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Abstract of Thesis

The contents of this thesis examine British management of
the sterling area between 1950 and 1958, covering the
period between the devaluation of sterling in 1949 and the
establishment of sterling convertibility in 1958. The main
body of the thesis is comprised of five chapters which
analyze different aspects of the sterling area system
during this period. Long term lending from the UK to the
overseas sterling area is examined with the conclusion that
these capital flows were not a major drain on the British
economy. The mechanics of movements in British short term
liabilities to the rest of the sterling area are described
and their effects on the British foreign exchange reserves
is found to be positive or neutral for most of the period
although the basis for this erodes as the decade draws to
a close. The trade pattern of the sterling area members is
analyzed and the changing policies to coordinate the trade
of the area are described. The possibility that the
existence of the sterling area inhibited the freedom of
policy choices faced by the British authorities is explored
with the conclusion that the major opportunities for a new
direction in British external economic policy were
abandoned for reasons other than the sterling area system.
Finally, some possible alternatives to the sterling area
system are analyzed and the thesis concludes that these
were not plausible alternatives given the historical
context in which economic policy decisions were made. The
general conclusion of the thesis is that the sterling area
system as it functioned in the 1950s was not the major
burden or destabilizing factor for the British economy that
contemporary observers and some current research have
suggested.

PLEASE NOTE: References prefixed by PRO are from the Public
Records Office, Kew, London. References prefixed BoOE are
from the Bank of England Archives.
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Chapter I Introduction

Doubts about the merit of British foreign economic
policy have generated a voluminous literature aimed at
resolving the' conflict between domestic and external
eponomic goals and untangling the inter-relation of.
economic policy and overseas political ambitions. The
literature on the nineteeqth century has focussed on the
rise and demise of Empire and the burdens this placed on
the British economy, focussing especially on British trade
and capital exports!. These same issues have arisen in the
context of the relative economic decline of Britain in the
twentieth century.

To a large extent, British external economic policy in
the 1950s was determined by the evolution of Britain's
premier role in the international economy a century
earlier. Thus, the importance of London as an international
financial centre and many of the traditional economic ties
with overseas countries were products of Britain's earlier
status. Without this history, the position of the UK in
the 1950s would have been very different. Nevertheless,
the apparent problems of this period were also in many
respects the product of the economic climate of that
decade.

The period under review covers the years from the

general devaluations in 1949 to the introduction of

of the more recent literature, see e.g., S. Pollard,
Britain's Prime and Britain's Decline; The British Economy 1870-
1914, Edward Arnold, 1989. M.W. Kirby, The Decline of British
Economic Power Sinc 870, George Allen and Unwin, 1981.
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external current account convertibility at the end of 1958.
This was a unique period of adjustment and realignment of
the international monetary systen. Despite the Bretton
Woods agreements which had been designed to create
international economic étability, an increasing imbalance
emerged between the recovering continental Europe and the
deteriorating balance of payments of the USA. This trend
was to ultimately bring an end to the Bretton Woods plans
for the configuration of the international economy. In
this context of global transition and imbalance, the role
of the UK in the international economy was also undergoing
a fundamental change from its pre-war position as the most
important economic ally of the USA and as a pivot between
Europe and America to a diminished role as the weakest of
a group of middle power Western Eufopean economies. This
transition was the result of relatively slow growth in
output, productivity and competitiveness that manifested
itself in recurring balance of payments crises through the

1950s.

I.A. The Debate on the Sterling Area

The role of the sterling area. system is an aspect of
this‘adjustment that provoked some research in the 1950s
and 1960s but which has 1largely been relegated to
generalizations in more recent literature. At the end of
the 1950s and through the 1960s the growing awareness of
the limits to international liquidity, of the disadvantages

of national currencies as units of international reserves

10



and of the relative economic decline of Britain in the
twentieth century provoked general literature on the reform
of the international monetary system and specific studies
of the role of sterling as an international currency. The
literature on the sterling area from this period falls
naturally into two groups. The first group engaged in a
general critique of British economic policy since the
Second World War in order to attribute blame for the
apparent relative decline of the British economy?. For
writers in this group, sterling area policy played a
significant part in explaining that decline. The second
group of writers was concerned more specifically with the
problem of sterling as an international currency or with
analysing the sterling area itself’. Through most of the
1970s interest in the postwar sterling area was suspended
as the international monetary system found its new shape
but since 1980 scholars have begun to return to the issues
of the 19508 and 1960s with the benefit of historical

perspective.

26.g. A. Shonfield, British Economic Policy Since the War,

Penguin, 1958. J.M. Livingstone, Britain in the World Economy,
Pelican, 1966. J. Cooper, A Suitable Case for Treatment: What to
do _about the Balance of Payments, Penguin, 1968. L.J. Williams,

Britain and the World Economy, Fontana, 1971.

3A.R. Conan, The Sterling Area, Macmillan, 1952. A.C.L.
Day, The Future o t , Oxford, 1954. P.W. Bell, The
Sterling Area the Postw Wo H terna Mechanism and

Cohesion 1946-52, Oxford, 1956. J. Polk, Sterling: Its Meaning
in World Finance, Council on Foreign Relations, 1956. Conan, The
Rationale of the Sterling Area, Macmillan, 1961 and The Problem
of Sterling, Macmillan, 1966. F. Hirsch, The Pound Sterling: A
Polemi¢c, Victor Gollancz, 1965. B.J. Cohen, The Future of

Sterling as an_International Currency, Macmillan, 1971. S.
Strange, Ste and British Policy: Political Study of an

International Currency in Decline, Oxford, 1971.
11



The sterling area system wasﬁgenerally focused around
three types of relations; the sterling Dbalances,
international trade and long term capital flows. This
provides a convenient framework in which to survey the
existing literature. Perhaps the most surprising aspect of
this literature is the unanimity of opinion as to the
burdens and risks of the system for the UK and the
necessity for reform‘. Without being based on any more
detailed research than that of Bell's study of the
mechanics of the sterling area between 1946-1952, the
assumption that <the sterling area system posed an
unnecessary burden on the British economy has been adopted
by most of the subsequent writers on the decline of the
British economy.

On the problem of the sterling balances and the
stability of the sterling area system, there was general
agreement that the ratio of reserves to short term
liabilities (as represented by the sterling balances) was
inadequate and that this contributed to the weakness of
sterling through potential runs on the central reserves’.
A prominent exception to this consensus was A.R. Conan who

argued that the ratio of reserves to liabilities commonly

“For other reviews of opinions on the sterling area see
e.g., Conan, The Rationale of the Sterling Area., M. FG. Scott,
"What Should Be Done About the Sterling Area?", Oxford University
Bulletin of Statistics, Vol. 21, No. 4, November 1959.

Bell, The Sterling Area, p. 414-417., Day, Future, p. 60-
61., Williams, Britain, p. 179., A.P. Thirlwall, The Balance of
Payments: The UK Experience, Macmillan, 1956., p. 148-9. G.
Maynard, "Sterling and International Monetary Reform" in P.
Streeten and H. Corbet eds., Co o a Global
Context, Frank Cass, 1971. p. 145.

12



used to describe British solvency was inappropriate. A
better picture of Britain's international position, he
argued, would include all British overseas assets and not
just the foreign exchange reserves in the Exchange
Equalization Account®. - on this basis, Conan calculated
that the UK had regained its international credit&r status
during the 1950s’. The Radcliffe Committee shared this
belief but still concluded that "the relationship between
reserves and liabilities was clearly far from satisfactory
throughout the post war period and remains so"8.

