealand and the United Kingdom. In the case of the five countries 
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caution was likewise justified in view of the difficulties -of determining the j 
amount- of demand for imports which is being controlled "by the existing re
strictions. Nevertheless* it was the opinion of the Belgian, Canadian^ Cuban 
and United States representatives, that, with all due caution, it was nov/- possj.ole 
for Australia, Ceylon, New Zealand, the United Kingdom and Soathern Rhodesia 
to. begin the progressive relaxation of their restrictions against- imports from 
the dollar area, 

12, The representatives of all the Commonwealth countries whose "import 
restrictions wore the subject of the consultation, whether members of the 
forking Party or not, submitted that their action in restricting dollar and 
other hard currency imports was directed towards protecting and building up the 
gold and dollar reserves of the sterling area. The representative of the • 
United Kingdom felt that, while those members of the Working Party who had 
expressed-vi-e-KB-on-the..possibility of the relaxation of restrictions by the 
•Commonwealth countries concerned had said that'they were well'aware of and had 
given full consideration to the existence of the sterling area, they did not 
give; adequate'weight to the common interest which the individual countries must 
have in prctecti'ng and strengthening the central reserves of the sterling area 
as a whole. In this connection the United Kingdom representative pointed out 
with regard to the reference by the Fund to relaxation by Australia and New 
Zealand depending' "in part on the convertibility of the non-dollar (especially ] 
sterling) earnings and reserves" that, whether or not sterling is convertible, 
the members of the area have a common interest in the central reserves of the 
area and that it was precisely this common interest that formed the basis of the 
sterling area relationships and of the action taken by the..Commonwealth sterling 
area countries. 

13. The United Kingdor. representative als:> felt that the .views referred to 
above gave insufficient weight to the need for further strengthening of those 
reserves. T̂ hc events of recent years had shown t ho effects on the sterlin area 
system which could follow from comparatively minor changes in world ec mmic 
conditions. There had been a great improvement in the reserves in the,.past tv/clve 
months but they were still inalequate in relation to the further progress that 
must be made towards, the declared objectives of fully multilateral world trale and 
the 'eventual restoration of sterling- c-Mivcrtibili-ty. '"hen the Commonwealth 
ïlinisters had met for 'economic an-1, financial talks in London in September 1950, 
they had agreed that the restoration if the central gold and dollar reserves 

of the sterling area to an adequate level remained of great importance. • 

14. In this connection the United. Kin-dom, Australia and New Zealand ^ 
representatives felt that undue weight had been given to the favourable factors 
in the developments of the past 12 months and that insufficient attention had been 
paid to the adverse factors operating in the present situation, the full force of 
which would not be felt until 1951. It was pointed out that the surplus in the 
sterlin; area's balance of payments .with the ilollar area which 'had prevailed since 
late in 1949 accounted for less than one-thirl of the increase in the sterlim-
area's reserves since devaluation. ' Receipts under the European Recovery 
Programme and other external assistance were declining sharply and it was quite 
impossible at present to forecast what the position in this respect would be in 
1951. Account must also be taken of the 'fact that some part of the recent 
increase in reserves was attributable to the speculative movement of capital into 
the United Kingdom. 

. 
' 15. The representatives of the United Kin :dom, Australia, New Zealand and 

Ceylon also pointed out that the improvement in sterlin;; area dollar earnings was 
closely related to the development of the Unite". States stockpiling programme, 
which would not continue indefinitely, and to the exceptionally hi.rh prices brought 
about by the unsettled international situation. The representative of the Unite! 
Kin;;lom pointed out that the full impact of higher prices for dollar imports an"1. 
of growing shortages of non-dollar supplies had not yet been felt. 
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16. The United Kingdom representative also stressed the burden which the 
additional defence programme and other measures associated with it would place 
on the United Kingdom economy. This programme would necessarily involve 
increased dollar imports and, as the diversion of productive capacity "became fully 
effective,. would impair United Kingdom export capacity. ' Every effort would 
continue to be made to maximise both dollar earning and' dollar saving exports but 
there was no doubt that the rate of progress would be slowed down over the next two. 
.or.three years, Th,éT-arrangements for-an equitable distribution of the burden of 
defence between the members of "the North Atlantic Treaty Organisation were still 
.under consideration. There were therefore great uncertainties in the outlook for 
1951. 

