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FOREWORD
The greater part of this book consists, in revised form, of part of 
a doctoral thesis entitled ‘The Dollar Pooling Arrangements of 
the Sterling Area’, accepted by the University of Cambridge in 
1953. The work on this thesis was carried out under the super­
vision of Professor Sir Dennis Robertson of Cambridge and 
Professor Wilfred Prest of the University of Melbourne. I am very 
conscious of my debt to both for their help and encouragement. 
And I owe it to the Ritchie Research Fund of the University of 
Melbourne that it was possible for me to carry out a year of this 
work in Australia.

Ihe latter part of the book — and the revision of the whole 
of it — consists almost entirely of work done while holding a Re­
search Fellowship at the Australian National University. During 
my time at Canberra I have benefited greatly from the helpful 
comments and encouragement of members of the staff of the Aus­
tralian National University, especially of Mr L. G. Melville, the 
Vice-Chancellor, of Professor T. W. Swan, Professor of Econo­
mics, and of Mr Leicester Webb, Reader in Political Science.

I wish also to acknowledge my indebtedness to many public 
servants and central bank economists — especially in Australia, 
New Zealand and Ceylon — whose positions make it impossible 
for me to mention them by name. And there are academic econo­
mists far too numerous to mention from whom I have derived 
many ideas (consciously or otherwise) in the course of discussions 
with them; if any of them find such ideas expressed here without 
acknowledgment at the appropriate place, I trust they will pardon 
the oversight. Of these academic economists I would especially 
mention my Ph.D. examiners, Professor R. F. Kahn and Professor 
B. Tew, who have both made very helpful comments, as has Mr 
W. B. Reddaway.

Finally, I would express my debt to Mr Norman Macrae of 
The Economist and The Banker; I find it impossible to assess ex­
actly how much I gained from discussions with him over the ten 
months during which we shared the same office, but I am certain 
that my debt to him is very considerable.
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I have naturally put my own construction upon the comments 
and suggestions that have been made to me by all of these. For this, 
of course, and for the conclusions I have drawn from their remarks, 
I accept full responsibility.

J. O. N. Perkins

November, 1955
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INTRODUCTION
The years following World War II saw various attempts to work 
towards the restoration of world-wide multilateralism of trade and 
payments, notably in the establishment of the International Mone­
tary Fund and through the negotiations under the General 
Agreement on Tariffs and Trade, and also towards the formation 
of an International Trade Organization — which never came to 
fruition. But the limited success of these approaches to the freeing 
of world trade and payments throws into stronger relief the success 
that is generally considered to have been achieved over a more 
restricted area by the sterling system and the European Payments 
Union. But. did the very success of these institutions prejudice the 
success of the efforts of larger groups of countries to free trade 
and payments over a wider area? And, if it did so, would the 
economic welfare of the participating countries, or of the world 
as a whole, have been greater if the energy that had been devoted 
to making the sterling and EPU systems work had gone into the 
efforts to free trade and payments on a world-wide plane?

Any answers to such questions must be purely speculative; for 
one can only guess at the nature and probable degree of success of 
any alternative system of world-wide multilateral payments that 
might have been erected. But such questions may be usefully 
kept in mind while attempting to assess the worth of regional pay­
ments institutions; and the question of the contribution that the 
latter made to the wider objective is clearly important if one is 
attempting to draw from the experience of the sterling area and 
the EPU lessons that might usefully be applied to the more general 
problem of world payments.

An appraisal of these two regional1 payments systems has, then, 
two main purposes: the first, historical, to assess whether (and if 
so in what ways) they contributed to re-building the trade and to 
raising the real income of the countries concerned and of the 
trading world as a whole; the second, prescriptive, is to consider 
whether such institutions may have a part to play in the future — 
in particular, in a world of more freely convertible currencies than

1 ‘Regional’ is used in this connection to mean ‘less than world-wide*.
ix



X INTRODUCTION

that which was the setting for these payments systems. Even if 
by the time these words are read the degree of convertibility of 
currencies is such as to make the past operations of the sterling 
area and the EPU seem of little practical relevance, there are still 
useful conclusions of a very general importance to be drawn from 
their history; and, moreover, it is important to consider how such 
institutions should be modified if in future it becomes necessary 
to retreat somewhat from a world-wide multilateralism towards a 
greater degree of regionalism (even if the ‘region’ be that of the 
whole non-dollar world) in the face of an intensification of the 
dollar problem of the non-dollar world.

This work places the main emphasis upon the discussion of 
certain aspects of the sterling area that are most directly relevant 
to these objectives. The European Payments Union is discussed 
more summarily, and with three main purposes: first, to draw 
comparisons between its main features and those of the sterling 
area; second, to analyse the indirect effects of the sterling system 
through its payments nexus with the EPU and the other monetary 
areas attached to it, which together covered a very important part 
of the whole trading world; and third, because any extension of 
the principles embodied in the sterling system to a wider group of 
countries would be possible only if proper application were made of 
the lessons to be drawn from the experience of the EPU — 
relating as it did to a group of countries not pooling their reserves, 
and politically less closely akin to each other than were the mem­
bers of the sterling area. It is, however, true that the European 
countries that were the full members of EPU are more similar to 
one another in their economic structure than are the countries in 
the sterling group.2 In these and other respects the experience of 
the two systems is complementary; and any consideration of world 
monetary problems should hold in a proper balance the lessons 
that may be drawn from the history of both.

At the time of writing, the intention of the member governments 
of the Organization for European Economic Co-operation seems 
to be that the European Payments Union shall be brought to an

2 In that the United Kingdom’s economy is far more dissimilar from 
the economies of the other sterling countries than is that of any one Western 
European country from its fellow members of the Organization for European 
Economic Co-operation (OEEC).
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end by June 1956. One factor leading to this decision is that the 
United Kingdom and certain other European countries have ex­
pressed the intention of making their currencies fully convertible 
into dollars as soon as possible. For the United Kingdom, at least, 
this means that their currencies when held by non-residents will 
no longer be subject to limitations upon their convertibility (es­
pecially into dollars — the only limitation now remaining) such 
as have prevailed in recent years. One may well doubt the desira­
bility — and perhaps the practicability — of retaining, at any rate 
permanently, appreciable dollar import restrictions upon goods 
imported into the sterling area when non-sterling countries receive 
the right to use their sterling to buy dollar goods without any 
limitation. It may therefore be argued that this virtually means 
that the sterling area system of dollar import controls as it has 
operated in the post-war period is intended to come to an end. 
That is to say, it is apparently intended that the limitations 
upon the use of sterling, by countries inside as well as outside the 
area, shall be removed in the reasonably near future.

This, therefore, seems an appropriate juncture to look back 
upon the main aspects of the sterling area since 1945 and of the 
European Payments Union; to assess their contribution to the re­
building of international trade and to consider how the lessons that 
can be learned from them might be applied in the future. These 
two payments systems have both financial and commercial aspects; 
and the two aspects are very closely intertwined. It is primarily as 
international monetary institutions that they will be considered 
here. The commercial policies that accompanied the international 
monetary co-operation of countries belonging to the two groups 
will be referred to mainly in order to illustrate the implications 
of the financial arrangements in the field of trade policy. The 
justification for this approach is that these are the aspects of com­
mercial policy most directly relevant to a discussion of what sort 
of payments ‘clubs’ (if any) might be found desirable in con­
ceivable future situations and what form they should take. It does 
not deny the importance of co-operation in matters of commercial 
policy as a subject in itself; but an adequate treatment of the 
commercial policies of the sterling countries and of the Western 
European countries would demand a separate book. It is, then,
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primarily as monetary institutions that the sterling area and the 
EPU are examined in what follows; trading arrangements are 
discussed only in so far as they throw light upon the working of 
these payments systems as such, or in so far as they sprang directly 
from the payments arrangements themselves.

The Genesis of the Payments Systems
In the 1930’s each of the main European (and other) currencies, 

including sterling, was convertible into the other main currencies, 
including dollars. Before the abandonment of the gold standard 
they were convertible at a fixed and stable rate; after each of them 
left the gold standard they were convertible at the day-to-day rate 
prevailing in the foreign exchange market (in which, of course, 
official dealings played their part by affording some support mainly 
in order to reduce the instability of the international value of most 
countries’ currencies). Although payments and trade restrictions 
became increasingly widespread, the Commonwealth countries 
constituted an area of relatively stable trade, and the sterling 
group — of varying membership and consisting of countries with 
varying degrees of attachment to sterling — formed a bloc of 
relatively stable currencies and of relatively free payments.

After the outbreak of war in 1939, the extent of the convertibility 
of the main currencies was gradually, but strictly, limited; the 
general adoption of exchange control made it possible to prevent 
acquisition of foreign currencies by a private citizen except for 
approved purposes; and the use to be made of scarce currencies 
— especially dollars, the currency of the richest non-belligerent in 
the early days of the war — had to be strictly controlled in order 
to ensure the most efficient prosecution of the war, despite the 
assistance afforded by Lend-Lease when it began.

The rights of non-residents to acquire a country’s currency 
were also closely controlled, but as various non-belligerent coun­
tries were able to insist on payment in dollars or gold the importance 
of conserving dollars was scarcely less after the United States 
entered the war, although dollar payments no longer had to be 
made to that country. To this end, and in order to make the 
best use of available shipping, the sterling countries pursued a 
fairly closely concerted dollar import policy; in short, they accepted
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some de facto limitation upon the purposes for which the monetary 
authorities of the various sterling countries converted their sterling 
into dollars.

The end of hostilities brought payments problems that were 
hardly less serious; indeed, the cutting off of Lend-Lease (or 
‘Mutual Aid’ as it came to be called) presented new and severe 
difficulties of dollar payments. Both the sterling area, as it had 
operated in recent years, and the European Payments Union were 
products of the disruption of world trade and payments arising 
out of the war — though it is true that the war had accentuated 
underlying maladjustments present even before 1939. It is not 
intended here to add to the many excellent analyses3 of the dollar 
problem for the sterling area and the non-dollar world in the years 
after 1945. In the present context, the important and inevitable 
conclusion from any such analysis is that it was essential for the non­
dollar world (in particular, the sterling area and Western Europe) 
to reduce its dependence upon supplies from the Western hemi­
sphere and to expand its dollar earnings; for the non-dollar world's 
holdings of dollars had been severely reduced by the war (especially 
in terms of what they would buy), and the production of many 
commodities essential to the non-dollar world was now heavily 
concentrated in the Americas. Accordingly, the non-dollar countries 
continued to limit severely the rights of their residents to spend 
dollars — the sterling countries, at least, continuing the use of 
the exchange control machinery they had developed during the 
war. The purchase of dollar goods was generally subject to a strict 
licensing procedure, and the payment of dollars for services was 
also strictly controlled, whilst capital transactions that might involve 
the loss of dollars were almost invariably prohibited. At the same 
time, the rights of other countries to turn their holdings of the 
main non-dollar currencies into dollars were severely limited.

Within the sterling area (and the group of countries most closely 
linked to it), countries accepted payment from each other in 
sterling; between most other countries (and between them and the 
sterling area), the extent to which settlement was made in gold or

3 For example, The Sterling Area, by A. R. Conan (MacMillan, 1952); 
The Sterling Area — an American Analysis, by the E.C.A.; ‘Imbalance of 
International Payments’, by R. F. Harrod (I.M.F. Staff Papers, April, 1953).
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dollars depended upon payments agreements between the pairs or 
groups of countries concerned: and a network of such agreements 
sprang up in the immediate post-war years. The dollar-pooling 
arrangements of the sterling area were devised to regularize the 
principles upon which members drew on the central reserves of 
gold and dollars, which were held in London. The European Pay­
ments Union was devised to economize in gold by reducing the 
extent to which it had to be used in settlements among the Western 
European countries (and their oversea monetary areas), and to 
stimulate their mutual trade (and so the extent to which they 
might produce dollar-saving goods for each other) — which was 
in danger of stifling in the strait-jacket imposed upon it by the 
network of bilateral payments agreements4 and by the only slightly 
less unsatisfactory Intra-European Payments Agreements. Both 
payments systems, then, evolved in directions that could be expected 
to relieve in some degree the shortage of gold and dollars from 
which member countries were suffering; a main objective of both 
was to put the available supplies of dollars to the best use; both, ac­
cordingly, limited (whether de jure or de facto) the extent to which 
members could convert their credits with other members (or with 
the world as a whole — in the case the sterling countries5) into 
dollars. And both were characterized also by the efforts of their 
members to see that their trade amongst themselves did not suffer 
more than necessary from the relative lack of gold and dollars.

The intention of the present work is, first, to examine the nature 
and effects of the dollar-pooling arrangements of the sterling 
countries — which limited, in effect, the extent to which their 
sterling was converted into dollars — and secondly, to consider 
the payments arrangements of the sterling area with non-sterling 
countries. (These arrangements limited the degree to which non­
residents, that is, residents of non-sterling countries, could convert 
sterling held by them into gold or dollars or into other currencies.) 
Thirdly, there will be some discussion of the main lessons that may

i These were based on a bilateral balance of imports and exports between 
pairs of countries, and so greatly reduced the volume of intra-European trade 
compared with what a multilateral payments system would have made 
possible.

5 For a credit earned anywhere by a sterling country almost invariably 
resulted in a rise in its sterling balances — and so in its right to draw upon 
the central reserves.
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be drawn from the operation of the European Payments Union 
from the viewpoint of international monetary co-operation. The 
final chapters are concerned with the possible future role of pay­
ments systems of these or similar types in a world of more fully 
convertible currencies; and, in particular, with the ways in which 
the EPU and sterling systems might be modified to make them 
more effective means of international economic co-operation.



I

PRINCIPLES OF
OPERATION OF THE DOLLAR POOL

The pooling of the dollar earnings of the sterling countries arose 
naturally from their practice of holding their unspent oversea 
earnings in the form of sterling balances in London. So long as 
sterling remained convertible into all other currencies, this did not 
involve any conscious surrendering of dollars which these countries 
would have preferred to spend. During the 1939-45 war, however, 
it was clearly impossible to leave all the sterling countries com­
pletely free in practice to exercise all the claims upon the restricted 
supply of dollars that they were likely to wish to make. It therefore 
became necessary to establish a system to ensure that those dollars 
which were available should be surrendered to the central pool 
and then used in the ways that would do most to further the 
common purpose of winning the war.1

In the post-war period a similar problem existed. It was in­
tensified by the large accumulation of sterling balances during the * 
war, by the relative plenty of essential goods in dollar countries, 
and by the cutting off of Lend-Lease. Moreover, the problem of 
allocating the available dollars was inevitably more difficult in 
time of peace, when the supreme common objective of winning 
the war was replaced by more diverse — and less easily concerted 
— economic objectives.

The crux of the administrative problem of allocating the avail­
able dollars was how far this should be done by the United Kingdom 
acting through the Bank of England and how far by the individual 
members, limited only by broad agreements about their commorr 
policies. The exact extent of the control exercised by the United 
Kingdom the unofficial observer can only surmise: in fact, it would 
almost certainly be incorrect to say that Britain exercised ‘control’ 
at all over the white Dominions in this field: and it is reasonable

1 Preliminary arrangements for this were made shortly before the out­
break of war.

1
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to suppose that such influence as Britain did exert was greater 
during the war than in the post-war period. So far as possible the 
allocation of definite sums of dollars to individual countries (either 
gross or net of their dollar receipts) seems to have been avoided, 
though such a form of allocation is found in the agreements with 
some Eastern sterling countries during certain post-war years.2 

The advantages of avoiding such rigid methods of allocation are 
clear. It is not easy to estimate in advance a country’s requirements 
of dollars — whether its dollar expenditure or its likely dollar 
earnings (if it is its net drawings upon the pool that are to be 
stipulated). And the reaching of decisions upon such matters by 
mere bargaining-power would hardly be likely to result in the 
furtherance of the best interests of the countries concerned. More­
over, any rigid form of allocation would make countries inclined 
to over-estimate their probable requirements (if only in the fear 
that their quota of dollars might be reduced in the course of 
negotiation), and then to ensure that they did not underspend their 
allocations for fear that if they did so underspend them, they might 
receive a smaller quota in the next period. Limits for dollar ex­
penditure were, however, agreed upon at various times, especially 
during the war.

It was, therefore, clearly preferable to reach agreement upon 
the principles according to which the available dollars should be 
spent. But this did not necessarily involve decisions to import only 
specified types of dollar goods into all sterling countries: members’ 
needs (both their tastes and the availability to them of domestic 
or other substitutes for dollar goods) varied greatly, as did the 
transport costs (especially in war-time) of importing dollar goods 
into different sterling countries. But some co-ordination of dollar 
import programmes seems to have occurred both in war and peace, 
at least to the extent of informing other members of what sterling 
supplies were available to act as substitutes for dollar imports. And 
consultation about dollar import policies certainly went further than

2 See note at the end of this chapter. According to A. R. Conan, 
(‘Changes in the Dollar Pool’, Canadian Journal of Economics and Political 
Science, February, 1950), an important reason for ceasing to limit India’s 
net drawings by agreement was the incentive it gave her to increase her 
gross dollar earnings by exporting to the dollar area commodities urgently 
needed within the area. Another was the resumption of the practice of 
selling tea through London.
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this, for the central banks and treasuries overseas were always 
in close consultation with the monetary authorities in the United 
Kingdom. Indeed, Mr Wightman has suggested that the Bank of 
England exercised a degree of control far greater than is generally 
known,3 and that the dollar import programmes of the outer sterling 
area were virtually submitted for its approval.4 He understandably 
suggests that, if true, this would have been concealed from elec­
torates in the Dominions, who might well have resented it. He has 
argued that any more flexible procedure would have been im­
possible, as any one member would not then have known whether 
his fellow-members were obtaining more than their fair share of 
dollars by applying laxer dollar import policies than his own. But 
this view would seem to under-estimate the high degree of mutual 
confidence existing among members: there were very frequent 
interchanges of information on such matters between member 
countries through their central banks and treasuries, as well as the 
general supervision and advice given to all members by the Bank 
of England, which might, admittedly in the last resort, have 
exercised certain sanctions (for instance, by granting less favour­
able treatment over the release of sterling balances to ‘offenders’) 
if cases arose of habitual refusal to conform to the mutually agreed 
principles. It is difficult to see how such a procedure as Mr Wight­
man indicates could for long have been concealed from the elec­
torates of the Dominions; their political leaders would certainly 
have been aware of any such system, and, even if they could be 
supposed to have accepted such a derogation from their indepen­
dence whilst in office, it seems likely that either they or their 
successors would have used the existence of the practice as a strong 
political point when a change of government occurred. In fact, 
various pronouncements by the governments of outer sterling area 
countries make it clear that they reserved and exercised the right 
to determine both their total dollar expenditure and the commo­
dities upon which it should be spent.5

3 The Sterling Area’, Quarterly Review of the Banco Nazionale del 
Lavoro (July-September, 1951).

4 See A. R. Conan, The Sterling Area, pp. 153-4, however, for a state­
ment of the position, which seems likely to be nearer the truth. It is there 
made clear that the practical difficulties involved in such a degree of control 
would have been prohibitive.

6 See, for example, the statement to the Australian House of Repre-
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The basic principles upon which dollar import policies were 
framed were agreed upon by consultation amongst the members. 
During the war — and indeed after it — it was not possible merely 
to agree that each country should try to minimize its dollar deficits 
(or maximize its surpluses), for some had conflicting obligations 
(especially Australia and New Zealand) for the supply of food to 
the United Kingdom: if given a free hand they could have sold 
some at least of this food in dollar markets and considerably 
increased their dollar earnings. This example illustrates that there 
were objectives with a higher priority than the earning of dollars. 
The alternative for each sterling country of endeavouring to 
maximize its gross dollar receipts (so far as this was consistent 
with its other obligations) seems to have been preferred as a guid­
ing principle rather than that of minimizing dollar deficits or of 
maximizing dollar surpluses. This is as near as it seems practicable 
to go in putting into words the flexible and, in general, unpublicized 
objectives that were formulated. The high degree of mutual con­
fidence and the conscientiousness with which the agreed policies 
concerning dollar imports were implemented by individual members 
seems to have made it possible to follow this policy without an 
undue degree of centralization of decision. Not only would the 
administrative difficulties of referring each individual decision to 
London have been great, but such a method would also have been 
inefficient because individual countries were usually in the most 
favourable position to decide how they could best save dollars 
at the least real cost of their own economies.6

The concept of pooling came to imply the obligation to impose 
a certain degree of restriction upon members’ dollar imports. (In 
pre-war days dollars were in fact ‘pooled’ in London, but dollar

sentatives by the Prime Minister, the Rt. Hon. J. B. Chifley, 4th December, 
1947 (White Paper, especially paragraphs 40, 44 and 47-49). This state­
ment makes it clear that Australia reserved the right to decide what her 
dollar spending should be, that she would not absolutely guarantee to keep 
her dollar spending within her dollar income, and that she would decide 
for herself where the cuts should be made.

ü I am indebted to Mr Leicester Webb, Reader in Political Science at 
the Australian National University and former New Zealand Director of 
Stabilization, for valuable information about how these objectives were 
formulated in the war and immediate post-war years. He is not to be held 
responsible, however, for the construction 1 have placed on his words in 
the above paragraph.
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import restrictions were not applied, and so the phrase ‘dollar 
pooling’ was not used.) This being so, members naturally insisted 
on knowing the principles upon which other members based their 
decisions about how to spend the dollars drawn from the pool. 
Largely, the members framed their dollar import policies in the 
post-war period upon the criterion of ‘relative essentiality’. They 
undertook to import only those dollar goods which were roughly 
as essential to their economies as those imported by other members 
were to theirs. There seem also to have been certain flexible and 
general rules of thumb whereby certain dollar goods would be 
imported only if their prices were lower by at least an agreed 
minimum percentage (or the delivery dates correspondingly sooner) 
than those of similar goods coming from soft currency sources. 
The actual degree of ‘essentiality’ that was applied at any one time 
varied according to the state of the central reserves: when these 
fell, the marginal advantage of adding a dollar to them (compared 
with that of using the same dollar to purchase an additional dollar’s 
worth of goods) naturally rose: in such circumstances dollar import 
restrictions were intensified all round, as in the crises of 1947, 1949 
and 1951-2. In the opposite situation, when the dollar position 
improved, as in 1950 and 1953-4, there were relaxations, varying 
somewhat in extent and in timing from country to country. The 
United Kingdom did not disapprove of them (at any rate, not 
openly); indeed, she followed a similar policy.

There was never a pronouncement, either by the United Kingdom 
or by the sterling countries acting in concert, to the effect that 
the reserves had risen to a ‘safe’ level, but in the Commonwealth 
talks in September, 1950, some relaxations were apparently agreed 
upon. Such changes of policy imply that the sterling area govern­
ments had in mind a concept of ‘degrees of safety’ in the level of the 
reserves; that is, the application of something akin to the marginal 
principle just suggested.7

7 For some details of how dollar import restrictions were relaxed during 
the period of higher reserves in 1951, and an indication of the diversity of 
the degrees and methods of relaxation applied by different sterling countries, 
see I.M.F. First Annual Report on Exchange Restrictions, pp. 61-2. In the 
light of later events the advisability of having made these relaxations can 
be doubted (see U.N., Economic Survey of Europe in 1951, pp. 18-20). 
In any event, the experience of the second half of 1951 showed the difficulty 
(under the existing arrangements) of arresting a tendency towards relaxation, 
once it had started, even when events took an unfavourable turn.
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An exception to the usual principles upon which dollar import 
policies were based is to be found in the agreement at the 1949 
Finance Ministers’ Conference that each member would cut dollar 
imports by twenty-five per cent of their level in the previous 
year. This may well have been justifiable as a temporary crisis 
measure, especially as, in the event, the subsequent devaluation of 
almost all the sterling currencies was responsible for effecting the 
desired reduction in dollar imports at least as much as were the 
import cuts — which to a large extent therefore really only anti­
cipated its effects. The disadvantages of adopting percentage cuts 
(or increases) in the value of dollar imports in a base year as the 
general principle for allocating the available dollars are clear. To 
do so would penalize those countries which had already, in the 
base year, exercised the greatest economy in their dollar spending. 
Moreover, even if hitherto all members had been importing dollar 
goods of the same degree of ‘essentiality’ to their economies (if 
this could ever be defined or established), percentage cuts from 
this level would be a greater hardship for some than for others, 
because for some sterling countries non-dollar substitutes for those 
categories of dollar goods which were next on their list for exclusion 
would be more readily available than they would be for others.

At the Conference in the 1947 crisis, some attempt seems to 
have been made to induce outer sterling area countries to under­
take to live within their dollar income. Had it been carried out 
as a principle of policy, this would clearly have involved an un­
desirable degree of bilateralism in each member’s dollar trade; in 
any event, it was clearly impossible for any member with a fluctuat­
ing dollar income to give such a rigid undertaking.8 The injunction 
to each member of the outer sterling area to live within his dollar 
income was no more than a hastily adopted rule of thumb urged 
upon members in a crisis; there is no evidence that it was ever an 
important principle upon which each member’s dollar spending 
was in fact based.

The other exception to the usual methods of determining the 
dollar expenditure of members relates to the agreements with certain 
Eastern members in some of the post-war years, which limited 
their dollar expenditure, either net or gross.9 By 1949 the necessity

8 See J. B. Chifley’s statement (n. 5 above), pars. 37-40.
9 There were such agreements with Egypt and Iraq from 1945 to 1947,
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for such agreements had apparently ceased, partly because Egypt 
no longer belonged to the sterling area, but mainly because the 
sterling balances of India, Pakistan, Ceylon, and Iraq had declined 
to a level where agreements about the rate of their release, together 
with the co-operation of India, Pakistan, and Ceylon, in formulating 
sterling-area policy at Finance Ministers’ Conferences from 1949 
onwards, were expected to be sufficient to restrain their drawings 
upon the central reserves within the appropriate limits. From 1948 
onwards, Ceylon seems to have been granted a considerable degree 
of freedom to dispose of her dollar earnings as she saw fit.10

The application of dollar import restrictions by the sterling 
countries in 1954 and 1955 showed certain new features, though 
there was at no time an avowed change from previous policy in 
the way the dollar pool was operated. The recovery of the reserves 
during 1954 led to a marked reduction of dollar import restrictions 
by the sterling countries, as well as by many other countries of 
the non-dollar world. At the same time, the extent of the dollar 
import restrictions of the sterling countries was still such that dollar 
goods were now much less readily importable into the sterling area 
than they were into, say, Western Europe. Moreover, the wide 
transferability of sterling, the possibility of purchasing certain 
dollar commodities for sterling in Britain’s commodity markets and, 
above all, the convertibility of sterling into dollars through the 
New York and other markets at not far below the official rate 
(from early 1955 onwards, when the Bank of England announced 
its intention of intervening in these markets, where necessary, to 
support the rate at a level that would make ‘commodity shunting’ 
unprofitable) all greatly facilitated the wider use of sterling held 
by non-residents.

In view of the considerable degree of ‘convertibility’ thus made 
possible for non-resident holders of sterling by 1955, it is scarcely 
surprising that a wholesale return to tight dollar import restrictions 
by the sterling countries could not readily be resorted to when 
the reserves started to fall again in late 1954 and in 1955. Sterling 
countries were already accepting a greater de facto limitation on

and with India, Pakistan, Ceylon, Burma, and Iraq from 1947 to 1949. An 
informal agreement with Eire limited that country’s drawings.

10 See A. R. Conan, The Sterling Area, pp. 154-5.
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the convertibility of their sterling into dollars than was imposed 
upon non-residents; and in view of the especially high degree of 
liberalization of dollar imports by Britain (notably of primary 
commodities, which competed with similar exports from outer 
sterling-area countries), the remaining sterling countries could not 
reasonably have been expected to impose a higher degree of 
discrimination against manufactured dollar goods than those 
already imposed. Nor, indeed, would it have been at all readily 
practicable to tighten dollar import restrictions considerably,11 
since dollar goods might then have been imported by other non­
dollar countries and re-exported to the sterling countries, at a 
premium, for sterling — which could then have been converted 
into dollars on the transferable market at not very far below the 
official rate.

It may well be that more general considerations were primarily 
responsible for the fact that the sterling countries did not tighten 
their dollar import restrictions during 1955 — for instance, after 
the Finance Ministers of most of them had attended a conference 
on the occasion of the I.M.F. meeting in Istanbul in September. 
The intention to move towards ‘convertibility’ in all its various 
senses, and the predilection of the governments in power, notably 
that of the United Kingdom, for restoring external balance by 
general monetary and fiscal measures rather than import controls 
(a policy that the British Chancellor reaffirmed and stressed at the 
I.M.F. meeting) would have probably precluded any move towards 
generally tighter dollar import restrictions in the sterling area — 
the policy that might have been expected in the light of the 
reactions to previous declines in the reserves.

In any event, the strain that the reserves were undergoing in 
this period was due virtually entirely to the deterioration in the 
accounts of three members — Britain, Australia and New Zealand. 
The deficits incurred by these countries had in any case to be 
brought under control in their own interests; and as this was done 
the strain on the central reserves was likely to be reduced, though 
it is true that only an indirectly favourable effect upon the reserves

11 That is, without a wholesale tightening of exchange and trade controls 
throughout the sterling area to a degree that would have been unacceptable 
and probably unfeasible.
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was brought about by the improvement of that part of the accounts 
of each of them that covered trade with other sterling countries. 
Even if these three countries had seen fit to increase the extent 
of their discrimination against dollar imports — and in fact they 
did not — it would have been difficult or impossible to persuade 
other sterling countries to do so, since they were not responsible 
for the strain the reserves were undergoing. It is true that Pakistan’s 
accounts were in an unhealthy state during this period, but receipts 
of dollar aid by that country had enabled it virtually to remove 
discrimination from its import restrictions by 1955, and since the 
receipt of this dollar aid was conditional on its expenditure, no 
benefit to the pool would have resulted from a different policy.

By late 1955, therefore, the customary post-war policy of rely­
ing mainly upon concerted dollar import restrictions by all members 
of the dollar pool to arrest a fall in the reserves seems to have 
been abandoned, partly from choice and partly from necessity. 
Certainly, if all members had been exercising a serious strain on the 
reserves, and if other non-dollar countries had also been in serious 
dollar deficit and consequently applying severe dollar import 
restrictions also, greater discrimination against dollar goods might 
have been employed as the main method of restoring equilibrium. 
But the fact remains that for the first time since the war a serious 
decline in the reserves was being met by general monetary and 
fiscal measures rather than by an intensification of dollar import 
restrictions. This was partly a reflection of the ‘hardening’ of the 
European Payments Union, which meant that the much higher 
imports of the sterling countries from Western Europe during 1955 
had to be paid for, to a far greater extent than before, in gold or 
dollars. But the fact that payments to Europe and elsewhere had 
now to be made in hard currencies to a much greater extent than 
hitherto would not in itself have made dollar import restrictions 
undesirable or indefensible from the viewpoint of the sterling 
countries; the new situation merely meant that the argument for 
discrimination against dollar goods was to that extent the less 
strong, and the amount of discrimination against dollar goods 
(compared with those from Western Europe) appropriate to a 
given state of the reserves was less than when payments to non­
dollar countries were more readily made in sterling or ‘soft’ cur­
rencies.
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But the new reliance upon global measures — tighter credit 
policy and sterner budgets — to correct members’ balance of pay­
ments brought with it serious problems that had to be solved. For 
one thing these measures, involving as they usually do higher taxes 
and higher interest rates, have a degree of political unpopularity 
that is not shared by import controls, and governments are therefore 
less ready to implement them — especially if this might seriously 
impair their electoral prospects. Moreover, they are usually applic­
able only after a delay, and take longer to have their effect. Nor 
are they so readily agreed upon and implemented by conferences 
of finance ministers. It is, moreover, more difficult, if not impossible, 
to slant them in directions that will do most to improve member 
countries’ accounts with those areas from which dollars may be 
earned (or to which payments have to be made in dollars). The 
probability that members in overall deficit will have to take 
measures on their own account that will incidentally improve the 
state of the reserves does not, therefore, make it by any means 
certain that measures will be taken to check a fall in the reserves 
in the shortest possible time. And, especially if a serious fall is likely 
to cause a flight from sterling, it may well be of crucial importance 
that a fall in the reserves should be checked as soon as possible.

This seems to be the main problem that has now to be faced 
in the operation of the dollar pool. So long as some currencies 
remain ‘harder’ than others — or even so long as they merely 
remain likely at some future date to be much ‘harder’ than others ~ 
— it is impossible to ignore the necessity to pay special attention 
to member countries’ accounts with hard currency areas if they are 
to avoid running a serious risk of a dangerous decline in the 
reserves. If it is considered undesirable or impracticable to rely on 
the concerting of dollar import restrictions to safeguard the central 
reserves of the sterling area, the inevitable corollary is that a much 
closer liaison among member governments is essential in all those 
fields of economic policy — quota and tariff policy, monetary and 
fiscal policy, investment and development policy and so on — that 
have important effects upon the reserves.12 And whatever the

12 It is, as already suggested, much more difficult than it is with dollar 
import controls to adopt policies in these fields that will directly affect the 
level of the gold and dollar reserves (by influencing mainly the sterling 
countries’ balance with hard currency areas). But capital issues controls,
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measures that are to be relied upon to check a decline in the 
reserves, it is also essential that they be speedily brought into play 
by as many member countries as possible, and that they should 
not have to wait upon full-dress conferences of leading ministers 
before they are introduced. The precise administrative arrange­
ments among member countries needed to facilitate this can be 
adequately discussed only by those in close touch with the working 
of existing organs — notably that of the Commonwealth Liaison 
Committee. But the economic problems posed by the new con­
ditions are many, and there should be no delay before they are 
fully ventilated and agreement sought and reached about how to 
safeguard the reserves when dollar import restrictions are no longer 
available as the main line of defence.

Summary of the Principles of Operation
(1) Each member’s dollar import programme was geared 

primarily to the prevailing state of the sterling area’s central re­
serves rather than to the state of its own dollar accounts.13

(2) Members’ restrictions upon dollar imports were relaxed or 
tightened in such a way as to admit goods of a similar degree of 
‘essentiality’ to all members at any one time; that is, the ‘most 
essential’ requirements of each member for dollar goods were to be 
met first, the intention being that as the reserves rose each member 
would be able to import dollar goods that were slightly lower on 
his scale of priorities.

(3) Responsibility for implementing these mutually agreed prin­
ciples was decentralized, but very close liaison was maintained 
among members through the Bank of England.

credit controls and tax structures may often be applied in ways that will 
favour dollar exports or discourage dollar imports.

13 The word ‘primarily’ is inserted partly because a member’s own efforts 
to save dollars did not, in many cases, have a negligible effect upon the 
area’s reserves, and so upon the main factor determining how freely he was 
able to import dollar goods; but partly, also, because it would be unrealistic 
to suppose that a country’s own current dollar position had no influence 
at all upon its willingness to grant import licences — even if this were an 
almost unconscious psychological effect. Moreover, a country making a 
substantial net contribution to the dollar pool was inevitably in a relatively 
strong bargaining position at the next conference, and if it chose to import 
dollar goods rather more freely than other members, it would clearly be 
difficult to insist that it should not do so. Ceylon, as stated in the text 
is the case where this seems most definitely to have occurred.
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(4) Obligations on the dollar import side being thus determined, 
each member endeavoured to maximize his dollar exports (so far 
as this did not conflict with his other obligations) as his contribution 
to improving the dollar position of the whole sterling area.

Note on agreements with certain sterling countries about their 
dollar expenditure

The dollar expenditure of certain sterling countries was limited 
by agreements between the years 1945 and 1949.

The agreements with Iraq and Egypt between 1945 and 1947 
enabled them to draw hard currencies from the central pool up 
to agreed limits; that is, they limited their gross drawings. 
Similar agreements in 1947 limited the net drawings of India 
and Pakistan from the pool and allowed them to keep control of 
their hard currency earnings.In 1948 Ceylon and Burma gave 
similar undertakings to limit their hard-currency expenditure. 
But from 1949 onwards, although the limitation of the rate of 
release of sterling balances continued to be an important feature 
of the financial agreements made by the United Kingdom with 
India and Pakistan, no specific reference was made to the amount 
of dollars they might spend during the period of the agreements; 
thereafter India and Pakistan were therefore members of the 
dollar pool in the full sense. Iraq was given full membership of 
the dollar pool, in this sense, in February 1951.

A noteworthy feature of these agreements is that some of 
them limited gross dollar expenditure and some net dollar ex­
penditure out of the pool. The majority were of the second 
type, the limitation upon gross dollar expenditure being confined 
to the agreements with Egypt, Iraq, and Ceylon. The explanation 
would seem to be that Ceylon, at any rate, was likely to make 
some net contribution to the pool; the limitation of her gross 
dollar expenditure ensured that any dollar receipts above this 
figure would accrue to the central reserves, whilst any falling short 
of her dollar earnings below the agreed figure would not prevent 
her from buying dollar goods up to the agreed amount. The 
possibility that Iraq was (or might have become) a net dollar 
earner in the years in question seems the most likely explanation 
of the limiting of her dollar expenditure in a similar way: the 
difficulties involved in estimating the net dollar contribution to 
the dollar pool of the oil industry may also have contributed 
to the decision to limit Iraq’s gross dollar expenditure upon 
imports for domestic use.
14 See A. R. Conan, ‘Changes in the Dollar Pool’, Canadian Journal 

of Economics and Political Science, February, 1950, p. 72.



II

THE DOLLAR POOL AND VARIOUS 
ALTERNATIVES — A COMPARISON

The purpose of this chapter is to appraise the advantages of the 
pooling arrangements outlined in the last chapter from the point 
of view of their effects upon the sterling countries, and upon world 
trade as a whole. This may best be done by comparing the actual 
system with the most reasonable alternatives that might be pro­
posed.

For this discussion two basic criteria should be borne in mind: 
(1) how far the system under consideration promoted the raising 
or maintaining of the standard of living of the sterling countries and 
of the world as a whole; and (2) how ed to the improve­
ment of the dollar accounts of the sterling area.

To a considerable extent, from the viewpoint of the sterling 
countries, these criteria, or objectives of policy, are conflicting: 
so far as progress was made in reducing the sterling area’s dollar 
deficit, the resulting reduction in the supply of goods within the 
sterling area would represent some reduction in the standard of 
living of the sterling countries. Nevertheless, in the long run the 
fall of the reserves owing to continued deficits would have been 
bound to make necessary heavy reductions in imports and thus 
in living standards. The conflict is, therefore, a short-term one, 
and amounts to the problem of how to improve the area’s dollar 
position to the desired extent without the sterling countries having 
to suffer an undue fall in their living standards in the process 
of doing so; dollar balance could, after all, have been restored 
at any time if a sufficiently drastic cut in dollar imports had been 
made, and if the price in the form of the resulting disruption of 
production (or even starvation or unemployment) had been ac­
ceptable. In the immediate post-war years it is understandable that 
the improvement of the area’s dollar position was considered a 
less important objective than that of safeguarding the standard of 
living of the sterling countries and enabling them to restore their 
productive potential — even if this meant a heavy drain upon the

13
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reserves. It was reasonable to hope that, with the restoration of the 
productive potential of the non-dollar world and the rise in living 
standards in the sterling countries, it would be possible subsequently 
to shift the balance of emphasis towards building up the reserves.

Dollar-Pooling Arrangements 
Compared with the Holding of Separate Reserves

The most immediately obvious alternative to the dollar-pooling 
system is one in which each member holds separate reserves in 
gold and hard currencies and tries to build them up to a level 
sufficient to meet his foreseeable needs. The important question, 
both in its implication for the economic welfare of the sterling 
countries and for world trade as a whole, is whether this alternative 
would have necessitated the holding idle of more or fewer dollars, 
in the form of reserves, in order to provide the sterling countries 
with a given degree of security in the event of a fall in their dollar 
income. Or, to look at the same question from another viewpoint, 
if the sterling countries had held separate reserves, would they 
have had to impose sterner restrictions on balance (taking the 
whole group of countries together) against dollar imports in order 
to build up their reserves to the level that would give them the 
desired degree of security?

It would seem that the dollar-pooling system has acted some­
what as an insurance fund,1 membership of which has enabled 
any one country to offset its risks of running a dangerous dollar 
deficit against similar risks to other members. The validity of this 
point is not destroyed by the fact that virtually all sterling countries 
were likely to have serious dollar deficits at the same time (at any 
rate, so far as the deficits were due to a recession in the United 
States), for even a recession would not affect them all equally, those 
exporting industrial raw materials to the American market probably 
standing to lose most.

