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The European Payments Agreement 
HOW does the new European 

Payments Union affect India? 

As far as payments are concern
ed, India remains a part of the 
U K , i.e., India 's current account 
deficit or surplus wi th E P U w i l l be 
included in the U K ' s deficit or sur
plus, along wi th the rest of the 
sterling area, for purposes of the 
periodical clearing, gold payments 
or receipts, etc. As a member of 
the sterling area concerned wi th the 
sterling area's reserves, i t wi l l be 
to our interest to increase the gold 
inflow from or minimise the out
flow to the E P U group. 

Moreover, since all European 
currencies earned on current account 
will be transferable wi th in the 
group, the old " hard " and 
'"' soft " distinction between, say, 
Belgium and France wi l l vanish 
and need not affect our import 
policy. 

As far as commercial policy is 
concerned, India is independent of 
E P U . She wi l l neither automatic
ally benefit from nor be automatic
ally bound by the liberalisation 
measures adopted by the Union. 
We wi l l probably have to negotiate 
with these countries ourselves for 
these concessions. The indirect 
effects of E P U commercial policy 
would be felt when one of our 
trade competitors, e.g., a European 
colony, automatically benefited from 
the liberalisation measures. 

The developments connected wi th 
E P U since January 1950 may be 
helpful in understanding the pre
sent position. For a long time, 
there had been general dissatisfac
tion with the essential principles of 
the Intra-European Payments 
Scheme introduced in October, 1948 
and it was decided that on the 
expiry of the second year's scheme 
on June 30, 1950, a completely 
new scheme of payments would 
be introduced. The Report of the 
OEEC, issued in February 1950, 
laid down the five general principles 
on which the new scheme should 
be based: 

(1) There should be complete 
transferability of European curren

cies on current account; 

(2) There should be sanctions 
and incentives to induce members 
to maintain a reasonable equi
l ibr ium in their .balance of pay
ments; 

(3) The institution set up to work 
the scheme must have the right 
and duty to consult members conti
nuously on their financial and econ
omic policies; 

(4) Credit obtained under the 
scheme should not be used to 
finance structural or exceptional 
deficits; and 

(5) Credits granted to members 
should not be predetermined by 
forecasts of their balance of pay
ments positions. 

The general working of the Euro
pean Payments Union is given 
below very briefly. Members would 
have quotas in the Union represent
ing the credits they could give to 
and receive from i t . There would 
be two lines of credit— short-term 
credit, to be used for temporary or 
seasonal deficits, and medium-term 
credit, to finance semi-permanent 
deficits. At stated intervals, the 
net position, on current account, of 
each member vis-a-vis the rest 
would be calculated; those with a 
net deficit would draw upon their 
accounts with the Union, those wi th 
a net credit would accumulate 
ecus—the money of account that has 
been christened for the purpose— 
with the Union. The amount and 
duration of overdrafts would be 
subject to a l imi t beyond which 
partial or complete payments in 
gold would have to be made. 
Similarly, creditors wi th the Union 
would receive gold in proportion 
to the extent and duration of their 
surpluses. 

The broad outline of the scheme 
was generally agreed upon, but 
there was a great difference of opi
nion about its details. The " hard 
money " school, led by Belgium, 
wanted speedy conversion of defi
cits into gold, short lines of credit, 
far-reaching powers for the manage
ment, and scrapping of payment 

and monetary agreements. Bri ta in, 
supported in the main by the 
Scandinavian countries, pleaded for 
liberal terms of credit, relatively 
small .gold payments, etc., and 
opposed very strongly the granting 
to the management of any but 
purely technical functions. 

In addition, Bri tain wanted spe
cial provisions to be made for 
sterling on the grounds that it was 
an international currency of unique 
importance and that the accumula
tion of sterling balances by many 
of the European countries gave rise 
to special problems. The UK d id 
not wish to become a complete and 
ordinary member of the Fund; it 
would grant, but not receive, a 
credit to the Union, and it would 
retain its payments and monetary 
agreements. Since, in the face of 
the strenuous opposition from the 
US and other European countries, 
the UK abandoned the scheme, it 
need not be dealt with here. How
ever, it was recognised that sterling 
did indeed present special prob
lems and a revised plan was put 
forward by which all compensations 
would go through the Union, but 
creditors would have the option to 
hold credits in either in ecus or in 
sterling. Thus, the two systems, 
the sterling system and that of 
EPU, would function side by side. 

