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COMMENTS 

France 

Reciprocity American Style 

France, la G r a n d e  Nation,  is in  difficulties.  W h a t  
had  s t a r t ed  as a seeming ly  ha rmles s  p ro tes t  move-  
men t  of s tuden t s  ended  in a s ton i sh ing ly  damag ing  
repercuss ions  on the  economy.  But the  Genera l  and  
his  fai thful  Min is te r  Presi.dent, M. Couve  de Mur-  
ville, a re  still  afra id  of the  dras t ic  med ic ine  of de- 
va lu ing  the  franc. For  t he  t ime  being,  t h e y  hope  for  
the  benef ic ia l  effects of se lec t ive  impor t  quota  re- 
s t r ic t ions  and  of forced exports .  

It is, of course,  c lear  tha t  no g o v e r n m e n t  ou ts ide  
F rance  can  work  up a n y  e n t h u s i a s m  for de  Gaul le ' s  
economic  p r o g r a m m e  of which it mus t  be  said, no 
ma t t e r  w h e t h e r  it agrees  in detai l  wi th  the  rules  
and  regu la t ions  of GATT or  not, t ha t  it is h igh ly  
protec t ionis t .  But e x t r a o r d i n a r y  s i tua t ions  will  al- 
ways  r equ i re  e x t r a o r d i n a r y  measures .  Tha t  is the  
r ea son  w h y  the  EEC count r ies  and  the  Scand inav i ans  
t ry  to m a k e  the  bes t  of a bad  job and  h a v e  ag reed  
to the  French p rogramme,  pe rhaps  ma in ly  because  
they  hope  for a quid  pro quo of be ing  g ran ted  as 
much l eeway  for s imilar  measures  of the i r  own, 
should  they  eve r  become  n e c e s s a r y  in the  future.  

It  is, however ,  amazing  h o w  the  Uni ted  Sta tes  reac t  
to the  French pl ight .  No t  m a n y  m o n t h s  ago, W a s h i n g -  
ton  had  d e m a n d e d  of t he  EEC a p r e m a t u r e  and  uni-  
l a te ra l  r educ t ion  of the  ex te rna l  Common  Marke t  
tariff  u n d e r  the  K e n n e d y  Round, t h o u g h  all  t he  EEC 
members  had  e v e r y  reason,  a t  t he  time, to press  for 
the  p rev ious  fulf i lment  of the  p ledges  g iven  b y  the  
U S - - b e c a u s e  the  promised  dec is ion  abou t  doing  a w a y  
wi th  the  sys t em of t he  "Amer i can  sel l ing pr ice"  is 
sti l l  h a n g i n g  fire. Now, w h e n  t h e r e  would  be  a chance  
for a f r iendly  ges tu re  towards  the  count r ies  of the  
EEC, the  Un i t ed  Slates  has  chosen to become  the  
s p o k e s m a n  for all  t hose  who  t h r e a t e n  reprisals .  Do 
the  t r ansa t l an t i c  exper t s  se r ious ly  be l i eve  t ha t  de- 
va lu ing  the  French franc is a p re fe rab le  a l t e rna t ive?  
Or  would  t hey  also look for sui.table repr isa ls  aga ins t  
it? ke. 

IMF 

Gold's Lure 

S i n c e  the  gold  m a r k e t  has  been  cut  into two sec- 
t ions,  specu la t ion  abou t  the  p robab l e  future  of gold 
as the  basis  for cur renc ies  has  n e v e r  ceased.  Discus- 
s ion has  b e e n  a g a i n  r e v i v e d  b y  an  offer of the  South  
Af r i can  g o v e r n m e n t  in  Pre to r ia  to the  IMF to sel l  i t  
abou t  $ 50 mi l l ion  w o r t h  of South  Af r i can  gold  at  a 

ra te  of $ 35 per  ounce  troy, aga ins t  cur rency .  The 
admin i s t r a t ion  of the  Fund  a n d  a n u m b e r  of its 
member s  do not  b e l i ev e  t ha t  t h e  Ch a r t e r  of the  IMF 
forbids such t ransac t ions ,  bu t  t h e  Un i t ed  Sta tes  is 
in favour  of r e jec t ing  the  South  Af r i can  offer. The  
Federa l  G o v e r n m e n t  of the  US be l i eves  t ha t  the  de- 
c is ion made  in Feb rua ry  las t  abou t  Cent ra l  Banks of 
m e m b e r  count r ies  of the  IMF not  b u y i n g  a n y  gold at  
free marke t  pr ices  has  e s t ab l i shed  a p e r m a n e n t  agree-  
men t  b ind ing  on  all. 