In any event, the primary-exporting sterling countries had various 
risks to ‘insure against’ that did not affect them all: even where 
the risks of different members were similar in their nature they

1 Since the above was written I have found that the same analogy has been 
used by F. V. Meyer in Great Britain, The Sterling Area and Europe 
(Bowes & Bowes, 1952), p. 64, and also by A. C. L. Day in The Future 
of Sterling (Oxford University Press, 1954), p. 84.
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were not dependent upon the same factors in each case, for in the 
matter of dollar earnings the eggs of the sterling countries were 
in a number of different baskets — even if the baskets were not 
as numerous or as varied as was desirable in the interests of their 
economic security and stability. One risk on the supply side was 
that of crop failure, which might considerably reduce dollar re­
ceipts of one country (unless dollar demand for that country’s 
products was inelastic), whilst the dollar receipts of other sterling 
countries remained high. The most important example is cocoa, 
where the threats from swollen shoot disease, as well as that from 
the growth of competing sources of supply,2 constituted a possible 
long-term danger. It does not seem sufficient to point to the high 
proportion of world cocoa exports produced by West Africa and 
to assume that dollar demand for her exports would consequently 
prove inelastic as a result; a considerable rise in the price of cocoa 
resulting from a fall in its supply would certainly lead to a great 
diversion of demand towards other forms of confectionery and 
to other substitutes such as peanuts (in American markets); and, 
what is more, such a market, once lost, might not be easily 
recovered: the choice of confectionery upon which the American 
child spends his pocket-money depends largely upon the whim of 
fashion, and a fashion once changed is not always so easily 
restored.3

Other important dollar-earning primary exports of the outer 
sterling area countries were open to considerable threats from the 
development of substitutes: natural rubber was immediately 
threatened by the rapid development of the synthetic commodity; 
the wool industry feared that similar developments in the pro­
duction of synthetic wool might threaten its market in the future; 
whilst jute experienced close competition from paper bags, the 
growing use of other fibres, and the growth of the bulk transporta­
tion of certain commodities which had previously relied upon jute

2 See Coffee, Tea and Cocoa, Stanford Food Research Institute, 1951, 
pp. 366 ff.

3 See Coffee, Tea and Cocoa, p. 274; ‘The number of products competing 
with chocolate [in the United States] is much greater [than in Europe]’. 
Not only sweets (whose relative prices depend largely upon the price of 
sugar), peanuts and ice-cream are relevant in this context, but also less 
obvious substitutes such as entertainments and children’s comics. See also 
in this connection United Africa Company Bulletin, No. 2, p. 26.
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bags. Apart from these long-term threats, there were fluctuations 
in the demand for important dollar-earning commodities resulting 
from cyclical and political factors: the market for strategically 
essential commodities could quickly be made and broken by deci­
sions of the major importing countries to stock-pile or re-arm and 
then to hold off the market or to slow down their defence 
programme, as the events of 1950 and 1951 showed.

These various threats to individual members’ dollar earnings 
would clearly affect different members in different degrees and at 
different times. In return for the right to draw upon the pool 
when their export earnings were adversely affected, it would seem 
justifiable that members should pay a premium in the form of 
high contributions to the pool (or in some other way) when their 
dollar earnings were especially high. A country would have most 
to gain from effecting this ‘insurance’ (that is, from belonging to 
the dollar pool) when its main dollar exports were subject to the 
sort of risks outlined above, especially if they constituted a parti­
cularly high proportion of its total export earnings or of its national 
income. The alternative — that each member should build up a 
large enough reserve to safeguard himself against all the risks to 
which his exports were exposed — would clearly permit no such 
offsetting of different countries’ risks against one another, and 
would therefore require larger total reserves (taking all the sterling 
countries together) to afford a given degree of security to members 
than if the reserves were centralized in the dollar pool. This ad­
vantage of pooled reserves does not lie in the fact that some 
members were exposed to greater risks than others, but in the fact 
that the commodities on which they relied for their dollar earnings 
would not all be equally hard hit by any single likely turn of 
events. Professor Giblin once described Australia as ‘a nation of 
eight million people clinging to the back of a large and woolly 
sheep bestriding a bottomless pit’: in such a predicament it is not 
unreasonable to suppose that those concerned would feel happier 
for the placing of a few layers of tin, jute, and rubber across the 
chasm — even if any one of these commodities taken alone were 
no more reliable than the others.

But it is clear that certain sterling countries constituted, from 
this point of view, particularly bad risks. Where this can be shown,
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there would seem to be good reason why such countries should 
contribute especially highly to the dollar pool when circumstances 
were favourable to them. The worst risks could reasonably be 
expected to pay the highest premiums.

The insurance principle, then, indicates one important advantage 
of pooled reserves over the holding of small separate amounts of 
gold and dollars by individual sterling countries. Its second ad­
vantage over that alternative is that the holding of small separate 
dollar reserves by each country would undoubtedly result in each 
member trying to effect a bilateral balancing of his accounts with 
dollar countries, or, rather, to obtain a dollar surplus in order to 
build up his separate reserves to a safe level. But such bilateral 
balancing would clearly not promote an optimum world division 
of labour, for many sterling countries (to judge by their experience 
before and since the war) clearly tend naturally to have a pattern 
of trade that involves a deficit with dollar countries and a surplus 
with others. Whether they normally had dollar surpluses or not, 
the holding of separate reserves would encourage all of them to 
maximize their net dollar earnings by imposing heavy restrictions 
upon dollar imports and also upon imports from those sterling 
and other non-dollar countries that were net dollar earners: and 
dollar settlements would almost certainly have been insisted on to 
a considerable extent within the sterling area, with the result that 
the limited gold and dollar reserves would have had to be drawn 
upon for the settlement of some balances between sterling countries. 
This would have removed one of the main advantages of the dollar- 
pooling system, namely that gold reserves did not have to be kept 
for the purpose of settling (or as a reserve against the possibility 
of having to settle in future) debts arising between different sterling 
countries. All these consequences of the holding of separate reserves 
would certainly have militated against multilateralism of payments 
and against the reduction of trade restrictions within the sterling 
area, as well as between sterling countries and the rest of the 
non-dollar world. Its effect upon real income and trade of both 
sterling and other countries would, therefore, probably have been 
adverse compared with the situation that resulted from the pooling 
of dollars.4

4 Strictly speaking, it is possible to say this only if the distribution of the
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It is probable that the holding of separate reserves would have 
led sterling countries to pay greater attention to the elimination 
of their dollar deficits; this is partly because they would then have 
needed to build up larger reserves (in total) to afford them a given 
degree of security, but partly also because their hard currency 
reserves would then have been more obviously their own respon­
sibility, since it would no longer be possible to draw upon a central 
reserve which (it was possible for each of them to hope) was being 
kept at an adequate level through the efforts of other members. 
On our second criterion (the incentive it provided for members 
to improve their dollar accounts), then, the holding of separate 
reserves has something to be said for it. But it would work towards 
the closing of the dollar gap by restrictionist means; and it would 
have been likely to reduce the total of exports from dollar countries 
to the non-dollar world because more dollars would have had to be 
held idle. It would, in short, encourage the solving of a problem 
which it had itself made much worse; the net result would not be 
one that could be viewed favourably, either by the sterling countries 
or dollar exporters, or for its effects upon world trade in general.

The pooling of dollar reserves would seem, then, to have pro­
moted both international specialization generally and also the gains 
from trade of the sterling countries. It probably did make members 
less concerned with closing the dollar gap than if they had held 
separate reserves: but the economies derived from the pooling 
of reserves certainly imply that if members had held their own 
reserves the area’s dollar problem would have been intensified 
and efforts to solve it far more restrictive than, in fact, they were.

Dollar-Pooling A rrangements 
Compared with Partial Pooling of Reserves

It is possible that some means might have been devised whereby 
members would have been permitted to hold some gold or dollars 
themselves whilst still pooling the majority of their dollar earnings. 
If a scheme could be devised that would do more than the actual 
pooling system did to promote an efficient distribution of the

real income of different countries and people is not adversely affected. As 
a practical guide to policy it seems permissible to let the above statement 
stand, provided distributional considerations are not forgotten where they 
can be shown to be of importance.
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resources of the sterling countries and to encourage the closing of 
their dollar gap, these advantages might outweigh the disadvantages 
implied by the loss of some of the economies obtainable from the 
pooling of reserves.

Any such scheme would be essentially the same as one per­
mitting some or all members to apply very different dollar import 
policies from those of other members; that is, to allow each of 
them complete freedom of choice about how they should spend a 
certain amount of dollars — the amount varying from country to 
country according to some criterion or other. With separate reserves 
they would be permitted to hold or spend these dollars; under 
this further alternative they would have been allowed only to spend 
them.

Consideration of these alternatives, then, resolves into a dis­
cussion of whether it would have been desirable to allow members 
to earn (or to draw from the pool) certain sums of dollars to 
which their obligations as members of the dollar pool (as these 
were generally understood) would not apply. The case for any 
such arrangement depends upon whether it would have been likely 
to promote a more efficient distribution of sterling (or world) 
resources and whether it would have been likely to encourage 
members to reduce the sterling area’s dollar gap, assuming for the 
moment that the loss of the economies of pooled reserves would 
have a negligible effect in intensifying the area’s dollar problem.

The simplest way in which something of this sort might be done 
would be by a bonus in dollars to be paid to a member who 
earned a dollar surplus, or to one who improved his dollar balance 
compared with a base year, much as certain non-sterling countries 
have rewarded individual exporters for increasing their sales to 
dollar markets by giving them a free allocation of dollars to spend 
or sell as they wished. The advantage would lie in a more direct 
incentive for members to reduce their dollar deficits than existed 
under the dollar-pooling arrangement: the lack of such an incentive 
was, indeed, one of the main defects of the actual arrangements, 
as Professor Smithies has pointed out.5 But the difficulties in the 
way of applying such a scheme would be immense. If the aim is 
to reward policies likely to improve the dollar balance there would 

5 Quarterly Journal of Economics, May 1950, p. 172.
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be no point in rewarding purely fortuitous increases in a member’s 
dollar earnings; such a system would be likely to constitute an im­
provement only so far as it rewarded improvements in a member 
country’s dollar balance that were the intended consequences of 
policy decisions made by the government of that country; and the 
impossibility of assessing how much of any given improvement 
was due to his efforts is evident. Moreover, the improvement would 
have to be judged by comparison with a base year (or period), any 
choice for which would invariably give cause for dissatisfaction to 
some members; and such choice would reward most highly the 
efforts of those members who had been least economical in their 
spending or least energetic in promoting dollar exports in the base 
year chosen.

There is, moreover, the difficulty that too much or too little 
inducement to close the sterling area’s dollar gap would almost 
inevitably be given by any such scheme, and that the inducement 
provided would vary greatly between different members. It would 
be desirable to ensure that the gain to the reserves from the 
operation of the scheme was not greatly exceeded by the subtraction 
from them due to the freer dollar spending by some members: but 
some net loss might be thought worthwhile if a better distribution 
of world trade and reserves resulted. However, to offset against 
the loss of the economies of pooled reserves there would be an 
advantage from the holding of separate reserves: some policy 
decisions might then be taken by member governments to improve 
their dollar accounts — decisions that were not in fact taken when 
they were members of the dollar pool.

Dollar Capital Goods and Inflation in the Sterling Area
A further criticism that has been made of the dollar-pooling 

arrangements of the sterling area is that of Mr Zupnick, who com­
ments adversely upon them, not because they involved a centraliza­
tion of reserves — he would presumably acknowledge that this 
effected a considerable economy of dollars compared with the 
holding of separate reserves by each member — but because of 
the way in which they were operated.6 Moreover, his main points

r' E. Zupnick, The Sterling Area’s Central Pooling System Re-examined’, 
Quarterly Journal of Economics, February, 1955, p. 71.
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do not relate to the frequently heard contention that as a result 
of the way the pool operated consumer goods were purchased by 
some sterling countries from the dollar area on a larger scale than 
was justified; they depend on the argument that the total level 
of dollar capital-goods imports into the outer sterling area, as 
well as its distribution among members and over time, was not 
what a rationally-operated, centrally-organized system would have 
made it.

Mr Zupnick does not discuss other considerations that such a 
centrally-organized arrangement could not have ignored — notably 
political necessity and equity — though in practice the distribu­
tion of dollars from the pool could not have been determined 
merely upon the criterion of the contribution to improving the 
dollar balance made by the goods bought with them; the importance 
of this criterion, however, if applied in a long-term sense, is 
great enough to warrant a good deal of Mr Zupnick’s concentration 
upon it. But it was politically necessary, for example, that the 
Eastern members of the sterling area should have had a large 
measure of freedom over the spending of their sterling balances; 
and there was also a strong case in equity, as well as from the 
viewpoint of probable effects upon productivity, for allowing poorer 
members of the sterling area to import fairly freely both consumer 
goods and capital goods.

There can be no doubt that if a centrally-organized system for 
allocating the dollars had been feasible, and if other objections 
to it are for the moment waived, it might have had more success 
than was achieved by the actual mechanism adopted in distributing 
the dollars in those directions where the goods they could buy 
would do most to check inflation in the sterling area and to improve 
the sterling area’s dollar balance of payments. There are, however, 
several points at which Mr Zupnick’s argument may be questioned.

In the first place, it scarcely seems permissible to relate by a 
sort of ‘multiplier’7 the increase in a country’s imports of dollar 
goods to the corresponding increase in its national income in a 
situation where all dollar imports were strictly controlled. This 
seems to assume, what Mr Zupnick in effect argues subsequently, 
that the dollar imports actually made possible (that is, were an

7 Loc. cit., p. 81.
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inevitable concomitant of) the level of national income to which 
they were related. But, in fact, so long as a system of import 
controls existed, a given level of dollar imports could be associated 
with an almost infinite number of different levels of national 
income, though one of the factors affecting national income (given 
all the other relevant determinants) would certainly be the level 
of dollar imports, together with the availability or otherwise of 
substitutes from non-dollar countries.

This is not merely a theoretical point, for Mr Zupnick argues 
that the high rate of dollar capital-goods imports into a given 
sterling country often led to a level of investment and a degree of 
inflation higher than that which would otherwise have occurred. 
But it is difficult to accept Mr Zupnick’s contention that a reduction 
in the level of sterling countries’ imports of dollar capital goods 
would actually have caused them to reduce the total scale of their 
investment programmes and, accordingly, to demand also fewer 
complementary capital goods from non-dollar countries. Certainly, 
a given project might have had to be seriously modified or even 
abandoned if the dollar equipment on which it depended had not 
been available, but, surely, in the vast majority of cases, so long 
as the sterling countries concerned had high sterling balances they 
would have bid high prices for the nearest available substitutes 
from elsewhere; if these were not at the moment available at all, 
then this insistent demand for them would have made it worthwhile 
for the United Kingdom and other non-dollar industrialized 
countries to turn over to their production. This would have been 
both wasteful and time consuming, for such countries would 
probably have produced the goods at higher costs and with longer 
delivery dates than dollar exporters could quote, and the delay 
before they were obtained would have postponed the increase 
in production in the sterling countries that they made possible, 
and thereby the growth of dollar-eaming and dollar-saving pro­
duction which were essential for the restoration of equilibrium in 
the accounts of the non-dollar world, and which did much to 
reduce inflation in the sterling area and to improve its balance of 
payments.

If, on the other hand, an outer sterling area country with high 
sterling balances had decided not to proceed with a given project
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— or another one of lower priority but requiring at least as great 
an outlay — because it had been unable to obtain the necessary 
dollar capital goods or any soft-currency substitute, it seems certain 
that in the vast majority of cases, if it had resigned itself to the 
idea that it could not persuade non-dollar producers to increase 
their output of the equipment it needed, it would then have spent 
upon consumption goods the sterling balances so released. Had it 
done so, this would have attracted further resources in the sterling 
area away from the more essential task of rebuilding capital after 
the war. Moreover, it would probably have encouraged the non­
dollar industrialized countries to devote even more of their re­
sources to producing consumer goods, in which they were generally 
less fitted to compete with the excluded dollar substitutes, and less 
to the production of capital goods, in which they were probably 
better able to produce substitutes for dollar products at nearer 
the cost of similar goods. At least, the greater severity of the 
restrictions against dollar consumer goods than against dollar 
producer goods, imposed by the non-dollar world, raises the pre­
sumption that consumer-goods industries in the non-dollar world 
were already receiving in this form more protection than was 
desirable, as compared with that afforded to capital-goods industries 
in non-dollar countries.

In short, it may be true that individual specific investment 
projects in sterling countries might have been rendered impossible 
if the dollar capital-goods on which they depended had not been 
available. But Mr Zupnick has still to show that the consequent 
increase in alternative investment projects necessitating the import 
of non-dollar substitutes — however indirect — or of consumer 
goods in the event of capital goods being unprocurable, would not 
have had adverse effects upon the pattern of trade and production 
of the sterling area, and the whole non-dollar world, sufficient to 
offset any specific saving there might have been from the curtail­
ment of a given investment project whose execution depended 
on the import of dollar capital goods. The presumption is, surely, 
that there would not have been any net reduction in inflation had 
the dollar capital goods not been bought — and probably the 
reverse would have been true in the light of their undoubted 
contribution to raising productivity.
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On the particular argument that the United Kingdom and other 
non-dollar industrial countries were discouraged from developing 
dollar markets by the high rate of development in the outer sterling 
area, one must agree that had that rate been lower they would 
have had much more incentive to develop dollar markets. But 
whilst their markets in Canada might profitably have been ex­
panded, it is doubtful whether the risks and the considerable costs 
involved in expanding their sales to the United States market 
(notably the erection of sales organizations and uncertainty about 
future United States production and future tariff policy) would 
have justified even greater efforts in this direction than those that 
in fact were made — efforts that made possible the considerable 
increase in Western Europe’s dollar exports that in fact occurred. 
In the light of these considerations, the extent to which sterling 
and other countries united to Western Europe concentrated on 
the rebuilding of production, especially that of dollar-earning and 
dollar-saving commodities, seems far more defensible. For such 
concentration to be possible these countries had to import capital 
goods from European exporters on a large scale: and if capital 
goods had not been available from dollar sources, the extent to 
which European exporters would have had to meet the need for 
them would have been even greater. Lower imports of dollar 
capital goods into outer sterling area countries would have thus 
discouraged Western Europe from developing its dollar markets 
even more than actually occurred. This argument would seem, 
therefore, to suggest a conclusion completely contrary to what Mr 
Zupnick takes to be the effect of admitting dollar capital goods 
to the outer sterling area.

There remain Mr Zupnick’s criticisms of the way in which 
drawings from the dollar pool (especially for the finance of capital 
goods) were distributed amongst different countries and over time. 
One may at once agree that the somewhat haphazard pattern of 
drawings that resulted from the way the system worked could 
hardly, except by the merest chance, have corresponded with a 
theoretical ideal that a rational system of central allocation would 
have tried to attain. It is doubtful, however, whether the tables 
he gives for the level of capital-goods imports from dollar and non­
dollar sources throw much light on the matter. Where there have
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been large increases compared with the annual rate of import 
before the war, this can easily be justified in the light of the growth 
of population of the outer sterling area countries over the inter­
vening period and the need to make up for the inadequate 
maintenance of capital during the war period, as well as the need 
to provide for a much higher level of economic activity than in the 
depressed conditions of the 1930’s. It is roughly true to make the 
generalization that, compared with pre-war, the Eastern members 
of the sterling area increased their demands for dollar capital 
goods most, and the Colonies least, with Australia and New Zealand 
somewhere in between.8 But this does not of itself prove anything 
about the mis-allocation of dollars — even from the viewpoint 
of the single criterion of the comparative marginal productivity 
of dollar investment goods in the different countries. In countries 
with a low standard of living — notably the Eastern countries — 
much of the dollar spending, even on consumption goods, may well 
have had a favourable effect upon productivity; wherever such 
infusions of capital and other goods can be used to good effect, 
there is a strong case for allowing them on a scale that will enable 
the poorer under-developed countries to raise their productivity 
swiftly enough to keep pace (at least) with the rise in population. 
It is still, of course, an open question whether the particular capital 
projects were those best calculated to raise productivity in these 
countries. At the other extreme, in the case of the Colonies there 
is no reason to suppose that the import of dollar capital equipment 
was not permitted where there were good grounds for believing 
that its import would contribute to the development of dollar- 
earning and dollar-saving production; and, in fact, the growth 
of such production has been a powerful contributory factor to the 
improvement of the sterling area’s balance of payments in recent 
years. One may, of course, still discuss whether more of certain 
types of imports could not have been profitably used by the 
Colonies, but there is no reason to suppose that the high rate of 
import of dollar capital goods into other sterling countries was 
allowed to prevent the Colonies from getting the capital goods they 
needed to increase their production of important commodities. As

8 South Africa, not being a full member of the pool, is here excluded 
from consideration.
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to the import of capital goods by Australia and New Zealand, 
this equipment was undoubtedly used largely — perhaps principally
— to rebuild primary industries (and the services upon which their 
expansion depended), and most of these primary industries were 
either dollar-earning or dollar-saving — at least in the immediate 
post-war period.

It is difficult, therefore, to agree with Mr Zupnick that the 
development programmes of individual sterling countries were 
seriously prejudiced because other sterling countries had an un­
fairly high rate of import of dollar capital goods. It is far more 
arguable that all the sterling countries devoted too much of their 
available international reserves (as well as their domestic resources) 
to consumption goods and too little to capital goods; if so, it is 
misleading to argue that those countries that were nearer to im­
porting the optimum amount of dollar capital goods were doing 
so at the expense of those that were farthest from doing so; on 
the contrary, over-consumption was a far more likely culprit, and 
what was really needed was more capital goods, from whatever 
source they were available.

Mr Zupnick is, however, quite justified in arguing that the dis­
tribution of dollar imports over time left much to be desired. The 
relaxing and tightening of dollar import restrictions did proceed by 
a series of gigantic hiccups. When the reserves were rising, all 
members imported dollar goods more freely while the going was 
good, but when the situation deteriorated they did not draw in 
their horns as quickly as one would have expected under a rational, 
centrally-administered system. There may, indeed, have been, as 
Mr Zupnick says, consequent wastage of some dollar equipment
— though the losses on this account must have been slight; even if 
projects may have been held up, they were not permanently 
abandoned. Dollar equipment was probably diverted in some 
cases where the original project was held up, and non-dollar 
substitutes became more readily available as time went on.

One may argue that in theory an adequately informed central 
organization might have distributed the dollars better over time 
and amongst different members. But it would have had to weigh 
a multitude of different projects against one another and judge 
them on a number of different political and economic criteria. 
And the consequent delay, rigidity, and political strains in the
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system would have to be weighed against any probable improve­
ment in the efficiency of distribution. Certainly the system was 
not ideal, and some means might well be sought to encourage 
members to take greater account of the effects of their policies 
upon the central reserves; but it was the high level of the sterling 
balances, not the dollar-pooling arrangements, that imparted 
inflationary bias to the system. The spending of dollars was — 
at any rate on balance — a disinflationary force, at least when the 
alternative was the purchase of less satisfactory equipment else­
where at higher costs and with longer delivery dates. Admittedly, 
any investment is inflationary in a sense — until the fruits of it 
appear: but the purchase of dollar capital goods, where these were 
permitted, promised the best hopes of swift increases in production 
of commodities that were considered vital to the sterling countries’ 
balance of payments. A centrally-organized system — if we may 
abstract from all the difficulties and disadvantages of such a device 
— might ideally have adopted a different policy about the distri­
bution of dollars; but if it, like Mr Zupnick, were concerned 
primarily with improving productivity in the sterling area and its 
balance of payments, it should, logically, have diverted dollars from 
consumption goods to capital goods, and not from the purchase 
of capital goods to the building up of idle reserves or to the 
purchase of consumption goods — which could do less to raise 
output in the sterling area.

In short, neither the pooling of dollars nor the decentralization 
of detailed decisions about how the dollars should be spent seems 
in itself to be open to serious criticism. Such mistakes as were 
made were due to the member countries’ natural preference (which 
would have existed under any system) for maintaining or raising 
their living standards now, rather than for spending their available 
dollars to an even greater extent upon capital goods — which 
would be likely to improve their dollar earnings, their reserves, 
and their standard of living in the more or less distant future. 
Though the arrangements adopted were often operated in ways 
that can be criticized, there is no reason to believe that either 
the dispersion of the gold reserves or the centralization of detailed 
decisions about the spending of dollars would have been more 
in the interests of the sterling countries, or of world trade as a 
whole, than was the system that in fact existed.



Ill

GOLD PRODUCTION 
AND DOLLAR LOANS

There are two types of hard currency resources whose relation­
ship to the dollar pool requires separate discussion, namely (1) 
the proceeds of gold production in the sterling countries; and (2) 
the proceeds of dollar loans raised by individual sterling countries, 
together with the obligations that such loans involve.

It would at first sight seem clear that if an economy of reserves 
was achieved from the pooling of dollars earned from exports, 
this could not be any less true of those dollars acquired either 
by selling gold or by borrowing on the credit of any one member 
government. Are there any reasons why dollars acquired in these 
ways should be treated differently from the proceeds of dollar 
exports?

The Proceeds of Gold Production
In general, the gold-producing members of the dollar pool seem 

to have sold their output to the United Kingdom for the central 
reserves. Since the resumption of gold sales to the Bank of England 
after the war (in July, 19471), it appears that this gold was retained 
in Australia but earmarked as belonging to the Bank of England. 
But at the beginning of 1951 Australia began to retain part or 
all of her gold output in her possession. The first rise in the official 
published figures of Australia's own gold holdings since 1947 
took place in January, 1951,2 and these holdings rose considerably 
during that year and fairly steadily thereafter. A main motive for 
this seems to have been the desire to strengthen Australia’s credit 
standing in the United States capital market, but there seems also 
to have been a feeling that these separate reserves might at some 
future date be used to settle a dollar deficit — presumably in

1 Bank of England Report for 1947.
2 I.M.F. Financial Statistics.
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circumstances in which drawing on the central reserves might be 
difficult. The following statement by Sir Arthur Fadden (the Aus­
tralian Federal Treasurer) on 9th October, 1951, mentions both 
these underlying motives:

. . . During the period of acute shortage of dollars and other 
hard currency, when Australia was drawing heavily on the sterling 
area dollar pool, Australian gold production was acquired by 
the Commonwealth Bank and sold to the Bank of England. 
Nearly a year ago sales of currently produced gold to the Bank 
of England were suspended, and the new production has been 
going into the Australian gold reserve which is required to under­
pin the Commonwealth’s3 credit in hard currency countries and 
to provide a reserve against any emergency demand for hard 
currency ....

A similar dispersion of part of the area's reserves has been due 
to the granting of permission to certain members who have recently 
acquired their own central banks to hold small amounts of gold 
themselves. This was to put them on a footing similar to those of 
Australia, India, and New Zealand, which also held small amounts 
of gold, dollars, or both. Ceylon was granted this right in 1950, 
and Pakistan in 1951. A similar agreement with Iraq was reached 
in 1955. Is there any reason to view with disfavour this fragmenta­
tion of the reserves?

If the dispersion of the reserves is purely geographical, the 
dollar-pooling arrangements are clearly not affected in principle; 
the question would arise only if one or more sterling area govern­
ments were likely to adopt a different sort of dollar import policy 
as a result of this dispersion of reserves. One would suppose that 
the countries holding such reserves would use them only in an 
emergency; that is, that they would draw upon the dollar pool 
for all their ordinary needs. But it cannot be denied that the main 
motive for wishing to hold them — apart from considerations of 
prestige — seems likely to be the desire to have some hard currency 
reserves which could, at need, be used without reference to the 
policies agreed upon with the other members of the pool.

Such fragmentation may bring several disadvantages, if carried 
out on any but a negligible scale. First, if all sterling countries 
(including those holding the small separate reserves) continue to

3 i.e., the Commonwealth of Australia.



30 STERLING AND REGIONAL PAYMENTS SYSTEMS

base their dollar import policies solely upon the size of the centrally- 
held reserves, their dollar imports will be more restricted than if 
the fragments had continued to form part of the central reserve. 
Secondly, world confidence in sterling is almost certainly affected 
mainly by changes in the size of the central reserves. It is therefore 
clear that the dispersion of part of the reserves to outer sterling 
area countries may have an adverse effect on world confidence in 
sterling that is not justified by the total gold and dollar holdings 
of the sterling countries. Thirdly, if those sterling countries holding 
separate reserves of gold or dollars base their import policies to 
some extent upon the fact that they have these holdings, a purely 
arbitrary departure from the mutually agreed sterling area policy 
would occur according to the size and location of these different 
holdings and the extent to which (at any given time) the govern­
ment concerned was disposed to regard its separate gold holding 
as justifying freer dollar expenditure than would be justified by 
its obligations as a member of the dollar pool — if it had to 
finance its dollar expenditure entirely by drawing upon the pool. 
If, on the other hand, it did not spend these dollars at all in normal 
times (keeping them as an ultimate reserve), the fact that the 
sterling area’s dollar expenditure depends normally upon the height 
of the central reserves would cause the total dollar imports of 
the area to be lower than if the reserves had not been fragmented 
in this way; though, of course, some allowance might be made for 
these separate reserves when dollar import policy was being decided.

It would seem, therefore, that, if either (a) these separate hold­
ings are disregarded when sterling countries are deciding whether 
the hard currency reserves justify freer dollar imports; or (b) 
some members regard them as justifying freer dollar imports merely 
because they hold them within their borders, the sterling group 
would not succeed in maximizing the amount of dollar imports 
and minimizing the amount of gold or dollars held idle to provide 
a given degree of security. From the general sterling area point of 
view the ideal course is for these separate reserves to be regarded, 
dollar for dollar, in exactly the same way as the centrally-held 
reserves when dollar import policies are being framed. And, in 
order to engender as much confidence in sterling as members’ 
actual hard currency resources justify, these dispersed reserves
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should not be omitted when the size of the central reserves is 
announced. This would clearly become of more importance the 
lower the reserves were to fall and the greater the size and number 
of the fragmented portions.

It is therefore suggested:
(i) That the area’s published reserves should include all 

gold and dollars held by sterling countries — not only those 
held by the United Kingdom. This would probably involve some 
change in the banker-customer relationship, unless the gold 
were held in the other countries and earmarked as owned by 
the Bank of England (as in Australia up to 1951).

(ii) That the sterling countries should agree and state publicly 
that, when deciding upon their import policies, they will bear 
in mind these total reserves, which are to be regarded as avail­
able to meet any of the obligations of all of them.

If this were done, and provided that the implementation of agreed 
sterling-area policy would not become any more difficult for indi­
vidual member governments when their electors were aware that 
their countries had gold or dollars within their borders, one might 
(viewing the matter from the point of view of the totality of the 
sterling countries) favour some dispersion of the gold reserves. 
Economies of transport might arise from the possibility of settling 
gold debts from the nearest part of the reserves to the country to 
'which payment had to be made, and there is little point in trans­
porting gold from, say, Australia, where it has been produced, to 
the United Kingdom if it is shortly to be sent to the United States.4 
There might also be strategic advantages in such a dispersal of the 
reserves. Willingness to accept the Bank of England’s ruling (or 
that of any subsequent central controlling body for the pool) about 
which holding of gold should be drawn upon to finance any given 
sterling area payment would, incidentally, constitute a useful indi­
cation of whether members were in fact regarding the reserves in 
their keeping as belonging to the whole sterling area — or as in 
any sense owned by them individually. It seems doubtful whether 
similar advantages could be claimed from the dispersal of dollar 
reserves among different members — at any rate beyond the very

4 Unless, of course, it would in any event have been sent through London 
as the cheapest route. And even then, it would be preferable to avoid 
unloading and re-shipping the gold in London.
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small holdings of dollar balances in American banks that most 
members hold at present as a matter of convenience.

Proceeds and Repayment of Dollar Loans

If the pooling of dollar earnings and the framing of dollar import 
policies in accordance with the state of the central reserves bring 
the advantages already outlined, is there any reason for believing 
that the proceeds of a dollar loan raised by one sterling country 
should be spent more freely upon dollar goods by that country 
than should any other form of increment to the area’s dollar 
resources?

This would clearly be permissible and desirable when the dollar 
loan had been raised for the express purpose of development that 
could not take place without it.5 Even so, if it is believed that the 
principles of dollar import policy that have been agreed upon 
amongst members will lead to the optimal use of the area’s dollar 
resources, the object should be to cause as small a diversion from 
this agreed policy as possible. This might well involve some reduc­
tion in the dollar expenditure of the country raising the loan other 
than expenditure expressly provided for in the loan arrangements; 
for it is reasonable to suppose that, in fact, some part of the deve­
lopment programme financed by the dollar loan would have taken 
place in any event, or, alternatively, that some other development 
programme (using the same factors of production) likewise also 
involving some expenditure of dollars would have been substituted. 
It would therefore seem reasonable to suggest that the borrowing 
country should not increase its total dollar expenditure by the whole 
amount of the dollar loan. On the other hand, the improved dollar 
position of the whole sterling area would justify a greater degree 
of freedom of dollar imports on the part of all members (or, at the 
least, it would tend to raise the reserves towards the point at which 
this would become possible). This would certainly be true of grants 
of dollars; but in the case of a dollar loan, the future obligations 
to repay interest and principal in dollars must be set upon the 
other side of the account; if dollars are likely to be ‘hard’ and the

5 Cf. Professor R. F. Kahn, District Bank Review, December, 1951, p. 16, 
where it is pointed out that outer sterling area countries’ restraint on their 
development is not so necessary where it is financed by dollar aid that would 
not otherwise be available.
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dollar pool still in existence when these repayments fall due, the 
raising of such a loan becomes the concern of all members.

Is a member country likely to raise such a loan in circumstances 
when it would be against the interest of other members that it 
should do so? If the country raising the loan is not likely to be a 
net drawer upon the dollar pool in future years, it is unlikely that 
the other sterling countries would feel able to influence its decision. 
At the other extreme, if the country is at all likely to have to 
default on its loan obligations, they would wish to dissuade it 
from raising the loan, if only because of the effect that such 
a default would be likely to have upon the credit standing of other 
sterling countries.

The interesting and important position in which most sterling 
countries are likely to find themselves is intermediate between these 
two extremes. A country wishing to borrow dollars presumably 
believes that the loan will result in such an increase in its product­
ivity that its export potential will be raised sufficiently to repay 
interest and principal, and that it will still find itself with a higher 
standard of living than it would otherwise have had. We may assume 
that the borrowing country honestly believes that it will obtain a 
net benefit from the loan in this way. But it may well be that 
the future dollar incubus would burden all the sterling countries, 
while almost all the benefits accrue to the borrowing country.

It is true that if the loan is raised at a time when the area’s 
reserves are dangerously low, some future costs might justifiably 
be incurred as the price to be paid for the time gained during which 
it might be hoped that the dollar position of the sterling countries 
would (for other reasons) improve. Even a net loss of real income'1 
over the whole period of the loan might be worthwhile if the real 
incomes of those paying the dollars due for the servicing of the 
debt had (for other reasons) risen sufficiently between the time the 
loan was spent and the dates at which it was repaid.

But, apart from this complication, any rise in the real income 
and productivity of the borrowing country that is directly attribut­
able to the loan may or may not bring to the other members

6 That is, if the rise in real income due to the higher productivity made 
possible by the loan is less than the real cost of repaying the interest 
and amortization.
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benefits that outweigh the future dollar incubus they will be helping 
to shoulder. The country raising the loan will pay most attention 
to whether it is likely to raise its export earnings enough (through 
the rise in productivity occasioned by the loan) to be able to 
afford to draw upon its sterling balances and exchange them into 
dollars to pay off the obligations when they fall due. But the rest 
of the members will be most interested in whether they will receive 
any benefit to compensate them for having to find the extra dollars 
at a later date if the member who has borrowed the dollars proves, 
when the time comes to repay, to have increased his earnings of 
softer currencies only — with the result that the dollars he needs 
will have to be supplied out of the central reserves (that is, the 
dollar earnings, past or present, of other members). Other mem­
bers will wish, therefore, to compare the cost of raising the loan, 
not merely with the improvement in the total balance of payments 
of the borrowing country that it is expected to make possible but 
with that improvement (special weight being given to any dollar 
earning or dollar saving included in it) less an appropriate discount 
to allow for the fact that dollars are likely still to be ‘hard’ (in 
some sense) when the time comes for repayment. They will 
naturally wish for some form of compensation if, during the period 
when the debt repayments are being made, they will have to im­
pose sterner dollar import restrictions than would otherwise have 
been necessary. One way in which they might receive this compen­
sation from the borrowing country — which will have hitherto 
reaped all the advantages of the higher productivity due to the 
loan — would be by receiving from it the right to some goods or 
services for which they do not pay, or for which they pay less 
than the full price. They would be especially likely to view with 
favour a loan that was expected to raise the area’s output of 
scarce foods or materials, and would probably be ready to shoulder 
in the future some of the risk of additional dollar burdens for 
repayments in return for some sort of guarantee of favourable 
consideration when the scarce exports were being sold.

It should be stressed that the relevant criterion from the point 
of view of the sterling area as a whole should be not merely whether 
the dollar loan will enable the borrowing country to earn (or save) 
more dollars than it will have to pay in the form of interest; it
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should be the effects of the loan upon the real income of the whole 
area — including its effects upon the area’s ability to earn and 
save dollars.

Finally, from the point of view of the other sterling countries 
it is clearly not sufficient that the borrowing country should so 
increase its productivity, through the use of the dollar loan, that it 
could raise its real income (after allowing for the servicing of the 
debt) and still compensate them for the burden of converting its 
future surpluses with the sterling area (or other ‘soft’ currency 
countries) into dollars to repay the debt. They will wish for some 
provision to be made whereby they will in fact be compensated. 
The members of the dollar pool will suffer no less from the repay­
ment of the loan if the country borrowing the dollars happens to 
run a dollar surplus in the years when repayment is being made, 
for, clearly, this would merely mean that owing to the servicing of 
the dollar loan its net contribution to the pool would be so much 
the smaller than it would otherwise have been. On the other hand, 
so far as the dollars obtained when the loan is raised are paid into 
the pool rather than used to finance dollar imports directly, the 
other members will gain an off-setting advantage: each of them will 
be able to import dollar goods more freely than if the loan had 
not been raised.7

In Chapter ix some suggestions will be made which might, if 
adopted, go some way towards ensuring that the country borrowing 
dollars took into account these effects upon other members; and 
that, conversely, the latter recompensed the borrowing country to 
the extent that it paid into the pool the dollars it had borrowed 
instead of using them to finance increased imports directly from 
dollar countries.

7 Especially if the proceeds of the loan are used to finance purchases 
from other sterling countries, and are therefore not lost to the dollar pool.



IV

THE EFFECTS OF 
THE DOLLAR POOL UPON TRADE

It is, in the nature of things, impossible to adduce statistics to show 
diversions of trade (from the pattern that would otherwise have 
obtained) due to membership of the dollar pool. It is possible, 
however, to make certain generalizations about the sort of effects 
on the pattern of trade that probably resulted from the pooling 
arrangements. Where sudden changes in the pattern of sterling 
countries’ trade followed a concerted decision to divert trade 
in that same direction, or where there were certain particularly 
pronounced changes from the pre-war pattern (when the dollar- 
pooling system as it operated in the post-war period did not exist), 
it may sometimes be a fair assumption that the changes that occur­
red were due to trade policies arising out of the dollar-pooling 
arrangements.

Any attempt to answer the hypothetical question, ‘In what ways 
would the pattern of trade have been different if the dollar-pooling 
system had not existed?’ must assume the existence of some alter­
native — presumably the holding of separate reserves of gold or 
dollars by each member. There is reason to believe (as argued 
above) that this would have meant that taking them all together 
the sterling countries would have had to impose more severe dollar 
import restrictions than they in fact did; moreover their standard 
of living (and that of the world as a whole) would probably have 
been lower, by reason of the bilateral balancing of dollar trade at 
which they would each have then aimed and because of the smaller 
amount of multilateral trade there would then have been amongst 
themselves. But this generalization conceals divergent effects upon 
the trade of different members: those who normally earned dollar 
surpluses would naturally have imported dollar goods more freely 
than they were able to do as members of the dollar pool; the 
countries with dollar deficits would have had to import dollar goods 
less freely than they in fact did.

36
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In the conditions of very acute dollar shortage immediately 

after the war this would have necessitated an even greater reduc­
tion in the dollar imports of the countries with dollar deficits than 
in fact occurred; and the result would have been the diversion of 
resources towards a pattern of trade and production appropriate 
to the particularly severe dollar shortage experienced by many of 
those countries at that time. Whilst the probability of a serious 
long-run shortage of dollars might necessitate a considerable di­
version of trade and production away from pre-war patterns, it may 
be doubted whether the ideal pattern would be that appropriate 
to the especially acute dollar famine of the immediate post-war 
years; ideally, it would seem preferable to adopt arrangements 
that facilitated the necessary long-term adjustments with a minimum 
of distortion of patterns of trade and production in response to 
purely temporary factors.

It can be argued that the pooling of dollars may well have worked 
towards this ideal far more than the alternative of the holding of 
separate reserves would have done, for the fact that the dollar 
deficit countries had the dollar pool to draw upon kept open (even 
though on a reduced scale) the channels of trade between the dollar 
and sterling areas that one would expect to become permanently 
re-established when the area’s reserves had been built up sufficiently 
to relax or remove dollar import restrictions. The result was a sort 
of ‘token imports' scheme on a large scale.1 The importance of this 
consideration was the greater since the dollar surplus countries 
included those, such as Ceylon and certain colonies, where the 
standard of living was generally low, whilst the countries with 
dollar deficits were among the richer members. The fact that all 
the sterling countries continued to import some or most of the lines 
of goods they normally bought from dollar countries meant, there­
fore, that the complete cessation of sterling-dollar trade in those 
lines normally imported by the richer members was avoided. On 
the other hand, those members with dollar surpluses did not adapt

1 The ‘token imports’ scheme was the name given to the arrangement 
whereby small quantities of American goods not otherwise imported were 
admitted to the United Kingdom and certain other countries in order to 
keep the manufacturers’ names before consumers in the expectation that 
these ‘normal’ channels of trade would be more fully re-opened at some 
future date.
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their economies to the import of dollar goods to an extent that 
they might have found unprofitable when a more normal pattern 
of trade was restored with the recovery of production in non-dollar 
countries.

