'Working Party 8 on Balance of Payments RESTRICTED
2L, November 1955

CONFIDENTIAL

DRAFT NOT.S ON THE CONSULTATION WITH THE UNITED KINGDOM
UNDE® sRTICIE XIV:1(g)

United Kingdom Statement

1. In opening the consultation the representative of the United Kingdom made
a statement in which he described the developments in the past two years in
the balance-~of-payments position of the United Kingdom, It was pointed out
that during 1954 the United Kinidom had made considerable further progress
with its policy of relaxing import restrictions and of reducing discrimination
to the greatest extent permitted by the balance of payments, One important
feature of that policy was to extend the greater freedom of choice implied in
non-discrimination to those items which would contribute most to the
strengthening of the.economy, thus preparing the way for further steps towards
freedoms The reduction in discrimination was, therefore, most marked in

the field of foodstuffs and raw materials. In that period the government
also restored to private importing almost all the foodstuffs and raw materials
which remained under state trading, and re-opened most of the remaining
traditional London commodity markets, Consequently, traders in the United
Kingdom were able to buy such dollar commoditics as non-ferrous metals,
coffee, cocaa, raw sugar and copra for dollars and sell them for sterling.
Some $250 million a year were spent by United Kingdom traders on commodities
dealt with in these markets and this helped substantially to reduce the
extent of discrimination against the dollar area in the world as a whole.
These were some of the major developments in the year 1954 in the process of
liberalizing imports from the dollar area. They must be viewed against the
background of the general improvement which had taken place during that year
both in the intcrnal economy and in the external balance of payments of the
United Kingdom.,

2. In recent months there has been a change in the fortunes of the country.
The considerable increase in imports, mostly necessary to keep pace with a
markedly buoyant economy at home, and made possible by the measures.of
relaxation and liberalization introduced over past years had, in the absence of
a corresponding increase in exports, led to a deterioration in the balance-of-
payments position, which first became noticeable towards the end of 1954.

The excess of total imports c.i.f. over total exports in the first nine months
of 1955 had been no less than £676 million as against only £425 million in

the same period of the previous year. . The gold and dollar reserves had
fallen and by the end of October amounted to the equivalent of £821 million
compared with their peak figure of £1,078 million in June 1954.  Although
exports were rising at an appreciable rate and although the. reserves figures
for October were reassuring, the United Kingdom Government was not satisfied
with the country's present share in world export trade or with the way in
which the balance-of-payments position had been moving.
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3. In the circumstances, such progress as hed bcon made in the pest year in
the relaxing of restrictions and in the reduction of discrimination could not
oxpected to be comparable to the achievemant of the previous year; never-
theless, the United Kingdom had not retrogressed in its policy of widening
tradec and meving to a froer system of payments, and some progress had been
made. For example, since the beginning of 1955, a number of products, namely,
hides and skins, some fats and oils, cotton llnters, phosphate rock, some
rro—alloys and eluminium had becn zdded to the list of goods which could be
freely imported from eny source, and sulphur would be added to-that list at
the beginning of 1956. In those casss whore coilplcete frecdom was still not
pos31ble progress had novertheless been made through the establishment of new
or increased dollar quot-s,or through other arrangements for larger imports.
For oxampls,: pulp, paper and board werc now permitted to be imported within tho
limits of tho quotas from any sourcc. Provision had been made for. larger im-
norts of certain other materiels for industry including synthetic rubber and
newsprint. Quotes hcd been introduced for hardwood, motorcars, utc.,’whilv
cxisting quotas for items including canned salmon and cortain varieties of
frult from Canada had bcen ronewed.

4. There hud also been additions to the 1list of goods which could be fresly
imrorted from OiiC and certain other countrids. These newly added items,
however,;were not items which would 2dd substantlallv to the cost of United
Kingdom imports and the government did not feel able in vresent” circumstancos
to take tho . step of frcoceing cortoin more costly items so as to brlng the
liboralization pverntagb in "0Z&C to 90,

5, ns a rvsult of all the measurcs taksn in recont ycars, over half of
United ningdom imports from the dollar arc¢2 wore now frece from restrlctlon,
this was & considerable achievement. h