This means  tha t  the  decis ion to be  t a k e n  b y  the  
IMF will h a v e  to answer  the  ques t ion  w h e t h e r  South  
Afr ica  will  h a v e  to sell  its gold p roduc t ion  in the  
free market ,  or w h e t h e r  some of i t  will  still b e  chan- 
nel led  into cu r r ency  reserves .  The  d iv i s ion  of the  
gold m a r k e t  into two sec t ions  can  work  re l a t ive ly  
sa t i s fac tor i ly  on ly  as long  as the  gap b e t w e e n  the  
p r iva t e  and  the  official gold pr ices  does not  g row 
too wide. This aim, t he re  is no doubt,  can  be  reach- 
ed more  eas i ly  if all  the  gold offered by  South  Afr ica  
reaches the  free market .  If gold is refused uncon-  
d i t iona l ly  its w ay  into cu r r ency  support ,  this  would  
be  the  s ignal  tha t  gold h ad  b e e n  def in i te ly  s ta r ted  
on  the  w ay  out  from its domina t ing  eminence  as the  
c u r r e n c y  metal .  To accumula t e  cu r r ency  rese rves  
art if icial ly,  a f te r  such a decision,  would  mean  tha t  
t rad i t iona l  r e se rves  are  no t  be ing  s u p p l emen t ed  but  
rep laced  in this  way.  This  p rocess  of pu l l ing  gold  
down  from its former  e m i n e n c e  mus t  not, however ,  
b e e n  d rawn  out  infini tely.  Gold 's  lu re  as the  meta l  
b e h i n d  .every cu r r ency  has  a n y w a y  been  fa ta l ly  
weakened .  Gold is no t  a t  all needed  as par t  and  
parcel  of the  cu r r ency  system, and  it is on ly  a 
ques t ion  of t ime  and  of the  inc idence  of dea th  among  
Cent ra l -Bank  Pres idents  w h e n  gold wil l  a t  las t  h a v e  
been  comple te ly  demonet i sed ,  re. 

East Africa 

EEC-Association -- And What Now? 

T h e  East Afr ican  States of Tanzania ,  Uganda,  an d  
Kenya  h a v e  car r ied  on  nego t i a t ions  wi th  the  EEC for 
th ree  years ,  which h a v e  n o w  b e e n  successfu l ly  con- 
cluded:  These  East  Af r i can  States  a re  g ran ted  the  
same t r e a t m e n t  as if t hey  we re  ins ide  t h e  Common 
Market ,  which means  tha t  the i r  de l iver ies  to any  
of the  Six h a v e  b e e n  made  duty-free.  Agr icu l tu ra l  
suppl ies  sen t  to the  Common  M a r k e t  a rea  a re  to be  
t reated,  as far as possible,  in the  bes t  in te res t  of 
the  Afr ican  states.  In the i r  turn,  the  Afr ican  pa r tne r s  
will  abol i sh  the i r  tariffs in  respec t  of expor t s  f rom 
the  EEC, wi th  the  excep t ion  of impor t  dut ies  l ev ied  
in the  in te res t  of economic  d e v e l o p m e n t  in  the  East  
Af r i can  states.  
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Assoc ia t ion  ag reemen t s  of this  k ind  m a y  con t r ibu te  
pos i t ive ly  to economic  d e v e l o p m e n t  and  indust r ia l -  
i sa t ion  of the  assoc ia te  countr ies .  Th rough  us ing  the  
p re fe ren t i a l  tariff, the  East  Af r i can  s ta tes  m a y  suc- 
ceed  in ga in ing  a s t ronge r  foothold  in the  European  
C o m m o n  Marke t .  Expand ing  marke t s  for the i r  goods 
in Europe would  faci l i ta te  the i r  own  indus t r i a l i sa t ion  
and  this  would  also help  to reduce  the  deficit  s ide 
of the i r  ba lances  of payments .  It is on ly  not  at  all 
ce r t a in  how s t rong this  in f luence  migh t  be. On  the  
one  hand,  impor t  dut ies  and  excise  imposts  on  in- 
dus t r ia l  p roduc ts  and  on  raw mate r ia l s  h a v e  a lways  
b e e n  low in the  indus t r i a l i sed  countr ies ,  and  on  the  
o the r  hand,  it has  b e e n  ag reed  tha t  the  in te res t s  
of the  fa rming  communi t ies  in the  EEC must  not  be  
adve r se ly  affected b y  the  new imports .  This  means  
tha t  some impor t  res t r ic t ions  in this  pa r t  of the  
marke t  will  p r o b a b l y  persist .  For  the  European  Eco- 
nomic  Communi ty ,  the  assoc ia t ion  wil l  ha rd ly  br ing  
new a d v a n t a g e s  economical ly ,  as impor t an t  manu-  
fac tures  which the  EEC count r ies  expor t  will  con- 
t inue  to ca r ry  p r o t e c t i v e  dut ies  in  Africa.  Broadly 
speaking,  for the  whole  economy,  impor ted  raw 
mate r ia l s  wil l  even  b e c o m e  more  expens ive  t h rou g h  
the  associat ion,  as the  EEC has  g i v e n  up the  idea  
of l evy ing  a n  opt imal  du ty  on  them.  O n  t he  whole ,  
t he  new  a r r a n g e m e n t  will  ha rd ly  cons t i tu t e  a ma jo r  
con t r ibu t ion  of the  EEC to d e v e l o p m e n t  aid. ogm. 

