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Declines in transferable and security sterling have accompanied
the decline in spot sterlinge Transferable sterling was quoted at a aut. ;
$2,77-1/16 at the end of July, $2,76-1/2 at the end of August, $2,
at the end of September and at $2,72-1/2 on November 9, The comparative

quotations for security sterling were $2,73-1/2 at the end of September

and $2.,72-1/l; on November 9,

The weakness of transferable sterling has been particularly
pronounced since September and has been attributed to the relaxation of
European restrictions on exchange transactions and on dollar purchasess
Transferable sterling has "felt the effect of commercial demand for
dollars, a demand accentuated this year by the operations of Continental
importers of dollar goods and commodities," 1/ In addition, Germany's
recent unfreezing of blocked mark balances held by foreigners may have
resulted in capital withdrawal into transferable sterling and then into
dollars., The weakness in security sterling seems to reflect the declines
in transferable sterling since there is a general tendency for the security
and transferable sterling markets to move together.

Two rates for sterling

At present, Britain maintains both a fixed and a "floating"
dollar rate for the pound sterling, The "floating" pound rate, reflected
in the discount quotations for transferable and security sterling, is
being used for current and capital transactions between Europe and North
Americas The ease with which forelgners can use sterling for any type
of transaction not requiring direct British authorization means that the
present halfway house to full convertibility is functioning smoothly.

For example, funds can be switched between security, transferable and
spot sterling and dollars and gold; it is also possible to obtain forward
quotations on discount sterling as well as on convertible sterling,

Such flexibility in the use of sterling has attractions for
foreigners and, in view of the minimal risks, also for the United Kingdoms
For example, the United Kingdom is able to maintain a fixed rate for
merchandise imports and exports and a fluctuating rate for capital and
service transactions by foreigners. 1In addition, Britain has undertaken
no irreversible commitment, as would be invelved in establishing converti-
bility; its liability to purchase sterling for gold or dollars under
present arrangements is rather limited,

1/ Financial Times (London), October 18, 195L, page L.
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, The freedom granted foreigners to use transferable sterling
could create difficulties for the United Kingdom only if the discount
on transferable sterling were to decline sufficiently to make commodity
shunting on a substantial scale attractive. This would require a dis-
count of at least 5 to 10 per cent, depending upon the commodity and the
countries involved, if Britain's 1949 experience with discount sterling
is taken as a valid precedent, Thus far, the largest discount has been
about 2 1/2 per cent,

Should the discount widen sufficiently to make commodity shunt-
ing attractive once again, the United Kinzdom would be confronted with a
serious threat to the existing exchange structure, The relaxations in
exchange regulations instituted in March 195l effectively preclude the
possibility of supporting a weakening transferable sterling through
extensive administrative regulations by the United Kingdom and, upon
British request, by foreign monetary authorities, Consequently, the
United Kingdom might well be farced to decide whether to intervene
actively to support a falling transferable pound by substantial market
purchases against dollars, The only possible alternative would seem to
be the abandornment of the recent exchange relaxations and a return to
the pre-1954 system of restrictions -- a major reversal of basic economic
policy with serious effects on the entire domestic and international
economic and political situation,

However, if the monetary authorities attempted to support the
transferable pound by market purchases, the United Kingdom would have in
effect convertibility for foreign-held sterling into dollars or into gold
at dual (and partly fluctuating) rates of exchange in a market where the
United Kingdom itself would be a significant supplier of dollar exchange,
Such purchases would not only involve a direct drain on Britain's foreign
exchange reserves but might also raise the question of whether they would
not violate the restrictions against multiple currency practices in the
Artlcles of Agreement of the International Monetary Fund, 1/

In the meanwhile, the United Kingdom has contimied to reduce
controls over payments and trade. In October the basic allowance for
personal trovel in non-dollar countries amthoritzed under the exchange
regulations was doubled and legacies to nn-residents largely freed from
the restri~vions on capital transfers, These measures indicate that the
British authorities are taking advantage of the current stability of ster-
ling to make further progress in freeing the pound as an international
currency and, hence, in preparing the way for the ultimate full converti-
bility of sterling,

1/ Article VIII, Section 3 prohibits a member country from engaging
T in "multiple currency practices" except as authorized by the Fund,
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