The sterling balances were related to British 1long
term investment in the sterling area in three ways that
were not fully consistent. First, it was alleged that
British overseas investment was financed through short term
lending to the UK (especially by the Colonies) in the form
of sterling balances’. Thus, "the United Kingdom was in
the unhealthy position of borrowing short and 1lending
long"', This implied both exploitation of the Colonies'

and a precarious British international banking position®.

Sconan, Rationale, p.13-14.
1bid., p.123-128.

SReport of the Committee on the Work o) he Moneta

System, Cmnd. 827, HMSO, 1959. Henceforth cited as Report of the
Radcliffe Committee.

Bell, The Sterling Area, p. 368, Polk, Sterling, p.234.
YBell, The Sterling Area, p. 368.

"A. Hazlewood, "Colonial External Finance Since the War",

Review of Economic Studies, Vol. XXI, No. 54. Dec. 1954. pp. 31-

52.

2Cooper, A_Suitable case, p. 221.
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Secondly, it was asserted that the UK was forced to
continue the policy of investing freely in the RSA or risk
a run down of sterling balances by the RSA to replace the
British investment'. Alternatively, it was argued that
the accumulation of the sterling balances was largely due
to the large long term capital flows from Britain which
offset the current deficits of the rest of the sterling
area (RSA) with the UKY. 1In this argument, Britain's
sterling 1liabilities would be lower if the UK had not
pursued a policy of free capital flows to the RSA. This
must be balanced against the fact that in this event, UK
overseas assets would not be as great.

Underlying these arguments there was a general
presumption that large overseas investment in the sterling
area was a burden on the British economy'. Among these
writers, Andrew Shonfield made the most searing and
influential condemnation of the sterling area system. For
him, the two greatest obstacles to Britain's economic
growth in the post war period were excessive overseas
military expenditure and overseas inVestment“. on the
second, Shonfield argued "that the British economy is
robbed of necessary nourishment, that its growth is

stunted, as a result of this too vigourous pursuit of

Bstrange Sterling, p.191-92, Shonfield, British Economic

Policy, p. 128, Cooper, A Suitable Case, p.221.

Polic

Y“conan (1966), p. 81.

Sstrange, Sterling, p. 150-51, Shonfield, British Economic
, p. 108. .

6shonfield, British Economic Policy, p.123.
14



overseas investment"'”. The Radcliffe Committee looked at
the possibility of capital controls because such investment
was competitive with domestic investment and undermined the
effort to rebuild the reserves'®. The Report concluded,
however, that overseas investment was an essential part of
the UK's commitment to Commonwealth development and that
such investment generated demand for British exports and
expanded supplies of primary products' so "there would
certainly be no automatic gain to the reserves equal to the
fall in overseas investment"?,

The Radcliffe Committee concluded, therefore, that

although there have been occasions when the

functioning of the sterling area has thrown an
added strain on the reserves and when the capital
requirements of the area have added to the total

load on the reserves of the United Kingdom, we

are satisfied that it is in the interest of this

country to maintain existing arrangements?'.

On the trade relations of the sterling area, it was
generally agreed that discrimination was to the advantage
of the UK rather than the RSA since the RSA was forced to
restrict its manufactured imports from cheaper markets?.

The UK, in contrast, was able to have free access to the

sterling area raw materials and benefited from greater

WM., p. 108.

®Report of the Radcliffe Committee, p.265.

¥1bid., p.266.

207pid.

211pid., p.240.

ZnThe Sterling Area I: History and Mechanism", Planning,

Vol XVIII, no. 331, 1951. p. 63., Day, The Future, 102-3., Bell,
The Sterling Area, 407.
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manufacturing exports to the RSA. However, Susan Strange
argued that the discriminatory exchange controls had
'featherbedded! British exporters in soft RSA markets
rather than forcing them to face the competition in the
faster growing markets of Europe and North . America?®,
Conversely, others noted that the strength of the trade
relationships of the sterling area weakened through the
1950s as the RSA became less reliant on the British market
for their exports?. The complementarity of trade
relations had also declined as RSA trade surpluses with the
NSA could no longer be relied on to balance UK deficits
with the Nsa®.

An important theme, especially in more recent
literature, has been that the sterling area inhibited
British policy. Thus, the UK was prohibited from allowing
a devaluation of sterling to improve the British balance of
payments because this would hurt the RSA who held their
reserves in sterling®. According to this scenario, the

British government must have feared that such a move might

lead to the collapse of the system in circumstances which

Bstrange, Sterling, p.70.

%pay, The Future, p. 75., Bell, The Sterling Area, p. 401-
7., Cooper, A Suitable Case, p. 239-40.

$G. Maynard, "Sterling and International Monetary Reform",
p. 142.

%Hirsch, The Pound Sterling, p.39. Strange, Sterling,
p.300, Cohen, The Future, p.144, Cooper, A Suitable Case, p.88.,
Pollard, The Wasting, p. 34, Williams, Britain, p.179., S.
Brittan, Steering the Economy: The Role of the Treasury, Pelican,

1971. p. 446. S. Newton and D. Porter, Mode t Frustrated:
The Politics of Industrial Decline in Britain Since 1900, Unwin

Hyman, 1988. p. 130-31.
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were not to the British advantage. As a result of the
restrictive policies necessary to protect the value of the
pound, it was argued that domestic industrial growth was
inhibited, with serious long term consequences for the
British economy. As early as 1954, A.C.L. Day warned that
the financial benefits to the City that the system
generated should not be exaggerated since "Britain's wealth
depends primarily on the competitive strength of her
manufacturing industry, and only secondarily on the profits
of international banking and merchanting"?’. Thus, he
argued that the interests of domestic industry should not
be sacrificed to the international status of the pound and
the operation of the sterling area. Shonfield also argued
that the real rationale for continuing the sterling area
system was the ambition to strengthen the pound as an
international currency?®®. He asserted that these ambitions
were founded on reasons of prestige rather than economic
benefit because he calculated that the net earnings of the
City that were related to sterling's international status
amounted to only perhaps £40m p.a.?’. For these reasons,
it was argued, British support of the sterling area system

was economically misguided.

’Day, The Future, p.154. See also Williams, Britain, p.
180.

#gshonfield, British Economic Policy, p.150.

¥?1pid., p.160. B.J. Cohen in The Future of Sterling came
to the same figure as an estimate of the net amount of the City's

earnings arising from the use of sterling as an international
currency. p.116. W.M. Clarke suggests this is an underestimate.

The city's Invisible Earnings, Institute of Economic Affairs,
1958. p. 101-2.
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The argument that a quest for prestige was the motive
for the UK's adherence to the sterling area system was made
also by Susan Strange. Her thesis was that the problems of
the British balance of payments in the 1960s were due to
the unsteady transition of sterling from a primary
transactions and reserve currency to a less prominent
international role. Thus, her book stressed the political
aspects of currency management. In this story, the
sterling area represented the economic vestiges of Empire
and "the retreat from Empire has been, in monetary as in
military policy, a slow and grudging one"3®., The existence
of the sterling area disguised the fact that sterling's
reserve role was over by 1958. Strange concluded that the
most damaging aspect of the sterling area was that

while the monetary arrangements between sterling

area countries in this post-war period may have

reinforced, and thus helped to prolong British

influence outside Europe, they also served to

lull the British themselves into a false sense of

immunity from the ultimately inescapable winds of

change3'.

