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June 8, 1972

To: Nembers of the Committee on Liaison with
the CONTP~CTING PARTIES to the GATT

From: The Committee Secretary

Subject: Preparation for Consultation with the
CONTR~CTING PARTIES to the GATT

Irhe attached paper sets forth the recommendations of the
staff regarding preparation for forthcoming consultations with the
CONTRACTING PARTIES to the GATT. Unless a member of the Committee
requests a meeting of the Committee to consider this matter by the
close of business on 1uesday, June 13, 1972, these recommendations
will be deemed approved by the Committee for submission to the
Executive Board and it will be so recorded.

Att: (1)

Other Distribution:
Members of the Executive Board
Department Heads





JuneS, 1972

To: The Chairman of the Committee on Liuison
with' the CONTRACTING PARTIES to the GATT

From: The Director, Exchange and. Trade Relations DepariGment

Subject: Consultation with the CONTRACTING PARTIES to the GATT

In a letter reproduced as Attachment A, the Dire ctor-General
of the General Agreement on Tariffs and Trade extends to the Fund an
invitation to consult with the CONTRACTING PARTIES in conr.tection with
their consultation vlith Argentina, Finland., New Zealand and :South Africa
on balance of payments restrictions, and to examine a request by the
Government of Uruguay for a further extension of the waive T relating to
its import surcharge system. It is intended to recommend -to the Execu­
tive Board that the Managing Director be authorized to ace eptthis
invitation and designate Mr. Edgar Jones, Director of the Geneva. Office
to represent the Fund. during consultations to be held in Greneva for a
two-week period beginning June 19, 1972.

In accordance with the procedure set out in EBD1'56/102 (8/29/56)
and EBD/61/1l0 (9/1/61), the Fund. has transmitted ,to the CONTRACTTI'1'G PAR­
TIES backgrOu.11d papers and. the Executive Board. decisions pertaining to the
most recent consultations held v-Tith'Finland.,New Zealand. and. South Africa.
In the case of Argentina special authorization by'the Executive Director
concerned. has been obtained and in the case of Uruguay authorization is
being sought to transmit the papers on Recent Economic De~elopments even
though the consultations und.er Article VIII and. Article XIV respectively
have not as yet been conclud.ed.

It is expected that the GATT Committee on Balance of Payments
Restrictions will request the Fund ' s view with respect to the consulting
countries. It is recommended that , in reply to such requests the Fund.
representatives should be guided by. the statements set forth below.

Argentina

"The Fund. invites the attention of the CONTRACTING PARTIES to
. the paper on Argentina--Recent Economic Developments, dat ed. March 15, 1972,

which has been transJrlitted. to the CONTRACTING PARTIES.

In 1971 there was a sharp deterioration in both the current and.
the capital accounts of the balance of payments, and the overall deficit
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(including the allocation of SDRp) totaled. about SDR 570 million, compared
with a surplus of about SDR 300 million in 1970. There was a further
SDR 180 million deficit in the first four months of 1972. Gross official
reserves, which stood at SDR 673 million at the end of 1970, fell to
SDR 267 million at the end. of 1971 and to SDR 209 million a~ the end of
April 1972.

Exports declined by aLmost 4 per cent in 1971 as a result of a
bad. wheat crop and a decline in shipments of beef and other livestock­
related products as farmers retained stock in response to rising prices.
Imports rose by 12 per cent in 1971 with particularly substantial gains
in imports of capital goods ·and petroleu.rn. The increase in irrrports was
a response to rising inflationary expectations and to the reactivation
of the economy after a briefslowd.own late in 1970. During the second.
half of the year, the authorities took several measures to discourage
imports, includ.ing a temporary tightening of payments regu~ations, the
imposition of a 15 per cent surcharge between November 197~ and. February
1972, and the complete prohibition of imports of certain nonessential
goods.

During the period April-September 1971, the authorities follovl~d.

a policy of small frequent adjustments· 0"£' the exchange rate. On Septem~

ber .20, 197,1, a dual exchange market;was created in which the official
rate remained pegged. at $a 5.00 per u.s. dollar, vlhile the :financial rate
moved. in response to supply and demand.. At the end. of 197~ -" the financial
rate was $a 8.25 per u.s. dollar, and'i:h Nlay 1972 it 1vas $a 9.90 per u.s.
dollar. Mixing arrangements., whereby specified propOr.tions of exchange
relating to trade transactiops were to be negotiated i.n·thefinancial mar­
ket, were introduced alongwlth the splitting of the market • In October
1971, 20 per cent of exchange for most exports and imports was to be
negotiated in the financial market, and, this proportion was raised to
30 per cent in December, 43 per cent in February 19r2, and 64 per cent
in March.