If the dollar-pooling arrangements enabled dollar deficit members 
to avoid making those changes in their patterns of trade and pro­
duction that were desirable in view of the long-term shortage of 
dollars, the system might well be criticized. If the dollar deficit 
countries had, in fact, made smaller relative reductions in their 
imports from dollar sources, compared with pre-war years, than 
had the dollar surplus countries, this would constitute strong prima 
facie evidence that something like this had happened. For, assum­
ing that in future dollars were likely to be 'harder’ than they were 
in the thirties, one would expect the equilibrium pattern of trade 
(when dollar import restrictions were ultimately removed) to 
involve smaller reductions in dollar imports, or even increases, 
compared with pre-war for those countries running dollar sur­
pluses; similarly, one would expect the dollar deficit countries to 
show the largest reductions in their dollar imports. At the same 
time, these countries could expect, once a more ‘normal’ pattern 
of trade established itself, to be able to import more freely from 
dollar sources (paying for their imports with the surpluses they 
achieved with dollar surplus countries) than they had been able 
to during the period when they were forced to live within their own 
dollar income (plus what they were able to draw from the dollar 
pool).

To score most highly on these counts, then, the dollar-pooling 
arrangements would have had to operate in such a way that the 
largest cuts in dollar imports were made by the dollar deficit 
countries, yet so that these cuts were not as large as these countries 
would have had to make if forced to live on their own dollar 
income in the phase of exceptionally acute dollar shortage.

In the immediate post-war years all the sterling countries took a 
much higher percentage of their imports from dollar sources than 
before the war (as Table i shows). But after the cuts of 1947 
and 1949, the only members of the dollar pool who had higher 
percentages of dollar imports than before the war (apart from the 
United Kingdom, Eire, and Iceland, who were able to finance con­
siderable dollar imports out of Marshall Aid) were Malaya and
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TABLE I

Percentage of Imports coming from Dollar Area in Certain Years 
for Different Sterling Countries

Source: Official Trade Statistics, and Direction of World Trade.
1937 1938 1947 1948 1949 1950 1951 1952 1953 1954

United Kingdom 20 21 34 22 22 18 20 21 19 18
Australia 23 22 32 14 14 11 10 18 16 15
Ceylon .. 2 2 19 9 10 5 6 11 4 5
India 7 8 34 22 18 21 27 38 19 16
New Zealand 21 21 28 16 13 10 12 13 9 10
Pakistan — — — 8 11 10 8 7 5 8
S. Rhodesia 10 9 22 13 9 6 6 7 5 6*
East Africa 11 11 21 11 9 6 4 4 7 3
Malaya . 3 4 12 13 7 4 5 6 6 5
N. Rhodesia 14 13 15 14 13 9 7 1/ 7 6*
West Africa 9 30 16 11 6 5 5 6 5 5
West Indies .. 34 34 58 40 31 30 34 31 30 30
South Africa 23 21 41 41 32 21 24 26 23 27
Burma 4 2 3 4 4 3 3 5 4 4
Eire 11 15 27 10 16 18 18 18 11 9
Iceland 2 1 23 19 19 22 15 22 30 21
Iraq 8 9 8 8 11 8 15 19 15 14

*This 1954 figure is for the Federation of Rhodesia and Nyasaland; 
statistics for the two Rhodesias separately have not been published after 
1953.

Ceylon — both dollar surplus countries — and India; West and 
East Africa, however, both likewise dollar surplus countries, took 
a much smaller percentage of their imports from the dollar area 
than in pre-war years. In general, therefore, all shared in the cuts. 
Of the dollar deficit members, only India seems (on this rough 
reckoning) to have gained greatly, in this special sense, from the 
ability to draw on the dollar pool; whilst, of the dollar surplus 
members, the African Colonies presumably cut dollar imports more 
severely than they would have had to if they had not been members 
of the dollar pool, and, compared with their pre-war percentages, 
only Iraq, Iceland, Malaya, and Ceylon were able to maintain 
their dollar imports at a relatively high level. There is certainly no 
clear evidence that the dollar deficit countries as a group benefited 
unduly at the expense of the dollar surplus countries; but it is
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certainly true that the cuts were spread more thinly over a wider 
area than if they had had to be concentrated on the dollar deficit 
countries while others had imported dollar goods as freely as they 
liked.

There can therefore be no doubt that the existence of the dollar 
pool enabled the dollar deficit countries to maintain a pattern of 
trade more closely approximating to that which one would expect 
to see re-established when non-discrimination is restored; they did 
not have to curtail their dollar imports as drastically as the ex­
ceptionally acute dollar shortage of the immediate post-war years 
would otherwise have necessitated; and, in a world where non­
dollar currencies were generally not convertible into dollars, they 
were enabled (indirectly, through drawing upon the pool) to 
continue to earn dollars in exchange for the sterling they earned 
from the dollar surplus members, in accordance with what seems 
to be the normal pattern of trade.

Whilst the dollar surplus countries would certainly have im­
ported dollar goods more freely had they not been members of 
the dollar pool, there are several reasons for believing that their 
pattern of trade would not have been so very different if they had 
held their own reserves of gold and dollars and framed their own 
dollar import policies.

In the first place, they would have had to hold a considerable 
part of their net dollar earnings as a reserve to provide them with 
the same degree of security as was afforded by their membership 
of the dollar pool.2 No dollar surplus sterling country was so 
secure against the possibility of serious falls in its dollar income 
that it could have afforded not to hold a substantial reserve; and 
the probability of its running a dollar deficit in some future year 
would, of course, have been all the greater if such a country had 
been importing dollar goods on the less restricted scale that would 
have been permitted by its release from its obligations as a member 
of the dollar pool.

A second reason to believe that dollar surplus countries would 
not, in the absence of the pooling arrangements, have imported 
very much more freely from dollar sources is that a large part of

2 See the discussion in Chapter n of the economies provided by the pool­
ing of the reserves.
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their net dollar earnings would still have had to be used — as 
they were in fact used through the operation of the system of 
pooled reserves — to finance their deficits with sterling and other 
non-dollar countries; deprived of the contribution these dollar 
surplus countries made to the dollar pool, other sterling countries 
would have had to seek ways to earn the dollars they needed by 
running surpluses with these dollar surplus sterling countries. It 
is not likely that members of the sterling group hitherto accustomed 
to importing goods from sterling sources would readily switch over 
to the import of a wide range of goods from dollar countries, 
especially to many sorts of American equipment, which would have 
very different standards and specifications from those of the non­
dollar capital goods hitherto installed: and most of the need to do 
so would probably have passed with the recovery of production 
in the non-dollar world. Ceylon is the example of a sterling country 
with complete political and financial autonomy that preferred 
(partly or mainly for such reasons as these) to continue to run a 
substantial deficit with the other sterling countries, using its dollar 
surplus to cover its sterling deficit and to contribute to the building 
up of the central reserves upon which it might need to draw in 
some future years; there is every reason to believe that the inter­
national trade position of the net doliar-earning colonial territories 
would be essentially similar to that of Ceylon (even though their 
dollar surpluses were relatively larger); indeed the greater reliance 
of each of them on a single doliar-earning export would probably 
have necessitated their building up an even stronger separate reserve 
than Ceylon would have had to do had she left the pool.

Moreover, a sterling country quitting the pool would lose the 
other advantages of membership of the sterling area, unless it paid 
for them in some other way, as South Africa did; and such a pay­
ment would presumably, as with that made by South Africa, in­
volve a further reduction in the dollars available to it to spend 
freely in dollar countries. If it left the sterling area completely, its 
real income would probably be reduced owing to the greater 
limitation there would then be upon the transferability of its earn­
ings and the restriction upon the flow of sterling capital to it that 
would follow its withdrawal, as well as by the likelihood that other 
sterling countries would discriminate against its exports in order
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to try to earn as much as possible of its dollar surplus, and that 
they would insist on payment being made to them in dollars instead 
of sterling.

It must be concluded that, had the dollar pool not existed, the 
pattern of trade of the dollar surplus members might not have 
been so very different (as would appear at first sight) from that 
which in fact existed. Certainly, to judge by pre-war experience 
also, they appear to be natural ‘dollar surplus, sterling deficit’ 
countries on current account. At the same time, it might be 
objected that the existence of a banker, the United Kingdom, hold­
ing the reserves for all the sterling countries, may have caused 
the sterling group as a whole to import dollar goods less freely 
than members could have done if acting independently; in other 
words, that the banker might have caused them to be over-cautious 
in building up reserves. A sufficient answer to this seems to be 
provided by the fact that only in one period — the post-Korea 
boom of 1950-1 — was it at all generally suggested that the area’s 
reserves had been built up to a ‘safe’ level.3 Even in this case, the 
events of the next six months showed the error of those who 
thought in this way.

On the export side, as Table n indicates, it does not appear that, 
because they had the dollar pool to draw upon, the dollar deficit 
countries lagged behind the dollar surplus members in making the 
diversion of exports to dollar markets that the greater shortage of 
dollars (as compared with pre-war) necessitated. Malaya, the 
biggest net dollar earner, sent a smaller proportion of her exports 
to dollar markets than in 1937 and 1938. Among the other net 
dollar earners who were members of the dollar pool, a noticeably 
greater proportion of exports going to dollar markets than in 1937 
(1938 is a bad year to use for comparison because of the American 
recession in that year) is to be found only in West Africa and East 
Africa. Of the important dollar deficit countries only the United 
Kingdom (for whom the percentage of exports going to dollar

3 Especially by certain hard currency countries (apparently with IMF 
support) at the Torquay conference on Tariffs and Trade at the end of 
1950. An illuminating analysis of the errors of the outlook that led to the 
extensive relaxation of dollar import restrictions by the sterling countries 
in the year 1951 is given in the Economic Survey of Europe in 1951, 
pp. 18-20.
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TABLE II

Percentage of Exports going to Dollar Countries in Certain 
Years for Different Sterling Countries

Source: Official Trade Statistics and Direction of World Trade.

1937 1938 1947 1948 1949 1950 1951 1952 1953 1954
United Kingdom 13 14 10 11 9 13 13 14 15 13
Australia 4 5 13 9 8 10 19 11 8 9
Ceylon 21 16 21 22 16 30 16 17 14 11
India 10 9 24 21 19 23 21 24 22 19
New Zealand 9 4 9 7 5 12 16 14 9 7
Pakistan — — — 16 14 10 7 5 7 7
S. Rhodesia 13 8 7 5 5 5 6 5 8 11*
East Africa 8 9 10 11 9 12 13 12 11 15
Malaya 47 33 38 30 28 29 23 29 19 18
N. Rhodesia 1 1 0 7 15 22 10 6 20 11*
West Africa 16 9 30 23 16 22 21 18 18 13
West Indiest . 29 30 24 23 28 30 26 22 20 23
South Africa 2 2 10 7 9 11 13 10 8 8
Burma 1 1 1 1 1 2 0 1 2 0
Eire 1 1 1 1 1 2 4 3 2 2
Iceland 8 9 5 7 6 13 19 25 16 18
Iraq 7 5 2 7 2 2 2 1 1 1

*This 1954 figure is for the Federation of Rhodesia and Nyasaland; 
statistics for the two Rhodesias separately have not been published after 
1953.

i'VVest Indies exports to Central American dollar countries are excluded.

markets had regained the pre-war figure by 1950), Southern 
Rhodesia, and Eire did not show a substantial increase in the pro­
portion of their exports going to dollar markets as compared with 
pre-war. It is fair to note that such diversions of exports to dollar 
markets are largely dependent, for primary exporters at least, upon 
the state of American demand. Only in the case of the sort of 
goods exported by the United Kingdom could we expect to find 
considerable opportunities for affecting the value of a member’s 
dollar exports through sales promotion, though the stimulation of 
output of dollar-earning primary commodities could clearly affect 
appreciably the dollar earnings of primary-exporting countries, at 
least in the longer run. In fact, the United Kingdom’s dollar exports 
drive and the existence of such institutions as the Dollar Exports 
Board provide evidence that her efforts in the direction of sales
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promotion were certainly not surpassed (or, indeed, approached) 
by those of any other sterling country.

The argument may still be advanced, however, that the existence 
of the pooling arrangements made it possible for the United 
Kingdom to finance essential dollar imports (by way of the sur­
pluses she derived from her trade with the net dollar earners of 
the sterling area) without making the efforts to sell in dollar 
markets that she would otherwise have been unable to avoid. The 
force of this argument rests, in the first place, on whether or 
not further dollar markets could in fact have been developed by 
her on a scale sufficient to outweigh the dollar costs of the necessary 
sales promotion. Secondly, its importance would depend upon 
the extent of the real long-run costs involved in a greater depen­
dence of the United Kingdom's export industries upon the unstable 
American market.

It is, in any event, doubtful how far the dollar-pooling arrange­
ments should be held responsible for the undoubted inducements 
that existed to United Kingdom exporters to sell in the relatively 
‘soft option’ of the sterling markets. The chief factor here was 
undoubtedly the very high sterling balances built up during the 
war; and of these only a part were due to the dollar surpluses of 
the outer sterling area and still less to the dollar surpluses obtained 
by them in the post-war period: a large part of them arose from 
the debts incurred by the United Kingdom for goods and services 
imported directly from the outer sterling area countries during and 
since the war. And even the part of the post-war rise in the sterling 
balances that was due to the holding of these countries’ dollar 
reserves in London might still have had a parallel if the pooling 
system had not existed, for it is probable that a considerable part 
of these dollars would then have been earned by the United King­
dom through current account surpluses with these same sterling 
countries. Thus the inducement to the United Kingdom to sell in 
these sterling markets rather than in the dollar markets would 
probably have remained, even if the dollar pool had not existed. 
Nevertheless, the fact that sterling countries could not use their 
sterling balances to buy dollar goods certainly afforded protection 
to the United Kingdom exporters in sterling markets.
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The Main Dollar Import Cuts:

Changes in the Pattern of Trade
The impact of the trade policies followed by members of the 

dollar pool as a result of their concerted efforts to save dollars is 
roughly indicated by the changes in their dollar trade after the 
crises of 1947, 1949, and 1951-2, when conferences of the Finance 
Ministers agreed to intensify import restrictions against dollar 
goods. However, the changes after 1949 were clearly due in large 
measure to devaluation. It would seem difficult to attribute to 
their membership of the dollar pool the decision of the outer 
sterling area countries to devalue; so far as concerns the indepen­
dent members, the fact that Pakistan did not devalue (whilst many 
non-sterling countries did so) shows clearly, if illustration is neces­
sary, that they were free to choose. Whether the net dollar-earning 
Colonies would have devalued if left to their own devices is a 
theoretical question it seems unprofitable to pursue:1 certainly it is 
impossible to separate their membership of the dollar pool from 
ail the other aspects of their membership of the sterling area or, 
indeed, from their whole financial and political relationship to the 
United Kingdom, which was such that devaluation by the latter 
almost inevitably entailed devaluation by the Colonies also.

The evidence provided by the cuts after the conferences of 1947 
and 1949 (see Table i) indicates that, in general, and at least so 
far as concerns the independent members, cuts were generally made 
where they would probably in any event have had to be imposed 
by reason of the dollar deficits of the members concerned. Ceylon 
is one exception; for despite her dollar surplus, she cut her dollar 
imports at the same time as the other members and by similar 
percentages after the decisions of 1947, 1949 and 1952. It may be 
noted, however, that she relaxed her restrictions liberally as dollar 
receipts increased generally in 1950 and 1951. Pakistan, which did 
not devalue when the other members did so, took in 1950 only a 
slightly lower percentage of its imports from dollar countries than 
it had in 1949. The dollar surplus Colonies almost invariably cut 
their dollar imports by proportions similar to those of the other 
members. But an indication that devaluation was not alone respon-

4 British Honduras protested against the decision to devalue and would 
undoubtedly have avoided doing so if it had been free to choose.
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sible for the reductions may be seen in the fact that India actually 
took a higher percentage from dollar sources in 1950 than in 1949. 
Both Eire and Iceland (neither, incidentally, represented on the 
Commonwealth finance ministers’ conference) also increased the 
share of their imports coming from dollar sources in 1950, despite 
devaluation, though the importance of ERP (i.e., Marshall Aid) 
receipts in determining their dollar expenditure must be borne in 
mind. There can be little doubt, however, that the net dollar- 
earning colonies would not, if given free choice, have made such 
large cuts in their dollar imports as they did. In this sense a given 
degree of discrimination against dollar imports by all the sterling 
countries may be held to represent a greater degree of sacrifice on 
the part of the dollar surplus members.

The effect that the dollar import cuts of 1947, 1949 (reinforced 
by devaluation) and 1952 had upon the distribution of sterling 
countries’ imports shows clearly in Table i. The proportion of 
imports coming from dollar sources in the years 1948, 1950 and 
1953 (when the cuts had had time to take effect) was, almost 
without exception, less than in the year immediately preceding each 
of these. Although South Africa was not a member of the dollar 
pool, it may be noted that her dollar imports followed a similar 
pattern, which may reasonably be judged, therefore, to have been 
a consequence of a deterioration in the sterling countries’ dollar 
accounts, rather than of the way the dollar pool operated.

At the same time, the sterling countries belonging to the dollar 
pool tended to make their dollar import cuts well after the reserves 
had been suffering considerable strain, and the cuts had therefore 
to be more severe than if action had been taken earlier. It may well 
be that if each of them had held its own gold and dollar reserves 
they would have taken action to check the fall sooner than they 
did as members of the dollar pool. The dollar import restrictions 
had their main impact about a year after the periods of most 
serious strain on the reserves had been reached (that is the ‘crisis’ 
years, 1947, 1949, 1951-2), so that when the sterling area’s balance 
of payments had recovered to its most favourable points, that is in 
1950-1 and 1953-4, the effects of the preceding cuts were still 
in evidence. The considerable relaxations of the years 1953, 1954 
and 1955 did not lead to such an increase in the proportion of
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dollar imports as one might have expected, since production and 
competitive power in non-dollar countries had by then recovered 
greatly, in contrast with the experience of 1951-2, when the relax­
ations following the recovery of the reserves in 1950-1 led to a 
considerable increase in dollar imports — and thereby did much 
to precipitate the ‘crisis’ of 1951-2.

Certain general conclusions may be drawn about the probable 
effects of the trade policies arising out of the dollar-pooling system 
upon the incidence and timing of the import cuts made by the 
sterling countries.

First, so far as concerns those colonies that had dollar surpluses, 
the degree of restriction against dollar imports was probably greater 
than if they had been responsible for framing their own dollar 
import policies.

Secondly, the tightening of dollar import restrictions, when it 
was made, was made simultaneously by a large number of countries. 
At the same time, there was a clear tendency to postpone such 
tightening of restrictions until a conference of the sterling countries 
had agreed to impose them. Naturally, any one country would not 
be eager to set the example in this matter when the reserves were 
falling; the state of its own London funds rather than that of the 
central reserves would be the main determinant of its import policy 
under normal conditions. Conversely, when the state of the re­
serves was improving (as in the first half of 1951), there was a 
tendency for a relaxation by one country to be followed or even 
surpassed by other members — perhaps with the object of spending 
dollars as freely as possible while the opportunity lasted.

It would therefore seem likely that the intensification of restric­
tions when it occurred was a greater and more sudden reversal of 
policy than one would have expected under any conceivable 
alternative system. Policy changes proceeded by ‘a series of gigantic 
hiccups’ rather than by the process of gradual adjustment to chang­
ing situations that would have been more likely to occur had each 
member country held its own gold and dollar reserves.

General Effects of Dollar Import Restrictions
The main effect of a concerted policy of dollar import restrictions 

such as that pursued by the sterling countries is inevitably (and
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intentionally) to canalize their import trade amongst themselves 
rather than between them and the dollar countries. But this is also 
true of any group of countries imposing dollar import restrictions 
— as was the greater part of the non-dollar world during the post­
war years. The particular effect of the dollar-pooling arrangements 
was merely to cause some sterling countries to impose less stern 
restrictions than they would probably have otherwise done, and for 
other sterling countries to restrict dollar imports more severely 
than if they had not belonged to the dollar pool.

The dangers of such canalization of trade among a group of 
countries (regarding the matter purely from their own point of 
view)

is that some scarce productive resources will become absorbed 
in providing for the mutual exchange between participating 
countries of goods less essential than those which might have 
been received from the outside world in exchange for goods made 
with these resources had they been available.5

And this argument may be extended: there is a similar danger 
when resources are used to meet demands within the area under 
circumstances when it would have been preferable to use them to 
produce dollar exports, not in order to use the proceeds for buy­
ing additional dollar imports, but in order to build up the gold 
and dollar reserves. The present and prospective height of these 
reserves is clearly the important factor in both problems; if they 
were at a ‘safe' level there would be no need to sacrifice the ad­
vantages of multilateral trade in the short run in order to build 
them up to, or maintain them at, a level at which they would 
be able to withstand the calls likely to be made upon them either 
when dollar import restrictions were reduced or if dollar earnings 
fell.

The dollar-pooling arrangements must be judged (in this context) 
on two criteria:

(i) Were they such as to give an accurate reflection of the 
judgment of the member countries about how far it was worth 
sacrificing some of the advantages of multilateral trade in the 
present in order to build up the reserves? In other words, were

5 Professor R. F. Kahn, ‘The Balance of Payments and the Sterling Area’, 
District Bank Review, December 1951.
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they likely to cause too much restriction of the sterling countries’ 
dollar imports or too little?

(ii) Given the extent to which dollar imports to the sterling 
area were to be restricted, did the dollar-pooling arrangements 
bring it about that the cuts were made in the manner least damaging 
from the point of view of the sterling countries?

On the first criterion, the arrangements provided the possibility 
of general agreement amongst members about how severe dollar 
import restrictions should be in a given period, yet left every 
member free to give effect to the agreement in his own way. But 
if the situation changed there was no immediate and unmistakable 
way of indicating to members the extent to which dollar import 
restrictions could justifiably be relaxed or should be tightened. 
Moreover, different members inevitably had different views about 
how far relaxations were justifiable.0 As a result, the restrictions 
may sometimes have been unnecessarily severe, but more often the 
reverse was probably true — since the reserves never reached a 
level that was likely to be adequate to meet the strain that would 
probably be exerted upon them under certain foreseeable and 
probable circumstances (such as a sudden fall in dollar earnings, 
the relaxation or abolition of dollar import restrictions or the 
restoration of non-resident convertibility).

The second criterion relates to the distribution of dollar import 
cuts amongst members. This distribution depended largely upon 
the extent of the conscientiousness with which different members 
applied the agreed policies of dollar earning and dollar saving. 
Only by the merest chance could this result in an optimal distribu­
tion of the cuts; ideally, demands should have been diverted from 
dollar to non-dollar supplies wherever (in the whole sterling area) 
the prices of the non-dollar commodities exceeded the dollar 
equivalent by the smallest margins7 and where the sacrifice involved 
in making such cuts caused the minimum of reduction in economic 
welfare for the members imposing them, at any rate so far as the

6 The measure of agreement necessary to operate such a system, and 
a suggested means of reconciling divergences in members’ views upon such 
matters, will be discussed in Chapter ix.

7 Or, at any rate, where this condition would hold after the non-dollar 
industries producing substitutes for the excluded dollar goods had developed 
for a limited period behind the necessary minimum of protection from dollar 
competition.
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governments concerned could judge. Similarly, the building up of 
dollar-saving industries was most desirable in those cases where 
the costs of the sterling products were least above those of the 
dollar product satisfying the same demand. Whether these industries 
were aided directly by specific controls (for example, the allocation 
of raw materials and controls over capital issues) or indirectly 
by reason of the protection that they were afforded when competing 
dollar goods were excluded, these would seem to be the principles 
upon which the member governments should ideally have framed 
their policies. The criterion of ‘essentiality’ as such was, in fact, 
relevant only so far as the exclusion of ‘less essential’ dollar imports 
could actually increase total savings or improve the distribution 
of real income within the sterling countries. In the immediate post­
war years and in the short run such effects upon saving would be 
likely, for if the ‘luxury’ goods were available only from dollar 
sources, the probability was that the money that might have been 
spent upon them (had they been admitted) was saved until the 
goods became available from alternative sources.8 But in the longer 
run, substitutes for the excluded dollar goods became available and 
resources must inevitably have been diverted to satisfying these 
pent-up demands, except so far as specific controls could prevent 
this: in view of the limited extent of such controls in the sterling 
countries it seems certain that they cannot have prevented this 
from occurring to some substantial extent. Professor Kahn, in the 
article referred to above, refers to this danger and points out that 
‘the nature of the trade which flows naturally inside the sterling 
area is such that this danger is not very great and specific controls 
should be capable of looking after it fairly well’. But, in fact, whilst 
dollar imports remained for many years after the war under 
controls based on these principles, direct controls over domestic 
production — even assuming they could have averted the undesir­
able effects outlined above — were progressively abandoned.

There was, then, no inducement to member governments to apply

8 Like this argument, the contention that the exclusion of ‘less essential’ 
dollar imports might have favourable distributional effects within the im­
porting country (at any rate in the short run) is not strictly relevant to a 
discussion of the effects of dollar import restrictions as such: so far as a 
case exists for using import controls for this purpose, it must hold good of 
all imports of the ‘luxury’ goods, from whatever source they originate.
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their dollar-saving import policies and to stimulate dollar-earning 
or dollar-saving industries in just those places (over the whole 
sterling area) where they would be likely to do most to improve 
the area’s dollar accounts. And so far as the sterling area countries 
were likely to be in a stronger comparative cost position, relative 
to the dollar countries, in the production of the ‘more essential’ 
commodities, the emphasis upon the exclusion of the ‘less essential’ 
dollar goods must have afforded protection to similar industries 
in the sterling countries, and thereby tended to divert resources 
towards those industries.

In fact, those products treated for purposes of dollar import 
restrictions as ‘more essential’ — and therefore admitted relatively 
freely — were often those in which the sterling countries had 
probably a comparative advantage: the United Kingdom w'as, for 
example, probably far better able to meet dollar competition in 
the production of many types of capital goods than in that of most 
luxury consumer goods; it was therefore unfortunate that the pro­
tection thus afforded in other sterling countries to United Kingdom 
exporters against the competition of dollar consumer goods consti­
tuted a stimulus for United Kingdom resources to flow into lines 
of production in which they would be relatively unable to face 
dollar competition when dollar goods were once more freely ad­
mitted into sterling markets. Similarly, the relative ease with which 
dollar primary products (compared with dollar manufactures) 
could be imported into the United Kingdom meant that there was 
so much the less inducement for the other sterling countries to 
increase their output of these products, and so much the more 
likelihood that they would increase their output of products in which 
they were less well able to face dollar competition when the dollar 
import restrictions were removed. If dollar wheat was admitted 
to the United Kingdom more readily than were dollar consumer 
goods to the sterling area generally, the natural consequence was 
that consumer-goods industries were expanded in the sterling area 
to produce higher-cost substitutes for dollar consumer goods, whilst 
there was less inducement than would have been desirable for 
sterling producers of wheat (especially Australia, a low-cost pro­
ducer) to expand their output and to concentrate upon producing 
types of wheat suited to the United Kingdom market. Similarly,
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the relatively free admission of dollar capital goods to the sterling 
area, as compared with consumer goods, gave United Kingdom 
exporters more incentive to adapt their consumer goods to the 
needs of outer sterling area markets than to producing capital goods 
of the sorts these countries required; dollar capital goods, therefore, 
continued to be those best suited to the needs of the sterling 
countries in many cases where a greater incentive to United King­
dom producers to produce comparable goods might have led to 
considerable long-term reductions in the sterling area’s dollar im­
ports of capital goods.

In itself, the diversion of resources towards industries considered 
by administrators to be ‘less essential’ would not necessarily have 
been undesirable. The objection to this sort of diversion of resources 
is, rather, that the protection afforded by the dollar import restric­
tions to industries in the sterling countries producing substitutes 
for dollar goods must have stimulated many industries that were 
not relatively well able to compete with dollar products; the 
selection of industries to be protected in this way on criteria of 
social desirability must inevitably have meant that many less eco­
nomic dollar-saving industries (and probably many of the more 
economic ones also) were accorded this sort of protection.

It is true that the efforts made by the sterling countries to 
develop the most promising dollar-saving (and dollar-earning) 
industries made it the more likely that resources would flow towards 
these — provided the governments concerned were able to see 
which dollar-saving industries were most likely to be able to 
compete with dollar products after a period of special assistance. 
But there is no reason to believe that resources were attracted into 
these desirable dollar-saving and 'dollar-earning industries from 
those industries protected by the dollar import restrictions whose 
long-term expansion was unlikely to be economic. It is far more 
likely that the resources were attracted from industries that were 
not protected by the dollar import restrictions at all, but whose 
development would in fact have been more economic than that of 
the least competitive dollar-saving industries.9

It is unfortunately impossible to adduce statistical evidence to

91 am indebted to Mr Leicester Webb for very helpful suggestions in 
connection with this and the following paragraph.
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show that uneconomic industries were fostered by the dollar import 
restrictions. Even if one could show which industries in the sterling 
countries (or in the non-dollar world) were those least able to 
compete with dollar products in the long run, it would be im­
possible to show which of these were fostered by the dollar import 
restrictions rather than by the many other influences at work over 
the same period. The diversion of resources into these industries 
resulting from the dollar import restrictions would often occur 
only after the restrictions had been in force for some time; it would 
not, therefore, be easy to trace a direct connection between the 
expansion of a given industry and a sudden intensification of dollar 
import restrictions — such as those of 1947 and 1949. Moreover, 
the chain of cause and effect would be especially difficult to detect 
since the dollar-saving industries protected would probably not be 
in the country imposing the dollar import restrictions; often they 
would not be even in the sterling area, but could be anywhere in 
the non-dollar world. The effects on any particular industry in any 
one country might well be undetectable; but the adverse effects 
upon the distribution of trade and resources might nonetheless be 
considerable, for a sort of chain reaction might be expected to 
cause the protection afforded by the import restrictions to spread 
over many countries and industries.

In theory, the sterling-area governments might have prevented 
resources from flowing into the least economic industries protected 
by the dollar import restrictions, but extensive controls would have 
been necessary to carry out such a policy in the face of the contrary 
forces tending to attract resources into these industries. The only 
really effective way to prevent the occurrence of undesirable effects 
upon the pattern of production in the long run would be to select 
dollar imports entirely upon criteria of relative costs; only in the 
short run (when resources cannot readily be transferred to the 
protected industries) is it justifiable to frame dollar import policies 
on the basis of other criteria.

The United Kingdom and the other non-dollar exporters of 
manufactured goods must have benefited considerably from the 
protection against competition from dollar products that their 
exports received in other sterling area markets. It is probable that 
the primary-exporting countries of the sterling area did not benefit
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to the same extent from such protection as was afforded to them 
by the dollar import controls of the United Kingdom and Western 
Europe for, taking the non-dollar world as a whole, dollar manu­
factured products were discriminated against more severely than 
were dollar-area primary products, which were more generally 
regarded as ‘essentials’ and therefore admitted fairly freely. It is 
true that the outer sterling area countries admitted dollar capital 
goods relatively freely; in fact, these could be regarded as about 
as ‘essential’ to their economies as were dollar raw materials to the 
United Kingdom; yet when the United Kingdom had abolished 
all restrictions of importance against the import of dollar raw 
materials (as she had done by 1953-4) the other sterling countries 
continued to discriminate in some measure against even capital 
goods from dollar countries.

This tendency for the United Kingdom to discriminate less 
severely against dollar imports essential to her than did the Domi­
nions against the dollar goods that they regarded as most important 
to them was attributable to various causes. First, Canada’s trade 
ties with the United Kingdom made it politically far more difficult 
to impose as strict a licensing policy against her primary exports 
— especially wheat — as could be imposed by the outer sterling 
area countries against the (predominantly manufactured) imports 
of the other sterling countries from the United States; their imports 
from Canada (at least of the politically important primary pro­
ducts) were relatively negligible. However desirable it may have 
oecn to favour Canada’s primary products (compared with other 
dollar imports) in the United Kingdom market, this does not alter 
the fact that there were consequently fewer dollars available for 
the other sterling countries, or, for that matter, the United King­
dom, to spend on other dollar imports that might have done more 
to increase their productivity or living standards; nor the fact that 
in general it was the United Kingdom that benefited by the relatively 
tree import of Canadian wheat, and the wheat producers in the 
sterling area that lost by it. Another argument in favour of the 
United Kingdom’s policy of freeing the import of dollar raw 
materials so far as possible is that it increased the United Kingdom’s 
earnings from exports incorporating these materials and from the 
re-export of the materials. As only a small part of these extra 
earnings could have been dollars, however, it is debatable how
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far such an argument justified a special leniency in the licensing 
of dollar imports of this sort — at any rate if higher imports of 
these goods were at the expense of the equally free import of 
dollar capital goods that might have done at least as much to 
raise the productivity and dollar earnings of outer sterling area 
countries. It has also been said that the United Kingdom was 
justified in freeing the import of dollar raw materials because these 
were in some sense basic to her economy; by which one is to under­
stand that their free import would have an especially favourable 
effect upon the United Kingdom’s industrial production or living 
standards. But this argument — if it is carried no further than this 
— is of doubtful value, since the choice of which particular dollar 
imports are ‘basic’ in this sense depends upon what alternative 
sources of supply of similar goods are available and at what prices: 
the choice of which dollar imports are of highest priority for British 
industry (in view of all these considerations) would surely be 
better determined by the price mechanism than by an administrative 
decision about what commodities were considered to be ‘basic’ — 
in some inadequately defined sense.

As the United Kingdom progressively relaxed her restrictions 
against the import of dollar raw materials in 1953-4, there can be 
little doubt that she benefited appreciably compared with the other 
members of the dollar pool, for in these other sterling countries the 
markets for most of her products continued to be protected by a 
considerable degree of discrimination against American manu­
factured goods.

There is a further reason to believe that the United Kingdom 
(and other non-dollar industrial-exporting countries where, and so 
far as, their goods were not discriminated against) gained at the 
expense of the primary-exporting countries of the sterling area 
from the existence of the dollar import restrictions. The main 
exports of the outer sterling area countries were standardized 
primary products sold on closely competitive terms in relatively 
perfect markets. Their prices to the United Kingdom were, there­
fore, at current exchange rates, usually (except where they were 
subject to bulk purchase or other special agreements) the same as 
those at which they would sell on world (including dollar) markets. 
But the natural — and justifiable — consequence of the United 
Kingdom importing sterling goods more freely than competing
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dollar commodities would be that the sterling commodities imported 
by the United Kingdom should be paid for at higher prices than 
if discrimination had not been applied. That this did not occur to 
any obvious extent was probably due in part to the fact that these 
prices were for many years held down by bulk-buying contracts, 
and because such a considerable increase in the sterling price of 
these commodities over those paid in world markets would have 
been resisted by the United Kingdom, whose importance as a con­
sumer in world markets for these goods would have been sufficient, 
in all probability, to enforce this view.

On the other hand, the United Kingdom’s exports to the other 
sterling countries were manufactured goods, sold in imperfect 
markets, where the protection afforded by the other sterling coun­
tries’ dollar import restrictions readily made possible the quotation 
of prices well above those prevailing for equivalent products in 
dollar markets. Moreover, the United Kingdom exporter could also 
benefit from this protected position to retain his markets, despite 
any concealed price rises in the form of longer delivery dates and 
less satisfactory qualities than those of comparable goods obtainable 
from dollar sources.

The consequence of these differences in the nature of the goods 
sold by the United Kingdom, on the one hand, and by the outer 
sterling area countries on the other, seems, therefore, to have been 
a substantial movement of the terms of trade in favour of the 
United Kingdom and other non-dollar exporters of manufactured 
goods, and against the other sterling countries. It may be noted 
that this result in no way depends upon the argument advanced 
above for believing that the United Kingdom gained also from the 
fact that dollar import restrictions in the sterling area were more 
severe against dollar goods competing with her products than were 
her own dollar import restrictions against dollar commodities 
competing with the primary exports of the rest of the sterling 
area. These two influences tending to turn the terms of trade in 
favour of the United Kingdom (and other industrial exporters) 
and against the other sterling countries were thus separate and 
additive.10 There was therefore probably good reason based on

10 Against these considerations should be set certain effects of the 
transferable accounts system and of the EPU that probably favoured the
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solid self-interest (whether or not this was the real motive) for 
the clear preference of the United Kingdom authorities for pushing 
on towards non-resident convertibility rather faster than towards 
the abolition of dollar import restrictions by the sterling countries. 
And there was good reason, too, for the natural inclination of the 
other sterling countries to prefer that their dollar import restrictions 
be abolished before the granting of full convertibility to non­
residents. These preferences could be supported by arguments of 
the sort outlined above, though they were presumably in fact based 
mainly upon the hope that the United Kingdom might be expected 
to gain from increased invisible earnings if the emphasis was mainly 
upon the restoration of convertibility. Perhaps if the independent 
sterling countries had been more consciously aware of the sound­
ness of their own case they would have been less ready to go as 
far as they did towards supporting the United Kingdom’s attitude.

outer sterling area countries at the expense of the United Kingdom. These 
will be discussed in Chapters vi and vii. The advantages of free access 
to the United Kingdom capital market (for those sterling countries that 
were net importers of capital) and other less tangible advantages of sterling 
area membership must, of course, also be borne in mind if one is trying 
to draw up any balance sheet of gains and losses from membership of the 
sterling system.



V

MEMBERSHIP 
OF THE DOLLAR POOL

In what circumstances might a sterling country benefit by with­
drawing from the dollar pool? The fact that, for many years, South 
Africa, a member of the sterling area, did not belong to the dollar 
pool (although contributing a certain amount of gold to it in 
accordance with agreements with the United Kingdom) raises the 
question of whether modifications might not be possible in the 
obligations and privileges of membership to accord with the eco­
nomic position of different members. There is also the question of 
whether it might be desirable for additional countries to join the 
dollar pool. Should the sterling area wither away — or should 
it extend its scope? These problems require to be approached 
from the viewpoint of (a) those individual members most parti­
cularly concerned; (b) the economic welfare of the present sterling 
countries; and (c) world trade as a whole.

The Benefit of Leaving the Dollar Pool

If a country were to benefit from leaving the dollar pool it would 
need to be confident that it could provide for its own dollar 
needs, taking good years with bad. This might consist in earning 
more dollars than it spent, but it might also consist partly in 
borrowing dollars. It would also have to be able to build up its 
own reserves of hard currencies (so long as the sterling and 
other currencies it might hold were not likely to become fully 
convertible into dollars). It is not likely that a sterling country 
leaving the dollar pool would be able to take with it more than a 
small proportion of its reserve requirements: the difficulties in the 
way of apportioning the reserves among members on any equitable 
principles would be well-nigh insuperable, and, even if this were 
done, the economy presented by the pooling of reserves means 
that the share a member could justifiably hope to obtain would

58
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not provide him with the same degree of security as did the ability 
to call upon the larger central reserve. A country would be most 
likely to feel able to withdraw when its dollar earnings were at an 
unusually high level; the more its net dollar position tended to 
fluctuate, the larger, other things equal, would its gold and dollar 
reserve — and its net dollar earnings — need to be at the time 
of withdrawal. And the safety margin that would have to be 
allowed by one small country holding its own reserves would 
clearly be (relatively) greater than that which need be allowed 
by the managers of a central pool, under which the risks of different 
members being faced with a serious dollar deficit in any one year 
can (as argued in Chapter n) be offset against one another. The 
seceding country would also have to hold enough dollars to pay 
for those deficits with non-dollar countries which its membership 
formerly enabled it to settle in sterling. If it continued to have a 
dollar surplus, which alone would enable it to benefit from leaving 
the dollar pool, it is certain that other countries (including sterling 
ones, unless there were any agreement to the contrary) would 
make every effort to earn some of its dollars from it by instituting 
export drives to sell their goods to it, discriminating against its 
exports where possible, and refusing to accept payment from it in 
non-dollar currencies. The larger its dollar surplus, relative to its 
total trade, the greater the probability that it would run a sterling 
deficit and therefore the greater would be its need to obtain 
sterling — at the cost of some sacrifice of its dollar earnings. 
South Africa and Ceylon both earned enough dollars (taking 
account of South Africa’s gold production) to cover their dollar 
requirements and both had sterling deficits; if they were to move 
towards greater independence of the sterling area they might find 
themselves unable to settle a large part of their sterling deficit in 
sterling and find that settlement in gold or dollars was demanded 
for an increasing part of it. Moreover, if the seceding country 
wished also to hold more of its working balances in New York 
and to use that financial centre for its international financial 
services rather than London, this would involve it in the need 
to have an even larger dollar surplus in order to build up the 
necessary dollar balances.