Thus, the 1literature of this earlier generation of
writers, which extended over twenty years, ranged from a
catalogue of aspects through which the sterling area could
potentially be a burden to Britain, to arguments that the
very fact that these burdens were not borne in the 1950s
undermined the British economy in the longer term.

The idea that the interests of industry were

sacrificed to the financial houses in London'who benefited

¥strange, Sterling, p.75.
1pid., p.69.
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from the international use of sterling has insinuated its
way firmly into the recent history of the economic decline
of Britain®®. Like Shonfield, they contend that low levels
of domestic investment inhibited the growth of the UK
economy. Thus, Stephen Blank, drawing heavily on
quotations from Shonfield and Strange as evidence, argued
with respect to British sterling policy that "the result of
the government's commitment to maintain Britain's
international position was continuing domestic economic
stagnation"®., sam Aaronovitch argued that for the British
government,
the priorities were unmistakable; to 'put the
pound first', to deal with the balance of
payments by deflating the economy whenever a
threat existed. In this sense, the state was
occupied with a policy that directly damaged the
growth of accumulation within the UK itself3.
Also, Sidney Pollard argued that in order not to
"disappoint those who used the City of London as their

banking centre, devaluation was ruled out repeatedly and

32gee Hobsbawm, Industry and Empire, Pelican, 1968 for an
application of this to the pre-1914 period. For post 1945, see

Stephen Blank, "Britain: the Politics of Foreign Economic Policy,
the Domestic Economy and the Problem of Pluralistice Stagnation",
International Organisation, Vol. 31, No. 4, Autumn 1977. pp. 673~
727. A. Glyn and B. Sutcliffe, "The Rivalry of Financial and
Industrial Capital" in D. Coates and J. Hillard eds. The Economic
Decline of Modern Britain: the Debate Between ILeft and Right,
Wheatsheaf, 1986. D. Coates, "The Character and Origin of
Britain's Economic Decline" reprinted in Coates and Hillard, The
Economic Decline. Also Williams, Britain, p. 180.

3Blank, "Britain: the Politics of Foreign Economic Policy",
p. 715.

/

3%g. BAaronovitch, "The Relative Decline of the UK" in

Aaronovitch et al eds., The Political Economy of British
Capitalism: A Marxist Analysis, McGraw-Hill, 1981., p. 68.
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much more harmful measures to the economy prefered
instead"®. Thus, he found the sterling area "a specific
point of vulnerability for Britain"3

In a 1983 article Bernard Stafford surveyed the
alternative view. He noted that there is little empirical
evidence to prove that the ratio of investment to output is
directly related to faster rates of economic growth®. He
also surveyed the international comparative studies which
imply that the 'stop-go' cycle in British policy in the
1950s and 1960s was not extraordinary and that greater
fluctuations of output were associated with faster growth
rates elsewhere in Europe®.

It is clearly beyond the scope of this thesis to
explain the relative decline of the British economy in the
twentieth century. The purpose of this survey has been to
show that over the past thirty years there has been a
broadly based consensus that the external position of the
British economy has inhibited domestic growth. The
sterling area system fits into this scenario in that it was
the mechanism through which large investment flows were

sent abroad, large short term liabilities were accumulated

$s. Pollard, The Wasting of the British FEconomy, Croom
Helm, 1982. p. 34.

361pid.

37B. stafford, "Theories of Decline", Socialist Economic
Review 1983, reprinted in Coates and Hillard eds, The Economic
Decline of Modern Britain, 1986. p. 346.

31pid., p.348. Stafford gives more weight to the strength
of the British Labour movement in relative British economic
decline.
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and trade discrimination was pursued. Sterling area
management was not, however, synonymous with the pursuit of
re-establishing sterling as an international currency.
Indeed, it has been argued that the sterling area weakened
sterling and that the existence of the sterling area made
a regional rather than a global role for sterling
necessary>’. Nevertheless, the sterling area is most
commonly judged to have been a net burden to the British
econony .

Although interest in the role of the sterling area in
the 1950s has played a part in the more recent literature
on the economic decline of Britain, this has not been
accompanied by more detailed research on the functioning of
the system. As a result, the arguments about the sterling
area written in the 1980s bear a close resemblence to those
of thirty years earlier. It is the purpose of this thesis
to f£fill this gap in understanding of the details of the
sterling area system by taking advantage of the release of
British government documents to give more insight into the

formulation of sterling area policy.

I.B. The Evolution of the Postwar Sterling Area

The evolution of the sterling area reflected the
changing role of sterling in the international economy.
Due to the pre-eminence of the UK in trade, shipping and

finance in the nineteenth century, sterling was widely

1956.

¥see e.g. J. Polk, Sterling: Its Meaning in World Finance,
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accepted as the primary currency both for deﬁominating
international transactions and for national reserves. As
a result, the nineteenth century gold standard was, in
effect, a sterling exchange standard. After the First
World War, Britain's pre-eminence as an economic power
faltered and sterling's role in the international economy
shrank as a result.

By 1928, Britain's sterling 1liabilities to foreign
governments and traders amounted to four times the level of
reserves*, In the sterling crisis of 1930-31 the
conversion of these balances virtually exhausted British
reserves and contributed to the forced abandonment of the
gold standard in September 1931. The group of countries
which continued to peg their exchange rates to the now
fluctuating pound became known as the sterling bloc. This
regional group included the Dominions (except Canada) and
Colonies, Egypt, Iraq and British protectorates in the
Middle East as well as Portugal, Thailand, Denmark, Norway,
Sweden, Finland and Latvia‘l.

Unlike the post-war sterling area, the sterling bloc
was not formalized by a common exchange control system or
by pooling of reserves and all sterling assets were fully
convertible to other currencies and gold. The members did

not share a common trade policy or coordinate monetary and

“r.M. Drummond, The Floating Pound and the Sterling Area,
1931-39, Cambridge University Press, 1981. p.5.

“i/The League of Nations included Argentina and Japan as
unofficial members of the interwar sterling bloc. League of
Nations, International Currency Experience, 1944. p.47.
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fiscal policies or meet to discuss their common interests.
The Empire members and Canada shared a discriminatory trade
system but the Treasury repeatedly rejected proposals to
share policy determination with the Empire countries* and
indeed failed to keep them informed of British policy which
would affect the sterling exchange rate. In common with
the post-war sterling area, however, the stability of
exchange rates among members was financed by plentiful
credit from London.

With the onset of the Second World War, inter-war
international monetary and trade relations were suspended
and some of the sterling bloc countries broke their fixed
exchange rates with sterling. As part of the war effort,
all British payments to non-residents in foreign exchange
or gold were subject to approval by the Treasury although
on 3 September 1939 this restriction was ammended to
specifically exclude all countries which agreed to Xkeep
their currency reserves in London and to enforce exchange
control in common with the UK. This formalized the
sterling area into a legally defined group of 'scheduled
territories' listed in the Exchange Control Act of 1947.
The scheduled territories included the Commonwealth (except
Canada), the Colonies, Burma, Iceland, Ireland, Iraqg (from
1952), Jordan, Libya and the Persian Gulf Territories*.