At the meeting of Commonwealth Ministers referred to in paragraph"IjF'àbove' 
it was considered that increased dollar expenditure would inevitably take place 
and that the formula for restricting dollar imports in general to 75^ of the 1948 
level was out of date. All the sterling area Governments concerned had agreed 
upon the need to persevere with measures designed to increase the" dollar earnings 
of the sterling area and upon the need to maintain strict economy in dollar 
expenditure. 

£*•• 17. In their concluding remarks, the representatives of all the countries 
whose restrictions were the subject of the consultation said that they had taken 
full note of the views expressed by other members of the Vvbrking Party and that 
they would be given due weight in the consideration of future policy in regard to 
restrictions on dollar imports. 

18. In the course of the consultations, the representatives of the United 
Kingdom, Australia and New Zealand/ expressed concern at the fact that the•-... 
International Monetary Fund.-had presented the" Contracting ̂Parties with conclusions 
on the feasibility • of relaxations in. import restrictions byïthe countries concerned 
in the consultation. • A consultation under Article XII:A.(b), as. opposed'to the 
consideration of a complaint under other provisions of the Agreement, was essentially 
the occasion for a full and frank exchange of views on the situation of the country 
or countries concerned, and the purely consultative character of proceedings under 
Article XII:4(b) must be preserved. In such circumstances, it was their view that 
it was wholly inappropriate and contrary to the co-operation between the Contracting 
Parties and the Fund enjoi*$d on both bodies by the relevant instruments, for the 
Fund to present conclusions which, they were convinced, prejudiced the purely 
consultative character of Article XII:A(b). They felt that every effort should be 
made to avoid any repetition«in the future of the difficulties which had been 
experienced in the present^ gfnsultations; otherwise the whole future of the General 
Agreement might be encfcn<*ere§î 

19. The French delegation expressed the opinion that the submission by the 
International Monetary Fund of their views in the form of conclusions did not 
appear appropriate within the framework of consultations initiated under 
Article XII:4(b). The French delegation noted, however, that, in view of the 
strictly consultative nature of the current procedure, the position adopted by 
the representatives of the International Monetary Fund did not result in any 
practical inconvenience. 

20. The United States representative was unable to .agree with the views 
expressed in paragraph 18, He called attention to t he unanimous agreement in the 
Working Party that the Fund should not merely present the Contracting Parties with 
a mass of undigested statistics and he felt that when an international institution 
was asked to participate in a consultation, the form in which it expressed its 
views was a matter for it to decide. He stated that quantitative import 
restrictions under Article XII were only acceptable under the GATT to the extent 
that they were justified by financial necessity and that the expression by the 
Fund in its reports of an opinion on the question of the feasibility of relaxation 
was, therefore, clearly appropriate in a full consultation with the Fund under 
Article XV of the General Arreement. The representatives of Belgium, Chile and 
Cuba associated themselves with this view of the United States representative, 
•̂he representative of Italy also associated himself with the view of the United 
States representative, but he added that the views of the Fund were nnt binding 
except to the extent provided for in Article XV of the General Agreement, 

..-
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21. ' 'As to the contention of the United Kingdom delegation that it was 
inappropriate, for the PHincL to submit to the Contracting Parties its conclusions 
on the import restrictions of the countries being consulted here at Torquay, the 
Fund representative said that in accordance with an invitation from the Contracting 
Parties, the Fund had accepted the responsibility of advising the'Contracting 
Parties. This responsibility that the Fund was asked to accept by the Contracting 
Parties means that the Fund must express its views freely and fully. With this 
understanding the Fund prepares its reports for its consultations with the 
Contracting Parties. . The Fund representative stated that it TWae clearly for the 
Fund .to'decide for itself what was appropriate, and what was not appropriate to. say, 

III. RECOMMENTJATIONS " . . • • • -

22. The Working Party recommends that the CONTRACTING- PARTIES: 

.(a). take note of this Report, and 

(b) record that the consultation's resulting .from the invitation 
to consult issued at the Fourth Session are concluded with 
the adoption of this Report. 

r^4onex. i will(contain the factual part of the reports of the Fund 
(see the list in footnote (l) on pape l). Annex II will consist 
of statements fcy representatives of contracting parties and of thé 
Fund regarding the aocuracy of certain data in the "Background 
.Information" submitted by the Fund. These Annexes to the Report 
will be issued later as an addendum to the present-document/. 

\_ 