In the light of all this necessary additional dollar expenditure,
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a country might be expected to leave the dollar pool only if it 
believed that it would then be able to import dollar goods to a 
higher value than it was able to do so long as it was bound by its 
obligations as a member of the dollar pool. It would have to take 
into account any extra export earnings it might hope for, as well 
as any additional dollar loans it might hope to raise and also the 
future dollar payments it would have to make for the servicing of 
such loans if it ceased to be a member.

Only if a country had been earning a very large dollar surplus 
and paying it into the pool would it be able to support the extra 
weight imposed by the extra dollar charges outlined above (in­
cluding that of the additional dollar imports it now felt able to 
finance). It seems unlikely that it would be able to increase its 
dollar earnings substantially, unless it had been selling goods to 
other sterling countries at below the prices they would fetch in 
dollar markets — and then only if it could be sure of finding 
equally stable and secure markets for them in dollar countries, 
and if it believed that its membership of the dollar pool was 
preventing it from developing its potential dollar markets.1

As to the possibility of raising dollar loans on an increased scale 
once a member left the dollar pool,2 it is hard to see why its chances 
of raising such loans should be greater then.3 So far as the 
ability to raise loans depended upon lenders’ assessment of the 
borrowing country’s ability to find the dollars for repayment when 
the time came, a country would appear to have a better chance 
of raising such loans so long as it had the dollar pool to draw upon 
if the need arose. This would clearly be an important point for 
a country whose future dollar earnings were uncertain, whether 
for cyclical or secular reasons.

1 In fact there is no reason to believe that membership of the dollar pool 
did have any such effect.

2 This constitutes a considerable part of the proposals of Sir Douglas 
Copland to the effect that Australia and New Zealand should seek to look 
after their own dollar needs (see, for example, his Inflation and Expansion, 
Melbourne, 1951, p. 43). Mr John Matthai, a former Indian Minister of 
Finance, has made a similar suggestion for his country (Financial Times, 
18th January, 1952). Both writers seem to have in mind principally loans 
from international institutions, rather than private lenders.

3 So far as lenders might be willing to back the future of one sterling 
country whose prospects might be regarded as superior to those of the 
area as a whole, such a country might attract more loans if no longer a 
member. But, in fact, its ability to repay in dollars would not be enhanced 
by its leaving the dollar pool.
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The reasons why the proposals to leave the dollar pool have 

been linked with suggestions that more American loans should be 
raised by the member in question are not always clear. There 
may be a feeling that in certain times past the United Kingdom 
Government looked with disfavour upon the attempts of other 
sterling countries to go to non-sterling sources for their capital, but 
the Conferences from 1952 onwards, pronounced clearly in favour 
of them whenever the loans could be used productively. If, in 
fact, the United Kingdom Government ever adopted such an atti­
tude, a member wishing to raise a loan would have needed only 
to explain its needs and prospects of using the loan productively 
to the United Kingdom and express readiness to accept a sterling 
loan on the same terms if the capital and the required goods were 
available; if they were not it could then have proceeded with nego­
tiations for the dollar loan. But at the same time, so long as it was 
a member of the dollar pool, it should not neglect the effect that 
the loan and its servicing would have upon other members (see 
Chapter hi). The more probable reason why the suggestion that 
more dollars should be borrowed has been linked with the question 
of whether the borrowing country should leave the sterling area 
is that the government of such a country would have far greater 
incentive to negotiate such dollar loan o longer had the
dollar pool to draw upon. But it seems unnecessary that the 
country concerned should suffer the disadvantages of leaving the 
area in order to give its government a stimulus to taking a course 
which is conceived as being, in any event, in its own interest. What 
is required is some greater incentive for outer sterling area countries’ 
governments to play their part in increasing the dollar resources 
of the area, including those derived from dollar loans, where the 
state of the central reserves demands it, even where the level of 
the outer sterling area country’s own international reserves (that 
is, its London Funds) or its own overall balance of payments does 
not make it so necessary to do so from its own immediate point 
of view. Some form of the proposals made in Chapter ix might go 
some way towards providing such an incentive.

As an alternative to complete withdrawal there might also be 
the possibility of a sort of partial withdrawal: a member might be 
released from some of the obligations and privileges of member-

LL
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ship of the dollar pool yet remain a member of the sterling area 
in other respects — notably for the purposes of exchange control, 
somewhat on the lines of South Africa’s position since 1948. The 
necessary condition for a country to benefit from such a change 
would again be its ability to meet its dollar requirements and build 
up the necessary reserve of gold and dollars whilst importing dollar 
goods more freely than when it was a member of the dollar pool. 
But if it were to retain the other advantages of sterling area member­
ship—such as the use of sterling over a wide area, and the free flow 
of capital to it from the London capital market — it might also be 
necessary to pay for these privileges in some way, as did South 
Africa by the sale of a certain amount of gold to the United King­
dom in return for sterling. As has been pointed out above, the 
main consideration of a country with a sterling deficit would have 
to be to ensure that it would still be able to settle at least a large 
part of this deficit without drawing upon its hard currency resources 
and that its exports would not be discriminated against by sterling 
countries with the object of earning its dollars. A partial with­
drawal would probably necessitate some payment of dollars by it 
into the sterling area pool; the problem for the seceding country 
would be whether the advantages it obtained would be worth the 
gold or dollar payment it would have to make. The latter might 
take the form of an annual payment — broadly speaking, this has 
been the effect of the various agreements with South Africa — 
which would compel the paying country to decide between agree­
ing to pay out an amount of its dollar income in this way or 
remaining in the position (as a full member of the dollar pool) 
of making larger or smaller net payments or withdrawals according 
to its net dollar position in each year.

A further possibility, and one which — almost inevitably in 
such a loose and flexible organization as the dollar pool — has 
occurred in fact, is for countries that had relatively strong dollar 
positions to apply slightly less stringent dollar import restrictions 
than did the other members. This seems to have been true of 
Ceylon in the first half of 1951 (and possibly at other times).4 
Where a country is an habitual net contributor to the dollar pool 
and, though it may need to draw out of the pool in some future

* See A. R. Conan, The Sterling Area, p. 155.
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years, is unlikely to draw upon the pool to anything like the extent 
to which it has contributed, it is clearly difficult to insist upon its 
observing the obligations of membership as strictly as other mem­
bers who habitually draw upon the pool. This argument is especially 
difficult to reject when the dollar surplus country in question is one 
of the poorer members. To put the matter squarely, it may be 
worth the while of the other sterling countries to bribe the net 
dollar surplus member to continue to contribute to the pool by 
winking at its laxer dollar import restrictions. This, of course, does 
involve them in some sacrifice of dollars, and there is no guarantee 
that the size of this loss will just about balance, over a period of 
years, the greater increment to the reserves that arises because this 
dollar surplus country remains a member of the dollar pool: as 
has been observed above, some dollars would almost certainly be 
earned from such a country even if it left the dollar pool, so 
long as it continued to run a sterling deficit. (Some form of the 
proposals contained in Chapter ix might conduce towards the 
solution of this problem.) From the point of view of the dollar 
surplus country, this form of partial withdrawal from membership 
obligations will always be worthwhile so long as it is not thereby 
precluded from the other benefits of membership — notably, 
freedom to use its London funds over as wide an area as before, 
free access to the London capital market, and the right to draw 
upon the dollar pool in an emergency.

The Effects of Withdrawal of a Member
Broadly speaking, it would be true to say that when it is in the 

interests of a member to withdraw from the dollar pool completely, 
the other sterling countries will be adversely affected in that the 
dollar reserves and future net dollar contributions to the pool 
will be reduced. But this does not mean that, conversely, when 
it is against the interests of the dollar pool for a member to with­
draw, it will also inevitably be in its own interests to do so: the 
need to build up considerable idle balances of gold or dollars in 
the seceding country may prevent it from importing any more 
dollar goods than before, whilst the other sterling countries would 
have to import considerably fewer dollar goods or suffer a cor­
respondingly greater drain on their reserves. Only if the advantage
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of leaving the pool is great enough to outweigh the extra dollar 
costs involved in so doing will the seceding country benefit; but, 
in either event, if the thorny problem of making inter-country 
comparisons is ignored, one might say that the totality of the 
countries concerned would be adversely affected because of the 
loss of the economies of pooled reserves. This should be qualified 
by the reservation that if the standard of living of the seceding 
country was below the average of that of the other sterling countries, 
any rise in its real income per head, due to the freer dollar imports, 
might be regarded as a net gain in economic welfare to the whole 
group of countries concerned, even if the other members lost an 
equivalent amount of real income; similarly, if a richer member 
withdrew, the effect on the economic welfare of the sterling 
countries as a whole might be justifiably held to be adverse.

The effects of a partial withdrawal would be similar in direction 
(though not in degree) to those of a total withdrawal. But if the 
partial withdrawal did not involve the dollar surplus country in 
building up any hard currency reserves of its own (or in additional 
dollar payments), the effects could not be adverse so far as it was 
concerned. The net result would merely be that certain sterling 
countries could import dollar goods less freely, whilst the partly 
seceding member could import them more freely. The extent of 
the redistribution of income involved (and the change in economic 
welfare of the whole group of countries) would depend upon 
what compensation, if any, the other sterling countries received 
in return for the greater freedom of import policy obtained by 
the dollar surplus member.

The complete withdrawal of a member who was in a position 
to contribute to the dollar pool would seem likely to reduce total 
imports from the dollar countries — again because of the loss of 
the economies of pooled reserves. Provided it built up an adequate 
dollar reserve to cover its needs, one would expect the total dollar 
imports of all the sterling countries (including the seceding country) 
to be reduced. (Alternatively, the remaining members of the pool 
would have to draw upon their reserves more than before, and this 
would necessitate more drastic dollar import reductions by them at 
some later date.) The greater the number of members that with­
drew in this way, the more adverse would be the effects upon world
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trade; for not only must the reduction in direct dollar imports 
be taken into account but also the reduction in multilateral trade 
that might result from the attempts of the remaining sterling 
countries to increase their surpluses with the seceding country in 
order to earn some of its dollars.

The Effect on World Trade of a Partial Withdrawal
Similar effects might also be expected to result from a partial 

withdrawal on the lines of South Africa’s position under the agree­
ment of 1950 between the Union and the United Kingdom. The 
essence of this agreement was that the exact amount of gold earned 
by the sterling countries from the Union depended upon their 
success (and, incidentally, that of other soft currency countries) 
in selling to South Africa certain ‘more essential’ goods in compe­
tition with dollar producers. This had the merit of opening a wider 
area of the world’s trade to competition between dollar and sterling 
goods. This conclusion is not affected by the probability that the 
decision of the South African Government about what goods are 
‘essential’ was influenced by the intention to contribute a more 
or less fixed sum (£70m. was earned in this way in 1951, and 
£60m. in 1950) to the dollar pool.5 An alternative method might 
be an undertaking to contribute dollars to the pool in payment for 
a proportion of its net or gross imports from the remaining 
members.

Financing of Transactions through New York
There is a further way in which the sterling area may appear 

to be loosening its hold upon members. It is considered separately 
here, as it is not primarily a form of release from the obligations 
of the dollar pool, though it may have effects upon the dollar 
expenditure of members and therefore upon the central reserves.

There is evidence that in 1949-50 and 1950-1 India (though 
there is no reason to suppose that this is a unique case) was 
financing an increasing proportion of her exports to hard currency 
countries through bills drawn upon or remittances received from

5 See N. N. Franklin, ‘South Africa and the Sterling Area’, Economic 
Journal, June 1951, where it is suggested that £80m. was the figure aimed 
at. (Figures for 1950 and 1951 were given in the 1952 South African, 
budget speech.)
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the country of destination, and a diminishing percentage through 
bills drawn on London.6

The probable effects of such a tendency upon the dollar reserves 
seem to be as follows. Provided it does not constitute a means of 
concealing from other members dollar expenditure which would 
not have been made but for its being relatively hard to see, this 
does not appear to be a means of evading obligations under the 
dollar pooling system. Its extension, however, would probably 
involve additional dollar drawings from the pool to pay for these 
financial services. It would, therefore, constitute a drain upon the 
central reserves like any other form of dollar expenditure. Provided 
members of the dollar pool have clear understandings about the 
extent to which they shall discourage the purchase of such services 
from dollar countries, there can be no objection to these expen­
ditures as such. If the sterling country concerned prefers to use 
its dollar drawings from the pool for this purpose rather than for 
visible imports, there are no grounds for objection. But there does 
seem to be a case for providing a direct incentive to members to 
exercise the same degree of economy over those forms of dollar 
expenditure that are not so easily controlled and not so obvious 
as is expenditure upon visible dollar imports.7

The Holding of Small Separate Gold and Dollar Reserves
The relaxation of the strictest interpretation of the obligations 

implied by membership of the dollar pool may take the form not 
of laxer import restrictions but of the building up of small separate 
reserves. Some of the implications of this tendency have been 
discussed (in connection with the proceeds of members’ gold 
production) in Chapter hi. The small reserves granted to central

"The following figures on the methods of financing India’s exports to 
hard currency countries are read off the graph given in the Reports on Indian 
Currency and Finance for 1950-1. The percentages given are for the last 
month of the financial year stated.
Year Financed through Financed through country

London of destination
1948- 9 ............................ 63% 21%
1949- 50 .......................... 57% 30%
1950- 1 ........................... 40% 45%
In 1951-2 the proportion financed through country of destination fell appre ­
ciably.

7 See the proposals in Chapter ix.
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banks are of hardly any importance; so long as they remain small 
in quantity they are not likely to be drawn upon, though there 
is (as argued in Chapter in) a case for taking them into account, 
when dollar import policies are being framed, in the same way as 
gold or dollars held in the central reserves. There also appears 
to have been some tendency for certain sterling countries to in­
crease their holdings of dollar balances in American banks more 
than in proportion to their total oversea assets. Together with the 
gold holdings of gold-producing countries (Australia is the only one 
of these about which adequate statistics are available), these 
different forms of fragmentation of the reserves might achieve con­
siderable proportions. That they should be publicized is (as argued 
in Chapter hi) likely to be in the interests of the sterling area, 
for this would show that the total gold and hard currency holdings 
of members are appreciably more than the figures often referred to 
as the ‘gold and dollar reserves of the sterling area’. Arguments 
have been advanced earlier in this chapter for believing that some 
element of flexibility in the obligations of membership may be both 
inevitable and desirable. If such changes take place quite openly, 
they may much more justifiably be regarded as a sign of strength 
and of ability to adapt the system to changing requirements. The 
holding of separate reserves of gold or dollars is already provided 
for by statutes and by official communications between govern­
ments, but no official pronouncement about their implications for, 
and relation to, the pooling arrangements has ever been made.8

As Table in shows, if due account is taken of the gold and 
dollar holdings of all members of the dollar pool (and not only 
those of the United Kingdom, which are usually referred to as the 
gold and dollar reserves of the sterling area), the total gold and 
dollar holdings of the members of the dollar pool during the years 
1951-4 would have been some $700-800 million higher (or some 
25-30 per cent).

8 By Section 66 of Ceylon’s Monetary Law Act (No. 58 of 1949), 
establishing the Central Bank of Ceylon, it is provided that ‘The Monetary 
Board shall endeavour to hold at least a nuclear reserve in gold or other 
currencies freely convertible . . . into gold’. The other provisions seem to 
envisage a diversified reserve, not one held predominantly in sterling with an 
almost negligible gold or dollar holding (as has been the practice of the 
other sterling Dominions). The same applies to Burma’s international 
reserves, by an Act of 1952.
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TABLE III

Estimated Gold and Dollar Holdings of Certain 
Sterling Countries

Source: Federal Reserve Bulletin, August, 1955.
($ millions)

(as at end of year stated)
1951 1952 1953 1954

United Kingdom ...... 2843 2318 3009 3190
U.K. dependencies 99 113 108 103
India 309 312 346 334
Others* 326 347 373 381

Total 3577 3090 3836 4008
♦Excluding the Union of South Africa.

These figures also indicate that there was a slight but steady
increase in the amount of gold and dollars held by sterling countries 
other than Britain over these years. The increase in Australia’s 
holdings of her own gold production, and agreements with Pakis­
tan, Ceylon, and Iraq to allow these countries to build up small 
gold holdings of a fixed amount were responsible for most or all 
of this rise in the separately held reserves. Although separate 
detailed figures for gold and for dollar exchange holdings are 
not available, it seems that the increase in gold holdings between 
the 1949 devaluation and the end of 1955 must have been about 
$100 million, and that the increase in dollar exchange holdings must 
have been of about the same magnitude.

The desire of individual sterling countries to have some separate 
reserves — whatever we may consider the disadvantages of such 
a course to the efficient working of the dollar pool — is a factor 
that must be given its due weight. And the convenience of each 
member holding small working balances in dollars must not be 
ignored. The natural effect of the devaluation of sterling in 1949 
was to make sterling countries prefer to hold some at least of their 
external assets in gold or dollars, as being less likely than sterling 
to depreciate in terms of other currencies. Any sterling country 
that might in some years make a net contribution to the dollar 
pool was in a reasonable bargaining position to assert its wish 
to have this right. A country with a strong dollar balance of pay­
ments might reserve the right to refrain from paying a surplus
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into the dollar pool if it were not granted permisison to build up 
a small reserve of its own, though the probability that all the 
independent sterling countries (possibly excepting Ceylon) would 
need to draw upon the central reserves in some (if not most) years 
would discourage them from trying to be independent of the pool 
in good years by not paying in their surpluses, as this could ob­
viously disqualify them from the right to withdraw dollars from 
it in bad years. The allowance of a small gold or dollar reserve was 
a reasonable compromise in the circumstances.

Moreover, it must have been obvious to all the countries con­
cerned that a real sharing out of the reserves was arithmetically 
impossible. Even if one made the fantastic assumption that Britain 
herself could manage without any gold reserves, if the outer sterling 
area countries decided to exercise the claims on the central 
reserves represented by their sterling balances, the reserves would 
have been sufficient to satisfy only about a half of the total claims 
(that is, the sterling balances) of the independent sterling countries, 
or between one-quarter and one-third of the sterling balances of 
all the sterling countries including the dependent territories. The 
enormous surpluses that Britain would have to run with the rest 
of the area (to reduce the sterling balances of sterling countries) 
or with the non-sterling world (to raise the central reserves without 
increasing liabilities to the outer sterling area countries) are so un­
likely for the foreseeable future that it seems the sterling countries 
must resign themselves to continuing to pool their gold and dollar 
reserves, though this, of course, does not exclude the possibility that 
individual countries might be strong enough in their dollar accounts 
to contract out of the system. Since this is so, it is essential that 
they work together to discover and apply the best methods of 
making the system work effectively.

So far as the dollars or gold held by the outer sterling area 
countries are no longer regarded as part of the area’s total reserves 
for the purpose of framing dollar import policies, and as available 
for fulfilling the dollar obligations of all members, the accumulation 
of such reserves constitutes an effective reduction in the resources 
of the dollar pool. This is especially so as a member accumulating 
them is not likely to use them normally, but will presumably draw 
upon them only when the central reserves have fallen dangerously
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low and when other members are therefore forced to make 
especially severe economies in their dollar expenditure — which 
the country with the separate reserve will thus escape, at the cost of 
making the plight of the others worse. But if it wished to hold 
these reserves instead of using the same dollars to import goods 
that the existing policy of the sterling area would have permitted, 
there can be no logical objection to its choosing to do so, provided 
this reduction in its dollar imports does not lead to a rise in its 
imports from non-dollar sources (which would either increase the 
danger of the area having to make gold payments to ‘third’ countries 
or, if the increased import demands were for sterling goods, would 
increase the strain upon other members’ economies). If a dis­
inflationary impact was made upon its economy at the same time 
as it built up the separate reserve, this would reduce the likelihood 
of its importing additional non-dollar goods to replace the dollar 
goods it was denying itself. The member building up the separate 
reserves would be less likely to increase his imports from any 
source (and would probably reduce them to an appropriate extent), 
if the fragmentation of the reserves for which he was responsible 
brought about a fall in his London funds which represented as 
nearly as possible the real loss that he was occasioning to the other 
sterling countries by the reduction in the central reserve that was 
due to his action. The extent of the loss caused in this way would 
depend upon the height of the reserves at the time and the claims 
likely to be made upon them (notably the dollar deficits that were 
in prospect). The important point is that this real loss to the 
sterling countries would normally be larger than the loss caused 
(at current rates of exchange) by the fall in his London funds to 
the country abstracting the gold or dollars from the central reserve. 
But, provided this real cost to other members could be accurately 
balanced by an increase in their claims upon the member in 
question, or by a commensurate reduction in his claims on them, 
there would be no reason to oppose the introduction of such a 
measure of flexibility into the system — where a country believed 
it in its own interests to forgo the dollar goods it could otherwise 
have bought or in other ways to compensate the other members 
to an appropriate extent for the real loss it was thus causing them. 
(Chapter ix contains a proposal that might make possible the intro-
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duction of such a measure of flexibility without adverse repercus­
sions upon other members.)

Extending the Membership of the Dollar Pool
If the dollar-pooling arrangements make possible economies in 

the amount of gold and dollars that needs to be held as reserve 
for the member countries of the sterling area, it would seem prima 
facie that an increase in the number of members should increase 
these economies. Viewing the matter from the point of view of 
the totality of the countries concerned, including the potential new 
members, and of world trade generally, this would be so. But it is 
apparent that only those new members who might be expected to 
strengthen the reserves by their adherence would be welcome to the 
present members,” and it is hardly likely that countries in such a 
strong dollar position would wish to join.

One of the main obstacles in the way of admitting new members 
would be the difficulty of securing full co-operation in implementing 
agreed dollar import policies under such a flexible system, depend­
ing as it does upon mutual confidence built up over a considerable 
period. European countries, for example, would hardly take readily 
to reducing their dollar imports when the reserves of the whole 
sterling area fell — which might well be at a time when the dollar 
earnings of primary-exporting members were falling and when, 
therefore, the reserves of the industrial nations of Europe might 
well be fairly high because of the favourable movement in their 
terms of trade that would be likely to occur under such cir­
cumstances.

Applying the analysis of earlier chapters, one might suppose that 
the country most likely to wish to join and also to be accepted 
would be one which, though at present earning a net dollar surplus, 
foresaw a considerable risk that this might turn to a deficit through 
causes peculiar to the nature of its exports. (Clearly, if the risk 
was merely of a cyclical fall in dollar earnings, it would not be 
likely to benefit greatly from belonging to the pool, as the other 
members would also have lower dollar earnings under similar 
circumstances and therefore no spare reserves for it to draw upon.)

9 That is, taking account of the drawings they were likely to make upon 
them.
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From the viewpoint of present members, a new member would be 
likely to be welcome only if its adherence promised either a net 
gain of dollars to the pool or if it saved the area dollars in some 
other way. For instance, if a persistent creditor of the sterling 
area in Europe joined the pool (agreeing to accept settlement in 
sterling in exchange for the right to draw dollars from the pool on 
the same conditions as other members), it might thereby be possible 
to reduce or avoid some immediate payments of hard currencies 
to that country or else to reduce gold payments under the European 
Payments Union, if the country in question were a surplus member 
of the EPU.

The sterling countries would also have to feel certain that the 
new member would be willing and able to co-operate closely in 
exchange control policy and to apply to it substantially the same 
principles as themselves.

In view of all these difficulties it is hardly surprising that additions 
to the membership of the dollar pool did not occur after the end 
of the war.10 The greater freedom of payments through the 
transferable accounts system provided most of the advantages of 
multilateral settlements (from the viewpoint of the member and 
of transferable account countries and from that of world trade as 
a whole), without raising the complications involved in member­
ship of the dollar pool.

The possibility of adding to the membership of the area (and 
therefore of increasing the economies and other advantages it 
provides) seems to depend upon the provision of some more 
definite means of ensuring that the new members co-operate in 
helping to raise the reserves than could be provided by an extension 
of the informal co-operation that in fact exists among the sterling 
countries. Moreover, some clear way of measuring the gain likely 
to be obtained from the addition of his membership, both by the 
new member and by the other sterling countries, would be desirable,

10 The addition of Jordan in 1948 was really a reversion to the former 
position when Palestine was a member; the new State of Jordan re-joined 
the area after partition as soon as separate currencies had been established. 
The inclusion of the newly founded State of Libya in the sterling area in 
January 1952 was hardly an extension of the membership of the dollar 
pool as such, since the financial link with the United Kingdom was closely 
controlled in a way that made its ‘membership’ far more similar to that of 
the colonies than of the independent members.
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so that extensions would be possible where each side believed it 
would gain. (Proposals advanced in Chapter ix should help to 
facilitate extensions of the membership of the dollar pool where, 
and so far as, it was expected to be in the interest of both sides 
that this should occur — without necessarily committing the new 
member to such complete adherence to the system as that of the 
existing members.)



VI

THE TRANSFERABILITY 
OF NON-RESIDENT STERLING

The dollar-pooling arrangements of the sterling area limited, in 
practice, the convertibility into dollars of sterling held by countries 
in that area. Sterling held by non-residents was subject to various 
forms of restrictions on its transferability and convertibility, apart 
from that held by residents of the dollar area, which could — 
except where, as with certain royalties and other earnings, its 
transfer was restricted by agreement — be readily used for current 
payments anywhere.1 (The attitude of different sterling countries 
to capital transactions involving dollars varied considerably in 
detail; in general, the removal of dollar capital was discouraged, 
but permitted where necessary.) It is with the effects of restrictions 
upon the transferability and convertibility for purposes of current 
transactions of sterling held by non-dollar countries outside the 
sterling area that this chapter will be concerned.

The main principles governing the use by non-sterling countries 
of sterling for payments to other countries were as follows. Up to 
March 1954 — when all non-sterling countries outside the dollar 
area (with three exceptions, Turkey, Iran, and Hungary, which 
were added subsequently) were made transferable account coun­
tries — the world was divided for purposes of sterling area exchange 
control into the following areas (see also diagram, p. 86):

(a) The dollar area — to which payments of sterling were not 
authorized from non-sterling countries (except from another dollar 
account).

(b) The sterling area — to which current payments could be 
made by any other country.

1 Securities owned by a resident of an American account country could be 
transferred only for the purpose of repayment. Sterling balances owned by 
an American account country were freely available for current or capital 
purposes.

74
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(c) The transferable account area — to which current payments 

in sterling could be made by a sterling country, by another transfer­
able account country, by a dollar account and, if the transaction 
were approved by the Bank of England, by bilateral account 
countries. This latter type of ‘administrative’ transfer (in contrast 
to the ‘automatic’ transfer from another transferable account) was 
authorized with increasing freedom during the period up to March 
1954, when current and capital payments among these countries 
also became ‘automatic’.2

(d) Bilateral account countries — to which sterling payments 
by a non-sterling country would be authorized by the Bank of 
England only if the transfer were unlikely to result in additional 
pressure on the sterling area’s reserves or in an addition to the 
sterling area’s holdings of a currency of which it already had a 
surfeit.

The limitations upon transfers to and from bilateral account 
countries meant that it was easier for both sterling and transferable 
account countries to buy from each other than from bilateral ac­
count countries. (Sterling countries generally had less difficulty in 
making payments to, or receiving payments in sterling from, bila­
teral account countries than did a transferable account country.) 
Consequently, the system encouraged sterling and transferable 
account countries to trade with each other rather than with bilateral 
account countries. But when the European Payments Union came 
into existence, all Western European countries, whether in the 
transferable account group or not (and each EPU member was 
given the option of joining it, though not all of them felt the 
necessary degree of readiness to accept sterling from a wide group 
of countries), were treated similarly from the point of view of 
authorizing payments between them and the sterling countries, for 
the sterling area’s EPU balance was usually affected in the same 
way irrespective of which European country received sterling;3 but

2 Except for Hungary, Iran, and Turkey, all of whom had been included 
in the system by 1st July, 1955. From this date, therefore, the whole non­
dollar world was considered as the transferable account' area.

3 It is true that certain European countries undertook to hold sterling 
up to an agreed figure. This at times affected the extent to which the sterling 
area’s EPU balances had to be settled in gold.
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payments between a bilateral account EPU country and countries 
outside the area were subject to the usual control. There was thus 
a very wide area — including the oversea monetary areas of the 
other EPU members— over which sterling was very freely transfer­
able even before March 1954. Up to that time, the main remaining 
restriction on the use of sterling for current transactions in the non­
dollar world was the uncertainty of whether a payment to or from a 
bilateral account country would be authorized by the sterling area 
authorities — or, alternatively, this obstacle took the form of the 
costs and risks involved in making an unauthorized transfer by 
methods that were illegal (at any rate by United Kingdom exchange 
control criteria). These restrictions and difficulties may well have 
encouraged sterling and transferable account countries to develop 
their trade with bilateral account countries less than they would 
otherwise have done. But, on the other hand, freer transfers to 
bilateral account countries might have led to the currencies of these 
countries being accumulated by the sterling area to an unwanted 
extent, and as gold payments would then have become necessary, 
trade restrictions might consequently have had to be at least as 
great as they were under the actual system.

The widening of the transferable account area to include virtually 
the whole non-dollar, non-sterling world was a logical extension 
of the progressive broadening of the area over which sterling could 
be freely used.4 In general, the effect of the transferability of 
sterling was to make countries within the area over which it operated 
readier to import from each other than from elsewhere. As sterling 
earned by transferable account countries was not convertible into 
gold to an equivalent value, there was not so much inducement 
for a transferable account country to export to the sterling-cum- 
transferable-account area as there was to export to the dollar area 
and thus to earn dollars. At first sight, therefore, the system would 
seem to have worked in the desirable direction of encouraging 
members to meet their import needs from each other and to build 
up their exports to the dollar area rather than to soft currency 
countries. But imports by these countries from each other were 
also, of course, exports of some other member of the group, and

4 The whole of the non-dollar, non-sterling world was included from 
July 1955.
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the relatively easy markets within the area naturally provided a 
buoyant demand for the products of industries in the sterling-cum- 
transferable-account area; accordingly, these countries were so 
much the less ready to explore ways of developing their dollar 
markets. Nor was there any pressure upon the individual exporter 
to seek dollar rather than other markets, for, unless he had illegal 
methods of acquiring dollars or his government operated some 
form of dollar-retention scheme, he received his payment in his 
own currency, whatever the destination of his exports. Conse­
quently, the fact that his country would not earn gold or dollars for 
an export to a non-dollar country was not normally of great weight 
in discouraging him from turning his energies to soft rather than 
to hard currency markets. So far as these payments arrangements 
influenced governments, however, the general consequence was to 
encourage them to do what they could to stimulate dollar exports 
rather than those to non-dollar countries.

The breadth of the area over which a country could make and 
receive payments in sterling naturally gave each country concerned 
a wider range of countries in which to find the best markets and 
the best sources of supply; wider, that is, than if sterling had 
been transferable only over a more limited area. Apart from 
facilitating international specialization within the non-dollar world, 
the system had important effects due to the fact that very little 
gold had to be used to effect payments among the countries con­
cerned. First, this enabled the limited supplies of available gold 
to be reserved for the important purposes of buying dollar goods 
and building up gold and dollar reserves; by agreeing to accept 
sterling from each other, countries in the transferable account and 
sterling area group were in effect creating international liquidity 
at a time when the most sought-after medium of settling inter­
national accounts — gold — was in relatively short supply. 
Secondly, the fact that gold payments played such an unimportant 
part in settlements between these countries made them less ready 
to restrict their imports from each other; trade and specialization 
between them were thus maintained at a relatively high level. The 
system did not merely discourage bilateral balancing of accounts 
among members — a tendency towards which would certainly 
have been the main conceivable alternative — but made it easier
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for countries concerned in the system to reduce their dollar diffi­
culties by importing dollar-saving commodities, since it gave them 
a wider range of sources of supply to choose from. On the other 
hand, the relative lack of opportunity under these payments arran­
gements to earn dollars from trade with other non-dollar countries 
made it difficult for non-sterling countries to earn dollars by ‘third 
country’ trade to spend upon goods from the dollar area; those 
countries whose trade had a natural pattern of dollar deficits 
combined with surpluses in other currencies therefore had their 
trade somewhat distorted from its natural pattern. But it is difficult 
to see how such countries could have suffered any less distortion 
in their pattern of trade under any conceivable alternative system 
in the circumstances of the period. Above all, if sterling had not 
been used so widely to finance trade within the non-dollar world, 
the greater need to use gold and dollars for this purpose would have 
forced many countries to hold larger reserves of gold; and, there­
fore, there would probably have been, in fact, no net gain to most 
countries that might have hoped to earn gold from other non-dollar 
countries — and certainly no likelihood of net gain to the non­
dollar world as a whole.

If these advantages flowed from the breadth of the transferable 
account system, then should not transferable account status have 
been given to the bilateral account countries sooner than it was? 
Their exclusion must presumably have led them to trade rather 
more with each other and with the dollar countries than they would 
have done under a more natural pattern of trade.5 But bilateral 
account countries were excluded from the transferable accounts 
area either because the sterling area was in danger of having to 
pay gold to them, or because the sterling area already held large 
claims on them that they were showing no desire to satisfy in the 
form of goods. In the former case, the liberalizing of payments to 
them would inevitably have resulted eventually in the further 
restriction of imports from them by the sterling countries (if pay­
ments to them by countries outside the area were freely authorized); 
and this would have impaired rather than promoted world inter­
national specialization. Whilst, in the opposite case, if the claims

5 ‘Natural pattern’ here means the pattern that would have resulted if all 
currencies had been freely convertible into each other.
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on a country — e.g., Brazil — are not capable of being satisfied 
in the form of goods, the cause of international specialization is in 
any event to that extent not being advanced: the extension of 
further credits to Brazil would have merely been a form of subsidy 
to that country by the sterling area — not a furthering of the 
principles of international specialization.

The extension of the sterling system by including within its 
payments arrangements the transferable account countries (origin­
ally consisting principally of European countries but ultimately of 
the whole non-dollar world outside the sterling area) had certain 
important effects upon the various participating countries. The 
industrial-exporting countries of Europe linked to the sterling 
payments system through the transferable accounts mechanism 
gained a potentially much wider market for their exports than 
would otherwise have been available to them;6 and they gained 
far more markets than did the United Kingdom in countries im­
porting mainly manufactured goods, since the oversea monetary 
areas attached to the other EPU members were smaller in extent, 
and much more closely linked in their trade to the parent metro­
politan country, than was the sterling area (possibly excepting the 
sterling colonial territories). Similarly, the outer sterling area 
countries gained a much wider range of sources of supply of their 
main manufactured imports by the inclusion, in the EPU area and 
the transferable accounts system, of most of the important non­
dollar exporters of manufactured products; and the greater com­
petition therefore experienced by the United Kingdom in sterling 
markets must have tended to keep down the prices of manufactured 
goods imported by these countries — an effect that would also have 
been expected to result from the greater specialization between 
the various industrial exporters that was due to the relative freedom 
of payments between them, to which the transferable accounts 
system, like the EPU arrangements, contributed. Once more, the 
United Kingdom received no comparable offsetting advantage

e The extent to which this potentiality was realized in fact in any given 
case naturally depended upon the extent and nature of the restrictions 
imposed against each other’s goods by the countries concerned. But the 
general effect of the payments arrangements under discussion was certainly 
to reduce the need for, and the extent of, trade restrictions among the 
countries affected by them.
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from the increased supplies of primary products available to her 
from the oversea territories of these countries, for though some 
of the eighteen (up to 1954) transferable account countries were 
themselves primary-exporting countries, the quantitative importance 
of this group was much less than that of the group consisting of 
exporters of manufactured goods. In general, the exports of these 
primary-exporting transferable account countries provided far less 
competition for outer sterling area exports to the United Kingdom 
than the competition provided for the exports of the United King­
dom in the outer sterling area by the exports of those transferable 
account countries specializing in the production of secondary 
products.

In general, then, the outer sterling area countries probably 
gained more than did the United Kingdom from the increased flow 
of trade due to the addition of the transferable account countries 
to the area of free sterling payments. It is true, of course, that the 
United Kingdom’s invisible earnings were doubtless increased by 
the wide transferability of sterling, though a large part of the 
transactions concerned would probably have brought business to 
the City of London in any event, since no comparable financial 
centre existed in the non-dollar world. On balance, the undoubted 
gain to the outer sterling area countries from the transferable 
accounts system (relative to the advantages gained from it by the 
United Kingdom) must have gone a considerable way to offset 
the opposite balance of advantages discussed above arising from 
the dollar import restrictions imposed by the sterling countries, 
which benefited the United Kingdom (and the industrial exporters 
of Western Europe) more than the primary-exporting countries 
of the sterling area.7 And the Western European countries probably 
gained more markets and more potential sources of supply from 
the existence of the transferable accounts system than did the 
United Kingdom.

The extent to which non-resident sterling was convertible into 
dollars was governed by agreements with the countries concerned. 
Of these the chief was the EPU agreement and its predecessors. 
Apart from the EPU arrangements (which will be discussed in the 
following chapter), the bilateral agreements under which gold might

7 Chapter iv, pp. 53 et seq.
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be paid were few in the later, but numerous in earlier, post-war 
years. Their nature was such that when the points of gold payment 
were approached, trade between the countries concerned was liable 
to be sharply curtailed, and both governments were likely to aim 
at a bilateral balancing of their payments with each other. As the 
danger of losing gold to a bilateral account country diminished, 
payments to it were permitted more readily by the United Kingdom. 
The general effect must have been that the trade of a bilateral 
account country was distorted in such a way as to make it difficult 
for it to finance a dollar deficit by earning gold from the sterling 
area. The extent to which it could obtain gold by this means 
naturally depended upon its bargaining power vis-a-vis the United 
Kingdom (or, rather, the whole sterling area, for which the United 
Kingdom authorities conducted negotiations). There is no reason 
to suppose that this bargaining resulted in the channelling of the 
trade of the whole non-dollar world (including the bilateral account 
countries) in such a direction as to secure a balance in their 
dollar accounts in the way that would do least harm or most good. 
But the gradual widening of the area over which payments to and 
from bilateral account countries could be made must have made 
it increasingly possible for the non-dollar world to find the most 
economic dollar-saving sources of supply. However, until the 
bilateral account countries were made part of the transferable 
account area, balances with them had to be settled either fully in 
gold — which meant that discrimination against them as severe 
as that imposed against dollar goods was likely to be practised — 
or fully in the ‘swings’ of credit provided for in the agreements 
with them, in which case there were no grounds for discrimination 
against the bilateral account countries’ goods. This meant that 
there was no likelihood of discrimination being applied in such a 
way as to adapt the trade of the non-dollar world gradually in a 
dollar-saving direction and in the most efficient ways. This could 
have been done, had there been some way of settling balances 
partly in gold and partly in credit, and the fluctuations of trade 
between the countries concerned in bilateral arrangements would 
then probably have been less violent, and the adaptation of the 
pattern of trade to the non-dollar world’s dollar shortage might 
well have been smoother and more economically effected.
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Some Consequences of the Transferable Accounts System 
The limits upon the transferability of sterling — whether currently 

accruing or accumulated sterling — which prevented it from being 
used to purchase dollar goods, naturally protected the United 
Kingdom’s markets in the countries holding this sterling from com­
petition from dollar goods: residents of the transferable accounts 
area could use their sterling only to buy non-dollar goods. It also, 
of course, protected the exports of all other transferable account 
countries to these markets.

It is therefore true that the other sterling countries benefited too 
from the protection that was afforded to them in transferable ac­
count markets by the fact that transferable account countries 
could not use their sterling to buy dollar goods. But this pro­
tection was probably in fact less important to them than it was 
to Britain, since the main transferable account countries — up 
to March 1954, principally the industrial-exporting countries 
of Western Europe — would have been likely to import sterling 
area primary products just as freely even if their sterling had been 
convertible into dollars, for most of the important outer sterling 
area products they purchased were competitive with dollar products 
(or, indeed, were sold also to the dollar area and unobtainable in 
the desired quantities from the dollar area). The inconvertibility 
of transferable accounts into dollars, then, afforded some protection 
to all sterling countries (and to transferable account countries) in 
non-dollar markets; but the countries that benefited most from 
this protection were clearly those countries that had most to fear 
from the competition of American exports. In general, this meant 
the exporters of manufactured goods, since it was in this type of 
export that the United States was most likely to undercut other 
exporters over a wide range of products. The fact that most coun­
tries chose to exclude mainly manufactured dollar goods rather 
than dollar primary exports meant that, had transferable accounts 
countries’ holdings of sterling been convertible into dollars, the 
consequent increases in their dollar imports would almost certainly 
have been concentrated heavily upon manufactured products — 
and would therefore have operated strongly against the non-dollar 
exporters of similar goods such as the United Kingdom (and only 
to a much smaller extent against non-dollar exporters of primary 
products).
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It may therefore be said that whilst the outer sterling area 

countries probably gained more than did the United Kingdom and 
the other countries exporting manufactured goods from the wide 
transferability of sterling under the transferable accounts and EPU 
system, it was the United Kingdom and other industrial exporters 
that benefited most (by comparison with the outer sterling area 
countries) from the limitations upon — or complete absence of — 
the convertibility of transferable and bilateral account sterling into 
dollars. If these conclusions are read in the light of the definite 
advantages the United Kingdom seems to have gained from the 
existence of the dollar import restrictions in the rest of the sterling 
area,8 the broad effect of the whole complex of payments arrange­
ments seems likely on balance to have worked to the advantage of 
the United Kingdom (and other industrial exporters) rather than 
to that of the outer sterling area countries.