6. In coneluding, the United Kingdom representative roferred -to the speaches
mads by the Chanccllor of the :xchequer at the reccent annual mectings of IMF
and IBRD, and in the House of Commons  whon introducing his ifutumn Budget. It
was indiceted by the Chancellor that th:z worst of the United Kingdom's troublcs
at prescent was its too buoyant internel cconomy; that the Government would take
all necessary measuras to curb demand on the home front; - that the United
Kingdom would not be ablc to afford to take major stcps forward on .the trade
front until it wos satisfied with the strengthoning that hed been achieved at
home; that on thc other hand, it wes not by physical cuts in imports that the
Governmaent intcended to solve-its.Qifficulties; ~and that oncc by determined
effort the rccent deterioration in the balance of payments wes redressed, the
United Kingdom woulé be gled to teke tho.next step towards freedom.

Consultetions with the International lonetary Fund

7. Pursuent to the provisions of Article XV, the CONTRACTING PARTIES had
invitod the International tionetary Fund to.consult with them in connexion

with their consultetion with the United Lingdom.  As thc Fund hed not, by
the time of the Tenth Session, held its 1955 consultetions with tho United
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Kingdom under article XIV of the Fund Agrooment it ro forred tho CONTRACTING
_ParTIES to the rosults of, and the background material from, its 1954 con-
sultetions with that government, and in eddition provided the CONTRACTING
PLRTIAS with factual material rcviewing developmsnts since those consultations.
Consoquently, in canducting thc prescnt consultation the Working Party hed
before it the background material prepared by the Fund staff in 1954 and
a supplemsentary paper showing subsequent developments, as well as ths following
rasults of the Fund's 1954 consultetions: e

", The Government of the United Kingdom has consulted the thd
under article XIV, Section 4, of the Fund :.greement concerning the
further retention of its trdns1t10nal arrangements.

"2, United Kingdom production end incomes have continued to rise in
1954.  monctary and fiscal policies have succeeded in maintaining
balanced expansion. There has also been an improvement in the:
balance-of-payments with the dollar and other areas and in the ‘
rescrve position. & substential volume of indebtedness has been: -
repaid. ' '

"3, The Fund welcomes the relexations of restrictions and reduction of
discrimination mrée since the 1953 consultotions and notes with '
satisfaction tho United Kingdom's intention to contrnue this policy
and progress further toward convertibility. Whils apprediating the
United Xingdom's necd to maintain a substantial current :surplus in.
its external accounts, the Fund hopes that this objective will:not
impair thc further removal of rsstrictions, and beliosves that a
continuation of the favourable circumstances now prevailing will
permit the present policy of moving towards convertibillty to bo-
continuod

"4, In concluding tho 1954 consultatlons, the Fund has no other
comments to make on the transitional arrangoments maintained hy t.hu
United Kingdom."

SPuClal problems

8. The United Kingdom reprcscntat1v> suppllod the Working Partv with a tablo
showing tho rcgionel current account balunces of the United Kingdom in .
--1952-1954 and in the first half of 1955 (Table I, which collated. and brought

up to cdate the figures supplied by the Fund. 'Refcrring to those figures,

..the United Kingdom representativo pointed out that although the United Kingdom's
‘current account balance for the yeer 1954 as a whole showed. en improvement,

this concealed a marked dctorioration in the sccond half of the year, and that
therc had been a further deterioration in 1955. Movenents in the reserves,
of coursa, were affectod not only by the balancae of payments on current account
of the United Kingdom. itself, but also by the currcnt account balance‘of tpc
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TABLE I
Regional Current Account Balances of the United Kiggdom;/
' (& million)
1952 1953 1954 1955
lst half_,2nd half
2/
Dollar Area: :
Exports and re-exports, f.o.b, 410 443 205 213 233
Imports, f.o0.b. - 606 .- -519 - 240 - 325 354.
Trade balance - 196 - 76 = 35 - 112 121
Services -121 - 59 18 -~ 37 1
Government transactions 23 - 20 14 + 9 2
Current balance - 294 . 115 - 3 - 140 110
Defence aid, net of counterpart 121 102 24 26 33
Curront balance,in¢l.eid - 173 - 13 21 - 114 77
QEEC Area: S
Exports and re-exports, f.o.b. 730 760 400 389 417
Imports, f.o.b. - 738 - 678 - 362 - 397 411
Trade. balance . . - 8 82 38 - 8 6
Services- 9 40 23 21 8
Government- transactions - 27 - 29 - 13° - 16 14
Current belance - 26 93 48 - 3 16
Othecr honsstérling aountries:g/
Exports and re-exports, f.o.b. 360 259 146 129 164
Imports, f.o.be - 369 - 366 - 177 - 181 189
Trade balance ' 1 - 107 - 31 - 52, 25
Services 3/ 117 88 46 45 30
Government transactions = - 37 - 40 - 19 - 16 14
Currcnt balance 81 - 59 - 4 - 23 9
CURRENT NON- excl.aid - 239 - 81 41 - 166 135
STERLING BALANCE: incl,.aid - 118 21 65 - 140 102
Rest of sterling area:
Exports and re-exports, f.o.b. 1325 1209 673 661 717
Imports, f.o.b. -1241 =1323 - 92 - A33 " - 713
Trade balance 84 -114 - 19 28 4
Services 416 382 177 206 180
Government transactions - - 131 - 109 - 58 - 73 60
CURRENT BALANCE WITH R.S.A. 369 159 100 16l 119
TOTAL CURRENT BALANCE: excl.aid 130 78 141 - 5 16
' incl.aid 251 180 165 . 21 17