india 

Concern About Clearing Problems 

It becomes  p rogres s ive ly  more  ev iden t  tha t  b a r t e r  
and  c lear ing  agreements ,  espec ia l ly  w h e n  they  h a v e  
b e e n  m a d e  wi th  economica l ly  more  powerfu l  par tners ,  
m a y  car ry  d i s advan t ages  for the  w e a k e r  pa r t ne r  the  
l ike of which canno t  g row from exchanges  of goods 
and  se rv ices  v ia  the  i n t e rna t iona l ly  free marke t s .  
W e  need  not  quo te  more  t h a n  one  example  he re :  
the  b a r t e r  t rade  b e t w e e n  the  Sovie t  Un ion  and  India.  
Not  long ago, the  Sovie t  g o v e r n m e n t  p laced  orders  
in  India  for r a i lway  car r iages  wor th  Rupees 600 mil- 
l ion and  s teel  p roduc ts  for R. 350 million. In ex- 
change for these  supplies,  t he  Soviets  offered t rans -  
port  planes,  bu t  the  Indians  refused to accep t  them, 
s ince  t hey  opera te  less economica l ly  than  A m e r i c a n  
or French types.  The  Soviets,  on  the  o ther  hand,  re- 
fuse to de l ive r  the  p roduc ts  which the  Ind ians  would  
prefer,  because  t h e y  h a v e  ample  oppor tun i ty  to sell 
t hem on more  f avourab le  b a r t e r  t e rms  e lsewhere .  

A n o t h e r  big p rob lem is r e p a y m e n t  of the  Sovie t  a id  
g ran ted  to India  in the  past.  In 1967, the  Sovie ts  ex- 
t ended  ass i s t ance  to India  v a l u e d  at no less t h a n  
Rupees  420 mill ion,  and  if a r m a m e n t s  and  mi l i t a ry  
aid are  included,  India ' s  i ndeb tedness  totals  a t  leas t  
R. 1,000 mill ion.  True,  the  Soviets  a re  p r e p a r e d  to 
buy  more  from Ind ia  but  on ly  on  cond i t ion  t ha t  t h e y  
themse lves  m a y  more  ex t ens ive ly  d e t e r m i n e  the  
choice of wha t  Sovie t  de l iver ies  shou ld  cons is t  of. 
One  of India ' s  crucia l  objec ts  is to d i s suade  the  
Soviets  from press ing  upon  the  Indians  la rge  vo lumes  

of i n v e s t m e n t  goods which, moreover ,  are  of ten  of 
a k ind  tha t  is comple te ly  use less  to India.  