The idea was taken up by B r i 
tain in a memorandum which pro
vided for the special position of 
sterling, while allowing for the fact 
that the UK was to be a " fu l l , 
complete member " of the Union. 
According to this scheme, all b i 
lateral surpluses and deficits accu
mulated after July 1, 1950, wi l l be 
submitted to the Union for offset
ting. The U K , however, wi l l be 
entitled to make agreements wi th 
other members governing the use 
of sterling by them, somewhat 
in the following manner:—Net cre
ditors wi l l hold in sterling that 
part of their overall surplus, which 
corresponds to their surplus in 
sterling (subject. to the l imits to 
the holding of sterling set by the 
payments agreements). Net debtors 
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can draw upon me sterling balances 
accumulated before July 1, 1950, 
to cover their overall deficits. Net 
debtors wi th no sterling balances 
can draw upon the credit margins 
granted under their payments 
agreements wi th the U K . 

Gold payments wi l l be made to 
creditors in proportion to their net 
overall surplus accumulated after 
Ju ly 1, 1950, irrespective of whe
ther the surplus is held in the form 
of a credit wi th the Union or in 
sterling, i.e., the surplus wi l l 
include the amount held in sterling 
as a result of net surpluses in 
sterling on current account since 
July 1, 1950, but not sterling 
balances accumulated previously. 
If the UK were to he a net cre
ditor, the gold payments due to it 
would be on its net cumulative 
surplus accrued after July 1, 1950, 
irrespective of the steding held by 
other creditors or the extent to 
which debtors had drawn on their 
credit margins with the U K . Gold 
payments made by debtor countries 
would be in accordance with their 
net cumulative deficit after July 1, 
1950, irrespective of whether that 
deficit had been met by credit wi th 
the Union or by bilateral credit 
wi th the U K . Hence, for all tran
sactions "after July 1, 1950, the 
EPU's rules as to gold payments 
wi l l apply irrespective of whether 
they have been settled through the 
Union or in sterling. 

In the case of sterling accumulated 
before July 1, 1950, the special 
provisions are: If a debtor used 
these balances to cover its deficit. 
the deficit thus covered would be 
deducted from the net overall defi
cit on which the country would 
have to make gold payments. If 
the UK was a net creditor, the 
amounts of sterling so used by 
other countries would be deducted 
from the UK ' s net overall surplus 
on which it would be entitled to 
gold payments. But if the UK 
was a net debtor, the amounts of 
sterling balances used by other 
debtors would not be added to the 
UK account, i.e., the gold payments 
to be made by the UK would be 
based solely on the net deficit it 
had incurred on current account 
after July 1, 1950. 

The UK would continue to nego
tiate payments agreements but 
would modify them to fit in the 
E P U , particularly, it would revise 
limits or introduce limits where at 
present there are none, (e.g., the 

present agreements w i t h Sweden 
and I ta ly) , 

The chief features of the scheme 
are that it preserves the use of 
sterling as an international cur
rency as far as is compatible wi th 
the UK's full membership of the 
Union, and solves the problem of 
the European sterling balances by 
allowing their holders to use them 
for current deficits, while absolving 
the UK from the necessity of mak
ing gold or dollar payments for 
sterling so used. It is not clear 
whether the debtors wi l l transfer 
the sterling balances to their other 
European creditors who wi l l hold 
them in the form of sterling (upto 
the limits of the payments agree
ments) or transfer them to EPU— 
these and other details regarding 
the " intermeshing " of the two 
systems have still to be worked 
out. 

