
no particular reason? 

No, the logic of national interests cannot en-
tirely explain this voile face. The Chinese could 
have achieved the same results by proposing 
2000 and 2050 as the set of dates (one for the 
reversal of sovereignty and the other for the 
fifty-year guarantee for the economic system 
of Hong Kong as the present agreement envi-
sages). And two dates would have been in order. 
The British world have finally agreed. The 
Chinese national interests logic which would 
explain the present agreement would have 
equally well explained the other agreement. But 
as the agreement stands, the national interest 
logic does not and cannot explain the sanctity 
of 1997. It takes that magic year as a given of 
history. Deng Xiaoping and his comrades 
would legitimately argue that they in fact take 
1997 as a given of history. Unequal or other-
wise a treaty is there and it does not take much 
wisdom to work out new arrangements keep-
ing the existing arrangements in view. A sound 
argument indeed. What it ignores is the damage 
to the Chinese position this conventional 
wisdom has made. The British knew all along 
that Hong Kong was no Falklands. The Hong 
Kong population knew that there was no escape 
from the transfer of sovereignty from Britain 
to China. They also knew that the Chinese 
would not force an agreement which would 
frighten the local investment into fleeing out 
of the colony. Their effort would be to woo it, 
to persuade it to stay. Hypothetically speaking, 
shall we say, 2000 and 2050 would have been 
the set of dates accepted. The Hong Kong 
population and Hong Kong capital would have 
gained three more years without damaging 
Chinese interests. That would not have denied 
the historical status to the concept of Unequal 

Treaties. 
At this specific historical conjuncture in 

China, the status given to the 1898 treaty ac-
quires a new significance, a theoretical 
significance. So far the Chinese position has 
been that of a de facto recognition of existing 
treaties. This was sound: one can build a new 
future by rejecting the past but one cannot wish 
the past away. No matter how critical, a real 
relationship with history has to be established. 
The concept of unequal treaties did just that. 
By putting 1997 in the centre of things a cer-
tain movement away from the earlier understan-
ding, or more specifically the Mao-Zhou 
understanding, has taken place. 

This is also related in no small measure to 
the changing Chinese view of imperialism. It 
is well known that they are not very fond of 
the term any longer. They do not sec it as a par-
ticularly useful category of analysis when it 
comes to the contemporary international situa-
tion. This agreement has, however, suggested 
that the Chinese do not find it very relevant for 
their understanding of history either. Some 
tendency of that sort has made the fiction of 
1997 into a fact. 

But fact or fiction apart, the relative freedom 
that the Chinese seem to have acquired in their 
use of unequal treaties might open up new 
possibilities of settlements between China and 
her neighbour, more specifically the Soviet 
Union. The treaties between the two countries 
have created certain knotty facts all the way 
from the Pamirs in the Southwest to the Ussuri 
in the north-east. The Hong Kong agreement 
has shown that knotty facts are or can be reduc-
ed to fiction and all is well thereafter. Is 
somebody there in Moscow listening to the 
noises from Beijing? 

INTERNATIONAL ECONOMIC AFFAIRS 

Gold Smuggling 
What Is behind Its Acceleration? 

ISG 
GOING by the cases of gold smuggling coming 
to light, it would appear that the smuggling of 
gold into the country is again on the rise. 

Several factors operate behind gold smuggl-
ing. Not that the demand for gold is generated 
only by the black economy, but it is true that 
the black economy is expanding and if it is valid 
to assume that a part—that too the larger 
part—of the income/assets generated in the 
black economy tends to be kept in the form of 
gold, the growth of the black economy itself 
could be a continuing source of additional 
demand for gold. 

Whether in recent past the black economy, 
whatever its size, has been growing faster or 
slower than before is no doubt as much a 
matter of speculation as the size itself. But it 
cannot be overlooked in this context that in re-
cent years the trend in economic policy has, on 
the whole, been towards increasing liberalisa-

tion. Also income and wealth tax rates have 
been coming down. To the extent that the black 
money owes its existence to the government's 
economic and tax policies, recent liberalisations 
should have led to a certain slackening in the 
growth of the black economy. 

If growth in the black economy could not 
be a major factor in accelerating the demand 
in the country for smuggled gold, could it 
be the price differential—that between the 
domestic price of gold in India and the world 
market price of gold? The higher the price dif-
ferential, the greater should be the incentive to 
smuggle gold into India, because then the gain 
from smuggling is so much larger. 

Interestingly, the high point of price differen-
tial in the past four years was reached during 
1982, in absolute terms as well as relative. When 
a very much higher world market price of gold 
was recorded in 1980— the highest in the past 

four yean was in the third quarter of 1980—the 
domestic rupee price of gold in India was on 
the low side, relative to what it is today. But 
then the dollar fetched fewer rupees in ex-
change. In the third quarter of 1980, the dollar 
price of gold in the world market was $ 667 per 
ounce when the rupee price of gold in the 
Indian domestic market was Rs 4,620 per 
ounce. At the official exchange rate of Rs 7.747 
to a dollar, this meant that the domestic price 
of gold in India was in fact lower, not higher, 
than the world market price by 10.6 per cent. 

The situation was reversed towards the end 
of 1980 itself and the differential in India over 
the world market price of gold had been on the 
increase almost throughout the following two 
years, 1981 and 1982. 

From the last quarter of 1980 the world 
market price had been declining and it was 
$ 388 per ounce in the first quarter of 1982, 
but then the Indian domestic price had reach-
ed Rs 5,474 which even at the exchange rate of 
Rs 9.195 to a dollar meant a premium in India 
of 53.3 per cent over gold's world price. As the 
world price declined further during 1982, the 
premium in India reached 56.6 per cent in the 
last quarter of that year. 

During the major part of 1983 the world 
price of gold was above $ 400 an ounce and 
even though the dollar exchange rate of rupee 
was on a steady decline, the domestic rupee 
price of gold in India did not increase cor-
respondingly so that in the second quarter of 
1983, the premium gold enjoyed in the Indian 
market over the world price had come down 
to 32 per cent. Thereafter, however, the 
premium has been increasing and in practical-
ly the whole of 1984 so far the the premium 
has been close to 50 per cent of the world price; 
This has been so in spite of the fact that the 
devaluation of rupee in terms of dollar has been 
of the order of 12 per cent in the past 12 
months. 

The point of all this detail about the move-
ment in the domestic price of gold in India as 
against that in the world price is that with a 
differential of 50 per cent or thereabouts which 
the Indian price gives gold over its world price 
is it not quite possible that this' factor alone 
could have contributed significandy to the in-
creased smuggling of gold into India? Of 
course, this assumes the persistence of a cer-
tain level of domestic demand for gold. And 
this brings us back to the factors underlying 
this domestic demand and the importance of 
the black economy as one such factor. Is it that 
the liberalisation in economic and tax policies 
attempted so far has not been enough to make 
its mark on the scale of the black economy? 
Or is it that the black economy has acquired 
a momentum of its own and that no amount 
of liberalisation will now make the desired im-
pact? In any case, given the high premium the 
domestic price is currently offering, the 
spectre of gold smuggling it can set in motion 
is not such as can easily be ignored, for this 
alone can throw out of gear most calculations 
regarding the external sector of the Indian 
economy. 
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