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tronsferable sterling has for a number of years already made it possible
for traders to buy dollars at a moderate premium against other curren-
ciess In countries that keep their official reserves in sterling, con-
vertibility of those reserves into dollars for current expenditure has
for a long time been virtually unrestricted by Britain.

Thus it is not surprising that various countries have been
putting some or all of their imports from the United States under global
quotas, or relieving them from quota restriction of any kind., Measures
of this sort have been recently taken by Malaya and Ceylon. Argentina,
in abolishing all quantitative import restrictions as a step in its new
stabilization program, has made no distinction between dollar imports
and other imports,

The announcement of external convertibility by the European
countries formalizes and dramatizes for countries outside Europe ths end
of the European '"dollar shortage." Any country that has European curren-
cies can obtain dollars in exchange. No country can be short of dollars
unless it is short of all European and North American currencies.,

The first case of action to reduce discrimination taken out-—
side Europe in direct consequence of the European announcements has
been Japan's abolition of distinction between the dollar area and other
areas in its administration of exchange controls over imports with the
exception of fourteen designated commodities. The significance of this
action is considerably diminished, however, by the exceptions that were
made, It is in the interests of the United States that further reduction
of discrimination should be undertaken by Japan and other countries.

L. Nondiscrimination in Europe.

For the European countries that participated in the converti-
bility move, just as for countries outside Europe, there is no basis
in logic for continuing discrimination against U, S. gcods, It is
evident, however, that the European countries, unlike some countries
outside Europe, have been increasingly aware of the developments, with-
in their own economies and in the balance of payments, that have made
convertibility and nondiscrimination possible, Many of them have
already gone far toward removing all discrimination in their import
controls maintained for balance-of-payments reasons, As long ago as
1953 or 1954, Greece, the Benelux countries, Sweden, Germany, and
Britain took big steps in this direction, and in 1955 and 1956 there
were further important moves by several countries. Immediately follow-
ing the 1958 convertibility announcements, Norway virtually completed
the liberalization of its dollar trade., Switzerland, throughout the
postwar period, has had no import controls maintained for balance-of-
payuents reasons,
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, By 1958, some Buropean countries hagd gone Ifurther than otliers
in this direction, Last December the others must have had to weigh the
short~run impact risks of completing the removal of discrimination and
of establishing external convertibility. Probably it would have been
too much to have expected Britain to undertake both actions simultane-
ously. The situation at the moment was auspicious in a number of
respects for the convertibility move, and the successful accomplish-
ment of that step will now facilitate the removal of discrimination
throughout the world. At the Montreal Conference last September, the
United Kingdom committed itself to taking an early opportunity to
remove most of the remaining discrimination in its own controls,

Among the six members of the Common Market, the old question
of discrimination in import gontrols as between the dollar area and
the OEEC membership (with their related currency areas) has recently
been given a new twist, Some people now assert that Common Market mem-
bers must discriminate in direct controls, as well as in tariffs,
between the dollar area and all nonmembers of the Common Market on the
one hand, and their partners in the Common lMarket on the other hand,
Obviously, diserimination of this new kind can no more be based on
balance-of-payments considerations than can the old kind of discrimina-
tion agairst the United States. Is there any other basis for such
discrimination that the United States ought to recognize? 1In consider-
ing this question, we should not lose sight of the vital role the
General Agreement on Tariffs and Trade can play in protecting our ex-
port interests,

The General Agreement on Tariffs and Trade treats quantitative
restrictions on trade, whether discriminatory or not, as essentially
temporary, and (in Articles XIT and XIV and elsewhere) narrowly defines
the conditions under which they can exist., The signatories of the Rome
Treaty are all contracting parties of the GATT, and as such are com-
mitted to the principle that direct controls on international trade
are in general undesirable. The fact that the Treaty of Rome contains
specific provisions for reroving quantitative restrictions among the
Six, but says nothing about avoidance of discrimination against non-
members, can be explained only by the habituation of governments,
during the long period of transition after the war, to thinking that
quantitative restrictions had become as permanent a feature of the
economic landscape as tariffs themselves. At the time the Treaty was
written, in 1955 and 1956, the climate of opinion in Europe and in
many quarters in the United States was unduly pessimistic as to the
outlook for European balance-of-payments equilibrium and convertibility.

Article XXIV of the General Agreement on Tariffs and Trade,
relating to customs unions and free trade areas and to "an interim
agreeuwsnt leading to the formation of such a union or area," which is
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what the Treaty of Rome is, does not release signatories from any of
their responsibilities for getting rid of discriminatory and other
quantitative restrictious. It does permit a country entering such an
agreement to postpone elimination of restrictions against its partrers
within the agreement, if those restrictions are permitied uncer othner
Articles of CATT to safeguard the balance of payments or for other
reasons, This is a far cry from giving countries blanket permission
to retain direct controls, and, in effect, to apply such coantrols in

@ manner even more discriminatory than before, when they enier the
Common Market. There is thus a real question, now that Europe's
"dollar shortage" has gone, whether execution of the provisions of the
Treaty of Rome relating to quantitative restrictions can any longer be
regarded as consictent with the spirit of GATT, unless it is acconpanied
simultaneously by liberalization of controls on imports from outside
the Common Market.

If, despite the great changes that have now become evident in
the balance of payments, Common Market discrimination in direct con-
trols shouid become an actuality, protectionist influences would gain
an important victory, transitory though it might prove. Justification
for discrimination in favor of Common lfarket members cannot be found,
under present conditions, in the terms that have hitherto governed the
evaluation by GATT or the IMF of discriminatory trade and exchange
controls, Acceptance by the United States of short-sighted political
justifications for quasi-permanent discriminatory restrictions wouid
weaken our position in the whole field of trade policy,

We do not yet know what the outcome will be. Are the United
States and the Six losing sight of the vital GATT principle that direct
controls or international trade are in general undesirable and that
discriminatory direct controls are the most undesirable of all? If so,
there is a grave danger that protectionism in France and other Common
Market countries will be given undue influence, and the position of
GAIT undermined, at a time when the state of the world balance of pay-
ments calls for increased efforts to recuce restrictions on inter-
national trade. It is to be hoped that as France regains stability
and competitive power, less protectionist counsels will prevail in
that country, though perhaps only under pressure from France's friends
inside and outside the Common Market.
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