1/ Minus sign indicates debit; mno sign indicates credit.

2/ Provisional. , '

3/ Including debits of -6,-9,-4,-13 end -8 to government transactions with
non~-territorial organizations.

Source: Cmd. 9291,
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rzst of the sterling arca end by capitel movements. The gold and dollar re-
serves, which had risen from the low point of $1,662 million in spril 1952 to
$3,017 million in June 1954, had since that date dceclined significantly, and
by October 1955 they amounted to no more than $2,297 million, The rate of
fall in October was smaller than in the precoding month but nevertholess the
decline in the past four months had totalled $383 million,

9. 1In discussing the presecnt and futurc trade and payments position of the
United Kingdom, a member of the Working Farty suggested that the change in the
genoral attitude towards storling which hed been discernible since the United
Kingdom Government's views were clarified at the rcecent annual meeting of the
Interns tional Monetary Fund and Intcrnational Bank fur Reconstruction and
Dovelopment might lead to the United Kingdom rcegaining the rcserves that had
been lost through speculative transactions in the preceding months. The

United Kingdom representative expressed the hope that the regained strength of
sterling would stop any furthor drain on the rsscrves through short-term
capital movements, but stressed the importence for the United Kingdom of carning
& substantial surplus on currcnt eccount whatever the level of capital movements
might be, ‘

10. Certain members of the Working Party, referring to the remerks by the United
Kingdom representative noted in peragraph 2 above, considered that the increasc
in imports which was attributed to trade liboralization might have occurred in
any case ‘owing to the buoyant state of the United Kingdom economy. The United
Kingdom reprosentetive agreed thet the incrcased imports were neceéssitated by
~the buOYant'internal economic situation end high demand, end that the same volume
of imports might in the circumstanees heve been licensed even if goods now
liberalized hed remaincd under licensing control; but the United Kingdom was
not in a position at present to dispensc with further import controls or to
nlarge the coverage of opcn general licences.  Caution was necessary in the
present uncertain state of the bslance of payments.

11. It was pointcd out by a mumbor of the Working Party that the liberalization
measurcs taken by the United Kingdom in 1953 had not increcased imports from

all dollar countrics which showcd that rclaxation of restrictions did not
necessarily incrcase the risk or burden for the importing country. In the view
of that member, the internal mcasurcs that had beon teken by the United Kingdom
Government were of great importance, and it was gratifying to find that such
measurcs were taken instcad of the rostriction of imports. Another member
subsequently commsntsd in similer terms. 48 rogards the movements in resaerves,
refercnce wes made to the progressivsly larger deficits in EFU incurred by the
Unitod Kingdom in July to September 1955 and it wes pointed out that gold and
dollar payments through the EPU constituted close to half the total loss in
reservous during that period. The United Kingdom representative, while admitting
the rclevence of thesc doficits to the rccent fells in the ruserves, pointed out
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tiat the summer months were scasonally adverse for the United Kingdom, in £70U,
partly due to tourist expcnditure. Too much should not, therefore, bec made of
the connecxion between thcse deficits and the fall in the goléd and dollar re-
serves. Whercas deficits in July-September totallesd 91 million, the deficit
in October was only £15 million.