The memorandum also dealt wi th 
that other source of conflict be
tween Belgium and Britain—the 
rules about gold payments, credit 
lines, etc. The British proposed 
that each member should have an 
initial borrowing right of l0 per 
cent, of its " basis turnover/ ' i.e., 
the sum of its visible and invisible 
exports to, and imports from other 
members in 1949. This init ial 
borrowing right would be free of 
gold payments, and after it had 
been exhausted, the position of the 
member would be discussed in the 
Organisation and remedial measures 
suggested. Members would have 
an additional borrowing right equal 
to 5 per cent, of the basic turnover 
coupled with which fractional gold 
payments would have to be made. 
These gold payments would be on 
an ascending scale so that if the 
whole additional borrowing right 
were utilised, the total gold pay
ments would equal the additional 
borrowing right. That is to say, 
at the outset, the credit utilised 
would exceed the gold payments, 
while in the last stages, the amount 
of gold payable would exceed the 
credit granted. Thus, a further 
deficit of 10 per cent. would be 
covered by equal amounts of credit 
and gold payments. At this stage, 
i.e., when the member's deficit was 
over 20 per cent, of its basic turn
over, other members would be free, 
unless the Organisation decided 
otherwise, to discriminate in their 
import licensing policy in its 
favour. Members would also be 
free to discriminate thus in favour 

of a member declared to be a 
''structural" debtor. 

Each member would have an 
initial obligation to extend credit, 
free of gold receipts, to the extent 
of 5 per cent, of its basic turnover, 
It would have an additional obli
gation to extend credit equal to a 
further 10 per cent, of its basic 
turnover; linked wi th this, it would 
receive gold equal to 1/3 of the credit 
extended. If any member should 
accumulate a net cumulative sur
plus amounting to 10 per cent, of 
its basic turnover, its position 
would be discussed and remedial 
action, if any, considered. If its 
surplus rose to 15 per cent, of its 
basic turnover, other members 
should be entitled to impose import 
restrictions discriminating against 
i t , unless the Organisation decided 
otherwise. If the creditor's net 
cumulative surplus reached 20 per 
cent, of its basic turnover, it would 
be entitled to leave the Union. 

Special provisions should be 
made to cover the positions of 
structural creditors and debtors, 
e.g., the extension of long-term 
loans by the former to the latter. 
The provisions about gold pay
ments could be amended as the 
dollar reserves of E P U grew too 
large or too small. Any credits 
granted by the Union should 
remain outstanding, in so far as 
thev are required to finance net 
deficits, until Ju ly 1, 1952, when it 
wi l l be decided whether to continue 
the scheme. Unless it was other
wise decided at that time, the 
credits would continue outstanding 
and would be ultimately repayable 
on a basis to be agreed upon before 
July 1, 1950, 

The Belgians had proposed that 
any debt wi th EPU that had been 
outstanding for over a year should 
be fully payable in gold- To this 
the British had objected on the 
ground that it was reminiscent of 
the rigid gold standard and would 
bring about a contraction of Euro
pean trade. Belgians seem also to 
have been opposed to the right of 
gold-losing countries to impose dis
criminatory import policies. 

According to schedule, E P U 
came into operation w i t h retrospec
tive effect from July 1, 1950, and 
he final agreement on principles was 
reached on July 7. According to 
The Economist of June 24, agree
ment has been reached on some 
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matter of detail, and in the com
promise between the Belgian and 
British points of view, the rules 
relating to gold payments have 
been made severer than those in 
the British memorandum. Thus, 
deficits and surpluses beyond 15 
per cent, of the member's basic 
turnover are to be settled com
pletely in gold (the Brit ish had 
fixed the point of complete settle
ment in gold at 20 per cent, of the 
basic turnover). Again, the ini t ial 
gold-free borrowing and lending 
rights have been reduced to 3 per 
cent., as compared wi th 10 per 
cent, and 5 per cent, respectively 
in the Bri t ish proposals; for the 
remaining 12 per cent., there wi l l 
be partial gold payments and 
receipts. 

In addition, Belgium has received 
two specific concessions. I t s quota 
for credit obligations and rights wil l 
be reduced by about 18 per cent, 
from the figure indicated by the 
" basic turnover " formula, in 
view of the fact that its external 
trade is unusually large in propor
tion to its national income. Bel
gium wil l also receive a consider
able portion of the Marshall Aid 
allocations for 1950-51 in the form 
of direct aid. Presumably there 
wi l l be no " conditional a i d , " after 
EPU comes into being. 

The problem of old balances 
has been settled by giving all 
participants the right to make 
bilateral agreements providing that 
creditors should have the option 
to hold their surpluses in ecus or 
in the currency in which the sur
plus has been earned. 