To look from another angle at the effects of the arrangements 
for transferring and converting non-resident sterling, the system 
may be appraised from the point of view of the dollar countries. 
The wide and expanding area of transferability of sterling enabled 
the non-dollar world to economize in its use of dollars for payments 
to other non-dollar countries and so to use a large proportion of 
the available dollars for buying dollar goods. At the same time, 
the comparatively ready markets within the non-dollar world to 
which the free transferability contributed (coupled with the lack 
of facilities for turning it into dollars at the official exchange rates), 
encouraged non-dollar countries to balance their dollar accounts by 
buying dollar-saving goods from each other — even if this meant 
that they consequently devoted less effort to expanding their dollar 
exports. In the short run, at least, the dollar world lost by this 
emphasis on dollar saving rather than on dollar earning, for its 
main consequence was to turn the terms of trade in the favour 
of the non-dollar world as a whole (by comparison with what the 
terms of trade would have been if all non-dollar countries had been 
bitterly competing with each other to sell more in American 
markets). But it is by no means necessarily true that the total 
dollar earnings of the non-dollar world would have been higher 
had the non-dollar countries been forced (by the greater difficulties

s See Chapter iv.
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in making payments to each other that would have arisen in the 
absence of the transferable accounts system) to devote more re­
sources and energy to expanding their dollar exports. Even if their 
additional efforts had not led to increased tariff protection by the 
United States, the reduction in dollar prices that would have resulted 
from their more intense competition with each other in dollar 
markets might not have been fully offset by a higher volume of 
dollar sales;9 and their ability to purchase dollar goods would then 
have been no greater.

Although the transferable accounts system did not increase the 
extent of discrimination against dollar goods by the non-dollar 
world as a whole — indeed, the consequent economies in the use 
of dollars within the non-dollar world meant that more dollars 
were available for buying dollar goods — yet it may well have 
affected the extent to which different countries discriminated against 
dollar goods. The difficulty of earning dollars from other non-dollar 
countries was the opposite facet of the economy in the use of 
dollars for non-dollar payments attributable to the transferable 
accounts system. And its consequence was that a country whose 
natural pattern of trade was to finance a dollar deficit by its 
earnings from other non-dollar countries was forced to cut its 
dollar imports and replace them by non-dollar imports — probably 
to a greater extent than was desirable if the objective is assumed to 
be the restoration of dollar balance at the minimum of real cost 
to the non-dollar world. At the same time, a dollar surplus country 
— such as Malaya or Ceylon — by (in effect) accepting sterling 
from transferable account and other sterling countries, thereby 
accepted the obligation to divert its imports from dollar to non­
dollar sources as the sterling accepted was not de facto fully con­
vertible for a sterling country belonging to the dollar pool. Nor is

9 Even if the demand for their products in dollar markets had an elasticity 
of more than unity, that is, if a cut in the price of the goods sold consumers 
brought a more than proportionate increase in the volume of their pur­
chases, the receipts of the non-dollar exporters might still contract. For 
a considerable portion of the final cost of their products to dollar consumers 
consists of distribution costs incurred in dollars. This means that a fairly 
large cut in price quoted to the dollar importer by, say, a British manu­
facturer will lead to a much smaller reduction to the final price to the 
American consumer. A consumers’ elasticity of demand of much more than 
unity may therefore be necessary if lower prices quoted by the non-dollar 
exporters are to lead to a rise in their countries’ actual receipts of dollars.
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there reason to believe that the diversion of imports from dollar 
to non-dollar sources was carried out in the manner that would 
do least damage to the trade and real income of either the dollar 
or the non-dollar countries. Some element of gold payments between 
non-dollar countries might, in other words, have made the adjust­
ment to the pattern of trade with the dollar area more likely to 
occur in the most economic places; for the possibility of multi­
lateral balancing of trade with the dollar area would have been 
greater, and the inducement for each non-dollar country to balance 
trade with the dollar area bilaterally would have been so much the 
less. At the same time, however, too great an element of gold 
payments would have led to undue restrictions on trade within the 
non-dollar world. The point here is that the transferable accounts 
system may have made payments within the area it covered too 
easy, and, from the viewpoint of the dollar area, it may well have 
encouraged distortions of trade between the dollar and non-dollar 
world that would not be completely defensible in the longer run. 
Similarly, the division between bilateral and transferable accounts 
countries (and the varying ease with which payments could be 
made between the two groups) introduced a further element of 
distortion into the pattern of trade, which implies that after the 
merging of the two groups changes in the pattern of discrimination 
and of dollar imports must have resulted. Some individual dollar- 
area exporters — and, indeed, importers — may therefore have 
been adversely affected indirectly by the nature of the transferable 
accounts system; others benefited correspondingly. Dollar-area ex­
porters certainly benefited greatly as a group from the economy 
of dollars provided by the transferable accounts system. Dollar- 
area importers may not have received such eager attention from 
would-be exporters in the non-dollar world as they could have 
expected if there had been no transferable accounts system to 
provide readier alternative markets in the non-dollar world; and 
those dollar-area producers competing with imported products 
would have had more intense competition to contend with in the 
absence of the transferable accounts system for the same reason.

From the viewpoint of the sterling and transferable accounts 
countries themselves, there can be no doubt of the benefits provided 
by the system. Furthermore, the constant liberalizing of these pay-
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ments arrangements over a growing area shows that the underlying 
objective was to advance the cause of multilateral trade and pay­
ments over the whole non-dollar world and not merely to protect 
the interests of the sterling countries (at any rate, not in any sense 
that would be opposed to the interests of non-sterling countries). 
The main doubt about the system must be whether it worked 
towards balancing the dollar accounts of the non-dollar world at 
the highest level and the most economic pattern of trade that was 
possible; or whether it did not encourage dollar-saving rather than 
dollar-earning to an unnecessary degree. One’s conclusions on this 
matter must inevitably rest largely upon one’s views about the 
extent to which the non-dollar world can safely become tied to the 
dollar market and to dollar sources of supply.

i
Transfer- A 

able I 
Account I 
Countries r

Sterling
Area

Bilateral t 
Account [ 
Countries 1

Dollar
Area

______ ^ = CURRENT PAYMENTS AUTOMATICALLY PERMITTED
BY STERLING AREA EXCHANGE CONTROL

............ >. = PAYMENTS PERMITTED ONLY FOR TRANSACTIONS
APPROVED BY THE STERLING AREA AUTHORITIES 

* Until March 1954, only current (not capital) payments were permitted 
between transferable account countries; after that date, no distinction was 
made between capital and current payments between these countries, 

t From March 1954 almost all, and from July 1955 all, bilateral account 
countries were absorbed in the transferable account group.



VII

THE EUROPEAN PAYMENTS UNION
The situation giving rise to the European Payments Union was 
essentially that which also provided the setting for the dollar-pooling 
system of the sterling area in the post-war period, that is, an 
excess demand for dollar goods (at current prices and exchange 
rates) by a group of countries whose gold and dollar reserves 
were low, and whose economies had been adversely affected by 
the war. But whilst the sterling countries’ conscious efforts had to 
be directed mainly towards making the best use of the gold and 
dollar reserves they shared and only incidentally towards maintain­
ing the free flow of trade and payments within the sterling area 
(which was already relatively unrestricted), the European coun­
tries’ energies were directed primarily towards re-building their 
trade amongst themselves, for the disruption of war-time and the 
network of bilateral payments agreements of the post-war period 
had together impaired the free flow of their trade with one another. 
They were, of course, mindful of the contribution that could be 
made to solving their dollar problem by re-building their trade 
with each other and with their oversea monetary areas; but, in 
general, it would be true to say that the countries of Western 
Europe consulted together under the EPU arrangements primarily 
in order to foster their intra-European trade, whilst the conscious 
co-operation of the sterling countries was concerned mainly with 
their dollar accounts (since trade within the area was already 
relatively free and expanding).

The predecessors of the EPU agreement were the various at­
tempts to bring some element of multilateralism into intra-European 
payments through the Agreement on Multilateral Monetary Com­
pensation and the Intra-European Payments schemes.1 These

1 For a full discussion of these schemes and the way they differed from 
the EPU, see B. Tew, International Monetary Co-operation (Home Univer­
sity Library, 1952), Chapter 8.
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schemes, however, did not create a sufficiently large or multi- 
laterally transferable pool of international liquidity: European 
countries could not readily offset surpluses earned with some of 
their neighbours against deficits incurred with others, and trade 
between any two countries was naturally likely to be sharply cur­
tailed when either partner approached or reached the point at which 
it had to pay in gold for any further imports from the other, for 
the ‘swings’ of credit granted by one country to another were very 
limited.

The EPU agreement made possible a considerable expansion 
of intra-European trade, including trade with the oversea monetary 
areas of the member countries. It did this, first and foremost, by 
making a credit with any member available to offset a debit to 
any other. Secondly, it made available lines of credit — or ‘initial 
creditor positions’2 — to countries that seemed deserving of 
special assistance in their post-war reconstruction. Thirdly, it re­
moved to a distant future the point at which gold would become 
payable on any increment in a country’s deficit with the rest of 
Western Europe; as a country’s cumulative deficit with the Union 
rose, however, it had to settle its debt to the Union to an increasing 
extent in gold, whilst creditor countries received payment increas­
ingly in gold. Fourthly, through the undertaking of members to free 
from quota restrictions agreed proportions of their imports from 
each other, it sponsored a direct form of stimulation to trade 
amongst the metropolitan members.

These arrangements naturally encouraged members to import 
more freely from each other than they had hitherto. It also gave 
them an incentive to trade with each other — and to a lesser extent 
with their associated monetary areas — more readily than with 
other countries outside the Union, since purchases from outside 
countries might require to be settled in gold; or, alternatively, the 
running of a large surplus with certain non-union countries might 
well result in the accumulation of currencies that were neither 
convertible into either dollars or other currencies at an acceptable 
exchange rate nor into goods that were attractive at prevailing

2 There were also ‘initial debtor positions’ for other countries — which 
made it necessary for them to run a surplus with the rest of the area before 
their cumulative accounting position entered their quota (and thereby gained 
them the right to settlement in varying proportions of gold and dollars).
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prices. The incentive to import from other EPU countries was 
naturally strongest during the early years of EPU, when a member 
running a deficit with the Union had large slices of credit still to 
draw upon, but as a member used up his credit with the Union 
it naturally became less profitable to buy from other members 
rather than from non-EPU countries; and when the point of full 
gold payments was reached there was no longer any advantage 
to a member in discriminating in favour of European goods. When 
this point was reached, a member was likely to import dollar goods 
more freely than hitherto; for the fact that dollar import restrictions3 
were normally maintained by European countries indicates that 
at prevailing prices and exchange rates dollar goods were believed 
to be better value for money than non-dollar goods. If a member 
decided, however, to cut his imports from Europe in order to reduce 
his cumulative deficit with EPU, his demand for dollar goods would 
be the more difficult to restrain; whilst if he tried to reduce his 
EPU deficit by stimulating his exports to Europe further, this might 
well be at the expense of his exports to North America. In either 
case, the operation of the EPU was likely to intensify the dollar 
deficit of Western Europe (whose improvement was — or should 
have been — a main underlying aim of the arrangements).

A sort of reductio ad absurdum of this danger was the situation 
that arose in the first half of 1952, when the United Kingdom — 
whose EPU balance represented the transactions with the EPU 
countries of the whole sterling area — was at the point of full 
gold payments for its EPU deficits. One consequence was that there 
was no longer a pressing need to prevent European merchants 
from trans-shipping sterling goods to dollar markets — though 
such transactions did represent an unfavourable movement of the 
dollar terms of trade of the sterling area (and a loss of dollars). 
The need for the United Kingdom to improve her EPU position 
was just as great as the need to improve her dollar balance; and 
this fact received official recognition in the form of the short-lived 
official commodity arbitrage experiment of August, 1952, under 
which the resale of certain dollar commodities to Europe through 
the United Kingdom was permitted for a brief period. Subsequently

3 By the end of 1954, they had been very considerably reduced, and for 
some countries virtually abolished.
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it was made possible through Britain’s commodity markets for 
several dollar commodities to be imported to Europe. This system 
naturally encouraged an increase in dollar imports into Europe 
(including the United Kingdom) as a whole, and since the United 
Kingdom in effect received payment from the reserves of the EPU
— and thus indirectly from members running deficits with EPU
— Europe’s reserves of gold and dollars were drawn upon and 
Europe’s dollar imports increased for no better reason than that 
the working of the EPU made it expedient for the sterling area 
to initiate a policy that led to it.

On the other side of the picture, the European countries buying 
these dollar goods through the United Kingdom were not under 
pressure to economize in purchases of dollar imports or to lament 
the loss of gold from the EPU reserves as they were not in most 
cases at the point of full gold payment: the reserves of the EPU, 
though in the long run every member’s business, could with im­
punity be regarded as no one’s business in the short run.

It is true that when an EPU country reached the extreme debtor 
position it was permitted to impose restrictions (or rescind relaxa­
tions already made) to correct its EPU balance, whilst at the same 
time submitting to examination and moral pressure from the rest 
of the Union to take the necessary steps to restore equilibrium to 
its economy and so to reverse by more fundamental means its 
balance of payments deficit with the rest of the EPU area. Once that 
was done, it would be committed to continuing the policy (agreed 
on mutually by all OEEC countries) of liberalizing further its 
trade with other members. It is therefore not possible to consider 
out of the context of these agreements about trade liberalization 
the purely monetary pressure exerted upon an EPU country which 
in itself provided an incentive to a member to discriminate against 
EPU countries’ goods just as strongly as against goods from 
the dollar area once he reached or looked like reaching the one 
hundred per cent gold payment tranche. But when that point was 
reached, the monetary mechanism in itself certainly provided every 
encouragement to a member — now released from the most 
rigorous of his liberalization undertakings — to restrict his Euro­
pean imports severely. The inducement was, however, limited so 
far as a member believed it likely that assistance or special con-
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sideration in their import licensing would be given him by other 
EPU countries to the extent that he refrained from imposing 
restrictions on their goods as severe as those he imposed on dollar 
imports. In any future regional payments arrangements, therefore, 
it would be important to ensure that, where discrimination against 
dollar goods was desired, members did not from time to time 
have such an inducement to cut their imports from each other as 
severely as those of dollar goods. A payments union without an 
adequate fund of liquidity to draw upon as a counteracting 
inducement would clearly be less well placed than was EPU to 
limit the force of such a monetary incentive to curtail imports from 
other members.

Those European countries that were in strong surplus with EPU 
during 1951-2 (when Europe’s dollar deficit was still of such 
dimensions as to require constant effort to overcome it) were 
under no real pressure to help to improve Western Europe’s dollar 
accounts when they deteriorated in 1951. As the ECE pointed out, 
the seriousness of this deterioration was hidden from most European 
countries because they were earning gold from EPU.1 This meant 
that in the main the whole burden for relieving Western Europe’s 
dollar deficit fell on the United Kingdom and France — who were 
the two main EPU deficit countries at that time. Now, had these 
two countries been living recklessly on the rest of Western Europe 
and importing dollar goods excessively, there would have been a 
strong case for discouraging them from importing so much from 
Europe; though even then there would have been something wrong 
with a system that encouraged them to build up their dollar imports 
at the expense of their imports from Western Europe. But much 
of this large deficit was unquestionably due to temporary specula­
tion against sterling and the French franc, which showed up in 
the amounts due from the United Kingdom and France at the 
monthly EPU settlements.4 5 A purely temporary flow of speculation 
against sterling — which was reversed after the raising of bank- 
rate in March, 1952 — was thus an important reason for the gain 
of EPU gold to other European countries, and this removed much 
of the pressure upon them to play their part in closing Western

4 Economic Bulletin for Europe, First Quarter, 1952, p. 8.
5 Ibid, p. 9.
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Europe’s dollar gap. Moreover, so far as the sterling area’s EPU 
deficit was caused by an expansion of sterling area imports, it was 
contributing to an expansion of trade within the wider EPU 
area. Whilst it is true that in this period the outer sterling area was 
importing at an unusually high level from Europe, it is hard to see 
how the desirability of checking such temporary over-importing 
from Europe would justify arrangements which threw upon the 
sterling area the duty of making one hundred per cent gold pay­
ments for its EPU deficit, and which thus encouraged it to relieve 
the rest of Europe’s dollar deficit by finding the gold and dollars 
to increase the dollar imports of Europe (including the United 
Kingdom) as a whole.

At the same time, the extreme debtors to EPU, the United 
Kingdom and France, were under financial pressure to restrict their 
imports from other members severely: this is the opposite aspect 
of the fact that when the point of full gold payments was reached 
they no longer had an incentive to discriminate against dollar 
imports. The restrictions they imposed against imports from the 
rest of Western Europe in late 1951 and in 1952 led to the first 
contraction in intra-European trade since the EPU was formed.0

It is interesting to note that these difficulties had been foreseen, 
in their essence, by Professor R. F. Kahn at the time when the 
EPU arrangements were first made.7 The danger that countries 
with a surplus in EPU would have every incentive to cut their 
imports from other European countries in order to earn gold from 
the Union was, however, very greatly reduced in the event by the 
efforts that extreme creditors made to maintain or increase their 
imports from the rest of Europe in order to avert the danger that 
their exports might be discriminated against in order to keep 
the Union solvent, and by their willingness to accept less than one 
hundred per cent gold payment (usually only fifty per cent) when 
their quota of credit to the Union had been fully utilized. And 
extreme debtor countries were restrained from maintaining severe 
restrictions against other members’ goods for longer than absolutely 
necessary by the need to justify such restrictions in Paris before the 
representatives of other members.

« Ibid, p. 12.
7 See ‘A Possible Intra-European Payments Union’, Economica, 1949, and 

‘The European Payments Union’, Economica, 1950.
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Moreover, the worst dangers inherent in the EPU system were 

avoided in what was a period of very high employment: the defects 
of the system would have been far more manifest if serious un­
employment combined with an intensified dollar shortage had 
arisen in Europe. In that event, those countries that happened to 
be at or near the extreme debtor position, and those that were 
at or near the extreme creditor position, would have been under 
still greater pressure from the rest of the Union to cut their 
imports and thereby save or earn gold to help them to reduce 
their own dollar deficit and also in order to ‘export’ some of their 
unemployment. It is easy to see that such a situation could have 
brought a dangerous downward spiral of intra-European trade 
and employment and a further intensification of Western Europe’s 
dollar problem. If an American recession should cause any such 
intensification of Western Europe’s dollar problem, it would be 
essential that any necessary reduction in Europe’s dollar imports 
be accompanied by the maintenance or, preferably, by an expansion 
of Western European countries’ imports from each other — so 
that employment and real income in these countries could be main­
tained at as high a level as possible. Yet, at the same time, it 
would clearly be important to ensure that the inducement given 
to European countries to expand their imports from each other 
did not divert resources from maintaining or rebuilding their dollar 
exports, whenever and wherever an increase in the resources and 
energy devoted to this purpose would result in an increase in 
Europe’s dollar earnings. But it might well be true that in an 
American recession nothing the European countries could do would 
increase Western Europe’s dollar income; cut-throat efforts by 
individual European countries to expand their dollar exports in 
such circumstances might well result in a fall in the prices of 
Europe’s dollar exports that would be sufficient to offset any in­
crease in the volume of sales made in dollar markets.8 There would 
therefore be no great danger of a fall in Europe’s dollar earnings 
resulting from any such maintenance of intra-European trade as 
would be feasible in a recession.

8 Such efforts would, of course, also be against the interests of the dollar 
countries in so far as it would make the restoration of full employment 
there the more difficult in the face of cheaper imported goods if dollar 
sales by European countries were in fact increased.
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How effective were the ad hoc methods of overcoming the diffi­
culties that arose when a country reached the extreme creditor 
position? The extension of additional credit and the measures to 
encourage exports to the surplus member certainly served to main­
tain the flow of exports from the creditor country to the rest of 
Western Europe. But if the natural pattern of trade were such 
that Belgium — normally an EPU surplus country — earned a 
surplus from Europe and used part of it to finance a dollar deficit, 
then the other European countries would be obliged in course of 
time to adjust their deficit with Belgium to the level at which 
they were prepared to find the gold or dollars to cover it — except 
so far as Belgium was willing to accept indefinitely claims upon 
them or other inconvertible currencies.

One defect of the EPU arrangements was that even when Belgium 
was at or near the point of full gold receipts, European countries 
could continue importing from her at a high level, since the satis­
faction of part of her claims upon them was postponed. The United 
Kingdom’s agreements in 1954 with the main EPU creditors — 
to repay part of these debts in gold and to fund the remainder 
— emphasized that ultimately these debts had to be repaid; the 
EPU system served to conceal the real situation and to remove the 
incentive to begin adjusting to them. Moreover, even those Euro­
pean countries that were at the point of full gold payment had no 
special incentive to improve their balance with Belgium; increased 
exports to, or lower imports from, any other EPU country would 
have had just the same effect on their EPU balance.

On the surplus countries’ side of the problem, the EPU payments 
system — and the ad hoc arrangements for preventing a drastic 
cutting of imports from them by other members when the surplus 
countries reached the point of full gold payment — caused a 
diversion of the surplus countries’ exports to European, soft- 
currency markets from the harder, extra-European markets 
(including dollar markets). If other European countries had 
practised the degree of discrimination against the exports of EPU 
surplus members that they would probably have preferred to 
practise, taking fully into account the ultimate obligation to pay 
gold for them that they were (in all probability) incurring, the 
European countries that tended to run EPU surpluses would have
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had to seek hard-currency markets to a far greater extent than 
they did. In other words, Belgian resources, for example, might 
well have been better used than they were — from the point of 
view of working most economically towards a world dollar equili­
brium — in producing, say, goods for dollar markets, or capital 
goods to assist the Congo in increasing its dollar exports, and 
correspondingly less in producing goods for EPU countries.

The EPU arrangements, then, encouraged member countries 
to go on running a deficit with the European surplus countries 
for longer than they could have done if they had had to pay for 
them in hard currencies. This arrangement had much to commend 
it, so far as the surplus countries were willing to export to the 
other EPU countries for payment, in inconvertible currencies, in 
return for the greater stability they presumably hoped their export 
industries would obtain in European markets, as compared with 
the difficulties they might face if they tied themselves too closely 
to dollar markets and were subsequently exposed to an American 
recession. But, in fact, much of the credit extended by the surplus 
countries was merely an agreement to defer settlement of the debts 
owed to them. There was a case for such an arrangement, so long 
as the European economies were just recovering from the war and 
might be in a better position to make the necessary adjustments 
in their patterns of trade and production when their industries 
had recovered, but it is doubtful whether a case remained for 
postponing the adjustments after, say, 1952. Either it was desirable 
that the European surplus countries should agree to waive com­
pletely some part of the payment due to them, in return for the 
long-run advantages (of stability especially) that they believed 
they would obtain by maintaining their exports to the EPU area 
at a high level, or, alternatively, it was desirable that the other 
European countries should have had clearly brought home to 
them the fact that additional imports from these countries would 
ultimately cost them the equivalent in gold or dollars. In retrospect 
there seems to be no case for arrangements that concealed the 
real cost of imports from the EPU surplus countries by postponing 
gold payments to them yet which, in fact, implied or stated the 
obligation to settle with them eventually in gold. So far as the 
other European countries agreed to maintain their imports from,
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whilst not being released from the ultimate obligation to pay gold 
to, the surplus countries — even when the latter took insufficient 
measures to expand imports from them — the surplus countries 
were really giving nothing substantial in return for the maintenance 
of their trade in the more stable European market. Had each 
individual European country made an agreement not to discri­
minate against the surplus countries, the somewhat one-sided nature 
of the arrangement would have been more obvious. But the fact 
that the Union incurred the debts to the surplus countries served 
to conceal to an important extent that these obligations were 
incurred by all members and would ultimately have to be repaid. 
Although the efforts of Belgium to reverse her excess creditor 
position met with considerable success, this does not alter the 
fact that the purely financial incentives provided by the EPU 
mechanism provided no incentives for this change in the pattern 
of trade.

The lessons for any future payments unions would seem to be 
these. First, surplus countries (that is, countries in surplus with 
the rest of the Union) can often be induced to join by reason of 
the guarantee that exports from them to the rest of the Union 
will not so readily be cut (as they would be if the surplus countries 
were not members) when they run a surplus with other member 
countries. And they may be willing to pay something for the 
fostering of trade within the Union if they believe that it will be 
more stable than markets outside on which they would have to 
depend to a greater extent if they balanced their accounts by some 
trade or payments triangle extending outside the Union.

Secondly, those countries running a surplus with the Union will 
not be so ready to subscribe to the scheme as will those that are 
more likely to be in deficit — or roughly in equilibrium, taking 
one year with another — with the rest of the Union. These deficit 
countries will thus be much readier to accept payment in credits or 
soft currencies than will the surplus countries, and to foster trade 
within the Union to make up for the difficulties they may have in 
balancing their accounts with the outside world.

Thirdly, the EPU arrangements showed that the surplus countries 
had a good chance of obtaining the advantages of membership 
without incurring real costs comparable to those of other members,
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since they could count on being ultimately paid in gold, except 
to the extent that they (like other members) gave credit to the 
Union or were willing to increase their imports from other members. 
Above all, the EPU arrangements rendered them the service of 
concealing in some appreciable measure from those countries im­
porting from them the fact that these imports would almost certainly 
ultimately cost gold, thus making it less likely that these imports 
from the surplus countries would be reduced.

It is clear that any future payments system must provide flexible 
arrangements whereby an array of countries, diverse in their pattern 
of payments and thus in the extent to which they are likely to run 
a surplus with the rest of the Union, can contract into or out of it 
for as much of its benefits as they are willing to pay for — and no 
more. The more a country running a surplus with the Union is 
willing to extend credits that need never be repaid, or that may be 
repaid in members’ own currencies, the more will it be justifiable 
to impose less stern restrictions upon imports of its goods and 
the less necessary to adapt patterns of trade and production in 
such a direction as to dispense with such imports.9

The cumulative nature of the debt settlements in EPU had a 
further disadvantage that became increasingly important as deficits 
and surpluses of certain members increased. In the early days of 
EPU, the considerable lines of credit extended to all members 
encouraged them to import from each other rather than from 
outside the EPU area and least of all from the dollar area. But as 
a country became liable for increasing proportions of gold payments 
in settlement of its EPU debts there was less incentive for it to

The Kahn proposals (see pp. 130 et seq.) would have brought this fact 
out into the open by granting countries in surplus with the Union immediate 
payment in gold for part of the debts owed to them, whilst allowing the 
complete cancellation of the rest. Both creditors and debtors would then 
have seen just what the arrangements were costing them and would have been 
the more likely to make the necessary adjustments to their patterns of 
trade and production. It is easy to doubt the political feasibility of such 
cancellation of debts; it would be probable, however, that, faced with the 
choice of complete exclusion (and therefore of discrimination against their 
exports), the European surplus countries would have preferred to allow 
some cancellation of debts owed to them and the concomitant maintenance 
of their exports to the rest of the payments union. If not, the other members 
would have benefited by having the real situation revealed to them, especially 
the necessity for them to reduce their dependence on exports from surplus 
countries.
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discriminate in favour of EPU imports, until finally the point was 
reached where full gold payments became due — when there was 
clearly no incentive for a country to import from other members 
rather than from the dollar area. Moreover, a country that was 
receiving, or could hope ultimately to receive, payment in gold 
for any increase in its cumulative surplus with the rest of EPU 
also had no incentive to import from fellow members rather than 
from the dollar area. Admittedly this difficulty was largely over­
come by the special arrangements reached with extreme creditors 
to encourage them to import more from other members, but there 
was nothing in the EPU monetary arrangements themselves to 
ensure that satisfactory arrangements of this sort would be reached.

The rationale behind the system may have been that whilst 
it was desirable at first to encourage members to rebuild their intra- 
European markets and thus save the dollars of all of them, once 
their industries had recovered somewhat from the war there was a 
case for encouraging them to close the dollar gap by the more 
direct means of increasing their dollar exports. If this was an under­
lying reason for adopting a system that gave a diminishing incentive 
to members to prefer each other’s goods to those from dollar 
markets, the EPU system achieved its end only very haphazardly, 
for the greatest pressure to reduce discrimination against dollar 
goods applied, as has been shown, to extreme creditors and extreme 
debtors; it did not vary according to the need at any given time 
for Western Europe to economize in dollars. It is not surprising 
that the OEEC report for 1952 lamented the fact that Europe’s 
dollar problem did not seem to be getting much nearer solution. 
It is clear that what was required was a steady pressure upon all 
members to economize in dollars — and to increase dollar earnings 
— to an extent that would not divert an undue amount of resources 
from the task of producing dollar-saving goods for each other. 
Of course, the consequence of this would not have been an equal 
discrimination (if, indeed, the extent of discrimination could be 
measured) by all members against dollar goods or in favour of 
EPU countries’ goods; some would find that their need for dollar 
goods was more urgent than that of others; some would find that 
non-dollar substitutes for the goods they needed were more readily 
available. But the inducement to member countries to save or earn
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dollars should have been made to vary according to the intensity 
of the general dollar problem of Europe as a whole, and not 
haphazardly for individual countries from time to time according 
to the particular tranche of their EPU quota that their cumulative 
credit or debit with the Union happened to have reached at any 
given moment.

The revision of the European Payments Union made in July, 
1955, and the concomitant provisions for its supersession by a 
European Monetary Agreement, in the event of the currencies 
of the main member countries becoming convertible, have been 
very fully described and analysed by Mr W. B. Reddaway.10 The 
main features of the arrangements were as follows. First, the EPU 
was extended until June, 1956 (unless a majority of member 
countries’ currencies were made officially convertible in the mean­
time), but the monthly settlements were to be made 75 per cent 
in gold and 25 per cent in credits to or from the Union (instead 
of 50 per cent in each as in 1954-5). Secondly, if countries holding 
more than 50 per cent of the total of the quotas in EPU should 
declare their currencies convertible, a European Monetary Agree­
ment would come into force, by means of which a multilateral 
clearing was still to be made among members, but settlement would 
be made entirely in gold or dollars and it would be left to members’ 
choice how far they made use of it. The extent to which they 
would do so would depend largely upon the prevailing market rates 
for their currencies, since settlements would be made at the official 
buying and selling prices for members’ currencies, whereas more 
favourable terms would be available to both buyers and sellers 
in the market whenever the prevailing rates were not at these 
limits. Thirdly, under the European Monetary Agreement, which 
would come into force when members’ currencies became con­
vertible, there would be set up a European fund of dollars, with 
much smaller resources than those possessed by EPU, from which 
members could borrow, not automatically and as of right — as 
they could under EPU — but only after examination of their 
balance of payments difficulties and for temporary periods (some-

i° ‘Freeing Europe’s Trade and Payments’, Bulletin of the London and 
Cambridge Economic Service, in The Times Review of Industry, September,
1955.
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what after the manner of borrowings from the International 
Monetary Fund). The present intention is merely to appraise the 
main features of these arrangements in the light of the foregoing 
discussion of EPU and the sterling area.

In the first place, credit must be given to the undertakings to 
continue and maintain the liberalization of intra-European trade 
that accompanied the monetary arrangements, for the one set of 
arrangements facilitated the other. One lesson to be learned from 
the experience of EPU is that adequate provisions for liberalizing 
the trade of members with each other are essential if settlements 
between members involving a considerable, and increasing, pro­
portion of gold or hard currencies are not to result in tighter trade 
restrictions. Monetary arrangements without trade liberalization 
agreements might have done as much harm as good to intra- 
European trade; moreover, it must be remembered that the 
circumstances in which EPU operated, notably the high level of 
employment and the general desire to rebuild intra-European trade 
from the low level to which it had sunk after the war, were favour­
able to the liberalization of members’ trade. These facts should 
lead to caution in applying regional payments systems of the EPU- 
type to other groups of countries, or even to the same group of 
countries in different circumstances; in particular, they might prove 
difficult to work in a period of general and serious unemployment.

Secondly, the extension of the principle of making settlements 
in fixed proportions of gold and credit, whatever the state of a 
member’s cumulative balance with the rest of the Union (short 
of the exhaustion of his quota), underlines the fact that the earlier 
type of settlements whereby the relative extent of gold payment 
varied with a member’s cumulative balance was now considered 
unsatisfactory — though whether this was for reasons such as have 
been advanced earlier in this chapter it is difficult for a non- 
official observer to judge. The continuance, so long as EPU lasted 
and so long as a member had not exhausted his quota, of a system 
whereby settlements were made in fixed proportions of gold and 
dollars meant that a general and consistent pressure was placed 
upon members to discriminate in favour of each other’s goods com­
pared with imports from hard-currency sources (which would have 
to be paid for wholly in gold or dollars). But the continued absence
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of any provision to vary the extent of this inducement as Europe’s 
dollar situation changed — in the provisions for the European 
Monetary Agreement as in EPU — emphasized that the new 
arrangements were not framed in such a way as to facilitate the 
measures that might be necessary to meet any future intensification 
of Western Europe’s dollar shortage.

Thirdly, it may be noted that the principle of trade liberalization 
was not extended beyond Europe — for instance, by agreements 
covering also those oversea countries of the monetary areas whose 
settlements with Western Europe were made through the Union. 
It is possible, for instance, that some mutual liberalization of trade 
with independent sterling countries might have been beneficial; 
New Zealand, on the one hand, was critical of tariff and quota 
restrictions against her food exports by European countries, whilst 
on the other hand, Australia’s considerable import restrictions 
against European countries’ exports might have been reduced by 
mutual agreement if some suitable quid pro quo could have been 
accorded to her by Western Europe. It is true that Europe did 
not restrict the import of the main raw material commodities 
purchased from the outer sterling area, but there remained the 
danger that when sterling was made convertible into dollars, or if 
a recession in the level of activity in Europe reduced the European 
countries’ demand for raw materials, Europe’s imports from the 
outer sterling area might have been severely reduced. Undertakings 
by European countries to reduce the extent of any such declines 
of purchases from the rest of the sterling area — at least so far 
as government policy could affect these imports — might well 
have been a worthwhile return for some undertaking by outer 
sterling area countries to discriminate in favour of EPU countries 
in the administering of import restrictions, or to limit the scale 
or duration of these restrictions. In any event, it is to be hoped 
that future European monetary arrangements will contain some 
provision for more direct representation of, and consultation with, 
non-European countries, especially those whose accounts with 
Europe are settled through the system and are most directly 
affected by the arrangements actually prevailing.

As to the European Monetary Agreement, which the 1955 arran­
gements intended to come into operation when the major European
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currencies were made convertible, a useful safeguard for the 
liberalization of intra-European trade was provided by according 
convertibility (into dollars) to all currencies that would be earned 
through the EPU settlements (to be made one hundred per cent 
in gold when the major European currencies became convertible), 
even from countries whose currencies still remained convertible. 
This would, of course, reduce considerably the likelihood of 
discrimination being exercised, for example, against sterling-area 
goods by European countries wishing to earn ‘convertible’ sterling. 
The retention of a multilateral settlement would also, as Mr 
Reddaway argues,11 constitute a regional payments arrangement 
that would simplify the presentation of a case for some continued 
discrimination in favour of other members’ goods — so far as 
that was found necessary — in a world of convertible currencies. 
And the tradition of trade liberalization might well continue among 
members even under the new ‘convertible’ system, though the 
inducement to liberalize trade further amongst themselves would 
be lost and though the advantages of liberalizing instead their 
trade with other countries might well be relatively greater than it 
was when intra-OEEC trade was still severely restricted. But one 
may doubt whether the tradition of liberalizing intra-European 
trade would persist strongly enough in the face of one hundred per 
cent gold payments if unemployment should arise in Europe or 
if the dollar situation of one or more European countries should 
become suddenly more serious. And if moral or other obligations 
made members reluctant to cut their imports from each other, 
there might yet be a serious danger that their cuts would be directed 
with greater intensity against the goods of associated non-member 
countries, especially those of the outer sterling area — who might 
well be suffering severely already — especially if there were an 
American recession in progress.

The provision for setting up a European Fund when ‘conver­
tibility’ comes is relevant to these probable future problems in 
several ways. In the first place, since its amount is small and its 
assistance is not to be granted as of right, and since it is to meet 
only temporary balance of payments disequilibria of members, 
it is unlikely to hold out a very strong inducement to them

11 Ibid, p. vii.
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(compared with the EPU system) to extend or continue their 
liberalization of trade with other members.

On the other hand, it would be a useful form of liquidity for 
member countries to draw upon to meet temporary difficulties, and 
one to which access would not be refused them merely because they 
might also feel compelled to use some degree of discriminatory 
import controls to assist them in their difficulties. But neither its 
nature nor its size seems likely to be of any great use in a recession 
— when similar functions would presumably be fulfilled by the 
IMF, though the IMF might insist upon those countries drawing 
upon it applying far more liberal trade policies than they might 
feel willing to apply in the sort of circumstances envisaged. But 
since non-dollar currencies withdrawn from the IMF must be repaid 
in dollars, neither it nor the projected European Fund was as 
suitable for helping countries to meet their non-dollar deficits as 
was the EPU system.

The intention to set up such a permanent fund of regional inter­
national liquidity is to be welcomed; but both Western Europe 
and the sterling countries would do well to consider how some 
sort of fund might be devised to meet more satisfactorily both 
their dollar and non-dollar payment problems in times of temporary 
balance of payments difficulties or to eke out such assistance as 
the IMF might provide in times of more generally falling export 
incomes, especially if IMF assistance were likely to have un­
congenial strings attached to it. Just as the European Fund is to 
consider a member’s total balance when deciding whether to grant 
short-term accommodation, so any sterling fund would clearly 
have to look at the state of a member’s sterling balances (which 
reflect his total payments). And just as the European Fund would 
have regard primarily to the interests of the group of countries it 
represented and to the desirability of discouraging retreats from 
trade liberalization among them, so those administering any sterling 
fund would have to ask whether a member making use of it would 
employ the funds it provided to assist the balancing of the area’s 
accounts with the rest of the world and whether he might be 
induced to modify his policies in a way that would improve the 
area’s reserves. There would also have to be provisions for deciding 
whether the grant of additional liquidity to a member would result
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in trade among members being kept at as high a level as was in 
their common interests. But some temporary assistance to cover 
short-term deficits might be made available as of right, and this 
function the European Fund, as at present conceived, would seem 
unable to fulfil. Quite apart from the accessibility of hard currencies 
to meet deficits arising outside the area (notably with dollar 
countries), there is the need to settle balances amongst members, 
and so far as this can be done in their own currencies, gold or 
dollars could be reserved for making settlements with the dollar 
area; this the sterling system does, but the European Monetary 
Agreement fails to do.

The case for making some limited amount of liquidity available 
within the sterling area for meeting non-dollar deficits (especially 
with other sterling countries) rests mainly on the asymmetry 
whereby Britain can run deficits with other sterling countries 
by running up sterling liabilities to them but no sterling country 
can readily run up liabilities to Britain, and has therefore to keep 
its sterling balances above a safe minimum. If an outer sterling- 
area country had as great a certainty of being able to raise short­
term funds in London as Britain has that a sterling country with 
which Britain runs a deficit will run up sterling balances in London, 
this problem would not exist; but the uncertainties involved in 
raising and renewing short-term funds on the London money 
market are certainly no substitute, from the viewpoint of an outer 
sterling area country, for a fund of sterling available, under appro­
priate conditions, to meet temporary deficits in its non-dollar 
accounts until policies can be adopted to improve the underlying 
state of disequilibrium in its economy. Since the alternative to 
some such scheme seems to be the periodic intensification or 
renewal of import restrictions by countries (such as Australia) 
whose export income is liable to severe fluctuations, the exporting 
countries who suffer from these cuts would have a great deal to 
gain from any such scheme; and especially since import restrictions 
tend to be self-perpetuating, the gain to all concerned from making 
their original imposition unnecessary would be considerable.

The dollar resources of the European Fund could most usefully 
be used to supplement members’ holdings of hard currencies and 
to assist them, in case of need, in meeting their dollar obligations.
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What is needed also is some fund of non-dollar liquidity available 
for assisting them to meet temporary deficits in their accounts 
with other countries within the system. If some such fund of 
liquidity could be administered jointly by the sterling area and 
Europe, it could do much to promote trade stability and to give 
members a breathing space in which the necessary corrective 
measures could be taken, as has been shown by the experience of 
EPU when credit has been made available to member countries 
in deficit, and the reversal of trade liberalization by them has thus 
been reduced or prevented. If no such scheme can be devised 
for Europe plus the sterling area, then some such fund of sterling 
liquidity might usefully be considered for the sterling countries 
alone.