In the middle of May 1972, the prohibition of imports of certain
nonessential good.s was extended ind.efinitely, and other less essential
imports vlere shifted entirely into 'the financial market . At the same time,
the Central Bank prohibited the sale of exchange for imports with less than
lBO-day financing ex(~ept with the approval of the Central Bank. Argentina
also levies a tax 011 sales of exchange for tourism, and prohibits remit­
ta.nces of profits, dividends, and. royalties. How'ever, those who are
entitled to make such remittances are permitted to subscribe with pesos to
interest -bearing -' dollar-denominated bonds which are freely negotiable at
home and abroad}'

The Fund believes that at the present time the general level of
import restrictions of Argentina which are under reference d.oes not go
beyond the extent necessary to stop a serious decline in its monetary
reserves.
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Finland

ITThe Fund. invites the attention of the CONTPiliCTING PARTIES to
the Executive Board decision of March 1, 1972 taken at the conclusion of
the most recent Article XIV consultation with Finland. particularly to
paragraphs 3 and 6 which read as follows:

'3. The value of eA~orts, which rose sharpJLy in 1969
and 1970, rose only slightly in 1971, partly becC3.use of
the strikes and partly reflecting weaker demand cond.itions .
The value of imports rose somewhat more strongly _ As a
consequence, the current account, which showed. a surplus
of $20 million in 1969, showed. a deficit of $239 million
in 1970 and about $340 million in 1971. Reserve s, which
had. increased sharply in the previous three year:s, con­
tinued. to rise largely as a result of long-term lborrowing.
At the end of December 1971 the gold and foreign e1Cchange
reserves of the Bank of Finland amounted to the equivalent
of $714 million. '

'6. Following action by the U.S. authorities in the
exchange field. in August 1971 the Fi:nnish author:ities
along with the authorities of many other Fund m~bers no
longer undertook to apply the minimum buying rat es pre­
viously establi shed. for the U. S. dollar, and in ])ecember
a central rate for the U.S. dollar was establis~'ed of
Fmk 4.10 per US$l, representing a 5.6 per cent d.eprecia­
tion from the par value of the markka expressed in terms
of gold. This action was appropriate in the light of
Finland's balance of payments position. It shou.ld permit
the authorities to preserve the gains that have been mad.e
in the liberalization of trad.e and payments and. the Fund.
hopes that efforts will be mad.e to achieve further reduc­
tion in the reliance on external restrictions.' ~ 1

New Zealand

IT The Fund. invites the attention of the CO:NTHACT ING PARTIES to
the Executive J;3oard decision of Hay 31, 1972 taken at the conclusion of
the most recent Article XIV consult~tion vJith Ne,., Zealand.: and particularly
to paragraphs 4 and 5 "which read as follows:

! 4. New Zeala:.t1d· continues to have difficulty in
obtaining access to markets abroad for some maj or farm
products. However, prices for most primary products
have risen in 1971, and despite rising import prices
the long-term. deterioration in the terms of trad.e was
arrested. In the year ended January" 1972, e:1..rport
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receipts rose by 10 ,per cent and import payments by 8 per
cent with the current account showing a surplus 0 f'
$NZ 48 million. Official reserves are nOv1 at a comfort­
able level; in the 12 months to Januarsr 1972, they rose
by $NZ 173 million to a total of $NZ 511 million 7 equiva­
lent to some six months of merchandise imports.

15. The Fund. welcomes the action taken b~T rJe1'l Zea­
land. in June 1971 to liberalize restrictions on payments
and transfers for current international tr~~sactions. A
substantial range of imports remains subject to quantita­
tive restrictions forv.Thich in its relations with GATT
the New Zealand. Government claims balance of payments
reasons. In JUi'1.e 1971, the Government decided that
tariffs would replace import licensing as the main mea­
sure of protection. Accordingly, a rrrajor revie1tJ" is
being D~1dertaken, designed to accomplish such replace­
ment within five years. The Fund hopes that the review
of the protective system will be accelerated and believes
that the present balance of payments and. reservesposition
are strong enough to peTIuit a substantially faster rate of
progress in liberalization of quantitative restrictions. I

South Africa

ltThe FU,.11d invites the attention of the CONTRt\CTING PARTIES to
the Supplementary BackgrOli..11d lYlaterial dated. May 24, 1972.

In 1971, despite a slOv-ler pace of activ'ity and easing pressures
on the labor market, v-lages and prices continued to rise rapidly and the
current account deficit remained exceptionally large. At R 1,005 million
the d.eficit was some R 160 million larger than in 1970, and equal to about
7 per cent of GDP at current prices. The increase in the value of imports,
which had been rather .more moderate in the first half of 1971, became quite
rapid again in the second. half, in part reflecting anticipatol~ purchases
caused. by l.illcertainties in the international currency markets after
August 15, 1971, and. fears of a tightening of import controls. Because
of vTeak markets for \'1001, diamonds, and nonferrous metals, the grov-Tth in
merchandise exports vJas only 4 per cent in 1971; but the value of llnet
gold. output11 was nearly 10 per cent larger than in 1970, ovling to substan­
tial price increases in the private gold. market. Despite a substantial
further net inflow of capital, particularly in the first half of the year,
the official reserves fell sharply during 1971. At the end of November
1971, they stood at SDR c.;:::F/ million representing abolJ.t two months I imports.