The special treatment of the UK 
has long been a sore point wi th 
some other European countries. 
The UK's proposal that discrimina
tion against or in favour of coun
tries winning or losing gold should 
be allowed has been accepted in 
principle but the trade rules to be 
applied have not been finalised. 

From the U K ' s point of view, it 
is likely that the liberalisation of 
trade and the grant of open general 
licences w i l l be extended to all 
members of E P U . The present 
system of transferable and bilateral 
accounts, etc., may have to be re
classified to allow for transfers of 
current operations wi thin the E P U 
group. 

W a r Fever 

TH E R E is l i t t le doubt now that 
stock exchanges have suc

cumbed to war fever, so much so 
that as the situation in Korea de
teriorates, share prices move up. 
Sentiment knows no logic. It is, 
therefore, difficult to predict when 
the war fever w i l l subside. 

The immediate reaction to the 
declaration of higher dividend by 
Tata Steels was rather lukewarm. 
But on second thought, operators 
changed their m ind . They fait that 
on the basis of the present dividend, 
Tata Steel shares, being cum-divi-
dend, were cheap at the current 
levels and offered a fair scope for a 
handsome appreciation. This led to 
frantic short covering and fresh 
speculative support. 'The resultant 
firmness in Tata Steels induced a 
bullish tendency in the entire 
market. 

On Friday, July 21, sellers in 
Tata Deferreds had to pay up to 
Rs. 15 per share as backwardation 
charges for carrying forward their 
sales from one settlement to the 
other. Never had the backwardation 
charges been so exorbitant during 
the past one and a half years. These 
high ' b u d l a ' rates; were attributed 
in market circles to the scarcity of 
floating stock of deferred shares due 
to the closure of the transfer books 
of the Company. But the ' b u d l a ' 
rates were too high to be explained 
away as due to scarcity of floating 
stock. They were indeed so high 
that genuine holders could easily be 
tempted to part w i th their stock. 
And surely professional bulls could 
not be unaware of this possibility. 

Heavy backwardation charges 
clearly indicated that bulls who had 
been rigging up Deferreds for quite 
some time had acquired virtual 
command over the market and that 
they were in a position to dictate 
their price to sellers for transferring 
their short positions from one ac
count into another. The declaration 
of a highly satisfactory dividend 
made their position stronger. 

The improvement in equity 
values recorded on Friday may 

have been due to heavy end-of-
account bear covering. Hut the way 
in which a selected group of scrips, 
speculative as well as investment, 
have been bid up during the past 
two weeks both in Calcutta and 
Bombay, suggests that there has 
been a perceptible improvement in 
the general market psychology, 

Calcutta appears to be extremely 
jubilant over prospects of an early 
devaluation of the Pakistan rupee 
and the encouraging outlook for 
jute industry, following satisfactory 
supply position in respect of raw 
jute. Tata Steels may have gone up 
due to persistent bull manipulation 
and the announcement of a higher 
dividend. The relaxation of restric
tions on export of coarse and me
dium cloth and the brighter export 
outlook in view of the war in Korea 
may have lifted up cotton m i l l 
shares. But the way in which man
ganese, chemicals, engineering and 
construction shares have been, and 
are being marked up, lends suffi
cient support to the view that the 
present boomlet on the stock ex
change is essentially based on war 
psychology. 

Stock exchange operators seem 
convinced that the Korean war is 
not likely to end in the near future, 
that should it develop into a global 
war, India is not likely to be drag
ged i n ; that, notwithstanding India's 
low industrial potential, the war is 
bound to have a stimulating effect 
on industry and hence on equity 
values. Besides, operators arc be
coming increasingly inflation cons
cious. 

with sellers remaining reserved, 
share prices continued to make 
steady advance and recorded size
able improvement all round during 
the past week. To mention only a 
few instances, Tata Deferreds gain
ed Rs. 100, Bengal Steels Rs. 2-4, 
Bombay Dyeings Rs. 60, K o h i n o o r s 
Rs. 16, Swadeshis Rs. 18, Alcocks 
Rs. 32-8, Belapurs Rs. 16, Premier 
Constructions Rs. 16-4, Scindias 
Rs. 3, Wimcos Rs. 11 and Tata 
Powers Rs. 51-4, 
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