The imposition of exchange controls in 1939 was the

first of two developments that led to the formalization of

“prummond, The Floating Pound, p.24.
$Egypt was a member of the sterling area until 1947.
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the sterling area after the war. The second was the

accumulation by the UK of substantial sterling liabilities

to some members of the sterling area. The distribution of

sterling balances from 1945-1950 is presented in Table I.A.
Table I.A.

en Sterling Balances of the Sterling Area

1945 1946 1947 1948 1950
Australia, New Zealand,

S. Afr. 305 266 255 379 491
India, Pakistan, Ceylon 1358 1314 1218 957 790
Caribbean Area 54 58 54 57 58
African Colonies 205 217 253 314 346
Middle East - 1l 1 8 8
Far East 142 193 198 195 201
Other 284 286 260 255 282
Total 2348 2335 2239 2165 2176
Notes: Source, Bank of England Statistical Abstract, No.1,

1970.

India accumulated most of these wartime assets. In an
exchange of letters between the Chancellor of the Exchequer
and the Secretary of State for India in 1940 it was agreed
that the UK should pay for the reorganisation of the Indian
Army and the cost of British armed forces in India as well
as the costs of extra Indian forces drafted especially for
the war effort. These expenditures by Britain were made in
the form of sterling liabilities to India which could be
claimed after the War. The rate of accumulation of these
liabilities accelerated after India was chosen as the
arsenal and headquarters of the British Near and Middle
East Command in 1940 and by subsequent Indian price
inflation. By 1945, India had accumulated £1,321m worth of

sterling balances from a pre-war total of only £40m%.

%R.s. sayers, Financial Policy 1939-1945, HMSO, 1956.
p.259.
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Similar wartime expenditure in other parts of the sterling
area accounted for the accumulation of liabilities in these
countries.

The post-war sterling area system was defined by three
characteristics. Members pegged their exchange rates to
sterling, maintained a common exchange control against the
rest of the world while enjoying free current and capital
transactons with the UK and, thirdly, maintained national
reserves in sterling which required pooling of foreign
exchange earnings. For the most part the members also
shared a historical political and/or economic allegiance to
Britain although this was not a defining requirement of
membership.

The sterling area exchange controls on transactions
with the rest of the world were fairly complex. Their main
purpose was to restrict convertibility of sterling into
dollars in the context of the post-war dollar shortage and
to conserve foreign exchange. Payments of residents of the
sterling area to non-residents were subject to the
discretion of the monetary authority of each member, or
delegated to ‘'authorized dealers' which were generally
large commercial banks ultimately responsible to the
central monetary authority. The exchange controls applied
to non-residents varied considerably, giving rise to the
allegation that in the early 1950s there were fifty-seven
varieties of sterling®. By 1950, the world was

essentially divided into four areas as shown in Table I.B..

N

“strange, Sterling and British Policy, p.65.
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Transfers of sterling within each area were generally
allowed without specific permission. The exception to this
was the bilateral group. Sterling payments to account of
these countries were allowed automatically only between
sterling area residents and the specific bilateral country.
Transfers among bilateral countries were allowed only by

‘administrative transferability!'

Table I.B.
The Sterling Account System
April 1952
Sterling Area Amerjcan A/C Transferable A/C Bilateral A/C
Australia Usa Austria Argentina
New Zealand Bolivia Chile Belgium
South Africa Central America Czechlosovakia Brazil
India Venezuela Denmark China
Pakistan Ecuador Egypt Formosa
Ceylon Phillipines Ethiopia France
Burma Cuba Finland E. Germany
Iceland Colombia W. Germany Hungary
Iragq Dominica Greece Iran
Jordan Italy Israel
Libya Netherlands Japan
Persian Gulf Norway Lebanon
Territories Poland Paraguay
British Colonies Spain Peru
Sweden Portugal
Thailand Roumania
USSR Switzerland
Syria
Tangier
Turkey
Uruguay
Yugoslavia

which required the express permission of the Bank of
England. Generally, these countries ran balance of
payments surpluses with the sterling area and were
unwilling to accumulate sterling beyond a certain level, so
their sterling transactions were most closely controlled.
With the development of the EPU, administrative

transferability for bilateral OEEC countries became
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virtually automatic after 1950.

A second group of countries were designated as members
of the Transferable Account Area. Payments of sterling
from one transferable sterling account to another were
allowed freely, as were payments between transferable
account and sterling area account. Transfers were not
permitted from transferable account to bilateral or
American accounts. The American account countries were
members of the dollar area who were free to exchange their
sterling earnings for dollars and vice versa or to use
sterling in payment to transferable account or to the
sterling area.

This division of the uses of sterling into various
special accounts with varying degrees of restriction wasA
designed to inhibit the convertibility of sterling into
dollars while maximizing the usefulness of sterling in
international transactions. Thus, no sterling was freely
convertible to dollars except that earned by American
account countries. Residents of the sterling area could
obtain dollars only with permission of their monetary
authorities.

Capital account transactions were similarly
restricted. British direct investment outside the sterling
area was subject to Capital Issues Committee control.
Permission was granted only where the investment promised
to generate foreign exchange earnings, exploit technology
or generally help the sterling area balance of payments.

Foreign investment in the sterling area was also restricted
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since the repatriation of capital was limited to the amount
of the initial investment.

The proceeds of non-resident sales of sterling
securities were allowed to be reinvested only in other
quoted sterling securities. 1In practice there developed a
market in 'security sterling' to allow non-residents to
repatriate the proceeds of their investments. The proceeds
of a sale of a sterling security could thus be exchanged
for dollars in New York at a discount on the official
exchange rate and prospective buyers of sterling securities
would use the market to acquire éecurity sterling for their
purchases of securities. Residents of the sterling area
were allowed to sell non-sterling securities freely to
eachother but purchases of non-sterling securities from
non-residents for sterling was prohibited in order to
prevent conversion of resident sterling through security
trading. This last provision led to the development of the

largest leaks in the sterling area exchange control systemn.

Due to Hong Kong's entrepot trade and Kuwait's oil
production, these two members of the sterling area operated
free markets in sterling against dollars which were
tolerated by the British authorities. As they were still
members of the sterling area, UK residents could use
resident steriing to purchase dollar securities freely from
Hong Kong and Kuwait residents. The Hong ‘Kong or Kuwait
trader could then exchange this sterling for dollars on the

free market to purchase more dollar securities. Thus,
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resident sterling was exchanged for non-resident
securities. The so-called Hong Kong and Kuwait Gaps were
finally closed in 1957 when British purchases of non-
sterling securities from overseas residents of the sterling
area were prohibited. In general, however, the ring of
exchange control was fairly consistent and remained a
defining characteristic of sterling area membership.