The EPU Group as an Area of Freer Trade
It is clear that the benefits of a large, stable market would be 

most readily afforded by a Union that included complementary 
economies, and for this reason it would be preferable for the Union 
to include primary-exporting countries as well as the industrial 
exporters of Western Europe. On the other hand, it may be borne 
in mind that the likelihood of increasing international specialization 
within the Union by fostering relatively free trade within it would 
be the greater the more competitive the economies admitted.rj 
From the viewpoint of world division of labour generally, therefore, 
perhaps a Union of European industrialized countries alone might 
be preferable; from the viewpoint of any member of such a Union, 
actual or potential, who was intent upon maintaining stability of 
trade within as wide an area as possible but who believed the 
stability of the outside world to be suspect, a Union that could 
offer an array of complementary economies would be the more 
attractive proposition to a surplus country which it was hoped to 
attract within the fold. The oversea monetary areas of members

12 See J. Viner, The Customs Union Issue (Carnegie Endowment for 
International Peace, 1950), chapter 4. The statement in the text relates to 
the probable effects of a given degree of liberalization. But, on the other 
hand, the actual degree of liberalization in fact achieved by any Union, 
short of a completed Customs Union, will almost certainly be greater among 
groups of countries whose exports are not closely competitive — as they 
will naturally be readier to agree to liberalization than a group of closely 
competitive economies.
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are in a special relationship to the Union; the effect of this indirect 
participation is of special interest if consideration is to be given 
to plans for a wider economic union of relatively free trade and 
payments. By far the most important oversea monetary area 
linked to EPU was that of the sterling area. Some of the con­
sequences of its relationship to EPU will now be considered.

The Outer Sterling Area and the EPU

Whilst the United Kingdom’s dependent oversea territories were 
in all senses part of the United Kingdom from the point of view 
of the EPU machinery, the independent countries of the outer 
sterling area stood in a special relationship to the EPU. Although 
these countries were not members of EPU in their own right and 
did not have any specific obligations in connection with it — such 
as that to liberalize agreed and increasing percentages of their 
imports from EPU countries — they formed part of the United 
Kingdom’s quota in EPU (which represented the whole sterling 
area). That is to say, payments to and from the outer sterling area 
countries made by or received by another EPU country (or by a 
country in its oversea monetary area) were cleared through the 
EPU machinery. The independent outer sterling area countries 
thus constituted a very important extension of the area over which 
the EPU operated, especially since the other primary-exporting 
countries affiliated to it through their metropolitan countries were 
very closely linked with the economies of their parent countries,18 

and the existence of the EPU is not likely, therefore, to have had 
appreciable effects upon their trade with other European countries. 
But the facilitating of payments between the sterling Dominions and 
Europe may well have had considerable effects on their trade.14

The fact that an EPU country could use its EPU credits to 
make payments to any sterling country probably served to intensify 
the competition from other countries in the purchase of sterling 
area primary products experienced by the United Kingdom.

13 The dependent oversea territories of the United Kingdom, France, 
Belgium, the Netherlands, Portugal, and Italy.

14 The term ‘Dominions’ is used for convenience (but with considerable 
inaccuracy) to mean ‘the independent sterling countries outside the United 
Kingdom.’
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Similarly, the ease with which sterling countries could purchase 
in Europe greatly enlarged the range of sources of supply available 
to the outer sterling area countries and increased the competition 
experienced by United Kingdom exporters in sterling markets. 
Moreover, the increased flow of trade between the various European 
countries producing manufactured goods must have helped to keep 
their costs down below what they would have been if European 
trade and payments had not been liberalized by the EPU system. 
And as the Dominions were among the most important buyers of 
European manufactured goods, they must naturally have benefited 
considerably from the consequently lower costs of production of 
European manufactures.

It is true that, in theory, one would expect the United Kingdom 
to have obtained a similar enlarging of her markets through the 
affiliation of other oversea monetary areas with the EPU. But, 
in fact, these other monetary areas were quantitatively much less 
important than those of the oversea sterling area; their economies 
(except probably for Indonesia) were far more directly linked 
to their respective metropolitan countries; and (again apart from 
Indonesia) they had far less independence in determining their 
economic, including their importing, policy than the sterling Do­
minions, who had complete economic autonomy.

The sterling Dominions might, however, suspect that they lost 
in certain ways from the closer economic integration of the United 
Kingdom with Europe resulting from the EPU system and the 
accompanying trade liberalization provisions. If Western European 
exporters had consequently competed more effectively with sterling 
producers in United Kingdom markets, this would have been one 
source of potential loss to the outer sterling area countries. But, 
in fact, the sort of goods the Western European countries sent to 
the United Kingdom were mostly manufactured goods and raw 
materials and fresh foodstuffs of categories that competed hardly 
at all with the raw materials and relatively imperishable foodstuffs 
that were the main United Kingdom imports from the outer sterling 
area. Fresh meat and dairy products were probably the only im­
portant European exports to the United Kingdom competing closely 
with Dominion exporters; and since Denmark (the main country 
affected) was at no time a hard currency country from the point
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of view of the United Kingdom, it is unlikely that if the EPU system 
had not existed the United Kingdom would have imported dairy 
products from Denmark any less freely.

Another way in which the sterling Dominions might have lost 
by the United Kingdom’s membership of EPU is that the system 
may have encouraged United Kingdom exports to go to Europe 
rather than to the outer sterling area. That this occurred to some 
extent it would be hard to deny; but there is every reason to 
believe that, in view of the United Kingdom’s own deficit with 
Europe in the postwar years, the expansion of its exports to 
Western Europe would have been necessary in any case.

Moreover, the sterling Dominions had no obligation to liberalize 
their imports from Europe; if they had assumed such an obligation 
it is doubtful whether Australia, especially, would have found it so 
easy to curtail her imports from Europe so drastically in 1952 and 
in subsequent years (though it was officially stated that these import 
cuts were not intended to discriminate). On the other hand, of 
course, it is also true that the European countries undertook no 
obligation to import more freely from the Dominions. In fact, 
however, the raw materials exported by the Dominions were of the 
categories usually considered ‘more essential’ by importing Euro­
pean countries, and were therefore not likely to be restricted; whilst 
many of the exports of the European countries to the sterling 
Dominions were of the luxury consumer-goods type likely to be 
most severely curtailed in times of balance of payments difficulty. 
And the pressure to correct a sterling area deficit with the EPU 
was felt primarily by the United Kingdom, who therefore had to 
cut imports from Europe more drastically than if the cuts had been 
shared over the whole sterling area.

In short, it seems that the sterling Dominions gained very con­
siderably from the operation of the EPU. In a sense, they did so 
at the expense of (or, at least, relative to) the United Kingdom 
and the other European industrial exporters, for much the same 
reasons as we have seen that they probably benefited from the 
existence of the transferable accounts system.15 These gains went 
a considerable way to offset the relative gain we have seen reason 
to believe the United Kingdom made at the expense of some, at

15 See Chapter vi, above.
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least, of the outer sterling area countries through the operation of 
the dollar import restrictions of the sterling area.16

The EPU Compared with the Sterling Area
By way of summarizing the advantages and defects of the EPU 

system, it is convenient to compare its main characteristics with 
those of the sterling area.

(1) The sterling area’s pooling of gold and dollars and the fact 
that they were not required for the settlement of deficits and 
surpluses within the area resulted in substantial economies in the 
use of the available supply of gold and dollars. Similarly, the 
fund of liquidity created by the EPU agreement and the economies 
in the use of it brought about by the system of multilateral settle­
ment within the EPU area effected considerable economies in the 
use of gold within that area.17 If economies in the use of dollars 
for transactions with the dollar area were to be secured by the 
EPU countries, some form of dollar pooling for this purpose would 
have been necessary; and for a group of countries such as those 
of Western Europe, this would have involved more formal methods 
than those adopted in the sterling area for determining how freely 
each member should draw upon the pool. If some way of pooling 
dollar reserves — at least partially — could be found and made 
to work, the experience of the sterling area shows that considerable 
economies could be obtained. On the other hand, the fact that 
the EPU countries individually held their own respective gold and 
dollar reserves gave to each of them a direct incentive to economize 
in dollar spending and to stimulate dollar exports that was lacking 
in the sterling area — where informal agreements constituted the 
only pressure that existed to encourage members to improve their 
dollar balance rather than that with other areas. At the same time, 
this informal pressure was exerted fairly uniformly over all of the 
sterling countries, and it was intensified (at any rate so far as it 
concerned dollar imports) when the sterling area’s reserves were

u! See Chapter iv, above.
17 R. Marjolin has pointed out (Lloyds Bank Review, January 1954) that 

the pool of liquidity created by EPU was about $1.4m. (of which only 
$l.lm. was used up to the end of 1953) compared with $800,000 or 
$900,000 created by the bilateral agreements previously in force, which 
financed a much smaller volume of trade.
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threatened; by contrast, the financial incentive to buy from other 
EPU countries rather than from the dollar area was (up to 1954) 
least for those EPU countries that had built up large cumulative 
EPU deficits or surpluses during the period since the system began. 
The incentive varied not with Europe’s dollar needs but with the 
essentially irrelevant criterion of the particular proportion in which 
a country was at a given time settling its marginal EPU imports 
in gold. If a similar system had operated in the sterling area, each 
sterling country would have been encouraged to relax its dollar 
import restrictions as its total deficit or surplus with the rest of the 
sterling area since a given date increased in size. It would be hard 
to justify the use of any such criterion.

(2) The EPU system encouraged members to prevent their 
balance with the rest of the area from diverging very greatly from 
equilibrium by increasing the scale of gold payments for debtors 
and by bringing pressure to bear upon creditors to liberalize their 
imports. Wide though the area covered by EPU was (if the oversea 
monetary areas are included), this meant that members were 
encouraged to balance their trade with a restricted area of the 
trading world, whereas the natural pattern of a member’s trade 
might often be a deficit with this area balanced by a surplus with 
the rest of the world, or vice versa. In contrast, the sterling area 
— widened by the transferable accounts system —enabled sterling 
countries and, to a lesser extent, transferable account countries, 
to balance their accounts over a very wide area of the non-dollar 
world (virtually the whole of it after March 1954, and all of it 
from July 1955) and thus caused a minimum of distortion to each 
member’s pattern of trade with the non-dollar world. At the same 
time, the increasing scale on which gold became payable to the 
EPU as a member’s deficit with the Union increased, discouraged 
members from over-importing from the rest of the EPU area. 
Although this was far from an ideal method of securing such an 
end, some comparable means of discouraging sterling countries 
from drawing down their sterling balances too swiftly might well 
have helped to reduce the strain on the area in, for instance, the 
1951-2 crisis. Preferably, however, the degree of any such dis­
couragement should be related to a member’s deficit in the short 
period over which the excess drawings occurred — not his cumu-
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lative deficit over several years. In 1954-5 and 1955-6, the 
proportion of a monthly settlement payable in gold did not vary 
according to a member’s cumulative debtor or creditor position. 
The criticism of the cumulative nature of the criterion upon which 
the proportion of gold to be paid was based does not, therefore, 
hold for these later years.

(3) The EPU-OEEC system provided a useful forum for dis­
cussion of members’ balance of payments problems and of the 
ways in which their domestic policies might be modified to relieve 
them (as well as the ways in which members could assist one 
another). Furthermore, the reports of the OEEC provided public 
appraisals of members’ policies of a kind not paralleled in the 
sterling system. But the informal discussions between staffs of 
treasuries and central banks of the sterling area may have been 
in their way as effective in encouraging members to adopt appro­
priate policies as were the OEEC consultations; the main difference 
was that sterling area consultations were more informal, less 
publicized, and less ready to touch on domestic policies (at any 
rate openly). Any wider payments union or organization for 
economic co-operation could probably usefully incorporate the 
best features of both; informal discussions on the more delicate 
matters connected with members’ policies and the solvency of the 
whole group could be combined with the publication by a central 
secretariat of an objective appraisal of the ways in which members’ 
policies were affecting the rest of the group. Even if these reports 
told governments nothing they did not already know, they could 
do much to inform public opinion of the international implications 
of their government's economic policies and thus perhaps make it 
politically more practicable for them to be modified in the light of 
these wider considerations. The published judgments of an inter­
national secretariat carry’ considerable weight if they are generally 
believed to be objective and well considered. A Commonwealth 
(or Commonwealth plus Western Europe) economic secretariat 
might usefully follow in the footsteps of such bodies as the Eco­
nomic Commission for Europe and the Organization for European 
Economic Co-operation.



VIII

THE FUTURE OF 
REGIONAL PAYMENTS SYSTEMS

Before examining the ways in which the sterling area and the EPU 
might be adapted to the probable future world payments situation, 
it is appropriate to summarize their merits and defects in the post- 
1945 period.

Both systems undoubtedly fostered the re-building of trade 
amongst their members. Both also facilitated trade and payments 
over a wider area, through the monetary unions linked to EPU 
and through the sterling area’s transferable accounts system. Yet 
both suffered from the limitation of the area over which they 
operated. Neither from a world welfare point of view nor from that 
of the member countries is it desirable that the natural pattern 
of world multilateral trade should be impaired — if a more multi­
lateral pattern can be established without forgoing the very real 
advantages of stability and a close and sympathetic co-operation 
that are possible for a limited group of countries working together.1 
The task, then, is to devise ways of extending the area over which 
trade, current payments, and capital movements can be freely 
made, but at the same time to ensure that adequate funds of 
international liquidity are available and that economic co-operation 
between countries is sufficiently close to assist individual countries 
in difficulties, and to maintain trade between the countries con­
cerned at the highest and most stable level consistent with other 
objectives. The dollar countries must be included in this inter­
national economic co-operation; but so far as they may be unable 
or unwilling to participate in measures to maintain the stability 
of world trade, to that extent it will be necessary to rely upon

1 ‘World welfare’ considerations imply assumptions about effects on the 
distribution of income; but changes in this are best made by grants between 
countries rather than by encouraging each country to impose whatever 
controls over trade it sees fit to apply.
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international economic co-operation within the non-dollar world to 
secure this objective.2

The success of the sterling area and the EPU in developing 
trade amongst their members undoubtedly helped them to reduce 
their dollar deficit by replacing dollar with non-dollar sources of 
supply. The main doubt about their operation is whether this 
process took place in the most effective way. In particular, did the 
relatively easy soft-currency markets to which these payments 
arrangements gave such ready access encourage too great an 
emphasis upon ‘dollar saving’ production and discourage members 
in some measure from developing their dollar exports? At the same 
time, the sterling countries — or certain among them at least — 
may have been given inadequate inducement to economize in their 
dollar spending because of their ability to draw upon the dollar 
pool; that is to say, because the availability of dollars to any one 
of them did not depend primarily upon its own efforts, as an 
individual country, to earn and save dollars. The second main 
doubt is whether (assuming for the moment that the general 
emphasis on dollar saving compared with dollar earning was about 
right) the economies in dollar spending and the stimulation of 
dollar earning were effected in those places where the real costs 
were least and the prospects of increasing dollar earnings greatest.

These payments systems certainly discouraged the balancing of 
the members’ accounts with the dollar area by the uneconomic 
method of bilateral balancing of the dollar accounts of each. And 
their general influence was very definitely in the direction of 
raising the standard of living both of their members and of the 
world generally. But these two payments systems did introduce 
some undesirable distortions in the pattern of trade and production 
of members. If these or basically similar arrangements are to play 
a part in any future situation, it will be desirable to remedy the 
main defects that were revealed by the operation of the sterling 
area and the European Payments Union.

The Probable Future Setting
Earlier chapters have considered the part played by the sterling

2 The concentration on fostering multilateralism within the non-dollar 
world may also be justified if there is strong enough reason to believe that 
discrimination against dollar goods can turn the terms of trade in favour 
of relatively poorer countries — in the long run as well as the short.
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area and the European Payments Union in the special circum­
stances of the post-war period up to 1955. Are circumstances 
likely to exist in the future sufficiently similar to justify the 
continuance — or the occasional revival — of these or similar 
payments systems in some shape or form? And, if they may still 
have a part to play in the future, in what ways should they be 
modified in order to serve the interests of their members, and 
also to facilitate world trade and payments generally, when cur­
rencies are more fully convertible than in the period that has 
been considered?

It is a safe assumption that the non-dollar world will suffer 
occasional threats to its reserves of gold and dollars if and when 
American imports or American foreign lending are reduced. At 
the very least, such contingencies must be guarded against in some 
measure by the countries most likely to suffer as a result of them. 
And among the countries most likely to suffer are those whose cur­
rencies are used as a means of international payment and as a 
form of international reserves — in particular, sterling.

It also seems likely that fluctuations in exchange rates will play 
only a minor part in maintaining the equilibrium of the non-dollar 
world’s accounts with the dollar area: or, at the least, that other 
weapons will have to supplement such fluctuations. Whatever case 
may be made out for some flexibility of exchange rates, the ex­
perience of the post-war years seems to indicate that the application 
(at any rate occasionally, in times of especially severe dollar 
shortage) of dollar import controls can result in at least a short­
term gain to the non-dollar world, if the alternative is depreciation 
vis-ä-vis the dollar, together with the removal of these restrictions. 
It is true that a persistent application of these controls, especially 
if the selection of dollar imports is not made according to strictly 
economic principles, is likely to have adverse long-run effects in 
the shape of the protection they may afford to uneconomic in­
dustries in the non-dollar world. But some degree of direct 
restriction of dollar imports is a likely, perhaps even an indispen­
sable, weapon of policy for the non-dollar world in the foreseeable 
future, at any rate from time to time, certainly for the sterling 
countries.

It may well be true that the restriction of dollar imports into
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the non-dollar world by means of dollar import controls will lead 
to the fostering of dollar-saving industries (under the protection 
of these controls) instead of the expansion of dollar-earning 
industries, and that this effect may reduce the real income of the 
non-dollar world by balancing its dollar trade at a lower level 
than would be possible if relatively more emphasis were given to 
dollar-earning industries — even though the control of dollar 
imports may turn the terms of trade in favour of the non-dollar 
world. The non-dollar world may prefer this state of affairs to one 
in which it is more closely dependent upon American markets 
and so more exposed to the sort of instability that may result from 
periodical American recessions. The extent to which a country 
will prefer the policy that seems to promise a greater degree of 
stability (over good and bad times together) to a probably higher 
real income in good times will depend upon how great and how 
frequent it expects the declines in American imports (especially of 
its own products) to be, and how great a degree of sacrifice of real 
income it believes will be involved in balancing its dollar accounts, 
or those of the whole non-dollar world, at the lower level. It 
will depend also on whether it believes that concerted discrimina­
tion against the dollar area by a group of countries can permanently 
move the terms of trade in favour of the non-dollar countries 
(including itself), and on the extent to which it believes this to be 
practicable.

Different countries will have different views on these matters. 
It is important to note that the interests of any one country would 
probably best be served if all other countries carried out the degree 
of discrimination against dollar goods that it deemed to be desir­
able for the non-dollar world, but if, at the same time, it was 
itself able to import dollar goods freely — provided that when it 
reduced or removed its dollar import restrictions it did not incur 
discrimination against itself.'’ Clearly, therefore, the free importa­
tion of dollar goods by each country will not bring about just the 
degree of discrimination by the non-dollar world that may in fact 
be desirable (from the point of view of the non-dollar countries) 
in any given circumstances. The sterling area’s dollar pooling sys­
tem brought about a degree of discrimination decided upon and

3 See A. C. L. Day, The Future of Sterling, Chapter 7.
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enforced by informal agreement amongst members; and the EPU 
encouraged discrimination in favour of members (and indirectly 
of many other non-dollar countries) by reducing the extent to 
which gold or dollars had to be paid for deficits incurred with non­
dollar countries in, or associated with, the EPU. If it is accepted 
either that some degree of discrimination against dollar goods will 
be necessary or even merely that it will in fact be practised — if 
only from time to time — it is important to ensure that the discri­
mination is of the sort that will have the maximum of good (or the 
minimum of bad) effect for the non-dollar world. In view of the 
probable short-term conflict in this matter between the interests of 
the non-dollar world as a whole and those of individual non-dollar 
countries, it seems clear that some sort of co-operation among the 
non-dollar countries is desirable in order to secure the appropriate 
policy; and whilst it is preferable that the co-operation should be 
over as wide a group as possible, there is the possibility that its 
effectiveness may be reduced if the size of the participating group 
is so wide and the obligations of membership so loose as to include 
countries that will not play their part adequately.

In the international monetary system of the non-dollar world 
envisaged for the future there are several other relevant character­
istics. First, the sterling countries will probably continue to share 
their gold and dollar reserves, though South Africa will continue 
to hold her own gold reserves, and other sterling countries may 
hold relatively small amounts. Secondly, each of the Western 
European countries is likely to hold its own reserves. Thirdly, the 
countries of these two groups are already accustomed to varying 
degrees of co-operation with one another and, through the United 
Kingdom which is a member of each group, with countries in the 
other group; and the especially close co-operation within each 
group is likely to continue. Fourthly, these groups are, however, 
likely to be ready to co-operate fully with other countries also, 
both in the dollar and non-dollar worlds: the Commonwealth link 
with Canada, and the OEEC-EPU link with the United States 
through the aid provided to Europe, have paved the way for such 
co-operation with the dollar world. At the same time, the effective­
ness of the sterling and OEEC groups has been in no small measure 
due to their compactness; and to increase the number of countries
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represented at conferences and on international organizations may 
well do as much harm as good. Nevertheless, the understanding 
between these groups and the other trading nations must be close, 
and the International Monetary Fund seems the appropriate body 
for the interchange of ideas on this wider plane — coupled with 
the concerted reduction of tariff barriers through an extension of 
the General Agreement on Tariffs and Trade (GATT) in the field 
of trade policy.

As to the general role of the IMF, one may assume that it will 
be somewhat more effective than in the past in providing inter­
national liquidity; yet it is also appropriate to assume that the 
non-dollar world will be unable to rely entirely on this source of 
supply for dollars to meet a sudden intensification of its dollar 
problem. Dollars, from this or from any other source, are certainly 
not likely to be so plentiful as to dispense with the need to use 
those available in the most economical way. Even if adequate 
supplies of liquidity are available from the IMF, it will remain 
doubtful how far countries will be willing to pay the price de­
manded, a price which will in part take the form of accepting IMF 
proposals about their economic policies.

In these circumstances the use of dollars for making payments 
within the non-dollar world should be minimized, so far as this 
is consistent with promoting something like the optimum utiliza­
tion of the non-dollar world’s resources: the non-dollar world 
should not hold more gold and dollars idle in the form of reserves 
than is necessary to secure the desired degree of security against 
sudden, large dollar deficits. Moreover, the need to put the available 
dollars to best use implies that dollar imports should be chosen in 
such a way as to further the interests of the whole non-dollar 
world, but also without expecting individual countries to apply 
restrictions that they consider to be against their own interests 
(unless, of course, other countries compensate them in some 
adequate way for doing so).

This final background assumption deserves special stress. Each 
country must be assumed to be seeking to further its own long- 
run interest; if it is asked to make sacrifices in the interests of the 
other members of the group it must be given an appropriate quid 
pro quo in some other form. The fundamental objective for inter-
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national organizations should be to make it in each member’s 
interest to promote those policies that will ultimately be for the 
good of the whole body of members. Merely enjoining them to 
adopt such policies is not sufficient.

The Aims of International Payments Systems
Before considering ways in which the existing payments systems 

might advantageously be modified for occasional or more general 
future use, it is necessary to state the main ends that they, or any 
other international monetary organizations, should have in view.

(1) They should endeavour to facilitate multilateral trade and 
payments over as wide an area as possible. (The only qualification 
of this is, naturally, that beyond a certain point freedom of trade 
and payments may conflict with the other main objectives.)

(2) They should endeavour to economize in the use of gold 
or dollars in trade within the non-dollar world and to encourage 
the most economical use of the available dollars for building up 
reserves against any future dollar crisis, as well as for the purchase 
of dollar goods.

(3) They should endeavour to promote the stability of trade 
between the dollar and the non-dollar world at the highest possible 
level over good and bad years together; at the same time stability 
of trade within the non-dollar world should be a main objective 
of the participating countries.

(4) So long as the problem of maintaining equilibrium in the 
non-dollar world’s accounts with the dollar area seems to indicate 
the need for a redistribution of the non-dollar world’s resources 
in dollar-earning and dollar-saving directions, a main aim of any 
payments systems (or similar organs of international co-operation) 
should be to encourage the most appropriate relative emphasis on 
dollar-earning (compared with dollar-saving) projects, and to 
develop both dollar-earning and dollar-saving industries in those 
countries and in those directions where this can be done most 
economically.

Various possible lines of development for the sterling area and 
the European Payments Union will be considered in the light of 
these objectives.
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Possible Developments of the Payments Systems

The freeing of trade and payments progressively over a wide 
area of the non-dollar world was certainly furthered by both the 
sterling area (especially through the gradual extension of the 
transferable accounts system) and by the EPU (especially by means 
of the concomitant agreements to liberalize increasing percentages 
of imports from other member countries). The most fruitful — 
and most readily practicable — modifications that could be made 
in these systems would therefore surely be to include the whole 
monetary areas of EPU countries, especially the independent coun­
tries of the sterling area, in agreements to liberalize increasing 
percentages of trade among members and their associated monetary 
areas. In addition, a similar extension of the agreement to liberalize 
trade might well be applied to countries not members of these 
unions, provided payments between them and the EPU-sterling 
group are in reasonable equilibrium. In concentrating upon the 
relaxation of quota controls, which have been the greatest ob­
struction to the free flow of trade in the post-war world, the EPU 
arrangements had an important advantage over the co-operation 
effected through GATT (over a much wider range of countries) in 
reducing tariffs. Both approaches are certainly useful and should 
develop together. But the EPU undertakings had certain advantages 
— notably the fact that when balance of payments difficulties arose, 
the liberalization so far undertaken could be in part rescinded; other 
member countries were then ready to discuss what measures could 
be taken to improve the balance of payments of the country that 
was in difficulties. Probably such a degree of understanding and 
close co-operation could be obtained only in a fairly small group 
of countries; at any rate, though every effort should be made to 
widen the field over which liberalization takes place, it would be 
unwise to prejudice the advantages derived from the close and 
fruitful co-operation within the relatively small group of OEEC 
countries. And this co-operation could well continue in some form, 
whatever the payments arrangements prevailing.

The payments arrangements in the non-dollar world will, of 
course, also be of great importance. Here a primary aim should be 
to keep all non-dollar currencies readily transferable into each 
other. An organization such as the Western European-cum-sterling
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group could facilitate this — whether or not their currencies were 
technically ‘convertible’ into gold or dollars — by a readiness to 
accept currencies of other members of the group up to certain 
fairly generous limits. The right to convert each others’ currencies 
into gold on a large scale should be merely a final resource existing 
primarily to prevent any one member from running a serious and 
persistent deficit with the rest of the group, or to enable a member 
to continue to have a pattern of trade involving a dollar deficit 
where this was normal for him; but ways should be found to avoid 
the exercise of this right to more than a limited extent. This would, 
of course, make it far less likely that members will be disposed 
to reverse their trade liberalization measures. It would also econo­
mize in the use of gold or dollars to finance trade within the non­
dollar world, and so promote the second objective — that of 
reserving them for use in trade with the dollar area and as inter­
national reserves held against any deterioration in the accounts of 
non-dollar countries with the dollar area. (Mr Sargent’s suggestion 
—considered below4 — that settlement of EPU balances should be 
in members’ own currencies convertible into any non-dollar cur­
rency, would be a helpful line of approach to this objective.)

The liberalizing of trade and payments within the non-dollar 
world and the avoiding of settlement in gold or dollars must not, 
however, be taken so far as to prejudice the third main objective 
that has been suggested, namely, the maintenance of trade with 
the dollar world at as high a level as is consistent with a fair degree 
of stability. The danger is that the creation of a relatively ‘soft’ 
area of trade and payments may discourage the export of goods 
to the dollar area and therefore prejudice the increase in the real 
income of the non-dollar world that is likely to result from balancing 
trade with the dollar area at a higher rather than a lower level. 
There are, admittedly, two qualifications to this: the first is that a 
relatively low level of trade may be worthwhile — at least in the 
short run — if it enables the non-dollar world to turn the terms of 
trade in its favour; but too much weight should not be attached to 
this consideration, for the lower volume of trade would be worth 
while (at any rate in the longer run) only if it were compensated 
by a very favourable, and very lasting, movement of the terms of 

4 See pp. 150-2.
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trade. The second qualification is that too high a level of trade with 
the dollar area may tie the non-dollar world unduly to the (alle­
gedly) unstable American economy.

These considerations merely indicate a probability that many or 
most countries of the non-dollar world will want to continue 
policies that stimulate dollar-saving industries in some measure, 
and that this will be coupled with some measure of dollar import 
restriction (unless devaluation is preferred, even to meet purely 
temporary difficulties), at any rate in periods when dollar income 
is unusually low. It may also provide an argument for some 
restriction of dollar imports even in more favourable circumstances; 
dollar income might in this way be used to build up reserves — and 
so to avoid such a drastic restriction of dollar imports as would 
otherwise be necessary when events take an unfavourable turn. 
By this means, trade between dollar and non-dollar worlds can be 
kept relatively stable. The dollar countries may reflect that some 
element of restriction of imports from them into the non-dollar 
world in good times (that is, the use of dollar earnings to build up 
reserves rather than to buy dollar goods) may be well worth 
tolerating if it reduces the likelihood of drastic curtailment of 
imports from the dollar area at a time when employment is low 
there. (These considerations will, of course, be of less force the 
greater the supply of international liquidity available from such 
sources as the IMF to meet these contingencies.)

If trade with the dollar area is to be made more stable in this 
way, it is desirable that, broadly speaking, dollar import restrictions 
should be simultaneously relaxed (or, if need be, intensified) over 
the whole non-dollar world. Mr Harrod has forcefully put the 
case for this spreading of the burden of dollar import restrictions:5 

acceptance of his view should be qualified by greater readiness than 
he evinces to see those countries with a natural dollar surplus apply 
less stringent dollar import restrictions than others. A less distorted 
pattern of trade and production is likely to result from such a 
policy and equity to be better served by it. His preference for 
continuing dollar import controls as a means of speeding the grant 
of convertibility to non-resident sterling is also open to question, as

5 See ‘Imbalance of International Payments’, IMF Staff Papers, April 
1953.
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it seems likely to result in the swifter reduction of dollar import 
restrictions by non-sterling countries than by members of the 
sterling area. But, broadly speaking, it is desirable — as Mr Harrod 
asserts — for the non-dollar countries to pursue policies that are 
generally in harmony about the extent of the dollar import re­
strictions of different countries. The sterling system had some 
success in causing the simultaneous relaxation or intensification of 
the dollar import restrictions of many countries spread over a large 
part of the non-dollar world, but the system was still far from 
ideal as these arrangements were vague and insufficiently co­
ordinated; there was often a time lag, and some members relaxed 
their restrictions much further than the average, while others, 
notably the Colonies (as was shown in Chapter iv), relaxed theirs 
much less.

Clearly, a swift, generally accepted, and quickly implemented 
means of deciding (and expressing) the degree of discrimination 
to be applied by as much of the non-dollar world as possible is 
required. The EPU countries had no concerted means of expressing 
the degree of discrimination they believed should be applied by 
them at a given time; indeed, as has been shown, the degree of 
discrimination varied according to criteria that had no essential 
relationship to the intensity of their common dollar problem. From 
the beginning of July 1954, however, the agreement that future 
balances, with few exceptions, be settled fifty per cent in gold and 
fifty per cent in credit did provide some sort of mutually agreed 
degree of incentive to discriminate in favour of EPU imports. 
(Incidentally, this incentive was not as great as at first appears, 
since the fifty per cent that consisted of credit was likely to imply 
the obligation to settle in gold within a few years — especially in 
view of the concomitant agreements to settle much outstanding 
debt by gold payment and by funding; it was not in any sense a 
cancellation of debt.)

The fourth objective — that of encouraging dollar-earning and 
dollar-saving projects in those directions that were most likely to 
prove economic — would also be promoted by a widely distributed 
and roughly equal inducement to discriminate. This does not mean 
that all countries should discriminate more or less equally (which 
is what Mr Harrod seems to favour), but that a roughly equal
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extra inducement to discriminate should be offered to all. Those 
countries that believed they would suffer least from applying such 
discrimination would then naturally discriminate most; those that 
would suffer most from it would consider that the inducement to 
discriminate was insufficient to persuade them to discriminate as 
much as the others. But there should also be a consistently applied 
policy of importing least freely those dollar imports whose pro­
duction could be most readily and economically expanded in the 
non-dollar world; this would imply an agreement to select dollar 
imports according to the criterion of relative costs. Finally, this 
objective would be promoted by giving each country an incentive 
to improve its dollar accounts such as generally existed for the 
EPU countries, since each of these held its own reserves. There was 
no such financial6 incentive for a member of the sterling area dollar 
pool to concentrate on improving his dollar balance,7 since his 
dollar needs (up to a generally agreed level) were met from the 
central reserves. But whilst the splitting up of the central reserves 
would further the objective of making each sterling country more 
‘dollar-balance-conscious’ — its own dollar reserves would then 
reflect the degree of its success in improving its dollar accounts 
— it would conflict with the objective of economizing in the use 
of reserves, to which the dollar pooling system made a notable 
contribution. Similarly, if the European countries pooled their 
reserves to any appreciable extent, this would tend to make them 
so much the less concerned with directly improving their dollar 
accounts — though it would probably be readily combined with 
measures that would economize in the use of dollars for financing

ß Though the force of moral obligation was, of course, far from negligible.
7 The emphasis placed at the Commonwealth Finance Ministers’ Confer­

ence of January 1954, upon increasing exports to all non-sterling (not merely 
to dollar) markets was not a denial of the need for this; there was no sug­
gestion that imports should be admitted as freely from dollar as from non­
dollar sources — which indicates that the dollar balance of the sterling area 
was still considered of prime importance. The implication of the emphasis 
on all non-sterling exports is that resources devoted to increasing exports 
from the sterling area were as likely to yield as valuable a return, all things 
considered, in the easier, non-dollar, as in the less readily expanded dollar, 
markets. Even at this time of rising sterling-area reserves, therefore, an 
inducement to economize in dollar spending would not have been out of 
place; in any future period when the reserves were under pressure from an 
American recession or from the calls upon them arising from the establish­
ment of convertibility of sterling earned by non-residents, the need to pay 
special attention to dollar imports and exports would be even more insistent.
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trade between them. The most helpful modifications of the existing 
systems would, therefore, be measures combining the desirable 
elements of both these essentially conflicting policies.

Certainly, the need for regional co-operation in such tasks as 
these is unlikely to pass away with the granting of the right of 
convertibility into dollars to holders of the main non-dollar cur­
rencies. The sterling countries will presumably continue to share a 
central reserve of gold and dollars, and will have a common interest 
in working to maintain its continued solvency; so far as any dollar 
import restrictions remain, they will be concerned to see that the 
burden of these is appropriately distributed. For a group of coun­
tries not sharing common reserves, a payments system aimed at 
economizing in the use of gold and dollars in settlement of debts 
between members will certainly serve a useful purpose so long as 
the available supply of dollars can be more advantageously used 
for purchasing dollar goods or in building up reserves against any 
future fall in the supply of dollars. Convertibility will certainly 
demand important changes in the policies of the payments systems; 
but the need for them, in appropriately modified forms and at any 
rate from time to time, may well be at least as great as in earlier 
years.



IX

POSSIBLE MODIFICATIONS 
TO THE REGIONAL PAYMENTS SYSTEMS

One possible line of development for the sterling area would be 
the splitting up of the central reserves. This would cause a closer 
approximation to the European Payments Union, and might there­
fore make it more readily assimilable to the latter, with each in­
dependent sterling country as a member in its own right. Various 
sterling countries are believed to have suggested such a develop­
ment — at least, so far as concerned their own share of the reserves 
— at certain times in the past.

It is difficult to appraise such suggestions (at anv rate from the 
viewpoint of individual countries) without introducing extra-econo­
mic considerations; for the holding of a reserve of hard currencies 
is regarded by many countries as a mark of prestige and would 
therefore be considered an advantage, even if no economic gain 
resulted. But in this connection it may be noted that the mere 
geographical location of the reserves is not of itself material to the 
essential concept of pooling. What is important is that the reserves 
of the whole area should be regarded as available for the use of 
any member in accordance with certain mutually agreed principles, 
and that no member should depart from these principles merely 
because he happens to hold part of these reserves within his own 
national boundaries. Provided the continuity of this guiding prin­
ciple for the use of the reserves could be ensured, there would even 
be much to say on grounds of security for the purely physical 
dispersion of the reserves.

If the cost and difficulties of movement could be overcome, it 
might even be desirable to give to each member country in turn 
the duty of acting as custodian of the reserves for a fixed period 
(they would not need to be situated physically within its geogra­
phical boundaries), so that the United Kingdom did not bear all
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the odium of being the hand that held the purse-strings; this might 
increase the sense of responsibility of all member countries. But, 
on the other hand, no other central bank could speak with the 
weight of a tradition and experience such as that of the Bank of 
England, nor would other central banks possess the administrative 
machinery needed to manage the reserves.

The advantages of a genuine fragmentation of the reserves — 
that is, their distribution amongst members for each to use as he 
saw fit — are worth consideration. Fragmentation would restore 
the financial incentive for each member to concentrate on im­
proving his dollar balance — the lack of which has been probably 
the main defect of the pooling arrangements. Similarly, it would 
avoid the difficulty inherent in the EPU arrangements whereby the 
United Kingdom held a quota on behalf of the whole sterling area, 
with the result that when the sterling area incurred a deficit with 
EPU (in the name of the United Kingdom), any necessary intensi­
fication or re-imposition of import restrictions against European 
goods tended to be focused upon the United Kingdom rather than 
spread evenly over the whole sterling area in ways that would have 
been less likely to do harm to trade. It would, however, surely be 
possible to spread these adjustments over the whole sterling area 
without having to split up the reserves.

On the other hand, the disadvantages of splitting up the reserves 
would be very considerable. It is impossible to devise a criterion 
for division that would command general support; net dollar earn­
ings (over what period?) would be virtually irrelevant, for the 
exports sent by one of the sterling countries to the others have 
helped, directly (as with re-exports) or indirectly, to earn dollars. 
Again, it is hard to believe that if members held their own separate 
reserves they would be ready to accept sterling freely for trans­
actions amongst themselves; and if some of their available supplies 
of gold and dollars had to be used for intra-sterling area trade, 
this would, of course, leave so much the less for their primary 
task of financing dollar imports.

A further objection to the fragmentation of the reserves is that 
they would then cease to fulfil their ‘insurance’ function of setting 
off one member’s risks against those of another; assuming that 
every member faced the same risk of a loss of dollar income, the
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fact that all would not sustain that loss to the same extent at any 
one time made it a real economy to pool the reserves. It is true, 
however, that if the reserves were shared out those countries that 
were the worst risks would no longer be able to rely on the reserves 
that the ‘better risks’ had built up; in other words, each would be 
forced to look to his own dollar balance — over the long period as 
well as from year to year.1

This objection to dividing up the reserves implies that a number 
of small countries each holding reserves would probably have to 
play safe in apportioning their dollars between buying dollar goods 
and building up reserves to a far greater extent than one central 
banker for the whole area needs to do; fewer dollars would there­
fore be available for spending and more would be held idle.

The conclusions must therefore be that fragmentation of the 
reserves — in whole or in part — is desirable only so far as no 
equally good way of encouraging dollar economy (that is, econo­
mizing in dollar imports or encouraging dollar exports) can be 
devised; that considerations of prestige could theoretically — but 
in practice only with very great difficulty — be satisfied by a 
physical fragmentation (or itineration) of the reserves combined 
with continued application of the mutually agreed principles govern­
ing the spending of dollars; and that the pooling system has 
provided real economies that seem to make it far more fitted for 
extension in some form than for liquidation.

Nonetheless, both on grounds of equity and because the natural 
pattern of trade (to which policy should not be indifferent) would 
impiy fewer cuts in dollar imports by them, those member countries 
that have an especially strong dollar balance should be granted 
some quid pro quo for such restraint in dollar spending (that is, such 
readiness to buy non-dollar goods where their prices are higher 
than similar imports from dollar sources) as they may exercise in 
the interests of the sterling area as a whole. This might take the 
form of allowing them to spend dollars rather more freely than 
the other (dollar deficit) members, or, if they preferred it, to hold 
for themselves a limited amount of the dollars they earned each

1 Whilst Mr Day may well be right in arguing (The Future of Sterling, 
p. 80) that the dollar pool is less effective in offsetting these risks than 
formerly, it may yet be more effective than the alternative of fragmentation.
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year; or it might take the form of a grant in sterling from the other 
members, with the understanding that it should be used for non­
dollar expenditure. The pooling of dollars should not, in other 
words, necessarily imply a rigid identity in the principles applied 
to the selection of dollar imports by the various members where 
there was good reason for granting special freedom of choice to 
some.

In view of the advantages of pooling reserves, should the pooling 
system be extended? The main difficulty would be to secure the 
degree of informal co-operation over the principles of dollar spend­
ing that has prevailed at any rate among the Commonwealth ster­
ling countries; even among them, and certainly for some of the 
non-Commonwealth countries of the area, it has been necessary 
to regulate dollar drawings from time to time (especially in the 
immediate post-war period) by detailed and formal agreements 
about drawing rights. It would probably be feasible to introduce 
new members (whose co-operation with existing members would 
inevitably tend to be less close than that prevailing among the 
existing sterling countries) only if some formal arrangement were 
devised that made clear how far members could rely on the pool 
for dollars and what obligations (about the severity of their dollar 
import restrictions, in particular) they were accepting in return for 
these rights. If more formal arrangements were made in order to 
accommodate countries at present outside the sterling area, the 
arrangements within the area might also have to be formalized; 
if so, the sterling countries would have to weigh the loss of the 
advantages of informality against the anticipated greater efficiency 
of an as yet untried more formal system.

