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Fortunately, the strength of transferable sterling since March 22,
1954, when the British withdrew a number of their exchange restrictions,
suggests that Day!s fear of a serious capital flight from Europe is inapplie-
cable under current conditions, Under the new regnlations, the European
resident no longer runs counter to Britain's controls when he sells trans-
ferable sterling to another resident of a transferable~account country for
dollars at either the official var or at free market prices since transferable
sterling may be used fer capital as well as current payments and foreign
central banks are no longer requested to rolice the use of such sterling,
Despite these relaxations, transferable sterling has remained in the free
marke ts outside the United Kingdom at around $2,79 even though Europeans
are now free to obtain dollars for their current sterling accruals through
the foreign exchange market,

Since early 1952, the British authorities have been successful
in maintaining the value of the pound; they have done so by depending not
upon its inconvertibility but upen its scarcity and usefulness., They have
demonstrated that the pound beccmes strong when the sterling countries are
able, through their own policies, to maintazin a strong balance-of-payments
position with the outside world, The burdens which Day thinks Britain would
have to shoulder if the pound became convertible follow from his preoccupa—
tion with the general dollar problem and his failure to recognize that the
policies of the sterling countries have a great deal to do with the strength
or weakness of sterling in the exchange market. He does not seem to consider
it.possible for the British countries themselves to maintain a strong pound
through their own efforts,

Prospects for a liberal payments system

Two coincident tendencies which have dominated recent developments
in the world economy suggest that prospects for a lihberal payments system
are hardly as unfavorable at this time as they may have scemed at the time
Day was writing his becke In the first place, the Sterling Area as a whole
achieved a surplus in its balance of payments with the rest of the world
and specifically with the Dollar Area during 1953, Secondly, there has
been a marked movement toward balance in tne accounts of the United States
since 1952,

During 1953, the United Kingdom itself was able to achieve virtual
balance in its gold and dollar position (if its gold purchases are deducted
from its defieit on direct transactions), compared with large deficits during
1951 and 1952, as may be seen in Table I, There has been a striking improve-
ment in Britain's own trade balance with the United States: exports in 1953,
for example, were nearly 38 per cent above the 1950 volume. The Rest of the
Sterling Area increased somewhat ils sustained dollar surplus, largely
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reflecting lower purchases by the independent members and larger raw material
sales by certain British colonies to this country, The United Kingdom also
reported a surplus for the Sterling Area as a whole in dollar payments with
the non-dollar, non-sterling world in 1953 compared with deficits in 1952 and
1951; the shift of the sterling countries from deficit to surplus in the
European Payments Union is primarily responsible for the big swing in this
category of payments,

Table I

Sterling Area: Analysis of Gold and Dollar Payments, 1951-1953

(In millions of dollars)

1951 1952 1953 a/
Is United Kingdoms
ls Imports (feocba) 2,079 1,694 1,445
2 Exports 1,102 1,150 1,218
3¢ Trade balance - 977 ~ 500 - 197
e Service balance -_2h2 - 277 - 99
5s Current balance -1,219 - 821 - 296
6e Capital (net) , - 302 + 2 + 60
7« Total balance 1,521 ~ 015 - 236
Ile« Rest of Sterling Area:
1. Trade transactions + 365 - 4o + 2Lho
2, Other direct transactions «~ 77 + 146 -~ 25
3e Gold sales to U, Ke + 218 + 201 + 221
Le Total balance + 506 + 307 + 136
ITI, Other dollar transfers:
1, With EoP.U. - 107 ~ L82 + 50
2, With rest of world - 60 + 15 + 128
3e¢ Total transfers - 107 - Uo7 + 178
IVe Net gold and dollar balance -1,182 -~ 919 + 378
Ve Ue Se and Canadian aid 217 430 29l
VIe. Change in gold and dollar
reserves - 965 ~ 1489 + 672

a/ Preliminary

Source: United Kingdom Balance of Payments 1946 to 1953, Cmd. 9119,
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The marked movement toward balance in the United States accounts,
which has paralleled the overwall improvement in the Sterling Areats posi-
tion, is recorded in the sharp drop in the United States export surplus
within what is called the "private sector" in Taole IT, which is defined
to include all transactions except government military spending abroad and
loans and grants, 1/ This improvement is due to heavier U, S. payments to
the world (mainly For merchandise imports and on freight and tourist account)
and not due to a drastic slash in exports: between 1948 and 1953, for example,
United States payments expanded by 47 per cent and our receipts from abroad
by about L per cent,