The third defining characteristic of the sterling area
was the pooling of foreign exchange reserves. As part of
the exchange control system, private residents were
required to surrender foreign exchange earned from their
transactions with the non-sterling area in return for
balances in their national currency. These foreign
exchange earnings were used partly to settle RSA deficits
with the UK. The excess was sold by the members'
monetary authorities to the Bank of England in return for
sterling assets in the form of Treasury Bills, or
government securities. The monetary authorities of the RSA
could then draw foreign exchange from the central reserves
at any time. The purpose of the 'dollar pool', as it was
known, was to conserve the amount of foreign exchange
needed to support the sterling area. This was based on the
principle that the pooled foreign exchange assets of the
area as a whole would be less than if each member had to
keep a cushion of reserves of its own. Thus, the ‘'idle’

surpluses of members were available to cover the non-

%Thus the UK could earn foreign exchange from its surpluses
with the rest of the sterling area (RSA).
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sterling deficits of others. This principle is sometimes
forgotten in analyses of the sterling area which seek to
argue that the reserves of the system were not adequate to
cover all potential claims of the members. The main
purpose of reserve pooling and the sterling area system as
a whole was to coordinate these claims in the interests of
all members and so allow a smaller volume of foreign
exchange to insure against fluctuations of the system vis
a _vis the rest of the world. As long as the it was in the
interest of each member to remain part of the dollar pool,
the system was fairly secure. Given that the British
Colonies were‘ the most persistent contributors to the
dollar pool, this security seemed assured at least until
the end of the 1950s when Colonies began to achieve
independence.

Related to the dollar pooling aspect of the post-war
sterling area was the problem of the sterling balances. At
the end of the War, these 1liabilities amounted to five
times the level of British foreign exchange reserves so
they could obviously not be liquidated immediately. As
part of the American Loan agreement of 1946, the UK had
agreed to deal with the overhang of 1liabilities by a
combination of blocking, funding and cancellation. 1In the
event, such a solution was not possible. Dealing with all
sterling balance holders collectively was considered
inappropriate by the British authorities because of the
different ways the balances had been accumulated and the

political problems of treating all holders equally. While
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to the Americans the sterling balances represented war
debts which should be written off, the British felt obliged
to honour their debts to their allies in the Commonwealth.
In July 1947 partial blocking arrangements were negotiated
with India and Irag followed by similar arrangements with
Ceylon and Pakistan*’. Despite these agreements the
sterling balances of India, Pakistan and Ceylon together
were run down by £428m from the end of 1947 to the end of
1949. There was an offsetting increase in the sterling
balances of Australia, New Zealand and South Africa, mostly
due to speculative short term capital inflows into these
countries especially after the sterling devaluation of
1949. It was widely believed that Australia would revalue
the Australian pound to a par with sterling but these
expectations proved unfounded. By the first quarter of
1950, the 1level of sterling area sterling balances was
£2,541m or slightly more than the 1945 level. The central
reserves, meanwhile, amounted to only £900m. This excess
of short term liabilities to the sterling area over the
central reserves became one of the major preoccupations of
British sterling area policy.

These then were the characteristics of the sterling
area in the 1950s. It was a fixed exchange rate systen,
bound by common exchange controls against the rest of the
world while the members enjoyed relatively free current and

capital flows within the area. The pooling of foreign

“7p.W. Bell provides a useful summary of these agreements at

the end of his Chapter 2 of P.W. Bell, The Sterling Area in the
Postwar World, 1956. pp.39-42.
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exchange reserves generated sterling balances and the need
for periodic discriminatory trade controls to protect the
central reserves. Britain was the centre of the system and
managed it by supplying long term capital investment,
accepting unlimited short term sterling 1liabilities and

purchasing sterling area exports without restriction.

I.C. The Sterling Area and the Theory of Currency Areas

In the 1960s, academic interest in the theory of
optimum currency areas was sparked by a brief article by
R.A. Mundell®®., More recently, the costs and benefits of
monetary integration have received greater attention in the
context of plans for European monetary union*’. In part,
the issues of the sterling area system would seem to fit
into part of this debate and it is worth exploring the
theoretical discussion of currency areas to establish the
extent to which this is so for the 1950s.

First, the sterling area was not a currency union.
All members had their own national currencies, although the
degree of independence varied. In the case of the

Colonies, national currencies were virtually

“R.A. Mundell, "A Theory of Optimal Currency Areas",
American Economic Review, Vol. 51, September 1961, pp.657-65.

“see e.g., H.G. Johnson and A.K. Swoboda eds., The
Economics of Common Currencies: oceedings of the Madrid

conference on Optimal Currency Areas, George Allen and Unwin,
1973. R.Z. Aliber ed., The_Reconstruction of International

Monetary Arrangements, St. Martins, New York, 1987. D.E. Fair
and C. de Boisieu eds., International Monetary and Financial

Integration - The European Dimension, Netherlands, 1988.
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interchangeable with sterling because Colonial monetary
systems were based on 100% sterling reserves. The
properties of the sterling area system do, however,
approximate a currency area defined by W.M. Corden as "an
area within which exchange rates bear a permanently fixed
relationship to each other" and where there is a "permanent
absence of all exchange controls, whether for current or
capital transactions, within the area". The members of
the sterling area operated firmly fixed exchange rates with
eachother, denominated their trade. in sterling and for the
most part enjoyed free payments on current and capital
account. The exceptions to these general rules were some
trade restrictions within the area (e.g. Australia imposed
quantitative restrictions on sterling area imports after
1952) and some capital controls (e.g. in 1956 South Africa
imposed controls on capital flows to the UK in response to
the increases in the British Bank Rate).

Despite these exceptions, the sterling area had many
of the prerequisites for a successful currency area
described in the theoretical literature®. Thus, it is

argued that open economies will benefit from fixed exchange

%W.M. Corden quoted in E. Tower and T.D. Willet, The Theory

of Optimum Currency Areas and Exchange-Rate Flexibility, Special
Papers in International Economics, No. 11, 1976. p. 2.

*IThe criteria for an optimal currency area are surveyed in
Y. Ishiyama, "The Theory of Optimal Currency Areas: A Survey",
IMF Staff Papers, Vol. 22, 1975. pp. 344-383, H.R. Heller,
"Exchange Rate Flexibility and Currency Areas', Zeitschrift fur
Wirtschaft-und Sozialwissenschaften, 1979. pp 115-135, and E.

Tower and T.D. Willett, The Theory of Optimum Currency Areas and
Exchange—-Rate Flexibility, Special Papers in International
Economics, No. 11, 1976.
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rates since the stability of the domestic price level will
be more affected by fluctuations in the exchange rate than
closed economies®. Also, aggregate demand policies are a
cheaper means of balance of payments adjustment when the
marginal propensity to import is high than when it is low
so that the opportunity cost of the loss of devaluation as
a policy option is not as great in open economies®. A
second criterion is a high degree of capital market
integration to allow capital flows to finance imbalances
between members of the currency area’®. A third criterion
is the degree of diversification of production®.
Countries with more diversified production will suffer less
pressure on their exchange rate from a fall in demand for
one of their tradeable goods than an econony which only
produces a few products. A diversified economy will thus
find the fixed exchange rates of a currency area less
costly. A fourth criterion is a high degree of policy
coordination or integration among members of a currency
area since the pursuit of widely differing inflation,

unemployment and growth targets will tend to drive the

?Heller, "Exchange Rate Flexibility", p. 118. Ishiyama,
"Theory of Optimum Currency Areas", p. 350. Tower and Willett,

Theory of Optimum Currency Areas, p. 13-14.

3Ibid. See also Tower and Willett, Theory of Optimum
Currency Areas, p. 42.

*‘Heller, "Exchange Rate Flexibility", p. 120. Ishiyama, "
Theory of Optimum Currency Areas", p. 355-6.

>Heller, "Exchange Rate Flexibility", p. 119. Ishiyama,
"Theory of Optimum Currency Areas", p. 353-4. Tower and Willett,
Theo of Optimum Currency Areas, p. 49-50.
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members exchange rates apart®.

