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The Seventh Fleet has been order
ed to see that this is done. 

So can Bri ta in also defend 
Formosa against attacks from Com
munist China without impairing her 
diplomatic relations wi th the latter? 
A n d if America helps Nationalist 
China to attack the mainland, wi l l 
it bring Soviet Russia into the war? 

On the latter count, the answer 
is no, because in diplomatic theory, 
Formosa is not a part of China's ter
ritory yet. The restoration of 
Japanese occupied Formosa to 
China was promised to Chiang K a i -
shek in Cairo in 1943 only as part 
of the peace settlement wi th Japan-
As the Peking Government has dis
owned all agreements made by 
Chiang w i th foreign powers, the 
commitment to restore Formosa to 
China may not stand. Even if it 
does, the US takes the plea that the 
determination of the future status 
of Formosa must await " the resto
ration of security in the Pacific, a 
peace settlement w i t h Japan or con
sideration by the Uni ted Nations." 

About Soviet Russia being drawn 
into war if China is attacked by the 
Seventh Fleet, the diplomatic view 
is not the common sense one. The 
treaty of military alliance between 
Soviet Russia and Peking Govern
ment comes into action only in the 
event of " one of the agreeing parties 
being subjected to attacks by Japan 
or any States allied to Japan." This 
treaty, like those signed by the 
Soviet Government w i th the Eastern 
European countries, leaves the latter 
free from involvement if any of these 
countries gets embroiled wi th the 
West in the cold war. 

If Russians can stand aside, says 
a British commentator, " while the 
US lands armoured forces in Korea, 
they can do just the same while 
American warships and aircrafts try 
to stop the invasion of Formosa," 
W i l l it extend also to attacks on the 
Chinese mainland? 

Soviet Russia has already queered 
the pitch for the others by coming 
back to the Security Council. What 
she wi l l do next, what surprise she 
w i l l spring on others has been exer
cising the minds of many both here 
and elsewhere. Sure enough, we 
cannot be indifferent to Russia. 

India and European Payments Union 
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OUR foregin trade wi th the 
continent of Europe has been 

prevented from assuming its pre
war dimensions, among other things, 
by the system of Intra-European 
payment hitherto in force. As it is 
transacted mostly through London, 
the volume of our imports f rom the 
continental countries, especially the 
hard currency ones, is decided not 
by our requirements but by the 
availability of convertible sterling 
released through London. As Euro
pean currencies earned on current 
account w i l l be freely transferable 
wi th in the Group under the new 
arrangements, the distinction be
tween hard and soft currencies w i l l 
be eliminated. India's capacity to 
import from them wi l l be determin
ed by the overall surplus or deficit 
of the sterling area wi th the E P U 
Group of countries which now com
prises the UK (including the sterling 
area), Sweden, Norway, Ireland, 
Denmark, Western Germany, Nc-
therlands, Belgium, France, Portu
gal, Switzerland, I ta ly , Greece and 
Turkey. 

Since deficits above a certain l imi t 
w i l l still have to be met in gold 
or US dollars, the sterling area w i l l 
naturally try to minimise the out
flow of gold. India, however, w i l l 
not be a liability to the sterling area 
from this point of view. We used 
to have a favourable balance of 
trade wi th the E P U countries gene
rally before the last war, except 
w i th Switzerland, and Denmark. 

The unfavourable balance of trade 
wi th Switzerland still continues but 
that wi th Denmark has been more 
than covered in our recent trade 
returns. The comparative figures 
given below w i l l show our trade re
lation wi th E P U countries. 

Though we have an overall ad
verse balance wi th the thirteen E P U 
countries other than UK this is 
largely the result of a deliberate 
policy on our part to reduce our 
adverse balance wi th the US. The 
favourable balance of trade of 
Rs. 5.90 lakhs we had in 1947-48 
with these 13 EPU countries was 
turned into an adverse balance of 
a similar magnitude by 1949-50, 
while, at the same time, our trade 
deficit on US account was brought 
down from Rs. 40 crores in 1947-48 
to Rs. 10 crores in 1949-50. 