Probably it would be best to maintain as much informality in 
the sterling area arrangements as possible, but with a greater degree 
of understanding about the extent to which dollars were to be saved 
(expressed if possible as a percentage preference for non-dollar 
goods in terms of prevailing prices at any given time); at the same 
time, more detailed and express arrangements could be made with 
countries outside the area about the extent of their rights and 
obligations in return for the total or partial pooling of their reserves 
with those of the sterling area. In any case, the possibility of using 
(or extending) the pooling principle among countries not linked
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with the sterling area might be examined; for the greater the econo­
mies that can be made in the use of dollars in trade within the 
non-dollar world, the more will be available as reserves and for 
the purchase of dollar goods: and some degree of pooling would 
probably conduce to a greater acceptability of non-dollar currencies 
for financing trade amongst non-dollar countries. (Mr Day’s sug­
gestion, discussed below, would introduce an element of dollar 
pooling for the EPU countries.)

Financial Incentives to Dollar Equilibrium
If the sterling countries continue to share their reserves and to 

impose appreciable dollar import restrictions, it is worth consider­
ing whether the introduction of some incentive to them to econo­
mize in dollars might not be desirable. Similarly, if the countries 
of a monetary union such as the EPU, who do not share their 
dollar reserves, wish to economize in dollar imports and to en­
courage their trade with each other to an agreed extent, this agree­
ment might be expressed and enforced by means of a system of 
financial incentives to member countries to economize to the 
desired extent in their dollar imports. There can be no denying the 
political and administrative difficulties in the way of implementing 
such devices as those that will be described below. But if a sub­
stantial restriction of dollar imports is necessary at any time in 
the future, it is important to secure that the economies in dollar 
spending will take place where they will do least damage, and in 
such a way as to work towards a pattern of trade and production 
that will render them no longer necessary. The earlier discussion 
has indicated the author’s view that the system of dollar import 
restrictions imposed by the sterling countries did not work towards 
a pattern of trade and production that would remove the necessity 
for them — or, at least, not as quickly as was desirable. Nor did 
it encourage the reducing of dollar imports by those countries 
and in those directions that would do least harm — or most good. 
If the theoretical solutions suggested below for this problem are 
found unworkable, they may at least indicate the directions in 
which a solution should be sought — and throw the onus upon 
administrators to devise more practical means of achieving the 
same end.
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The suggestions by Professors Kahn2 and Mikesell3 for modify­
ing the European Payments Union indicate a theoretically satis­
factory approach to the problem of how to encourage the most 
economic restrictions upon dollar spending and how to expand 
the most promising dollar export industries over the whole of a 
group of countries whose members do not pool their reserves. 
Their proposals would give all members the same degree of incen­
tive to discriminate against dollar goods and to concentrate upon 
building up their dollar exports: that is, their proposals would 
canalize trade among members (or among them and the rest of the 
non-dollar world) to just that extent deemed desirable, and they 
would effect the diversion of the group’s trade in ways that would 
do least harm — or most good — to the group as a whole, rather 
than leaving the matter entirely to the whim of individual countries.

The essence of their proposals is that member countries would 
receive a special inducement to increase their exports to the dollar 
area and to increase their imports from each other. Professor 
Mikesell’s suggestions would do this by giving a country a special 
reward for earning dollars rather than other currencies. Professor 
Kahn’s scheme would secure payment for member countries in 
gold or convertible currencies for the surpluses they ran with the 
rest of the group, but not to the full value of these surpluses (at 
prevailing rates of exchange). Similarly, they would each have to 
pay gold or hard currencies for the deficits they ran with the rest 
of the area, but not to the full extent of the deficit. By applying 
to their intra-union surpluses or deficits an appropriate rate of 
discount, just the desired amount of inducement could be given to 
all members to reduce their dollar deficits (or to increase their 
dollar surpluses) without sacrificing more than the necessary 
minimum of the advantages of multilateral trade. The rate so 
applied could be adjusted in such a way as to keep the union as a 
whole in balance with the dollar world (or as near to a bilateral 
balance as was thought desirable in the light of possible hard- 
currency earnings from countries outside both the payments union 
group and the dollar area). As it achieved its purpose of reducing

2 ‘A Possible Intra-European Payments Union’, Economica, November 
1949, and ‘The European Payments Union’, Economica, August 1950.

3 ‘Discrimination and International Trade Policy’, Review of Economics 
and Statistics, August 1950.
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the dollar gap it could be gradually reduced until, with the reduc­
tion of the rate of discount to zero, complete convertibility of the 
group’s currencies into dollars would have been achieved. Each 
member would be left free to frame his own dollar import policy. 
Professor Mikesell has, however, pointed out that if some countries 
in the payments union imported dollar goods very much more 
freely than did others, there might be a danger of commodity 
arbitrage in hard currency goods leading to a loss of dollars by 
the union.4 But means might be devised to overcome such difficul­
ties, probably on the lines that he has suggested.5

Such schemes are not directly applicable to a group of countries 
that pool most or all of their gold and dollar reserves. The sterling 
countries could adopt such a scheme only if a substantial part of 
their hard currency reserves (at least) were shared out amongst 
them, so that they would each be able to make to the rest of the 
group whatever hard currency payments might be necessary. But 
the difficulties involved in sharing out the sterling area’s reserves 
among members would be immense, and their already inadequate 
gold reserves would be even less adequate if they had to be used 
to fulfil the additional task of settling deficits among sterling coun­
tries as well as settlements with outside countries. In any event, 
it would seen indefensible to abandon the economies achieved by 
the pooling of reserves in order to adopt a scheme that has been 
devised for a group of countries not pooling their reserves — and 
therefore not at present possessing the advantages due to pooling.

There is, however, a case for attempting to apply a similar 
system of incentives to the sterling group of countries if this could 
be done without giving up the pooling of their reserves. If dollar 
import restrictions have to be continued over a long period or if 
they have to be revived occasionally to meet special difficulties, 
it may be desirable to give member countries a stronger incentive 
than the purely moral pressure that has existed in the past to apply 
to their imports from the dollar area just the degree of discrimina­
tion that is thought necessary. It is certainly desirable that such 
efforts as are made to restore equilibrium to the dollar accounts

4 In a further exposition of his suggestions, in the essay, ‘The Economic 
Integration of Sovereign States’ in Money, Trade and Economic Growth 
(Essays in Honor of J. H. Williams), MacMillan, 1951.

5 Ibid, p. 88.
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of the sterling area shall, so far as possible, be made in those 
places and by those countries that have the best prospects of 
improving the dollar accounts of the area at the least real cost. 
These are problems that clearly have to be faced. The following 
outline of a scheme that might — in theory at least — be applied 
to the sterling area system would work in the desired direction if 
it were found practicable. If it is not practicable — in whole or 
in part — it remains for other means to be devised to achieve 
broadly the same ends; the consideration of the following hypo­
thetical ‘model’ of a solution may at least suggest lines on which 
policy should develop.

The essential principle underlying the Kahn-Mikesell proposals 
— that it should be made worthwhile to members of the payments 
union to conform to that policy which has been mutually agreed 
upon by them — is one that should if possible be applied to the 
sterling group. For so long as these countries pool their hard- 
currency earnings they are likely to feel compelled from time to 
time to restrict their dollar imports in some way in order to protect 
the reserves; and this will involve them in making a decision about 
how far they can and should dispense with dollar imports in order 
to secure other aims of policy — notably an immediate improve­
ment in their dollar balance of payments. Having taken that de­
cision, they will then be faced with the task of deciding how to 
distribute the dollar import cuts amongst their members in ways 
that will do the least harm. Clearly, members’ views on how these 
cuts should be distributed will vary greatly, and there is no 
guarantee that all members will be equally conscientious about 
applying the decision of the group. Nor is it necessary or desirable 
that all should tighten their dollar import restrictions equally — 
for some may be far better able to dispense with certain dollar 
imports than are others.

But the incentive to improve the dollar accounts of the sterling 
area might be provided by crediting to members earning dollars 
(including the United Kingdom — though this would involve 
special arrangements which will be considered below) amounts in 
sterling larger by an agreed percentage than the value of these 
dollars at current rates of exchange; similarly, countries with­
drawing dollars from the pool could assume the obligation to pay
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for the dollars they spent by drawing down their sterling balances 
by more than the value of the dollars they were withdrawing 
(calculated at the prevailing rates of exchange). It is not suggested 
that the ‘bonus’ for dollar earning or the ‘charges’ for dollar expen­
diture should be applied directly to the payments made in the course 
of private transactions — or, indeed, to any transactions, on private 
or governmental account, as they actually occurred; if that were 
done the system would amount merely to a system of dual exchange 
rates aimed at concentrating upon improving the dollar accounts 
of the countries applying it relatively more than their accounts with 
the rest of the world. The bonuses and charges would be trans­
actions between central banks on account of the governments con­
cerned; the settlements would be made at the end of each short 
accounting period — say a month. As will be indicated below, there 
are likely to be special practical difficulties in the way of applying 
the proposal for the bonus, but these difficulties do not seem to be 
inherent also in the imposition of the charge. Fortunately, the 
occasional, and probably temporary, limitation of dollar imports 
is more likely to be required in the future than is the encouragement 
of a more permanent structural change of the sterling countries’ 
industries towards producing dollar exports. The charge to dis­
courage dollar imports and to encourage members to apply the 
agreed policy in the ways that they believe will do them least harm 
is, therefore, likely to be of greater practical importance than the 
payment of a bonus to encourage dollar earning.

The two proposals will, however, first be considered together, 
partly as a means of elucidating the main issues involved, and 
partly because it is conceivable that future circumstances might arise 
for some group of countries in which the usefulness of some sort 
of bonus payment might be felt to outweigh the practical difficulties 
involved in applying it.

The problem facing the sterling countries at any given moment is 
to secure a distribution of their resources and of their demand for 
imports such that the advantage to them of adding one more dollar 
to the central reserves6 is equal to (i) the advantage to them of

6 Countries that are nominally sterling-area members but not members 
of the dollar pool — as South Africa is at present — are here excluded from 
consideration.
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spending one more dollar upon imports; and also to (ii) the 
advantage to them of using for the purpose of producing goods 
for sterling markets the resources that might have earned one more 
dollar.

Such a marginal balancing should, of course, also be made 
between these magnitudes and the last unit of resources devoted to 
producing goods for other markets. If certain currencies were in 
especially plentiful supply, their use might be encouraged by paying 
members a bonus at an appropriate rate if they purchased imports 
from these countries; and if there were currencies less hard than 
the dollar but harder than other currencies, bonuses and charges 
might be applied to these at an appropriately lower rate. For 
simplicity’s sake, however, it will be assumed that all non-dollar 
currencies are equally hard to the sterling area — a realistic assump­
tion so far as full transferability of non-dollar currencies into one 
another seems to be a fairly readily attainable objective — or, at 
least, that differences in the degree of their hardness are not 
sufficient to necessitate the application of such a scheme to trans­
actions of the sterling countries in currencies earned and spent 
outside the dollar area. If need be, the scheme could be adapted 
to encourage the saving of all non-sterling currencies — which 
would be the main object of policy if all sterling earned by non­
sterling countries were liable to be converted into gold or dollars.

The aim would be to provide a sufficient inducement to the 
governments of member countries to take into account (to an 
appropriate extent) the effect of their policies upon the central 
reserves, especially in the matters of dollar imports and (if the 
bonus were found capable of application) the stimulation of dollar- 
export industries. The difficulties that would be encountered in 
securing agreement among members about the rate at which the 
bonus and charge should be fixed should not be underestimated. 
But one may assume that a group of countries pooling their reserves 
will be able to reach broad agreement about whether or not the 
central reserves are high enough. This question should be considered 
in the light of the principle that the advantage accruing to members 
from adding a dollar to the reserves should be balanced against that 
of spending the dollar on imports or using for other purposes the 
resources that could have been used to earn the dollar in question.
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If the reserves are too low, it would clearly be appropriate to raise 
the rate, whilst as the reserves rise it would be appropriate to 
reduce and perhaps to abolish the bonus and charge. Rates at a 
higher level than most members were willing to countenance would 
mean that the reserves were being built up at a speed that was not 
really thought to be worth the sacrifice of dollar goods that it was 
necessitating, nor the incurring of obligations to dollar surplus 
members (or those making the biggest reductions in their dollar 
imports) brought about by the high level of the bonus and charge.

The rates should be regularly reviewed, preferably by a standing 
committee upon which all members would be represented. It might 
even be worthwhile to have an agreement whereby the rates were 
automatically raised if the reserves fell below a certain level (except, 
perhaps, if it was agreed that this was due to purely temporary 
factors), and lowered as the reserves rose past an agreed figure. 
It should be emphasized that the introduction of such a scheme 
would not involve the sterling countries in making new decisions 
in principle about whether the reserves were high enough. So long as 
they pool their reserves and are faced from time to time with the 
necessity to take measures to improve their dollar accounts, they 
are constantly faced in fact with the need to make decisions about 
this. The acceptance of some more formal arrangement such as 
that outlined would merely bring out into the open the need for 
reaching a considerable measure of agreement on such matters; 
the application of the decision would still leave members free to 
apply the decision to the extent that they saw fit — whilst rewarding 
them (to the extent deemed appropriate by the group as a whole) 
for making such modifications in their policies as were likely to 
help the dollar balance of payments of the whole sterling area.

It may be asked why a system of dollar export subsidies and 
dollar import taxes should not be applied to secure the same ends 
(assuming that exchange-rate variations cannot or should not be 
applied to restore balance7). There would certainly be considerable 
administrative difficulty in adopting that alternative, and there 
would probably also be openings for abuse inherent in such a 
system. Moreover, the obligations of the sterling countries under 
the IMF agreement and GATT would probably stand in the way

7 An alternative that is discussed on pp. 161-2 below.
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of the adoption of such export subsidies and differential import taxes 
paid to and imposed upon private transactions. But if members 
chose to pass on to private individuals part or all of the bonus 
or charge, there would be nothing in the scheme to prevent their 
doing so — any less or any more than such policies are at present 
precluded by their other obligations. But even if the bonus and 
charge were not passed on, their adoption would be likely to 
have considerable effects in the desired direction, since many of 
the decisions that affect directly the level of the sterling area’s 
reserves are the responsibility of governments, notably the applica­
tion of dollar import policies, decisions about whether to hold 
small separate gold and dollar reserves,8 and decisions about the 
granting of special credit facilities or the allocation of capital or 
scarce materials (where these were controlled) in such a way as to 
give priority to dollar-earning or dollar-saving industries.

The imposition of a charge for dollar expenditure would seem 
far more likely to secure a rational allocation of dollar import 
controls than the somewhat haphazard system adopted hitherto. 
If every time a member spent dollars he had to pay an extra charge 
that was intended to represent the extra cost to the sterling countries 
as a group of the use of dollars rather than other currencies, that 
member would choose to buy dollar goods only where he considered 
that the economy of doing so (rather than buying the goods else­
where or making them himself or doing without) was greater than 
the extra charge he had to pay in consequence. Throughout the 
sterling area, therefore, only those demands for dollar goods would 
be exercised that member governments felt were likely to be of 
greater importance to them individually than the value placed by the 
group as a whole upon the addition of the dollars in question to 
the central reserves. Moreover, the knowledge that other members 
also were all attempting to apply the same principles to the selection 
of dollar imports (and that it was in their interest to apply these 
principles accurately) would satisfy each member’s natural desire 
that equity should be preserved. It would also be likely that, when 
a member could produce extra supplies of a commodity at not far

8 This might be permissible under the scheme — since the payment of 
the bonus for dollar earnings, if and when these were paid into the pool, 
would serve to discourage the building of separate reserves to whatever 
extent members thought it appropriate to do so.
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above the dollar cost, he would prefer to do so and to spend dollars 
only where the dollar goods were appreciably cheaper than the 
nearest substitutes available from elsewhere.

As mentioned in Chapter I, rough rules of thumb designed to 
apply something like this principle have probably been applied by 
the sterling area authorities in deciding which dollar imports to 
license. But if the suggestions made here, or the principles upon 
which they are based, could be applied, there would be two im­
portant changes in policy. In the first place, at any given time all 
members would be applying the same percentage preference for 
non-dollar over dollar goods, and they would all benefit to the 
extent that they succeeded in making an accurate balancing of the 
advantage to them, individually, of a given dollar purchase against 
the expected cost to the whole area of withdrawing the necessary 
dollars from the reserves, as expressed in the charge on dollar 
expenditure. Secondly, the principle of relative costs (of dollar as 
compared with non-dollar goods) would be distinguished from the 
less defensible and far vaguer aspects of ‘essentiality’ that seem 
to be confused with it when the sterling area’s dollar import policy 
is not defined with the clarity that would be essential to the opera­
tion of such a scheme as that suggested.

The levying of this sort of charge would also give members an 
incentive to develop dollar-saving industries in those places where, 
in the estimation of the governments concerned, this could be done 
most readily. Moreover, other members might be readier to assist 
with the provision of capital or other necessary factors of production 
for the building up of dollar-saving industries if they were thereby 
likely to be enabled in future, when the production of the industry 
in question was expanded sufficiently, to avoid the necessity for 
paying charges for importing the similar dollar goods. At the same 
time, the introduction of the element of financial incentive would 
make it far less worthwhile for a sterling country to suggest that 
it should implement development programmes that might save 
dollars — unless it was confident that they would do this on a 
sufficient scale and sufficiently economically to justify the expen­
diture of resources on the project. It is true that the sterling 
countries would not usually feel confident that the charge would 
continue to be levied by the time these investments bore fruit; but



138 STERLING AND REGIONAL PAYMENTS SYSTEMS

this would in itself introduce an appropriate bias towards projects 
that were most likely to save dollars in the reasonably near future, 
for it would be these that would be favoured so long as the sterling 
countries could foresee that charges would continue in the near 
future but might be reduced or abolished in the longer run. Re­
latively less resources would then be devoted to those developments 
that would save dollars only in the longer period, when the need 
to save dollars might be expected to be less acute.

The requirement that the United Kingdom should pay a charge 
on her dollar expenditure also (in a way that will be outlined 
below) would afford her an inducement to devote an appropriate 
part of her available capital to promoting dollar-saving expenditure 
in other sterling countries — subject, perhaps, to guarantees that 
would secure to her an appropriate quantity of the dollar-saving 
goods when they were ultimately produced. Alternatively, she 
could demand a sufficiently high return upon the capital invested 
in such schemes (or an equity in the ultimate returns) to enable 
her to pay the relatively high prices that the country producing these 
goods would probably demand if other sterling countries had only 
the alternatives of purchasing the commodities from him or of 
paying the charge for purchasing similar goods from the dollar 
area.

The charge would also discourage the United Kingdom from 
freeing the import of dollar commodities more quickly than was 
justifiable in the interests of the whole sterling area. If the freeing 
of commodity markets made possible by removing restrictions upon 
the import of dollar commodities was thought sufficiently desirable 
to justify the greater freedom of the import of these commodities, 
the United Kingdom would, of course, still permit it; but the obliga­
tion to pay the charge would ensure that this was done only when 
the United Kingdom authorities were confident that the greater 
oversea earnings that this freeing of dollar commodities made 
possible outweighed the real cost to the sterling area as a whole 
(expressed in the charge Britain would have to pay for the dollars 
used) of the additional expenditure of dollars rather than other 
currencies. Moreover, those sterling countries who felt that their 
exports to the United Kingdom were suffering unduly in competi­
tion with the dollar commodities so freely imported to Britain
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would be receiving their share of the charges paid by the United 
Kingdom — which would be some compensation.

The bonus on dollar exports, if it were capable of application, 
would encourage all members to increase dollar exports to what 
was agreed to be an appropriate extent. It would, however, be less 
important to apply it in circumstances when a structural change in 
the sterling countries’ industries was not deemed desirable: for 
instance, if the intensification of dollar difficulties was thought to 
be temporary, a tightening of import restrictions, facilitated by 
the levying of a charge, would be the appropriate course. Though 
an encouragement to expand dollar-earning industries might have 
been useful in the immediate post-war years, it is hardly likely to 
be so desirable in future. Moreover, it could not be of so much 
use in circumstances when government controls over materials or 
capital issues are very much less than in the years immediately 
following 1945, for the means open to them to stimulate dollar- 
earning industries have now been greatly reduced. Nevertheless, if 
dollar balance is restored primarily by encouraging members to 
reduce their dollar imports, it is likely that an undesirable degree 
of bias may be introduced in the direction of closing the dollar gap 
by contracting rather than by expanding members’ trade with the 
dollar area. This may be a justifiable policy in some circumstances, 
but it is essential that the sterling countries consider whether the 
protection afforded by a long period of dollar import restrictions 
has not imparted more bias towards dollar-saving as opposed to 
dollar-earning than is desirable in their long-run interests. If a 
scheme involving both a bonus and a charge could be evolved, it 
would be possible, by levying these at different rates, to encourage 
the improving of the area’s dollar accounts mainly by increasing 
dollar-earning industries (if the bonus was the higher of the two), 
or mainly by expanding dollar-saving industries (if the charge was 
the higher). It would be an important advantage of such a system 
that it would compel members to discuss together fully the im­
portant matter of the relative extents to which they should try, 
at any given time, to devote their available resources to dollar- 
earning, to dollar-saving, or to other purposes. Since these aims of 
policy inevitably compete for available resources, this is an im­
portant issue of economic policy: and it is one upon which the
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sterling-area authorities have publicly said little or nothing. Even 
if it is found not practicable or desirable to introduce a scheme such 
as that suggested, this issue should be brought more fully into the 
open.

The main difficulty in the implementation of such a scheme would 
attach to the paying of the bonus on dollar exports. In the first 
place, some sterling countries have the alternatives of selling goods 
in sterling or in dollar markets and there would, presumably, have 
to be some way of discouraging them from changes of market that 
would involve the area in additional dollar expenditure. Perhaps 
this difficulty could be met by declaring some commodities to be 
as good as dollars, as, for example, where similar dollar goods 
would have to be purchased if sterling-area producers of them 
sold their goods for dollars instead of to other members of the 
area. A still more serious difficulty would arise by reason of the 
sterling import content of goods exported (to the dollar area) by 
individual sterling countries. There would be no reason in equity 
to give to the country that happened to ship the goods to the 
dollar area the full bonus for its export, which might have been 
made possible in part (in full in the case of re-exported goods) 
by imports from the other sterling countries of the raw materials, 
capital, machinery, technical know-how, etc., necessary to produce 
the goods in question. In such circumstances it would be difficult 
or impossible for the various countries concerned to reach agree­
ment on how much of the bonus should go to each. Though some 
of the bonus might be passed on to the suppliers of these factors 
of production by the country receiving it, this would not normally 
occur, since the private traders concerned would not receive the 
bonus (except so far as their governments saw fit to assist them 
in some way as a result of receiving it). In any event, there would 
be no guarantee that higher prices would in fact be paid for the 
factors of production supplied by other countries merely because 
the countries — or rather their governments receiving the bonus 
— could afford to do so. In all, therefore, it seems unlikely that 
such a device would be practicable for the sterling area, despite 
the advantages that might be derived from a successfully working 
scheme of export bonuses under circumstances where governments 
could appreciably influence the pattern of production, and where a
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considerable diversion of resources to dollar-earning industries 
was required.1'

Such difficulties as these, however, do not seem to apply — or 
certainly not to such an extent — to the imposing of a charge on 
dollar imports. In the first place, the necessity for it is likely to be 
greater since the need to restrict dollar imports — at least from 
time to time — and to do so in the most economical way possible, 
is more likely to continue or to recur than the need to effect a 
structural change towards dollar-earning industries. Moreover, since 
governments administer dollar import licensing, the charge system 
would be likely to have immediate effect on dollar import policy 
in contrast to the probable relative ineffectiveness of paying sterling 
governments a bonus on their dollar exports in circumstances where 
they had no appreciable powers to influence directly the pattern of 
production.

There would be no objection to imposing the charge upon 
whichever country happened to import the dollar goods into the 
sterling area, for self-interest would make it very likely that the 
additional cost would be passed on in the processed or finished 
product — or else that the cost in the sterling area of the com­
modity in question would rise automatically so far as the scale of 
its import from the dollar area, and therefore its supply, was 
reduced by the importing country.

The charge on dollar imports could, therefore, be defended 
quite apart from the bonus on dollar exports, as being more desir­
able and more likely to have the desired effect on the pattern of 
production, and also as relatively free from difficulties connected 
with the equity of the device.

If the sterling area governments could be relied upon to frame 
their dollar import policies in such a way as to secure results the 
same as or similar to those that should be achieved by the im­
position of a charge, there would not, of course, be any need to 
introduce such a revolutionary scheme. Further, there would no 
longer be a case for imposing the charge if all sterling countries 
would consistently maintain the principle of applying an agreed 
percentage preference for non-dollar goods — whenever it was

!* I am indebted to Professor R. F. Kahn and to Mr W. B. Reddaway 
for pointing out some of these difficulties to me.
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thought desirable to restrict dollar imports — and if these dollar 
import controls were not used to conceal other motives for import 
licensing (which might be completely justifiable in themselves, but 
not applicable to dollar import policy as such). The first stage of such 
a policy would be to decide upon the extent to which dollar imports 
were to be restricted and to express this as a percentage preference 
for non-dollar goods that would be publicly announced and would 
be varied with improvements or deteriorations in the sterling area’s 
dollar accounts or the level of the central reserves. Informal 
methods to secure this degree of co-operation would clearly be 
preferable, but if these failed it would be well worth considering 
the introduction of this — or some other — method of providing 
a financial incentive for members to modify their policies to an 
appropriate extent, in accord with the wishes of the group as a 
whole.

If such a course were thought desirable, the working of the 
scheme would be possible under the existing system whereby the 
gold and dollar reserves of the area are pooled and held by the 
United Kingdom, and the claims of other sterling countries upon 
the dollar pool take the form of claims upon the United Kingdom. 
The charges levied upon all members, including the United King­
dom, would take the form of book transactions in sterling, which 
could be paid out to members subsequently in some equitable 
manner — for instance, in proportion to their total international 
trade in the most recent year for which data were available. Whilst, 
therefore, the United Kingdom, as a large dollar-importing country, 
would initially be debited with considerable sums in the way of 
charges, it would subsequently receive a considerable part of these 
sums back — but in a way that was related to its total trade and 
not in any way linked to the size of its dollar imports; in this 
way the incentive to economize in dollar imports would remain.

When a member’s debits for the accounting period in respect 
of his dollar imports had been offset against his credits (in the 
form of his share in the total payments of charges made by all 
members during the period), the payment could be effected by a 
rise or fall in the member government’s account with the Bank of 
England; if the United Kingdom were a net creditor in a given 
period (account being taken of the cost of the administration of
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the scheme by the Bank of England — which should be equitably 
shared among members), the payment would be by a reduction 
in the accounts of member governments with the Bank of England, 
each country’s share of the total receipts being determined by the 
relative size of its total trade in the most recent year for which 
figures were available.

Alternatively, the scheme could be administered by a clearing 
union set up by the sterling countries for the purpose, though any 
advantages this might possess would be purely psychological, as 
the net result of its transactions would be the same, except if other 
sterling countries shared in the actual work of administering the 
scheme — perhaps by supplying and paying part of the staff. The 
proposal that there should be a clearing union system for the 
sterling area requires consideration quite apart from the proposals 
that have been made above, for the implementation of which a 
union holding the area’s reserves, and in which the United King­
dom would be a member on the same footing as any other, would 
not be in any way necessary. The main advantage of a clearing 
union system would be the greater confidence the outer sterling 
area countries might feel that the interests of the sterling area were 
not being treated as in any way subordinate to those of the United 
Kingdom; the main difficulties in the way of it — quite apart from 
the break with tradition that it would involve — would be the 
problems involved in deciding how much of the United Kingdom’s 
gold and dollar reserves should be taken over by the clearing union, 
and what corresponding credit with the union should be given 
to the United Kingdom; and what part of sterling countries’ sterling 
balances should now rank as credits with the union.

But no such difficult and revolutionary change in the mechanism 
of the sterling area seems necessary; whatever the institutional 
setting, the important point is that members should resolve to 
pursue certain objectives of policy and take the necessary7 measures 
to secure them, whether these consist of some greater formalization 
of their dollar import policy obligations, in the form of the charge 
on dollar spending, or by less formal arrangements having the same 
end result. Whatever the means devised to secure these aims of 
policy, there is a very real need to agree upon them and adopt 
measures that will attain them. The somewhat far-reaching pro-
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posals made above have been intended primarily to draw attention 
to the lines along which solutions might be found. It is hoped that 
they at least place some onus upon the authorities to show how 
far they are unworkable and to ensure that if this is so, the same 
ends are secured by other means.

By way of summary, the main ends of policy that could be 
achieved, at least in theory, by the imposition of a charge and 
the paying of a bonus will be re-iterated in order to emphasize the 
main problems that face a regional payments system that pools 
most or all of its gold and hard currencies.

(1) To ensure that, so long as it is thought desirable to improve 
the sterling area’s dollar accounts, members apply an agreed amount 
of pressure towards doing this. This could also be used to promote 
the relative emphasis on dollar-saving rather than dollar-earning 
industries (or vice versa) that is thought desirable in the light of 
member countries’ desire to balance their dollar accounts by 
methods that are primarily either expansionary or contractionary; 
it would ensure that in pursuing these objects of policy the econo­
mies in dollar-spending and the stimulation of dollar-earning and 
dollar-saving industries took place wherever they were most likely 
to save or earn dollars, and only where, at least in the view of 
the governments concerned, the net cost of devoting resources 
to earning or saving dollars in these ways was less than the real 
advantage to the group as a whole of adding the saved or earned 
dollar to the reserves. If members had to agree upon a system of 
charges and bonuses they would be forced to agree upon such issues 
as these, or at least to bring their divergences of view out into the 
open; under the prevailing system, divergences of view are likely 
to lead to a dangerous drain on the dollar reserves at a time of 
crisis; if a system of financial incentives — even if confined to a 
charge — were applied, this danger would be greatly reduced.

(2) To vary dollar import policy quickly and surely with 
changes in the level of the reserves. This could also be used to 
ensure that members accept similar obligations to intensify or relax 
their dollar import restrictions without imposing a rigid uniformity 
upon members in the shape of agreements to cut dollar imports (or 
increase them) by agreed percentages (which would take no 
account of the varying needs and resources of different members).
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A system of financial incentives would make it very likely that 
members would quickly modify their policies in the light of changing 
circumstances to accord with the needs of the area as a whole, and 
each country would be aware that the other members would find 
it in their own interests to implement in this way the decisions 
reached by the sterling area countries as a group.

(3) To encourage members to take fully into account the 
probable effects upon the sterling area’s reserves of their policies 
in the matter of raising dollar loans and the payment of dividends 
in dollars. They should also have an incentive to take all reason­
able precautions to see that the future burden with which they are 
saddling the sterling area’s reserves — in the shape of the repay­
ment of dollar interest and principal — is justified by the increase 
of the output of goods (preferably dollar-earning or dollar-saving) 
that will be facilitated by the raising of the dollar loan. When the 
loan was raised, if a bonus was paid on it to the government con­
cerned to the extent that it was paid into the pool — i.e., in effect, 
not spent upon dollar goods — this would encourage members to 
take due account of the area’s dollar position in planning where 
to spend the money raised by the loan.10 And if, when the time 
came for repaying the loan, the dollar was still a sufficiently hard 
currency for the sterling countries to levy charges on dollar spend­
ing, the country to which the loan had been made would incur 
charges for drawing dollars from the pool to make these repay­
ments. This would, in effect, compensate other members for the 
greater economy in their dollar imports that would be necessary if 
the dollar loan repayments were to be made — given the level at 
which they desired to maintain the reserves. It would also enable 
them to bid higher prices for the increased output made possible 
by the loan.

(4) To permit some flexibility in the obligations and privileges 
of membership where members so desired. The discussion in earlier 
chapters has suggested that there may be a case for allowing indivi­
dual members greater freedom in applying the obligations of 
membership — where they are willing to give up an appropriate 
part of the privileges attached to it. This would be especially desir-

And the payment of such a bonus would seem to be practicable, 
even if such bonuses were not paid upon dollar earnings.
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able if other countries were to be admitted to the sterling area 
without pooling the whole of their reserves, and therefore entitled 
to limited privileges in return for limited obligations that would 
have to be more clearly defined and formalized than has been the 
practice among the sterling countries belonging to the dollar pool. 
A member producing gold might be permitted to add it to his own 
gold stock — that is, not pay it into the pool — if he felt that 
the advantage to him of doing this outweighed the bonus that the 
other members were willing to pay him to persuade him to add it 
to the central reserves: it should be quite practicable to offer gold- 
producing members a bonus for gold or dollars paid into the pool 
even if no bonuses were payable on dollar exports. A similar plan 
to permit members to retain part of their dollar earnings so far as 
they saw fit to do so (in the light of the importance attached by 
the group to adding these earnings to the reserves) could be 
worked only if it proved possible to pay a bonus on dollar earnings.

(5) To reduce or remove the possibility that dollar-surplus 
colonies might have their dollar purchases unduly curtailed by the 
subordinating of their import policies to Whitehall. If all colonies, 
like all other member countries, could choose whether to import 
dollar goods and pay the charge or to import non-dollar goods 
free from it, they would receive compensation for their restraint in 
dollar importing at the rate representing the value set by the agreed 
sterling area policy upon such economies in dollar spending; when 
the total of charges paid in a period were shared out, moreover, 
these colonies would almost certainly be net gainers — since their 
dollar imports are small compared with their total trade. If it were 
practicable to establish a bonus scheme also, the dollar-surplus 
colonies would, of course, benefit still more. Any such scheme of 
financial incentives and rewards would make it quite clear how 
far the restraint of the colonies in dollar-importing at any time was 
of their own choice; if some part of it is — as has been suggested 
— justifiably regarded as a quid pro quo for certain services (such 
as defence) rendered them by the United Kingdom, the exact scale 
and nature of this implied transfer between the United Kingdom 
and the colonies would then have to be brought out into the open 
and effected by grants between them. It is clearly of major im­
portance that a scheme should be devised whereby the dollar-
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surplus colonies can willingly continue within the sterling area 
dollar pool when they have complete financial and economic 
autonomy — which in the case of Malaya and West Africa may 
be fairly soon. Unless some means is found of making it worth 
their while to remain in the pool, these countries may well feel it 
preferable to try to withdraw from the system — though one may 
doubt whether they would be likely to gain from doing so (though 
they would clearly gain from importing dollar goods freely while 
remaining members) over a period of good and bad years, in 
view of the fluctuations likely to be suffered by their export earn­
ings. If, therefore, the considerable economies effected by the dollar 
pool are not to be lost to the extent represented by the withdrawal 
of some of its most important dollar earners, some scheme must be 
adopted to make it worthwhile for these normally dollar surplus 
countries to remain in the system, or to contract out of some of 
the privileges and obligations of membership if they believe it in 
their interests to do so.

(6) To encourage all members to take into account the interests 
of the group as a whole — as represented by the level of the central 
reserves — in framing their policies. It is clear that members’ 
monetary (including exchange-rate and budgetary) policies, for 
instance, may well have a special effect on their dollar accounts, 
to which the government concerned will have no more direct in­
centive to pay attention than it will to a similar degree of deteriora­
tion or improvement in the total international accounts of the 
country. Similarly, it is desirable that United Kingdom capital issues 
control should give a special degree of encouragement to the financ­
ing of projects likely to improve the dollar accounts of the whole 
area. If members were in the habit of adjusting their policies in the 
light of the relative importance currently attached by the area to im­
proving members’ dollar rather than their non-dollar accounts — 
expressed by an agreed percentage preference for increasing dollar 
rather than other exports and for reducing dollar rather than other 
imports, based on the state of the reserves at a given time — no 
financial incentives would be necessary to achieve this end. But so 
far as either a charge or a bonus scheme could be introduced it 
would, of course, make it far more likely that members would take 
into account to an appropriate extent the dollar position of a group 
as a whole.
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Possible Modifications to the European Payments Union 
A proposed set of modifications to the EPU is that suggested 

by Mr Day.11 He proposes that there should be grafted on to the 
EPU system, as it existed at the time of writing, a device which 
would encourage members to improve their dollar accounts. The 
main features of his proposals that are relevant to the present 
discussion are as follows:

(1) The EPU scheme should be continued within Europe and 
its monetary areas; settlements between members should con­
tinue to be made in different proportions of gold and credits, 
varying according to the size of a member’s cumulative surplus 
or deficit with the rest of the Union. In due course, some sterling 
countries might become full members in their own right, each 
with its own gold reserves. They should be granted attractive 
drawing-rights on their becoming members — largely to com­
pensate them for what they would be likely to regard as the 
unsatisfactory share of the central reserves that they would 
probably be granted when they left the dollar pool.
(2) All payments by member countries to the dollar area should 
be made through the Union, which would accept gold and dollars 
for this purpose to the full extent of the dollar payments due 
from them to the United States (or other dollar country) so 
long as members of the Union saw fit to maintain the present 
degree of discrimination against dollar goods. In order that the 
degree of discrimination might subsequently be reduced as the 
European countries’ reserves rose, a proportion only of the pay­
ments due to the dollar area, perhaps at first 90 per cent, 
would be demanded in gold from members by the Union — 
which would, however, hand on 100 per cent of the gold pay­
ments due to the dollar area. It must, therefore, be assumed that 
the EPU would have a sufficiently large pool of dollar reserves 
— supplied partly by members, presumably, and partly by the 
United States, on the assumption that this is the best way of 
making use of such funds as the United States sees fit to allocate 
to these countries for the cause of freer trade and payments. 
But the proportion of gold demanded in settlement of debts to 
the dollar area would never be less than that demanded in settle­
ment of intra-Union deficits.

The rights of members to draw dollars in settlement of intra- 
Union debts should be strictly limited, and bilateral balance of 
each with the dollar area should be the aim; the right to draw 
dollars from the Union would be given only to cover temporary 
divergences from bilateral balance of each with the dollar area.

11 The Future of Sterling, chapter 13.
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It will be seen that Mr Day’s suggestions go some way towards 

encouraging the desired degree of discrimination against the dollar 
area, or, rather, in favour of other members. If, as he clearly 
envisages, the Union includes the major part of the non-dollar 
world, the fact that the discrimination is in favour of other members 
(a less inclusive term than the whole non-dollar world) rather 
than against the dollar area may not be a serious defect; but it 
should be borne in mind that the latter is the preferable objective, 
and that payments should be freed over as wide an area of the 
non-dollar world as possible, including countries that do not see 
fit to join the Union.

The degree of discrimination imposed by a member country 
would, under Mr Day’s scheme, depend to a large extent upon its 
cumulative balance with Western Europe; indeed, it would be 
affected by that balance even more than it was under the actual 
EPU system. A member’s settlements with Europe would be in 
changing proportions of gold and credit varying according to his 
cumulative deficit with other members, and this would determine 
the extent to which European imports were likely to be preferred 
to those from the dollar area. Furthermore, the extent to which 
a member was encouraged to reduce discrimination against dollar 
goods when the dollar situation improved would depend in large 
measure upon the proportion of gold and credit he was at present 
paying to the Union in settlement of his intra-Union debts.

Mr Day’s suggestions are open to almost all the objections to 
the EPU system raised in earlier chapters (on the lines of the 
criticisms made by Professor Kahn). The cumulative nature of the 
settlements would ensure that a member whose normal pattern of 
trade involved a deficit with other members was under increasing 
pressure to avoid this — and to import more dollar goods — as 
the years went by. Indeed, since under Mr Day’s scheme discrimi­
nation would cease whenever a member’s gold payments to the 
Union were as much as the proportion of gold demanded from 
members in settlement of debts to the dollar area, extreme debtors 
to the Union (who were paying almost entirely in gold or who 
expected to do so in the near future) would have no incentive 
to improve their dollar balance rather than that with the rest of 
the Union.
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Mr Day’s suggestions would fail to secure the advantages of 
pooling so far as individual sterling countries ultimately entered it 
holding their own separate reserves; but his proposed method of 
making settlement with the dollar area would establish a form of 
pooling for the European countries. And in certain circumstances, 
as we have seen, there would be no inducement to a member to 
improve his dollar balance rather than his balance with the rest 
of the Union.

In view of these drawbacks to his scheme, one is tempted to 
examine other possible methods of attaining the same ends more 
efficiently; such a radical revision of the EPU as he suggests would 
be justified only if there were no better way of achieving the same 
result with no more radical a departure from the existing order. 
If the sterling countries were to join any such system as individual 
members, they should first consider whether some desirable im­
provement in the nature of their own co-operation might not be 
prejudiced by it. They should also consider how any more formal 
revision of the sterling area’s own arrangements might be linked up 
with whatever is decided upon as the successor to EPU.

One proposal that should be considered is that of Mr Sargent, who 
has suggested that the EPU countries should settle their balances 
with each other in their own currencies, but with these currencies 
fully convertible into all non-dollar currencies, though not into 
gold or dollars.12 (By this we must presumably understand ‘any 
non-dollar currency not itself convertible into dollars’; any non­
dollar currency becoming fully convertible would presumably have 
to be excluded.) As Mr Sargent says, this would certainly have the 
advantage of encouraging members to balance their accounts with 
the whole non-dollar world, without concentrating any necessary 
import cuts upon fellow members of EPU, as they are liable to do 
when these imports are more likely to cost them gold than are any 
others and when hitherto they have been importing goods relatively 
freely from this source.