In the context of the sterling area, most members had
relatively open economies, measured in the value of foreign
trade to GNP and they shared a high volume of trade among
members relative to trade with the rest of the world. This
will be shown in Chapter III. Secondly, there was
relatively free movement of capital within the area and
there was a high degree of financial market integration in
both short and long term securities so there was ample
facility for capital flows to smooth short term balance of
payments disequilibria among members. The possible costs
to the UK economy of this financial integration will be
addressed in Chapter II and Chapter 1IV. On product
diversification, the members diverged. Thus, if the
theoretical considerations hold, it was more advantageous
for the diversified British economy to be part of a
currency area than the less developed overseas members
whose exports were concentrated in a few primary products.
Against this interpretation is the fact that the smaller
members of the sterling area also tended to have more
'open' economies which would benefit more from association
with a currency area. Finally, one of the essential
criteria of optimal currency areas is the coordination of
economic policy. This was the object of a series of
Commonwealth Economic Conferences and Finance Ministers!

Meetings which were the formal fora for the management of

6Ishiyama, "Theory of Optimum Currency Areas", p. 357-9.

Tower and Willett, Theory of Optimum Currency Areas, p. 15-16.
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the sterling area. Through these conferences, Britain
tried to coordinate first a common external trade policy
and later an internal deflationary policy for all members.
The degree to which these attempts were successful will be
considered in Chapter III.

The experience of the sterling area diverges from the
literature on currency areas in that the latter deals with
the situation of a country making a positive decision
whether or not to join such a system. This reflects the
emphasis on the theoretical potential for European union
rather than a historical/empirical analysis®’. To the pros
and cons of currency areas in the case of the sterling area
in the 1950s must be added the dismantling costs of the
existing system that had emerged gradually and the relative
cost of practical alternatives. This will be addressed in
Chapter VI. Also, the sterling area differed from most of
the scenarios in the literature in that the exchange rate
between the area and the rest of the world was fixed rather
than floating®®. Thus, the adjustment of the sterling area
as a whole was made less flexible and the need for adequate
central foreign exchange reserves was an over-riding
preoccupation of the management of the system.

With the achievement of most of the criteria discussed

5’THeller notes that the bias in the literature has been

"entirely theoretical in nature", "Exchange Rate Flexibility",
p.117. With a decade of experience of the European Exchange Rate
Mechanism under study, this bias is weakening.

*8Alternatively, it could be argued that the sterling-dollar

exchange rate was variable until February 1955 through the
fluctuating transferable sterling market.
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in the literature, the sterling area should have reaped the
theoretical benefits of a currency area. These include
economizing on reserves®, eliminating speculative capital
flows between members®® and increasing the usefulness of
money as a medium of exchange and a store of value, thus
taking advantage of economies of scale and reduced
transactions costs®’. More fundamentally, a currency area
must be judged on the extent to which it promotes the
economic goals of its members. In the case of the UK in
the 1950s these were price stability, full employment,
balance of payments stability and growth. The goals of the
rest of the sterling area focused more on growth and
development. The final chapter of the thesis will return
to an assessment of the sterling area as a currency area.

While the theory on currency areas gives some broader
context to the study of the sterling area, the main thrust
of this thesis is to provide an up to date and more
complete account of the economic relations among the
members of the sterling area and to draw some conclusions
about the impact of the system on other aspects of British
policy and on the range of alternatives dismissed along the
way.

The thesis is built around the three key relationships

of the sterling area system. Chapter II examines the

FTower and Willett, Theory of Optimum Currency Areas, p.
12-13. Ishiyama, "Theory of Optimum Currency Areas", p. 363.

801shiyama, "Theory of Optimum Currency Areas", p. 362.

¢'Ishiyama, "Theory of Optimum Currency Areas", p. 362.

Tower and Willett, Theory of Optimum Currency Areas, p. 6-8.
37



mechanics of movements in the sterling balances and their
implications for the British economy and British policy.
Chapter III examines the trade relationships of the
sterling area and British attempts to coordinate policy.
Chapter IV analyzes the long term investment flows from
Britain to the rest of the sterling area. The next two
chapters are more policy oriented. The first determines
how the sterling area inhibited British policy in other
spheres and the second examines the alternatives to the
sterling area and the process toward convertibility. The
final chapter draws the evidence together and concludes
that the role of the sterling area in British policy in the
1950s was both more complex and 1less important than

previous accounts have argued.
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Chapter II The Sterling Balances Problem

Britain's accumulation of enormous sterling liabilities
to the Commonwealth and Colonies profoundly affected the post-
war configuration of the sterling area system. In 1945, these
liabilities amounted to £3.6b, 65% of which was owed to
sterling area members as defined in 1950'. Immediately after
the war Britain failed to come to any lasting agreements with
her sterling area creditors despite American pressure to
settle the problem. The reasons for this are described fully
elsewhere?. It suffices for the present chapter to note that
there were complicated political reasons against unilateral
action by the UK either to cancel her debts or fund them.
Under the terms of the 1947 Anglo-American Financial
Agreement, the UK was under an obligation to fund, block or
cancel the balances and in August 1947 a partial blocking
arrangement was concluded with India, followed by similar
arrangements with Pakistan and Ceylon in February and June
1948. By 1950, despite a substantial rundown by India,
Pakistan and Ceylon (£568m between 1945 and 1949), British
sterling liabilities to the sterling area still amounted to

£2.6b or more than twice the level of UK foreign exchange

'UK_External Liabilities and Claims in Sterling: 1945-62 (01d
Series), Bank of England, 1968. I am deliberately excluding Egypt
from this analysis. Egypt left the sterling area in 1947, in part
due to her large sterling assets.

2 see for example, L.S. Pressnell, External Economic Policy
Since the War, Volume I, HMSO, 1986. '
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reserves in this year’. Because of the apparently fragile
ratio of reserves to liabilities, the problem of the sterling
balances was the most constant preoccupation of British
sterling area policy throughout the 1950s.

Most of this chapter will be concerned with identifying
what comprised the sterling balances, the mechanics of their
movements and their effect on the central reserves. The
conclusion that is drawn is that movements in the RSA sterling
balances did not pose a major destabilizing burden on the
central reserves. Changes in the ratio of reserves to
liabilities were more directly related to changes in the
British economy vis a vis the non-sterling area due to the way

sterling area sterling balances were accumulated and run down.

The analysis will also address the possible effects of
the sterling balances system on the Colonial holders of these
balances. There was a significant contemporary debate over
whether the Colonies were exploited by the sterling area
system and in particular by the accumulation of sterling
balances. This will be analyzed by looking at the British
attempts to accelerate Colonial development through
liquidating their sterling balances. The failure of this
policy suggests that the liquid part of the Colonial sterling
balances was relatively small and the resistance to

development originated in the conservative fiscal and monetary

SUK_External Liabilities, Bank of England, 1968.
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policies of the Colonial governments themselves.