In v i ew  of inc reas ing  diff icult ies caused  b y  c lea r ing  
and  ba r t e r  t rade,  it wou ld  b e  wise  for the  W e s t e r n  
coun t r i es  to show a spir i t  of u n d e r s t a n d i n g  an d  help-  
f u l n e s s - f o r  example ,  by  fac i l i ta t ing  t h e  search for  
impor t  pa r tne r s  b y  expor ters ,  which would  go a long 
w ay  to c i r cumven t ing  such worr ies  ent i re ly .  In Vien-  
na, a n ew  In fo rmat ion  Office for Fore ign  Trade  Deals 
{"Evidenzbiiro ffir AuBenhandelsgesch~if te  =) has  been  
opened,  which in tends  to tackle such difficulties.  
This example  ough t  to be  emula ted  by  o the r  nat ions .  

r d .  

Egypt 

New Ways of Foreign Trade 
The summer  war  of 1967 has  p lunged  the  b a l an ce  
of paymen t s  of the  Un i t ed  Arab  Republ ic  (UAR) into 
a deeper  defici t  t h a n  ever .  For this  reason,  the  UAR 
res t r ic ts  its impor ts  a lmos t  exc lus ive ly  to suppl ies  
coming from count r ies  tha t  h a v e  made  b a r t e r  and  
c lear ing  ag reemen t s  wi th  it. Of all the  impor ts  
e s t imated  to f low into Egypt  dur ing  the  fiscal yea r  
of 1967/68 no less t han  abou t  60 pe r  cen t  (of a to ta l  
of E s 180 mill ion) will  come from the  c lear ing  coun-  
tr ies of the  Communis t  bloc. In o rder  to defend the i r  
marke t  shares ,  W e s t e r n  exporters ,  too, h a v e  been  
compel led  to conc lude  b a r t e r  deals.  However ,  all 
ba r t e r  en ta i l s  add i t iona l  risks, s ince  ba r t e r  expor ts  
of the  UAR tha t  are  offered cons is t  on ly  of goods 
tha t  h a v e  n e v e r  formed pa r t  of Egypt 's  t rad i t iona l  
trade,  e.g. pe t ro l eum products ,  ref r igera tors ,  l e a the r  
goods, whose  qua l i ty  is gene ra l ly  too low for find- 
ing ready  marke t s  in t h e  Wes t .  

As a consequence ,  m a n y  fore ign manufac tu re r s  of 
consumpt ion  goods h a v e  s t a r t ed  to en t rus t  Egypt ian  
firms, to whom they  supply  raw and  aux i l i a ry  ma- 
ter ia ls  an d  technical  aid and  knowhow,  wi th  manu-  
fac tur ing  orders  u n d e r  sub-cont rac t .  The  g o v e r n m e n t  
of the  UAR is we lcoming  such agreements ,  as t hey  
help  a long the  indus t r i a l i sa t ion  of Egypt  an d  push  
up employment .  In order  to e v a d e  diff icult ies abou t  
remi t t ances  of roya l t ies  and  fees, Egypt  has  in t roduc-  
ed a k ind  of "drawback sys tem" :  this  permi ts  the  pay-  
men t  of roya l t ies  on  p roduc t ion  l icences  and  the  
impor ta t ion  of the  mater ia l s  to be  processed  on ly  on  
condi t ion  tha t  the  Egypt ian  l i cencee  can  show tha t  
he  has  e a r n e d  the  r equ i red  foreign cu r r ency  t h ro u g h  
expor t ing  f in i shed  goods. Such ag reemen t s  h a v e  the i r  
pecu l ia r  v a l u e - - n o t  on ly  b e c a u s e  the  foreign p a r t n e r  
can  use  t hem to ma in t a in  his  pos i t ion  in the  Egyp- 
t i an  m a r k e t  bu t  also b ecau s e  it is eas ie r  to f ind sales  
out le ts  in  o ther  Middle  Eas te rn  marke t s  in  this  w ay  
than  t h ro u g h  d i rec t  contacts .  One  in te res t ing  case  
in po in t  was  the  order  p laced  wi th  an  Egypt ian  li- 
c encee  of a W e s t  G e r m a n  au tomot ive  conce rn  b y  
Kuwei t  for supp ly ing  300 motor  buses.  Fore ign  com- 
pan ies  mus t  sc ru t in i se  the  g iven  s i tua t ion  carefu l ly  
before  i ssuing a l icence,  in o rder  to avo id  the  r isk 
of be ing  pa id  on ly  in local  c u r r e n c y  whose  uses, 
e v e n  wi th in  the  UAR, are  c lose ly  c i rcumscr ibed  and  
seve re ly  l imi ted  wi. 

INTERECONOMICS, No. 8, 1968 225 