The reduction during 1952 and the elimination during 1953 of what
is called the “residual dollar gap" in Table II was due primarily to rising
Government expenditures abroad, including off-shore procurement and spending
out of troop pay., United States financial assistance also contimued in the
form of both loans and grants, but during 1953, for the first time in the
post-war period, the growth in reserves actually slightly exceeded United
States financial assistance, While governuent spending and financial assis-
tance have provided an important component of the world's dollar supplies,
the current trend toward balance would not necessarily be interrupted if
some of this spending were curtailed, In the first place, under the grant-
aid programs a heavy volume of pipeline supnlies would be available to
cushion even a drastic ecut in apprepriated funds, On the other hand, cuts
in government spending would free capacity in the machinery and engineering
industries of foreign countries where a sizeable portion of current expendi-
tures 1is directed; these products continue to be in demand in world markets
and other foreign outlets might be found for output released by a cut in
United States requirements, 1In addition, it should be recognized that govern—
ment expenditures ought not to be treated differently from other categories
of external payments: while sudden changes in any type of receipts might
upset a trend toward economic balance, the rest of the world ought to be able
to take in their stride a gradual annual change in these payments just as it
would have to adjust to fluctuations in othe. xinds of income, Finally, our
government expenditures are important sources of dollars only for a handful
of countries. Several of them have a sufficiently strong external position
to absorb the shock of complete termination of these payments; other countries
are in over-all payments difficulties despite these receipts and will in any
case have to adjust their policieses Adjustment problems are serious only for
a limited number of countries and they would not necessarily create dollar
difficulties for the rest of the world,

Recent tendencies toward balance and stability in the world econonmy
have been associated with more restrictive monetary policies within the ster-
ling (and European) countries and with an impressive import performance by
the United States, It is not necessnry to assert that this trend will con-
tinue without interruption in order to point out that, for the first time

;/ A full discussion of thgse developments will be found in "United States
Balance of Payments In 1952-53", Federal Reserve Bulletin, October 1953,
pages 1-9,
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in the post-war period, the achievement of a more liberal world payments
system seems to be a distinct possibility, Now that this progress has in
fact been achieved, perhaps it is out of date to be as pessimistic about
the prospects for a freer payments mechanism as is our author. Day himself
might readily agree, at least in theory, that his proposed Payments Union
is inferior to general currency convertibility as a payments mechanism to
facilitate the economic integration of the Free World; perhaps he might
even be prepared to concede that it would be umwise to take action which
might disturb this marked trend toward freer payments arrangements, evident
during the past 18 months, until the strength of recent tendencies toward
economic balance has been more fully tested,

These favorable developments may lead us to reject Day's negative
prognosis about the prospects for a liberal payments system; but they must
not be allowed to obscure the uncertainties and difficulties which must be
overcome if general currency convertibility is to be maintained within the
Free Worlde As Day rightly points oute

The serious costs of convertibility are the
continuing ones and the ones which may arise
in periods of difficulty after a successful
establishment of convertibility, 1/

The difficulties faced by the United Kingdom in maintaining a convertible
currency are par ticularly serious, In its export efforts, Britain is con-
fronted with continuous competitive pressures from the Dollar Area and,
increasingly, from certain other countries, In addition, it is uncertain
whether the outer sterling countries can be counted on to maintained stabi-
lity in their individual accounts in view of the loose nature of sterling
area financial arrangements, the absence of incentives toward current
balance within the sterling system, and the wide fluctuations which have
marked the post-war period, The British authorities, in cooperation with
those of the other sterling countries, will have made their major contribu-
tion to a stabler Free World economy if they demonstrate that they can cope
with these dangers, Yet these difficulties can hardly be considered special
burdens of convertibility, because the United Kingdom would still have to
face them even if Day's proposal were acceptede Until the Sterling Area
authorities have demonstrated that they can cope with them, it is difficult
to agree with Day's major tenet that the prospects for maintaining a conver-
tible pound can be held to depend primarily upon economic factors outside
the responsibility of the sterling countries themselves,

1/ Day, ops cite, page 137
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