II.A. Identifying the Sterling Balances

An analysis of the sterling balances by country or even
by type of fund should be a fairly straightforward procedure.
In fact, however, no published series exists of a complete
breakdown by holder or by type of fund for this period. The
preference in published sources has been for regional
groupings which include individual members of the RSA whose
balances followed very different pathsﬂ; The paucity of
published data is due in part to the reluctance of the Bank of
England and the Treasury to draw public attention to the size
of the 1liabilities relative to reserves and also to avoid
making details of individual members' holdings public in case
this should precipitate a spending spree’. The Bank of
England, furthermore, was reluctant to reveal detailed figures
which they received from RSA commercial and central banks to
the Treasury for reasons of customer confidentiality. As part
of the Monthly Report on External Finance, however, figures
for most sterling area members were calculated for meetings of
the Overseas Negotiations Committee. The éomplete quarterly

series is presented in Appendix I.

‘see e.g. Bank of England 1968 series or Memorandum on the

Sterling Assets of the British Colonies, Colonial Office Paper 298,
HMSO, 1953.

’Note from H. Brittain to T.L. Rowan HMT 11 May, 1953. PRO
T236/3352. ,
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The first important distinction to be made in an analysis
of the sterling balances is between the three major
geographical categories of holders; Colonies, Independent
Sterling Area (ISA) and Non-Sterling Area (NSA). Figure II.A.
shows the relative sizes of sterling area and non-sterling

holders and Figure II.B. shows movements in Colonial and

independent sterling area balances.

Sterling Balances of Sterling Ares,,

3 Non-Sterling Area, Total
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Figure II.A.
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SterI ing Ba Iances of SterI ing Area

Colon!e8* Independent Sterling Area
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Figure II.B.
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II.A.i. Colonial Sterling Balances

The value of Colonial sterling balances almost doubled
between 1950 and 1958 from £673m to £1.28b. As a result of
the Korean War boom between 1950 and 1952, Colonial sterling
balances increased by £400m in these three years. After this
rapid increase, the level of Colonial balances recovered and
grew fairly steadily by about £100m p.a. until the second
quarter of 1956. The drop in Colonial balances in 1956 was
due to the slump in many raw material prices which followed a
boom in industrial raw material prices in 1955. From the
second quarter of 1956, Malaya and the African Colonies
especially suffered from declines in the world prices for
rubber, tin, cocoa and copper®. After a fall in this quarter
of some £170m the level of Colonial sterling balances remained
fairly constant, declining slightly towards the end of the
period. By the end of 1958, Colonial sterling balances
accounted for about half of sterling area sterling balances
compared with 27% at the end of 1949.

A complete breakdown of Colonial sterling balances by
holder and type of fund is not available in published sources.
An estimation of the distribution by classes of funds and by

colony was, however, constructed by J.G. Littler in 1956 for

Scommonwealth and Sterling Area Statistical Abstract, No 78,
1957., HMSO, Dec. 1958.
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the Colonial Office in the est of Colonjal Statistics is
flawed by changes in the composition of the territories
included and by the grouping together of Colonies into
territorial groups rather than individual members®. Using
these two sources of data, however, a general picture of the
composition and distribution of the Colonial balances can be
determined. Figure II.C. shows the components of total
Colonial sterling balances for 1949-55 and Figure II.D. shows
the balances of these Colonies excluding the Gold Coast
(Ghana), Malaya, Singapore and Northern Rhodesia and Nyasaland
for 1956-58.

The largest component of Colonial sterling balances in
1950 was currency reserves. Colonial monetary systems were
based on 100% sterling backing for the local money supply. In
fact, most Colonies kept 110% reserves to allow for changes in
the value of their investments which were managed by currency
boards in London or by Crown Agents for the Colonies. Because
of this statutory link to sterling, currency reserves tended
to grow directly with Colonial money supplies and therefore
with the size of Colonial economies. With the raw material
boom of 1950-52, therefore, currency reserves grew from £236m

at the end of 1949 to £363m by the end of 1952°, an increase

8pigest of Colonial Statistics, Colonial Office, HMSO, London.
‘Littler, Treasury Paper, 2 March 1956. PRO T236/3562.
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of 54% in three years. Those Colonies whose currency reserves
grew fastest were, not surprisingly, those that benefited most
from the Korean War boom. These included Malaya, whose tin
and rubber trade generated an increase in currency reserves of
£22m between 1950 and 1952 and Nigeria with an increase of
£25m. As a proportion of total Colonial sterling balances,

currency reserves declined from 36% at the end of 1949 to 32%

in 1958.

Sterling Balances of Colonies

430 By Type of Fund 1956-1938

1956 1957 1958

Year
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Figure III.D.

Government reserves accounted for 32% of Colonial
sterling balances in 1950 but grew to 42% by the end of 1955
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declining to 33% by 1958. These in turn were divided into
general reserves and special funds. General reserves were
mainly the result of budget surpluses due to substantial
government taxation of exports combined with a conservative
spending policy. In Nigeria, for example, government taxation
between 1948 and 1962 averaged 35% of the fob revenue of
cocoa, 48% of palm oil, 42% of palm kernels and 52% of
groundnuts'®. In turn, the government ran budget surpluses
averaging almost £5m p.a. from 1950-58 or 10% of government
revenue'l, By 1955 Nigeria had accumulated government
reserves (including special funds) amounting to a total of
£107.4m or twice as much as annual government expenditure
compared with only £30.1m at the end of 1949'2, The Gold
Coast and Singapore were in a similarly 1liquid position.
Malta and Uganda had reserves three times their annual
expenditure, Brunei twelve times and Hong Kong 150%'. For
the Colonies as a whole, government general reserves grew from
£60.4m at the end of 1949 to £346.6m at the end of 1955.

The motives behind this dramatic accumulation of

government assets are uncertain. Part of the Colonial

s.0. Olayide, D. Olatubosun, S.M. Essang, Nigerian Foreign

Trade and Economic Growth 1948-64, University Press Ltd., Ibadan,

p. 83.
“ibid., p. 84.

'2nThe Pattern of Colonial Sterling Assets and UK Sterling

Liabilities to the Colonies" by J.G. Littler, 2 March 1956. PRO
T236/4253.

Bipbid.

48



governments' conservative reserve policy was attributed to
potential instability in revenue due to fluctuations in raw
material prices and undeveloped local money markets'. 1In
1953 a Working Party of Bank of England and Treasury officials
endorsed the Colonial policy of accumulating four to six
months' revenue in reserve each year for these reasons. 1In
fact, however, the fears of the Colonial governments of a
collapse in revenue were not realized and general reserves
continued to increase in every year of the period. That this
very conservative approach to expenditure persisted to the end
of the 1950's, while the Colonial governments had not been
obliged in any year to run down these large reserves, suggests
some accumulation for accumulation's sake as well as a
response to a real risk of fluctuations in the international
economy .

As well as general reserves, the Colonial governments
controlled a series of special funds. These included
statutory sinking funds for government loans, post office
savings bank funds, pension funds, renewal funds, development
funds and various other reserves for specific purposes. There
was a considerable increase in this category of government

balances, the total rising from £150m in 1949 to £264m by

“Working Party on Colonial Sterling Assets, Report on the
Financial Aspects of the Assets, 4 Sept. 1953. PRO T236/3562.

Yipid.
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1955%, The largest categories were post office savings bank
funds (£78m in 1955), sinking funds (£38m in 1955) and
development funds (£68m in 1955)'7. The savings bank funds
increased with export earnings and therefore with the fortunes
of the market for raw materials. The growth in sinking funds
reflected the increasing volume of loans from the UK.