Our export trade wi th the above 
EPU countries other than UK re
corded in 1949-50 an increase of 16 
per cent, over that of 1947-48. 
Dur ing the same period, our exports 
to UK increased by 6 per cent. On 
the other hand, our exports to US 
in 1949-50 have declined, compared 
to 1947-48, though they have re
corded a substantial increase over 
the 1948-49 figures,, thanks to de
valuation. 

In some items of export, India 
has got better markets in . E P U 
countries than in the USA. For i n 
stance, while our export of tanned 
goat skins to the US decreased by 
about Rs. 50 lakhs between 1947-
48 and 1949-50, that to the Nether-
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lands increased by about Rs. 43 
lakhs during the same period. 

The large increase of our total 
export of groundnuts has been due, 
to some extent, to the increased 
quantity taken by the E P U coun
tries. The export of groundnuts to 
the Netherlands, Belgium, France, 
Italy and Switzerland taken together 
has progressively increased from 
Rs. 1,10,19 to Rs. 1,82,90 and Rs. 
2,91,81 thousands during 1947-48, 
1948-49 and 1949-50. This com
pares very favourably to our exports 
of groundnuts to al l countries which 
totalled dur ing these years Rs. 
2,75,20, Rs. 3,31,22 and Rs. 9,01,19 
thousand, 

Export of hemp to the USA has 
similarly decreased between these 
years by about Rs. 25 lakhs, but 
that to France and Italy has increas
ed by Rs. 40 lakhs. 

As our exports to the Continent 
consist mostly of raw materials, the 
demand for them naturally depends 
on the level of industrial activity in 
the import ing countries. Wi th the 
development and rehabilitation of 
the E P U countries, the prospect of 
our exports to them w i l l be un
doubtedly brighter. 

A study of individual items of i m 
ports w i l l also reveal that in many 
cases the E P U countries have ousted 
the US from the Ind ian market. 
The figures given nearby make i n 
teresting reading and definitely ind i 
cate that our trade w i t h E P U coun
tries is gradually coming back to its 
pre-war position. 

There has been a considerable i n 
crease in import of consumption 
goods f rom the E P U countries and 
to that extent pressure on dollar has 
been decreased. But for import of 
capital goods, we have still to look 
primarily to the US. India's i n 
dustrialisation makes increased i m 
port of capital goods imperative. 
The alternative sources from the 
Continent could not be properly tap
ped because of balance of payment 
troubles. Already import of Swiss 
and German machinery has been on 
the increase. Even in railway loco
motives, the impor t from E P U coun
tries has recorded phenomenal in-
create. T h e impor t of electrical 
machinery f rom U S A increased in 

Imports f rom E P U Countries 

1949-50 by about Rs. 1 crore over 
1947-48 figures. But its import from 
" other countries " has also increased 
to the same extent. For agricultural 
machinery, while imports from US 
increased by Rs. 1,25 lakhs those 
from " other countries" also increas
ed by Rs. 1,10 lakhs. 

Our trade deficit w i th E P U coun
tries in 1948-49 was 60 per cent, of 
our exports but by 1949-50, it was 
reduced to only about it per cent. 
This remarkable recovery was 
achieved by an increase in exports 
by about 28 per cent, and decrease 
in imports by about 9 per cent. If 
the present rate of exports is main
tained, there is every possibility of 
keeping down this deficit to the 

level covered by credits. 

As the conclusion of the currency 
arrangements embodied in the E P U 
does not by itself effect our com
mercial policy directly, we do not 
benefit from the liberation of trade 
effected wi th in the group by the 
EPU. But there is every prospect 
of our securing favourable terms 
wi th these countries through nego
tiations. Though the sterling ba
lances prior to July 1 is out of the 
perview of the E P U , yet we can 
rightly expect that future releases 
of sterling from our blocked balan
ces for utilisation wi th in the group 
w i l l be on a more liberal scale and 
wi l l adequately satisfy the needs of 
our industries for capital goods. 
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