Such an arrangement would certainly promote multilateral trade 
within the whole of the non-dollar world to the utmost of the 
European countries’ power. As Mr Sargent recognizes, difficulty

12‘The Reform of EPU’, Bulletin of the Oxford Institute of Statistics, 
February-March 1954.
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would arise if some non-European non-dollar currency became hard 
from the viewpoint of Europe (or rather the Union) as a whole. 
The main objection, however, would be the complete absence of 
settlement in gold or dollars between members of the Union, which 
would make it impossible for any member to finance his dollar 
deficit to any extent at all by his earnings from other parts of the 
Union. He would still be able to negotiate settlements to some 
extent in gold or dollars with countries outside the Union, and if 
his dollar needs were great enough he would be thus encouraged 
to build up his exports to countries outside the Union that might 
be willing to settle partly in gold. But the complete impossibility 
of earning dollars from the rest of the Union would lead to an 
unnatural distortion of the non-dollar world’s trade. On the face of 
it there is no reason why a country that has a strong natural pattern 
of surplus with Europe balanced by a deficit with the dollar area 
should not be enabled to finance part of its dollar deficit with its 
earnings from the Union. Even if such patterns of trade are being 
discouraged by the Union in some measure, this policy should not 
be taken so far as to make it quite impossible to sustain them.

Moreover, the complete absence of any gold or dollar settlement 
between European countries would probably tend to make markets 
within the area unduly soft; that is to say, that more of members’ 
resources would be diverted from building up their dollar exports 
towards building up their dollar-saving industries than would be 
strictly desirable. Mr Sargent’s proposals would further the objective 
of economizing in the use of dollars for the financing of trade 
within the non-dollar world and also, in the interests of stability, 
that of reducing the extent to which non-dollar countries are tied 
to dollar markets; but they would tend to give less than due weight 
to the desirability of maintaining trade between dollar and non-

I
 dollar areas at the highest level consistent with a fair measure of 

stability. There would be no way of using Mr Sargent’s system 
to encourage the most appropriate emphasis upon dollar earning 
compared with dollar saving; and the proposals would be likely, 
if implemented, to lead to a lower level of trade between dollar 
and non-dollar areas than would be desirable in the interests of 
maintaining and increasing the level of real income in all countries 
concerned.
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Any attempt to implement Mr Sargent’s suggestion would give 
rise to at least one practical difficulty: countries such as Belgium 
or Western Germany, which apparently have a natural surplus 
with the rest of Western Europe, would not be likely to adhere to 
any scheme that gave them no rights to earn gold from Europe. 
At the least, these countries would have to be given specially 
favourable treatment in some shape or form. Moreover, those 
countries such as the United Kingdom, who believe it to be in their 
own long-run interest to give non-residents holding their currencies 
the right to convert them into dollars, could clearly not adhere to 
a Union in which it was a fixed rule that the members’ holdings 
of each other’s currencies could not be converted into dollars. 
Certainly, the degree and nature of the right to convert might well 
be limited; and every effort should be made to see that countries 
did not use this right to build up unduly their idle reserves of hard 
currencies to an extent that was not justified in terms of dollar goods 
forgone, since to do so would increase the size of the idle reserves 
held in the non-dollar world. The element of gold or dollar pay­
ment, of course, should not be completely excluded.

Nevertheless, the establishment and maintenance of a free and 
general inter-convertibility (or inter-transferability) of the cur­
rencies of the non-dollar world must be an aim of high priority — 
higher, in all probability, than that of full convertibility of current 
earnings into dollars. And some variant of Mr Sargent’s scheme 
would have much to commend it. One possibility might be to 
settle balances within the payments union partly in gold (or con­
vertible currencies) and partly in currencies fully transferable 
within the non-dollar world (except into currencies themselves 
convertible into dollars). This would certainly be preferable to the 
actual EPU system, which confined settlement of the non-gold 
portion of intra-area settlements to credits usable only within the 
area, but which gave the prospective right to gold payments at 
some future date, even if the Union currencies had not in fact by 
that time become generally convertible into gold.

If the adoption of the Kahn proposal that amounts to a can­
cellation of part of intra-Union balances were found unacceptable, 
a feasible alternative might be as follows. An agreed proportion 
of each month’s balances should be settled in gold — thus giving
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the agreed degree of inducement to members to import from each 
other, rather than from the dollar area. The remainder should be 
payable in the way Mr Sargent suggests — that is, in currencies 
convertible into any non-dollar currency. Even if some of the 
main European currencies were convertible for currently accruing 
balances, it would still be possible, by agreements among European 
countries through the Union, to limit the extent of this to the right 
to turn only a stated proportion (or an agreed total in a certain 
period) of their earnings of the ‘convertible’ currency into dollars 
— on the understanding that the remainder would be fully 
convertible into any other non-dollar currency. The proportions 
could vary from country to country, and also from time to time 
as the strength of the convertible currency waxed and waned. It 
could thus be a useful means of transition to — or a temporary 
retreat from — full convertibility.

The Kahn proposal for partial cancellation of intra-Union debts 
should not, however, be excluded from consideration. If the re­
mainder of the balance due in an accounting period were settled in 
convertible currency (or perhaps part of it in very widely transfer­
able currencies), the cancellation of the remaining proportion of the 
balance due in an accounting period might be rendered more 
readily acceptable to creditor countries. This procedure would 
avoid the cumulative building up of debts to the Union, the extent 
of whose ultimate convertibility into gold would depend upon 
future negotiations. As has been indicated above,13 vagueness about 
how far debts to the Union will ultimately involve the payment of 
gold can be strongly criticized as serving to conceal the real state 
of affairs from both debtor and creditor countries, and thus re­
moving the inducement for them to make the changes in their 
pattern of trade and production that will eventually be necessary 
if equilibrium is to be restored to the accounts of the countries 
concerned. Both those countries that are likely to be in surplus

iwith the Union and those likely to run a deficit with it should be 
quite clear about how payment will be made between them. An 
adequate inducement will have to be provided for the former in the 
shape, probably, of a greater percentage of payment in convertible 
currencies than need be paid to one of the second group when he

13 See p. 94.
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achieves a surplus. But if no satisfactory arrangement can be 
reached with a potential European surplus country, there is no 
reason why the remaining countries should not form a union among 
themselves for the promotion of trade between them — especially 
to defend themselves against a deterioration in their dollar accounts 
or a world trade recession.

Within the sterling area a comparable scheme adapted to a 
group of countries pooling their reserves could be evolved on the 
lines already suggested. It would be effective in securing the desired 
ends if agreement could be reached on the basic rate or rates in­
volved, especially the more practicable rate to be applied to 
discourage dollar imports where appropriate. (This, of course, is 
also the crux of both the Kahn-Mikesell and the Day schemes.) It 
could, on the other hand, be held in reserve in case more informal 
methods of securing the same ends among the sterling countries 
were unsuccessful. The continuance of the more informal methods 
hitherto adopted might be preferred; but if so, it would be desirable 
to adopt more clearly defined principles to ensure that discrimina­
tion was practised in the way that would bring the greatest long-run 
gain. Either arrangement could be grafted on to the EPU as it now 
stands or in any of the forms that have been discussed. Or, rather, 
it would be truer to say that it would be independent of the EPU 
arrangements; the sterling countries would continue to share a 
common quota in the EPU, and the arrangements made within the 
area would continue to be quite independent of the arrangements 
made by the sterling area with the EPU group. If the present (1955) 
EPU system were maintained and settlement made mainly or 
wholly in gold or convertible currencies, some form of incentive 
scheme could usefully be applied to payments between the sterling 
area and the rest of the Union to encourage all sterling countries to 
exercise economy in spending European currencies and to find ways 
of increasing their exports to Europe. This would imply a sort of 
double-decker scheme of discrimination, one that rewarded dollar 
economies more than those made in European currencies. Once 
again, if the full theoretically-satisfactory scheme were deemed cum­
bersome, unworkable, or too formal, ways should be found of 
obtaining the same or similar effects by applying agreed principles 
about the degree of discrimination to be applied generally through-
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out the sterling area against European goods and about the extent 
to which industries earning European currencies should be given a 
special stimulus.

There would be no essential reason why a European country — 
or any other — should not be admitted to the sterling area dollar 
pool, even if it continued to be a member of EPU. If the sterling 
area was applying a more rational system of discrimination against 
dollar goods than the haphazard system applied by other non­
dollar countries holding their own reserves, the consequent broad­
ening of the group that was selecting dollar imports according to 
relative costs would improve the chances of reducing the non-dollar 
world’s deficit at the lowest real cost. The outside country might 
agree with the sterling countries that neither would discriminate 
against the other’s goods (regardless of their EPU cumulative 
surplus or deficit if the outside country were a member of EPU); 
and it might contribute a sum (perhaps its whole gold reserves) to 
the central reserves of the sterling area. In return it might be allowed 
to draw on the central reserves of the area, either to a defined 
extent or as freely as other members, provided it exercised a degree 
of discrimination against dollar goods similar to that exercised by 
them at the time; to this end it would be helpful to be able to 
express the degree of discrimination practised, in the form of a 
percentage preference for non-dollar goods at existing prices. If 
the co-operation of the incoming country could be relied upon as 
fully as that of sterling area governments, such an agreement might 
be workable without more formal arrangements; if not, it would be 
helpful to have a system of financial inducements to the incoming 
country to earn and save dollars as in the form outlined above.

Such inducements could be readily grafted on to any sterling 
area scheme of this sort that might be adopted; but they could also 
be evolved to meet the need for a more formal arrangement with 
such an incoming country on the supposition that the sterling 
countries prefer to work towards the desired end among themselves 
by less formal methods of co-operation. They would, in either 
event, bridge the difficult barrier that at present makes it hard to 
extend the dollar pooling system, namely, that it is an informal 
arrangement depending upon a long tradition of mutual under­
standing and co-operation, so that no other country could enter
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on a similar footing. More formal arrangements within the area 
might facilitate the making of more formal arrangements with out­
siders who desired to enter the pooling system; but it would not be 
essential to adopt such a scheme internally, though a full considera­
tion of it and of alternative methods of achieving the same ends 
would surely serve to show the advantages of making such arrange­
ments with outsiders — relations with whom are not conditioned 
by a long tradition of informal co-operation in the matter of drawing 
upon the dollar pool. Along such lines as these the pooling of 
dollars, and therefore the economies made in their use by the non­
dollar world, might be greatly extended.



X

REGIONAL PAYMENTS SYSTEMS 
AND CONVERTIBLE CURRENCIES

The foregoing proposals have been made only partly in the context 
of the very limited degree of convertibility into dollars of most 
dollar currencies that prevails at the time of writing. It is believed 
that some form of them could be used (1) to make the best of the 
present limitations upon convertibility and of the present degree of 
discrimination against dollar goods; (2) to work towards convert­
ibility and non-discrimination in a manner that would maintain the 
real income of the non-dollar world at the highest possible level 
while this was being done, yet retaining for each country complete 
liberty to frame its own economic policy; (3) to facilitate the 
maintenance of convertibility or non-discrimination or both, should 
they be attempted by the main non-dollar countries; and (4) as a 
system that could be held in reserve in case the non-dollar world 
was forced to withdraw, to an agreed extent, from the degree of 
convertibility and non-discrimination that had been attempted — 
for instance, because of a world recession, coupled with a drain 
on member countries’ reserves of dollars that was too great to be 
met from available sources of emergency dollars such as the IMF.

In each of these cases, the incentive given to sterling and EPU 
countries to improve their dollar accounts would encourage mem­
bers to effect, at the lowest real cost to the group, the economies 
in dollar imports that were necessary for rebuilding or maintaining 
the reserves needed to support the desired degree of convertibility 
and non-discrimination. The proposal to give outside countries 
certain rights to draw on the sterling area’s dollar pool would be a 
way of extending the convertibility of sterling in step with the 
reduction of dollar import restrictions by the sterling countries; 
where there were dangerous risks in granting convertibility to all 
non-sterling countries it could thus be granted to those countries 
whose co-operation could be assured in restraining dollar imports

157
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to the extent being practised by the sterling countries. It could also 
be a means of ensuring that the countries receiving this right did 
not reduce their imports from sterling countries in order to increase 
their earnings of sterling and convert it into dollars. There should 
be the added advantage that if this route to convertibility were used, 
there would be much less danger of convertibility being extended 
to non-dollar countries faster than dollar import restrictions were 
abolished by the sterling countries.

There are strong grounds for preferring that advances along 
these two routes should go hand in hand rather than that further 
advance in one direction should be sacrificed for a spectacular 
establishment of the other. The bias, if any, should be towards 
relaxing the sterling area’s dollar import restrictions rather faster 
than the right of convertibility is extended to countries outside the 
area. The sterling countries’ restraint in the matter of dollar imports 
has been the prime reason for the raising of the reserves to the 
point where either or both of these advances are under considera­
tion, and, in all justice, there is much to be said for seeing that 
the sterling countries reap rather more advantage from this fact 
than do non-dollar countries outside the area, which do not share 
the credit for the rebuilding of the sterling area’s reserves.

Moreover, if the opposite policy were adopted, and members 
of the sterling area found that non-sterling countries were conse­
quently able to import dollar goods appreciably more freely than 
they, the strain on their loyalty to the sterling area would be 
considerable, and the state of affairs would constitute a poor ad­
vertisement for the advantages of membership. And there is good 
reason to favour the gradual relaxation of dollar import restrictions 
over the whole non-dollar world, rather than concentrating the free­
ing of dollar imports upon one group — in this case, non-sterling 
countries if non-resident convertibility preceded the abolition of 
dollar import controls by the sterling countries; less distortion of 
the natural pattern of trade is likely to result, and less protection 
to be given to any one domestic industry in any single country. 
This means that the adjustment in each individual case will be 
much less severe when the dollar import restrictions are eventually 
removed than if the industries of certain countries were protected 
by especially severe dollar import restrictions whilst dollar import
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restrictions were relaxed greatly elsewhere. Finally, if dollar goods 
were admitted very much more freely to non-sterling than to sterling 
countries — as a result of moving faster towards non-resident 
convertibility for sterling than towards non-discrimination by the 
sterling area — the relative plenty and consequent lower costs of 
dollar goods in competing countries would give them a considerable 
advantage over the sterling countries.

If the advance were made primarily by giving individual non­
sterling countries defined rights to draw upon the sterling area’s 
reserves, this would emphasize the undoubted fact that the restora­
tion of the convertibility of sterling is an advantage that can be 
maintained and shared only so far as those benefiting from it play 
their part in establishing the conditions that will ensure its per­
manence. Moreover, an advance along this route would be 
more readily reversible, should an intensified dollar shortage or 
a miscalculation of the consequences of convertibility make this 
necessary. On the other hand, a general advance to virtually com­
plete convertibility of non-resident sterling is irreversible in the 
sense that the shock to world confidence that its reversal would 
bring about might prevent another attempt from being made for a 
long time to come. It is true that an approach by way of ‘commodity 
convertibility’ would be fairly readily reversible, but any such 
reversal could deal a severe blow at the United Kingdom com­
modity markets concerned. Moreover, the commodity approach 
gives a special privilege to certain countries — notably, of course, 
the United Kingdom, whose merchants benefit from the additional 
earnings that result from it and whose consumers and manufacturers 
benefit from this complete abolition of dollar import restrictions 
against certain commodities of great importance to them.

Similarly, this sort of convertibility brings great advantages to 
those other non-dollar countries who happen to require the dollar 
commodities whose import to, and re-export from, the United 
Kingdom is permitted. On the other hand, there are inevitably other 
equally deserving countries which might have preferred to buy 
different dollar commodities through the United Kingdom; and the 
other sterling countries may well be maintaining dollar import 
restrictions upon commodities often no less essential to them than 
are the freely imported dollar raw materials to the United Kingdom.
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These countries would naturally prefer a greater degree of choice 
about the ways in which their sterling is convertible into dollar 
goods. And, especially since the sterling area’s dollar import re­
strictions seem to have benefited the United Kingdom considerably, 
at the expense of the other sterling countries,1 there are strong 
grounds for granting the other sterling countries the main say about 
how these restrictions should be relaxed. Ideally, the relaxations 
should not be focused upon commodities chosen merely or mainly 
because their free import and re-export is likely to be most 
advantageous for United Kingdom merchants and consumers, but 
upon those commodities whose freer dollar import is likely to do 
most to raise the standard of living of the whole non-dollar world, 
or, at the least, the sterling area.

It is true that to grant to a defined group of countries (including 
countries at present outside the sterling area) the right to convert 
sterling into dollars, whether to a limited or unlimited extent, would 
tend to focus the relaxations in the non-dollar world’s dollar import 
restrictions upon a few countries. But the number of countries 
enjoying the privilege on such terms as these could be as wide as 
was desired, for to extend it to more countries would not increase 
the strain on the reserves so long as the right to draw was closely 
related to the obligations assumed in the shape of a dollar con­
tribution to the pool, or a readiness to import freely from other 
members, or to discriminate not less against dollar goods than the 
sterling countries were doing at any one time. The main limiting 
factor would be the skill of the governments concerned in drafting 
agreements that would express the relative advantages to both sides 
of giving and receiving this fuller right to convertibility. If one 
opposes the extension of convertibility by special arrangements 
with individual countries or groups of countries, on the grounds 
that it would be preferable to extend it over a wider area, one is 
in effect saying that the right should be given also to unreliable 
countries who would exercise such a strain on the reserves as would 
make the maintenance of convertibility very problematical.

Even when the main currencies have been made fully and 
officially convertible into dollars, there may well remain an im­
portant place for institutions such as the sterling area and a modified

1 See Chapter iv.
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form of European Payments Union, for the control of the balance 
of payments of these groups of countries with the dollar area (in 
such a way as to maintain the convertibility of their currencies with 
the minimum of adverse effect) is far more likely to prove successful 
if they co-operate closely in matters related to their international 
trade and payments.

One method of keeping their dollar accounts in equilibrium may 
well be the use of exchange-rate variations — either occasional 
changes of a fixed rate or of variations within limits. As most 
countries would probably prefer some element of fixity of their 
exchange rates with other non-dollar countries, this is likely to 
mean that most of them would keep their exchange rates fixed on 
sterling or another main currency and that variations in the major 
currencies vis-ä-vis the dollar would then be used to keep the non­
dollar world's accounts with the dollar area near to equilibrium. If 
this method is used, it is clear that there will be considerable need 
for close consultation among the various countries concerned in 
order to carry out an exchange rate policy vis-ä-vis the dollar that 
will command their general approval.

In any event, it is unlikely that flexible exchange rates would be. 
able to bear the whole of the burden — and perhaps not even the 
main part of it — when the dollar accounts of these countries were 
undergoing periods of difficulty, for adverse speculation against 
their currencies might well be encouraged rather than checked by 
depreciation vis-a-vis the dollar at such times — especially if their 
gold and dollar reserves were not particularly large. Moreover, in 
times of appreciable unemployment in the United States, exchange- 
rate variations might be a far less defensible way of endeavouring 
to restore balance; and it is in such circumstances as these that 
dollar import restrictions would be most generally considered de­
fensible as a means of checking the spread of unemployment. 
Accordingly, the extent of the devaluation necessary to restore 
equilibrium might be great enough to involve a very serious adverse 
movement in the terms of trade of the non-dollar world, whilst the 
use of discriminatory dollar import restrictions might be a means 
of greatly reducing the fall in real income that the non-dollar 
countries would have to undergo. In addition, there may well be 
circumstances in which no alteration of the exchange rate of non-



162 STERLING AND REGIONAL PAYMENTS SYSTEMS

dollar currencies vis-ä-vis the dollar would restore balance of pay­
ments equilibrium whilst still permitting full employment in the 
non-dollar world2 — though it is unlikely that these circumstances 
would be readily recognisable when they occurred, at any rate in 
time for the appropriate policy decisions to be made.

There may also be longer-run arguments for the use of some 
degree of dollar import restrictions. The reduction of the uncertainty 
and technological unemployment in the non-dollar world attendant 
upon the rapid rate of technical progress in the United States may 
afford grounds for preferring a lower level of trade and dollar 
import restrictions upon certain goods to a higher level of trade and 
the greater instability it might carry with it. Some countries may 
also feel that by checking the demand of some of their population 
for dollar products, savings of foreign exchange and of internal 
resources will be be made without a proportionate loss in con­
sumers’ satisfaction — on the grounds that much of this consump­
tion is based on ‘snob-value’ rather than rational preferences. 
Poorer countries may at times find import controls — especially 
upon luxury goods of types most readily obtainable from the dollar 
area — a more effective and administratively practicable method 
of checking internal consumption or of redistributing income than 
taxation policy.3

These and other arguments can be used in various circumstances 
to support dollar import restrictions. At the same time, it is very 
probable that, if left entirely to themselves, countries will be tempted 
to impose dollar import restrictions of a type that will not be the 
most likely to secure the main aims of policy for the non-dollar 
world as a whole; to select dollar imports on somewhat vague 
criteria of social desirability rather than real costs; and to refrain 
from imposing them in circumstances where they would be desirable 
from the viewpoint of the whole non-dollar world, and when other 
non-dollar countries as a group would find it well worthwhile to 
bribe the non-conforming member to follow a dollar import policy 
similar to their own.

2 I am indebted to Professor T. W. Swan for having pointed out to me 
that such a situation is at least theoretically possible.

3 In these paragraphs I have had in mind the discussion of these matters 
in ‘The Dollar Crisis Revisited’ by T. Balogh, Oxford Economic Papers, 
September 1954.
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It would seem, therefore, that if dollar import restrictions are 

to be imposed, this policy of discrimination should be adequately 
considered by all the main non-dollar countries acting in concert: 
and that they should agree on the main principles to be applied in 
selecting dollar imports and the main aims of the policy of discri­
mination, as well as on the circumstances in which it would be 
justifiable to tighten or relax restrictions.

Moreover, in order to secure conformity to the main principles 
agreed upon, it will probably be necessary to persuade some coun­
tries that would otherwise not have chosen to impose dollar import 
restrictions (or at least not restrictions imposed in accordance with 
the agreed principles) to do so by instituting some form of incentive 
system. In fact, it may very well not be in any individual country’s 
own interest to apply dollar import restrictions that are undoubtedly 
in the interests of all non-dollar countries considered as a group. 
Whilst informal ‘gentlemen’s agreements’ may secure the necessary 
submission of one country’s interests to those of the group where 
the tradition of close co-operation is well established and the need 
very acute — as amongst the sterling countries in the immediate 
post-war period — this is unlikely to be sufficient to ensure an 
appropriate concerted policy of dollar import restrictions in the 
longer period, if and when these may seem to be necessary, 
especially if it proves possible and desirable to remove them com­
pletely in good times and is then necessary to revive them to meet 
a suddenly occurring difficult situation. In such circumstances it 
would be essential to have some appropriate machinery available 
that could be set in motion to secure a logical, concerted policy of 
dollar import restrictions that will do the maximum of good (or 
minimum of harm). In other words, at the very least, the sterling 
area and the successor to the EPU should in the future (whether 
separately or as one single monetary organization) consult re­
gularly about the problems involved in securing the equilibrium of 
their accounts with the dollar area. Moreover, they should draw 
up a plan of economic defence — which would include a fully 
thought-out policy for applying the desirable minimum of dollar 
import controls in different foreseeable situations — a plan that 
could be brought into effect at short notice in the event of a serious 
deterioration in their dollar accounts.
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It has not been the author’s intention to pronounce upon the 
weight of the various arguments in favour of some measure of dollar 
import restrictions. They are of sufficient weight, however, to make 
it likely that various governments will at times see fit, rightly or 
wrongly, to apply such restrictions. It is clearly important to 
examine to the full the circumstances in which they may be desir­
able, and the principles that should govern their application, but 
for the present purpose the main point is that machinery should be 
set up to minimize their adverse effects and to secure the participa­
tion of as wide a group of countries as possible in the implemen­
tation of whatever policy of dollar import restrictions is thought 
desirable, and to secure the desired effects with a minimum of 
disruption of the channels of world trade. It is notable that a wide 
range of opinion among economists would advocate dollar import 
restrictions under some circumstances — if only as a means to 
facilitate the establishment of convertibility of the major currencies 
for non-residents. And it seems that the IMF and GATT have 
agreed that quantitative discriminatory import restrictions could 
be imposed by members if the Fund’s ability to supply dollars to 
members was seriously affected — for example, by the use of the 
resources of the Fund to support the restoration of convertibility 
to major currencies.4

Throughout this book the viewpoint adopted has been almost ex­
clusively that of the countries participating in the payments systems 
discussed, and that of the groups themselves, each considered as a 
whole. The justification for this is that the sterling countries and 
those of Western Europe have a set of payments problems to face 
vis-ä-vis the outside world — and the dollar world in particular 
— towards the solution of which the adoption of suitable payments 
mechanisms can contribute considerably. This is not to deny or to 
minimize the importance of wider problems, nor the considerable 
possibilities of international co-operation on a wider scale, but 
merely to limit the field of discussion to the question of what these 
two payments systems (or future similar organizations) might do

4 General Agreement on Tariffs and Trade, Basic Instruments and Select 
Documents: Third Supplement; Decisions, Resolutions, Reports, etc. of the 
Ninth Session (Geneva, 1955), Reports Relating to the Review of the 
Agreement: Quantitative Restrictions, Sections 20 and 21 on the Balance of 
Payments.
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to help themselves — given the various relevant circumstances 
over which they either have no control or which, of necessity or of 
convenience, they have to meet by action through other organiza­
tions or by other means.

It is, however, important to consider how other countries will 
be affected by the successful solution of the problems raised by the 
sterling area and EPU systems or by future payments systems that 
share their principal features.

The main purpose of such systems is to facilitate the making of 
payments among members and, at any rate in the case of the sterling 
area dollar pool, to maintain or improve the state of the dollar 
accounts of the group as a whole. To the extent that these objects 
are successfully furthered by the co-operation of the countries 
participating, certain effects on the rest of the world are likely.

First, as to non-dollar countries outside the systems. If the pay­
ments arrangements among members of these groups and the trade 
arrangements accompanying them encourage them to trade to a 
greater extent within the groups, this may mean that an outside 
country cannot achieve such ready access to markets or to sources 
of supply in the areas concerned as it otherwise could. But the 
adverse effects on international specialization that this would imply 
can be minimized, first, by making the currencies of members 
readily transferable amongst all countries in the non-dollar world, 
and, second, by a readiness on the part of all concerned to join in 
reciprocal reductions of trade barriers with countries outside the 
systems on the lines of the trade liberalization effected by the 
OEEC countries. The view has already been expressed that if other 
countries are willing to enter the payments systems on terms similar 
to those for members, this should be encouraged; indeed, the greater 
degree of formalization of the sterling area arrangements that has 
been proposed would probably facilitate the introduction — or 
partial introduction — of new members, since their obligations 
would be far more definite and enforceable, whereas the very 
informality of the present sterling area arrangements virtually 
precludes the addition of new members to the group.

It might be added that, so far as the existence of such organiza­
tions does tend to affect the pattern of world trade, there is no 
prima facie reason to suppose that this will work to the advantage
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of those within the group rather than of those outside it — except, 
perhaps, that if those within the group constitute a larger part of 
the trading world than those outside it, they may stand to lose less 
from the channelling in some measure of their trade within the 
group than will outside countries who will have been — to however 
small an extent — cut off from markets or sources of supply over 
a wider range of countries than those within the groups.

So far as the existence of these payments arrangements effects 
economies in the use of gold or convertible currencies — by making 
it unnecessary (in greater or smaller measure) to use them for 
payments among members — the countries concerned will be to 
that extent better able to pay the gold or convertible currencies 
for goods purchased outside the area, and this will clearly be a 
benefit also to countries outside the group.

This same economy in the use of dollars will clearly have im­
portant effects upon the other group of outside countries — namely, 
those in the dollar area. Certainly such promotion of trade amongst 
members of the group as is undoubtedly the effect of the freer 
trade and payments tends to make them more likely to trade with 
each other and less likely to trade with the dollar area; but it also 
means that members of the group have more (or all, in the case 
of the sterling countries belonging to the dollar pool) of their 
dollar earnings and reserves available to finance purchases from 
(and payments such as dividends and interest to) the dollar world 
and other countries requiring payment in gold than if they had 
to use part of them to finance their trade and payments with each 
other. It is unlikely that this effect, which enables them to purchase 
more from the dollar countries than they would if the regional 
payments systems did not exist, would be outweighed by the un­
doubted incentive that such payments arrangements provide for 
non-dollar countries to concentrate less on expanding dollar-earning 
industries, and thus to reduce the dollar earnings and therefore 
indirectly the dollar-spending power of the countries belonging to 
the regional payments system.

It seems, then, that the existence of such regional systems is 
unlikely to affect adversely the total of exports from the dollar area, 
though the particular; arrangements adopted can considerably 
affect the amount and the pattern of the dollar spending of each of
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the members of the group, and this will clearly affect the dollar 
area.

And if adequate arrangements can be devised for ensuring that 
where dollar imports have to be reduced — in circumstances where 
for one reason or another the use of exchange-rate adjustments is 
thought undesirable — this is done in those directions where the 
dollar product can be most readily replaced by similar goods from 
other sources, international specialization will be better served 
than if each country within the payments union chose where he 
would make his dollar import cuts in accordance with vaguer 
and less defensible criteria. The diversion of resources in the dollar 
area away from those export industries where the dollar area’s 
comparative advantage was least would also be in the long-run 
interest of the dollar area. The successful implementation of policies 
that would divert resources throughout the countries concerned in 
directions that would be most likely to improve their dollar accounts 
at a minimum real cost would reduce the extent and the likelihood 
of the dollar import cuts that the countries concerned would have 
to apply (and dollar exporters therefore to suffer) in the event of 
a deterioration in their dollar accounts. It is in the interests of 
both dollar and non-dollar countries that such dollar import 
controls as are applied should be concerted by the non-dollar 
countries applying them in such a way as to maintain as far as 
possible the advantages of international specialization. In the two 
main roles of regional payments arrangements, then — the econo­
mizing in the use of dollars for payments between participating 
countries and the framing of the most appropriate dollar import 
policies — the interests of the countries in the union and those 
in the dollar area are likely to be broadly similar. The precise 
arrangements adopted by these payments systems are therefore 
clearly a matter of considerable importance to the whole of the 
trading world.

It is true that regional payments systems, even if broadly based, 
must be less satisfactory than adequate arrangements to secure the 
same ends covering the whole trading world; but they may also be 
better than wider groups that are unable to function smoothly — 
for instance, because some members are unable to carry out their 
obligations or to reach agreement with the rest. The wider the
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group the greater these difficulties must be; and there is a strong 
case therefore for retaining regional groupings to fulfil tasks that 
wider groupings such as the IMF and GATT are unable to perform. 
And there is no need to apologize for the fact that such groupings 
will be better able to confront the economic might of the United 
States or Soviet Russia, and to negotiate on more nearly equal 
terms with them than could any of the individual countries they 
comprise; some of the aims of the groups may, then, be divergent 
from those of outside countries, and there is no need to be ashamed 
to acknowledge that this sort of function may well be a motive for 
forming less than world-wide (or less than virtually world-wide) 
economic organizations. But this need not prevent such groups of 
countries from working amicably with countries outside the group; 
and there is everything to be said for an extension, where practic­
able, of the effective area of close co-operation — perhaps, as a 
beginning, between the independent outer sterling area countries 
and those of Western Europe.

At any rate, since there is likely to remain a place for the sterling 
area organization — and perhaps for some sort of successor to the 
EPU — even if monetary co-operation on a wider plane increases, 
it is important that the lessons to be learned from the experience 
of these two regional payments systems in the post-war decade 
should be taken to heart, both by the countries directly concerned 
and by others.



INDEX
Africa, see East Africa, West Africa
Agreement on Multilateral Monetary 

Compensation, 87f.
American accounts, 74-86 passim
Australia: dependence on wool, 16; 

dollar exports, 43; dollar imports, 
25f., 39ff.; food exports to United 
Kingdom and dollar pooling, 4; 
gold production, 28f., 67; import 
restrictions, 101, 104; separate
reserves, 28f., 67f.; source of 
strain in 1955, 8; wheat exports, 
51

Bank of England: and administrative 
transfers, 75; and incentive 
scheme, 142f.; and sterling area 
dollar imports, Iff.; purchases of 
Australian gold, 28f.

Bilateral accounts, 75ff.
Belgium and EPU, 94ff.
Brazil as bilateral account country, 

79
Britain, see United Kingdom
Burma: dollar exports, 43; dollar 

imports, 39; financial agreement 
with United Kingdom, 7n., 12; 
gold and convertible currency 
holdings, 67n.

Canada: co-operation with sterling 
countries, 116; sterling area ex­
ports to, 24; trade with United 
Kingdom, 54

Capital issues control, 10n., 147
Ceylon: dollar exports, 43; dollar 

imports, 39; dollar import re­
strictions, 62; dollar surplus 
country, 37, 59, 69, 84; financial 
agreement with United Kingdom, 
7, 12; gold reserves, 29, 67n., 68; 
relative freedom in dollar spend­
ing, lln., 12; sterling deficit and 
dollar surplus, 37ff.

Colonies: and devaluation, 45; and 
EPU, 106; dollar exports, 42f.; 
dollar imports, 25, 39, 122, 146; 
gold and dollar holdings, 68

Commercial policy, relevance to 
monetary co-operation, xiff.

Commodity markets, dollar goods 
purchasable in Britain’s, 7, 159f.

Commonwealth Conferences, 
Finance Ministers’ Conferences

Commonw'ealth economic secreta­
riat, proposal for, 111 

Commonwealth Liaison Committee, 
11

Convertibility, 130fT., 157-68 pas­
sim; as aim of policy, 8; as alter­
native to non-discrimination, 57; 
extent of, in 1955, 7fF.; in 1930’s, 
xii; in post-war years, xiii; re­
stricted in wartime, xii; United 
Kingdom’s definition, xi 

Customs Unions, 105f.
Dairy products, European and 

sterling exports to Britain, 107 
Day, A.C.L., proposals for the re­

form of EPU and sterling area, 
148ff.

Dependencies, United Kingdom, see 
Colonies

Depreciation, 114, 161 
Devaluation of 1949, 45, 68 
Discrimination, 89ft\, 97f., 112-68 

passim; in outer sterling area 
compared with United Kingdom, 
7ff.

Dollar area, and sterling and ex­
change control, 74

Dollar exports, 36-57 passim; of 
United Kingdom, 24 

Dollar import policy of sterling 
countries, 1-73, 112-68 passim 

Dollar import restrictions: effect on 
pattern of production, 5 Iff.; 
greater against consumer goods, 
23; of sterling countries in 1954-5, 
7, 9

Dollar imports, since 1939, xii-xv 
Dollar loans, 28-35 passim, 60f., 

145
Dominions: and EPU, 107f.; rela­

tions with Bank of England, Iff.
East Africa: dollar exports, 43; 

dollar imports, 39
Egypt, payments agreement with 

United Kingdom, 7n., 12 
Eire, dollar exports, 43; dollar im­

ports, 9
England, Bank of, see Bank of 

England
EPU, see European Payments Union 
ERP, see Marshall Aid 
Europe, see Western Europe

169



170 STERLING AND REGIONAL PAYMENTS SYSTEMS

European Fund, 99, 102ff.
European Monetary Agreement, 

99ff.
European Payments Union (EPU), 

ix-xiii, 87-168 passim; and trans­
ferable accounts system, 75f., 
79f.; compared with sterling area, 
xff., 36ff.; Day’s proposals for, 
148ff.; ‘hardening’ in 1955, 9; 
Kahn’s proposals for, 92, 130ff.; 
Sargent’s proposals for, 150ff.

Exchange control, xii-xv
Exchange rates, use of changes in, 

114, 161

Federation of Rhodesia and Nyasa- 
land, 39, 43

Finance Ministers’ Conferences, 6ff., 
45, 61, 123n.

Fiscal policy as alternative to im­
port controls, 8, 10

France and EPU, 9Iff.

GATT, see General Agreement on 
Tariffs and Trade

General Agreement on Tariffs and 
Trade (GATT), 117, 119, 135, 
164, 168

Gold production, 28-35 passim

Harrod, R. F., comments on dollar 
import restrictions, 12If.

Hungary, 74; admitted to transfer­
able account area, 75n.

Iceland: dollar exports, 43; dollar 
imports, 38, 39

IMF, see International Monetary 
Fund

Independent sterling countries, see 
Dominions, individual countries

India: dollar exports, 43; dollar im­
ports, 39; financial agreement 
with United Kingdom, 7, 12; gold 
reserve, 29, 68; transactions
financed through New York and 
London, 66

Insurance fund, dollar pool com­
pared with, 16ff., 126f.

International Monetary Fund (IMF), 
ix, 103, 117, 121, 135, 157, 164, 
168; meeting of governors in 
1955, 5

International Trade Organization, 
ix

Intra-European Payments Agree­
ments, xiv

Intra-European payments schemes, 
87f.

Iran, 74; admitted to transferable 
account area, 75n.

Iraq: dollar exports, 43; dollar im­
ports, 39; financial agreements 
with United Kingdom, 7, 12; gold 
holdings, 68; gold reserve, 29

Jordan, admission to sterling area, 
72n.

Jute, competition from paper bags, 
15

Kahn, Professor R. F.: proposals 
for the reform of EPU, 92, 130ff.; 
and effects of dollar import re­
strictions, 48

Libya, admission to sterling area, 
72n.

Liquidity Fund for sterling area, 
103ff.

Loans, dollar, see Dollar loans
Malaya: coming autonomy of, 147; 

dollar exports, 42, 43; dollar im­
ports, 39; dollar surplus country, 
84

Marshall Aid, 46
Meat, European and sterling exports 

to Britain, 107
Mikesell, Professor R., proposals for 

reform of EPU, 130 ff.
Monetary policy: need for co­

operation, 10; preferred to im­
port controls in 1955, 8

New York: market for transferable 
sterling, 7; use by sterling coun­
tries as financial centre, 59, 69f.

New Zealand: dollar exports, 43; 
dollar imports, 25L, 39; food ex­
ports to Europe, 101; food exports 
to United Kingdom — obligations 
under dollar pool, 4; gold reserve, 
29; source of strain in 1955, 8

Non-resident sterling, convertibility 
of, 74-86, 157-68 passim; trans­
ferability of, 74-86 passim

Northern Rhodesia: dollar exports, 
43; dollar imports, 39

Nyasaland, see Federation of 
Rhodesia and Nyasaland

Organization for European Econo­
mic Co-operation (OEEC), ixf., 
90, 98, 111, 116, 119, 165. See 
also European Payments Union



INDEX 171
Pakistan: balance of payments in 

1955, 9; decision not to devalue, 
45; dollar exports, 43; dollar im­
ports, 39; financial agreement with 
United Kingdom, 7, 12; gold re­
serve, 29, 68

Palestine, membership of sterling 
area, 72n.

Rhodesia, see Northern Rhodesia, 
Southern Rhodesia

Rubber, threat from synthetics, 15
Sterling, non-resident, see Non­

resident sterling
Sargent, J. R., proposals for reform 

of EPU, 15Off.
South Africa: agreement of 1950 

with United Kingdom, 65; dollar 
exports, 43; dollar imports, 39; 
not full member of dollar pool, 
25n.; outside dollar pool, 59ff., 
116, 133n.

Southern Rhodesia, dollar exports, 
43; dollar imports, 39

Sterling balances, 1
Tariff policy, 10
‘Token imports’, 37
Torquay, conference on tariffs and 

trade at, 42n.
Transferable accounts system, 72, 

74-86 passim
Turkey, 74; admitted to transferable 

account area, 75n.
Union of South Africa, see South 

Africa

United Kingdom: and EPU, 74-83 
passim, 89ff.; and transferable ac­
counts system, 74-86 passim; at­
titude to dollar loans, 61; capital 
goods exports, 22; dollar exports, 
24, 43f.; dollar imports, 38, 39; 
dollar import policy in wartime, 
Iff.; food imports and dollar pool­
ing, 4; financial link with Libya 
and Jordan, 72n.; gold and dollar 
holdings, 68; gold purchases, 28f.; 
preference for monetary and fiscal 
measures, 8; protective effect of 
dollar import controls on, 5 Iff.; 
source of strain in 1955, 8 

United States: and transferable ac­
counts system, 82ff.; as market 
for cocoa, 15; effect of recession 
in, 161 f.; sterling area exports to, 
24; Western Europe’s exports to, 
24

West Africa: cocoa exports, 15;
coming autonomy of, 147; dollar 
exports, 43; dollar imports, 39 

Western Europe: admission to dollar 
pool, 156; and transferable ac­
counts system, 74-83 passim; and 
EPU, 79ff. ; dollar imports of
7, 39; exports to United States, 
24; payment for sterling area im­
ports from, 9; probable effects of 
pooling reserves, 123f.; protected 
by dollar import controls, 54 

West Indies: dollar exports, 43;
dollar imports, 39 

Wool, threat from synthetics, 15



Printed in Australia by
Melbourne University Press, Carlton, N.J, Victoria