Most development funds were established in 1951 with the
proceeds of the raw material boom and they continued to
accumulate at least through 1955. The distribution of
government funds specifically ear-marked for development is
presented in Table II.A. Colonial development may have been

Table II.A.
Colonial Government Development Funds

£M

1949 1950 1951 1952 1953 1954
Gold Coast 0 0 8.0 10.5 13.6 24.0
Uganda 1.3 0.7 0.5 4.5 10.9 10.0
Singapore 0 0 0 0 5.8 9.0
Hong Kong 0 ) 0 4.5 4.5 8.0
Nigeria 0 0 1.0 7.7 6.9 8.0
Cyprus 0 0 1.8 2.2 2.6 3.5
Tanganyika 0.7 1.8 3.0 3.9 2.1 2.5
Kenya 1.0 2.3 4.2 8.5 7.0 2.0
Bermuda 0 0 0.2 0.3 0.5 0.9
Zanzibar (0] (0] 0.1 0.1 0.2 0.3
Total 3.0 5.2 18.8 43.2 54.1 68.2

Source: "The Pattern of Colonial Sterling Assets and UK
Sterling Liabilities to the Colonies" by J.G. Littler 2
March, 1956. PRO T236/4253.

retarded at the beginning of the period by shortages of
capital goods supplies and technical assistance from the UK.

This excuse, however, should have weakened as the decade

“rittler, 'The Pattern', 2 March 1956. PRO T236/4253.

7ipid.
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progressed and the supply problems associated with rearmament
worked their way through the British economy. The reason why
the Colonies accumulated such surpluses rather than spending
them on development will be discussed later in this chapter.

The two remaining categories of Colonial sterling
balances also grew in response to the trade fortunes of the
Colonies. Funds with British banks operating in the Colonies
accounted for 23% of Colonial sterling balances in 1950 and
19% by 19588, These were comprised of the reserves and
working balances of these banks, held in London primarily as
British Treasury Bills. They were determined, then, by le&els
of deposits, liquidity policy and working balances required
for trade. In this way they were linked to British banking
practice and the fortunes of Colonial trade.

The final category of Colonial sterling balances was
marketing board assets which accounted for 7.5% of Colonial
sterling balances in 1949, 8% in 1955 and 6% by 1958. Raw
material marketing boards were most prominent in the West
African Colonies of the Gold Coast and Nigeria where they
accounted for about 25% of thése Colonies' sterling balances.
Cocoa marketing boards were set up in the Gold Coast and
Nigeria in 1947 and Nigerian palm oil, groundnut and cotton
marketing boards followed in 1949. The purpose of the boards
was to stabilize producer prices given the volatile

international market for these products. The boards fixed

Bcolonial Digest of Statistics, 1959.
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producer prices, prescribed grades for production, appointed
buying agents and sold the product on the international
market.

The sterling assets of these boards are shown in Figure

IT.E.19. They absorbed most of the profits of the raw

Colonial Marketing Board Assets
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Figure II.E.

material boom of 1950-51 and largely maintained these assets

I9The figures include some miscellaneous official funds but are
primarily marketing board assets.
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through to the end of the 1950's. The amount of assets owned
by Colonial marketing boards was the same in 1957 as in 1952,
immediately after the Korean war boom. The marketing boards
themselves, then, appear to have been subject to the same
cautious spending policy as Colonial governments.

When the marketing boards were set up, it was established
that the profits generated by their transactions would be
allocated primarily for price stabilization and secondarily
for development and research related to improving the
production or distribution of their product. By 1952, all of
the Nigerian marketing boards had given responsibility for
managing their development projects to the Nigerian Regional
Development Board?®. According to a formula accepted by each
Nigerian marketing board, they allocated 22.5% of their
surplus for that year for development projects and 7.5% for
research projects managed by the Regional Development Board.
The remaining 70% of the profits were designated for
individual product price stabilization funds?®'. 1In 1950 the
Nigerian Palm 0il Produce Marketing Board furthermore
guaranteed a minimum £800,000 contribution in any year. The
Gold Coast Cocoa Marketing Board did not follow such a formal

development programme, instead it periodically provided loans

20The Nigerian Groundnut Marketing Board and 0il Palm Produce

Marketing Board allocated their development funds to the Regional
Development Board from 1949.

2iThe Nigerian Cotton Marketing Board did not allocate a fixed

sum to the Regional Product Development Boards. Instead it took
part in cotton-related projects on an ad hoc basis. '
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to the Colonial Government for particular development
projects. The development funds allocated by the marketing
boards from 1950-1958 are shown in Table II.B. In 1954
the product-specific marketing boards of Nigeria were absorbed
into three regional marketing boards which loaned

Table II.B.

West African Marketing Boards
Contribution to Development

£M
1950 1951 1952 1953 1954 1955 1956 1957 1958

Nigeria

Groundnut 2.8 1.7 1.6 1.2 1.4

0il Palm 1.7 3.2 2.1 0.8 0.8

Cocoa 0.5 0.6 0.4 0.1 1.7

Cotton 0.4 0.3 0.2 0.7 0.3

Eastern Region 1.2 0.2 2.2 1.6
Western Region 6.8 4.8 0.8 1.3
Northern Region 2.1 0.5 1.2 0.3
Total 5.4 5.8 4.3 2.8 4.2 10.1 5.5 4.2 3.2
Gold Coast

Cocoa 2.2 3.5 4.0 2.4 2.0 0.3

Source: Annual Reports of the Nigerian Groundnut Marketing
Board, 0il Palm Produce Marketing Board, Cocoa Marketing
Board, Cotton Marketing Board, Eastern Region Marketing Board,
Western Region Marketing Board, Northern Region Marketing
Board and the Gold Coast Cocoa Marketing Board.

substantial sums directly to the Nigerian government and to
regional development corporations. In 1955 the new regional
boards accepted an obligation to contribute a total of £14m to
the Nigerian government's loan. programme for large scale
development schenes. Over the nine years, these Nigerian
marketing boards contributed over £45m to local development
and amassed general reserves of £73.4m.

The limiting factor in the marketing boards' contribution

to development seems to have been that the annual allocations
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were related to annual surpluses and not to the 1level of
reserves. Thus,' the contribution to development in 1950
amounted to 10.6% of reserves but in 1958, when prices were
falling, the contribution amounted to only 4.0% of reserves.

After 1951, the Gold Coast Cocoa Marketing Board stopped
adding to its price stabilization fund (it was stable at £51m
until 1957) and took up substantial amounts of 1local
government securities including over £6m worth of 1local
railroad and harbour development securities in 1954-55 and £2m
worth of a general Development loan in 1956. The Gold Coast
contribution to local development in Table II.B. excludes the
contents of their own Rehabilitation Scheme Fund which spent
about £10m on Swollen Shoot disease over the period. From
1950-1958 the Gold Coast Cocoa Marketing Board spent over £14m
directly on development and accumulated a stabilization fund
of £45m of which £33.7m was invested in British government
securities.

Altogether, Colonial sterling balances represented an
increasing proportion of total éterling area 'steriiﬁg
balances, rising from 30% at the end of the war in 1945 to 54%
by 1958. About half of the Colonial balances were held in
East and West Africa where marketing boards exaggerated the
effects of the raw material boom on sterling holdings. The
Gold Coast and Nigeria alone held 30% of Colonial sterling
assets in 1956. The share held by the Malayan area increased

slightly to one quarter by 1958 while the West Indies and Hong

55



Kong each held a constant proportion of aioout io%. The
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