12. In concluding this pert of thc Jdiscussion, the United Kingdom reprcsentative
refeorred to the current account figures given in Table I, which showed the
goneral position and pointed to the reasons for thc continued rzsort by the
United Kingdom to the provisions of snnocx J.

System of discriminatory restrictions and their effects

13. For a duscription of tho systcm of discriminatory restrictions the

United Kingdom reproscntative roferred to the successive answers provided by
his Government to the questionneaire for the proparstion of the annual reports
under irticle XIV:1(g). Tho system remsined substantially as described in

the 1953 answers, and & summerv description of that system will be found in the
Annecx to the Sixth Annucl Rerort under Article XIV:1(g) which is being prepared
by the Workin: Party. Supplementing the written information and in answer to
various questions, thc Unitced Xingdom reprosentative said thet there had been no
tightening ur of licensing criteria; in fact there hed beean certain relaxations
in the criteria for the licensing of imports not undcr quota. In particular,
more favourable consideration was now tiven to applications for imports of
chemicals from th: dollar area. While for certain goods such as machinery
consideration would be bascd on thc availability of supplies in the United
Kingdom as well as in otner non-dollar arca countries,for chemicals thc chief
criterion was the availability of supplics in the United Kingdom alone. This
treatment accorded to chemicels was in line with the general policy of giving
greator freedom of choice for itoms which would strongth-on the economy. It
was not in the Unitcd Kingdom Government's intercsts unnecessarily to increase
the strain on the balancc of payments by forcing importers to more expensive
sources of supply. In dctermining its import licensing policy the United
Kingdom Government paid considerable attention to that fact, which was of
spceial importaenco for raw materials end other imports affecting substantially
costs of production and so thc competitive powor of United Kingdom exports.
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14, 1In the view of.the United Kingdom reprcsentative, the general trend in
liberalizing United Kingdom imports had only been temporarily arrssted in the
past year, because.of.the less favourable balance-of-payments situation, and
it romained the Govermment's intention to undertake further liberalization

as soon as the balance of payments permitted. On the question of the policies
pursusd in the dcpendent territorics of the Unitod Kingdom, the United
Kingdom rcpresentativc felt sure that therc was no present danger. of .such
territoriecs. embarklng on any intensification of discrimination.

15, A mamber of the Worklng Party suggested that oxperiencc had shown that
liboralization of tradc, and cspecially the roduction of discrimination,
rather than changing patterns of trade for the country taking such action,
might contribute to improving its terms of trade, so as to lessen balance-of-
payments difficulties. Commenting on this viow, the United Kingdom
roprosentative stated that while it was difficult to distinguish the effocts
of liberalization from other factors affecting thc terms of trade and con-
sequently impossible to accept this view without qualification, the argumont
bchind the United States ropresentative's idca was tenable in certain circum-
. stances and was, in fact, onc of the idcas behind the re-opening of.London
commodity markets. ;

16. It was observed by a mamber of the Working Party that according to
calgulations made by 0I3C, toking 1953 as a base y»ar, the United Kingdom had
by 15:April 1955 liberalized only 5 per cent of its imports of manufactured
goods (including producers' goods) whereas the percentage for food and

feeding stuffs and raw materials from the United States and Canada had reached
73 and 69 per cent respectively. In this connexion the United States
representative stated that the present United Kingdom restrictions created
~difficult problems for United Statgs exporters of a number of manufactured
goods and agricultural products. He suggested that as producers' goods in par-
ticular also cntered into tho costs of production, libecralization of such goods mi-
also contribute to a lowoering of costs. The United Kingdom representative,
while in general agreement with this view, pointed out, however, that raw
materials (and capital gcods) constituted a higher proportion of the costs of
production, Consequently, priority would be given to liberalization of the
import of raw materials (and capital goods) over other goods, although in the
last analysis priority might well be given to producers' goods over consumers'
goods, .

