; l
Fabian International Bureau

POLICY
FOR THE

STERLING AREA |

HARVEY COLE

‘ MICHAEL SHANKS

FABIAN TRACT No. 293
ONE AND THREEPENCE




HARVEY COLE and MICHAEL SHANKS are
young research economists. Harvey Cole is the
author of Fabian pamphlet, Socialism and the

Press.

LONDON 195
Printed by DEVONPORT PRESS LTD,

Devonport Road, Lond




POLICY

FOR THE

STERLING AREA

HARVEY COLE
MICHAEL SHANKS

FABIAN PUBLICATIONS LTD.
11 Dartmouth Street, S.W.1.

VICTOR GOLLANCZ LTD.
14 Henrietta Street, W.C2




October, 1953.

NOTE.—This pamphlet, like all publications of the

Fabian Society, represents not the collective view of

the Society but only the view of the individuals who

prepared it. The responsibility of the Society is

limited to approving the publications which it issues

as worthy of consideration within the Labour
Movement.




INTRODUCTION

ALMOST EVERY man and woman in Britain who reads a daily paper
or listens to the B.B.C. must be familiar with the language which has
become the stock-in-trade of commentators on Britain’s post-war
economic position. * Dollar crisis,” * balance of payments,” “ overseas
investments,” “ invisible exports "—these and other phrases have been
more often repeated than understood. Even the better informed have
been baffled by the complexity of the problems; and none of these is
more important than the future of the sterling area. In this pamphlet
we aim at clarifying the principal issues involved and making some tenta-
tive suggestions about prospects that lie ahead.

The sterling area came into being in 1931, when Britain went off
the gold standard. A number of countries, of which the Commonwealth
(excluding Canada) formed the core, decided to peg their currenci
sterling rather than gold, and to hold their currency reserves in the form
of balances with the Bank of England. Until 1939 the “sterling bloc ™
existed simply to expand trade between members, the pound still being
freely convertible into foreign currencies. But the outbreak of war
created an acute shortage of gold and dollars, which has continued ever
since. In 1938 the United Kingdom could cover nine months’ imports
on its gold and dollar holdings—in 1951, only three. This dollar shortage
has compelled sterling area members to impose exchange control, and
to maintain tight import controls on non-sterling goods. There has
had to be a tightening of what might be called the “rules of member-
ship” (though, characteristically, these  rules ™ can nowhere be found
in writing). At present they are as follows:

(1) All dollars earned, and all gold produced or acquired by
member-countries, are sold to the British Treasury and credited to the
country’s sterling account at the Bank of England. (There are a few
exceptions to this rule, notably South Africa, which, by agreement with
the Treasury, sells a large proportion of its annual gold output to the
U. spending the proceeds on dollar goods for its own consumption
Otherwise all gold and dollars are paid into the central pool.)

While relatively free capital movement is allowed between
member-countries, no sterling area resident can buy non-sterling real
assets or securities, or transfer currency outside the area, without special
permission from his country’s central bank. The central banks of the
sterling area work in close co-operation with the Bank of England and
the Treasury

The object of the first rule is to enable all members to benefit from
the gold-and-dollar pool, irrespective of their own dollar earnings, and
to maximise opportunities for trade within the area.
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Individual sterling area members are entitled to_draw on the pool
for any requirements they may have, and any drawings from the pool
are charged against their sterling balances. But as the total potential
demand for dollars far exceeds the supply—despite the additions to the
pool since the war in the form of the U.S. and Canadian loans, Marshall
Aid and M.S.A. funds—all members have to show great restraint in
their dollar imports. The survival of the area depends on the main-
tenance of this restraint. Sanctions which can be applied against unco-
operative member-g are virtually t, and many
people feel that present conditions necessitate a tighter form of control,
so that all members can be compelled equally to restrict drawings on
the pool to essentials.

In practice, this virtual absence of sanctions has meant that any
proposals for enlarging the area to include other countries come up
against the crucial question: Can foreign governments be trusted, of
their own free will, to restrict dollar imports to the tight limits imposed
by sterling area membership? This is not just an academic question.
Post-war experience shows that an irresponsible import policy by one
member can_jeopardise the solvency of the whole area. And. as the

“ banker ” for the arca, the British Treasury is directly involved.

POST-WAR PROBLEMS OF THE STERLING AREA

The Dollar Crisis

SINCE 1945 not only Britain but the whole sterling area has been faced
with a persistent dollar crisis (though with the rest of the world the area
has been in surplus every post-war year except 1951). What are the
reasons for this crisis?

Before 1939, sales of gold from the sterling area to the U.S
were more than sufficient to offset Britain’s adverse dollar balance. But,
since the war, the purchasing power of gold has been approximately
halved by the refusal of the U.S. (the sole important international buyer)
to raise its dollar price from pre-war levels. South Africa, which produces
nearly half the world® thus been transformed from a huge net
dollar earner to a net dollar drawer. Had the price of gold risen in
conformity with the general trend of commodity prices, the annual gain
10 the sterling area would have been in the region of $700 million." U.S.
aid since the war (excluding loans) has averaged about $450 million a
year, and the annual fall in our gold and dollar reserves to the end of
1952 has averaged $90 million. So, other things being equal. if the
price of gold had doubled (i.c. if its real value had remained unchanged),
the sterling arca could have dispensed altogether with dollar grants
since the war (though not with dollar loans). and still enjoyed an average
annual increase in the reserves of some $160 million.

TE. C. A—" The Sterling Area,” page 68.