In November 1971, the South African authorities decided to arrest
a further d.eterioration in the balance of pa~Tments by tightening quantita­
tive import restrictions. On December 21, 1971, in the context of the
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general currency realignment, the rand was devalued from R 25 to R 28.5
per ounce of fine gold, i. e., a devaluation of 12.3 per cent.

In early 1972, the current account deficit of the balance of
payments declined. Hhile imports were marginally lower, export earnings
rose, mainly because of improving demand and. rising prices for sugar,
wool and diamonds. Gold. prices on the private market have risen sharply.
There has also been a large inflow of private capital in early 1972 and
official reserves have been on an upward trend since end-December. By
end-March 1972 they amounted to $842 million (or SDR 777 million),
including the allocation of SDR 34 million on January 1, 1972.

South Africa has recently relaxed some of the restrictive mea­
sures imposed i~ November 1971. The Fund welcomes this action and believes
that the .;recent balance of payments and reserves developments' yBhould. SOOD,

allow South Africa to eliminate the remaining measures taken in November
1971 Ito intensify import restrictions, and to resume the process of further
liberalization!' .

Uruguay

"The Fund invites the attention of the CO~"TRACTING PARTIES to
the paper on Uruguay--Recent Economic Developments, dated June 9, 1972
which has been transmitted to the CONTHACTING PARTIES.

Uruguay t S balance of payments showed deficits in 1970 and. 1971
equivalent to SDR 35.5 million and. SDR 38.2 million, respectively, as·
measured by the d.ecline in the net international rE.·serves of the banking
system, and taking into account the allocation of SDRs. At the end of
1971, the net international reserve position of the banking system was
negative and equivalent to SDR 66 million, includ.ing SDR 42 million in
commercial arrears accumulated during 1971. The balance of payments
deterioration continued through the first quarter of 1972 with a further
foreign reserve loss of SDR 12.5 million (or SDR 19.8 million before the
allocation of SDRs). The Government of Uruguay, which assumed office on
March 1, 1972, took a number of measures affecting the exchange and trade
regime. A dual exchange rate system was introduced with a pegged commer­
cial rate for exports, imports ,and government transactions and a freeljr
fluctuating financial rate for invisibles and tourism; the co~~ssions on
the sale of foreign exchange, which had been imposed in 1971, were elimi­
nated and. import surcharges were reduced. The exchange and trad.e system
of Uruguay still contains a number of restrictive practices including pay­
ments arrears, limits on sales for tourism, special import deposit require­
ments, prescription of terms of payment, import prohibitions, and import
surcharges. Also, transfers for profits, d.ividends, tech.nical assistance
payments, and amortization of loans do not have access to the exchange
market.
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:'The Fund. believes that, at the present tiIne the general level
of import restrictions and import surcharges of Uruguay which are under
reference d.oes not go beyond. the extent necessary to stop a serious
d.ecline in its monetary reserves.!!
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GENERAL AGREEMENT ON"
TARIFFSAND TP.ADE

Villa Ie Bocage . Palais d.es Hations
1211 GENEVE 10

Dear ~rr. Schweitzer,

ATTACHJ>lENT A

I wish to confirm, as we have advised. through your l1J.is sian in Geneva,
that the Committee on Balance-of-Payments Restrictions wilJL meet for a
two-week period beginning Monday, 19 June, to carry out consultations with
the Governments of Argentina, Finland, New Zealand and Sou~h Africa on
their import restrictions, and. to examine a request by the Government of
Uruguay for a further extension of the waiver relating to :Lts import sur­
charge system.

A further meeting of the Committee is envisaged. for t~e latter part
of the year to conduct a similar consultation with Iceland. _ Consideration
is being given to the timing and. arra..~gement for the other consultations
due in 1972, and I should. like to assure you that any deci sion in this
regard. will be commlli"licated to the Fund. at the earliest po ssible moment.

Pursuant to paragraph 2 of Article XV of the General ~greement, I
should. like to invite the Fund to consult with the COI\lTPACTTNG PARTIES
in connexion with the aforementioned. matters.

Yours sincerely,

/s/

O. Long
Director-General

Mr. P.P. Schweitzer,
M~naging Director,
International Monetary Fund.
19th and H streets, If. \,'1. ,
Washington, D. C. 20431.