17. On the question of multilateral or regional payments arrangements,

the United Kingdom representative stated that, as was well known, the United
Kingdom imposed very few restrictions on imports originating in the sterling
area, In addition, his Govermment participated in the OEEC and EPU, and had
recently entered into a multilateral payments arrangement with Brazil,
Germany, and the Netherlands. The latter arrangement was intended to enable
Brazil to use for payments to any onc of the three other countries curreacies
it had earned in any other of these throcc countries. The United Kingdom
ropresentative observed that although it involved four countries only, the
arrangement provided for payments facilities much less rigid than under

a bilateral arrangement and therefore was considered to be a step towards
multilaternlism. On the other hand the arrangament would not have the effect



Spee/366/55 ..
Page 8

of inereasing the transferability of sterling, as this was already transferable
throughout the non-dollar world. In reply to an enquiry whether there were
provisions in the agrcement to ensure that this was a tramnsitional arrangemont
leading to full convertibility, the United Kingdom representative stated

that no special provision was made for settling balance in gold or dollars but
that the present agreement was for a limited period.

18. In the view of a member of tho Working Party the recent increase in the
gold-to-eredit ratio for the settling of monthly balances in EPU should have
the effect of reducing the need for countries to discriminate in favour of
EPU imports as against imports from the dollar area. The question was put
whether the United Kingdom Government had re-evaluated its discrimination
policy in.the light of this change. The United Kingdom representative
stated that the implications of that change would certainly be taken into
consideration by his Govermment in revicwing from time to time its policy

of discrimination; undoubtedly the change would become an increasingly
important factor in future. The fact wcs, however, that imports from OEEC
still cost relatively less in dollars than imports from the dollar area.
Moreover, the gsneral balance-of-payments situation of the country had bcen
such in reccnt months that the United Kingdom had felt obliged to refrain
from inmsurring thet additional dollar expendlture which was inseparable from
any’reductlon of discrimination, :

19. As regards the‘extent~to which bilateral agrecments were-used, the
United Kingdom reprcsentative rcferred the Working.Party to his Government's
answers to the qucstiionnaire in 1953 and to the subscquent supplements
thereto. Not only had the number of bilgteral agrecments in force become
less in recent years, but thsir scope had also bcen diminished. Most of the
remaining agreaments provided only for a mutual undertaking to issue
licences for specified goods up to certain amounts. As more goods were
added to open general licencos. for.free importation, the range of goods that
could be covered by bilatcrel agrcements was progressively reduced. As noted
in the Fund background paper, the United Kingdom had recently entered into
an Agreement with Bulgaria, which provided for the repayment of debts and

an expansion of trade.

20, 48 for the effects of the discriminatory restrictions on other countries,
one member suggested that such restrictions were harmful not only to the.
countries whose exports were discriminated against., From the long-term
point  of view, damage might be done to countrices "benefiting" from the
discrimination in the short run, through the undermmining of their cost
structure and competitive position, :
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21, Referring to the statement by the United Kingdom representative that
over half of United Kingdom imports from the dollar area were free from
restriction, a member of the Working Party pointed out that such perccntage
might overstate the liberal nature of the import restrictions. In fact,
many important items, including industrial materials, still remained under
severe restriction which discriminated egainst the countries in the dollar
arca. On this point, the United Kingdom representative assured the Working
Party that his Government would continuously review its policy of dis-
criminatien and that no opportunity would be missed of reducing the level of
diseriminatory restrictions as the balance of payments permitted.

22, In discussing mecasures taken to ensure that discriminatory restrictions
did not cause unnecessary damage to the commercial or economic interests of
other contracting parties, the United Kingdom representative stated that the
measures being taken in the United Kingdom to rcduce to the minimum any
incidental protective effect of the restrictions were essentially the same
as those taken by the sustralian Govemment, which had been discusscd in the
course of the consultation with tha Government, except that in the

United Kingdom system no provision was made for the interchangeability of
quotas for different goods. He agreed that the most effective way of ensuring
that manufacturers realized the true nature of the restrictions was the
steady implementation of the policy of progressive reduction and elimination
of discriminatory restrictions whenever the balance of payments allowed it,
which the United Kingdom Government had adoptcd.

23, Another member suggested that the Working Party should hear the

United Kingdom representative'!s views on the question of what measures

other countries could take to assist the United Kingdom in its progrcss
towards freer trade, and further enquired whether, given increased access to
foreign markets, the United Kingdom would be in a position to expand its ex-
ports in the interest of its balance of payments. The representative of
the United Kingdom replied that it was thought that by reducing the pressure
of home demand, resources at present used to meet home consumption could be
diverted to export production and that even with the present level of
restrictions additional exports were possible. Given greater export
opportunities a further expansion should be possible. He therefore cmphasized
the importance of "good creditor policies" on the part of countries in

a strong crocditor position.



