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1ﬁurn2ﬁ,?he U, K, Balance J. Herbert Furth
ients in 1954-55

Sterling's progress toward convertibility in recent years
was aided by a rise in the United Kingdom's foreign exchange holdings,
a surplus in its global balance of current international payments,
and a patiern of capitsl movements and inter-area transfer payments
that permitted the United Kingdom to use its surplus with the outer
sterling area for covering regional deficits with the non-sterling
world, and especially with the dollar area; the transfer payments
largely reflected a current surplus of the outer sterling area with
the non-sterling world.

In the second nalf of 1954, all these factors changed for
the worse. The U.K. reserves declined. Its current surplus turned
into a small global deficit. Transfer payments resulted in a loss
rather than a gain of dollar exchange, largely because the current
surplus of the ocuter sterling area with the non-sterling world dis-
appeared. The deterioration also found expression in a weakening
of the dollar-sterling exchange rates,

These developments induced the U.K. authorities in Febru-
ary 1955 to take energetic rnonetary measures, aimed at correcting
the external imbalance by curbing domestic inflationary tendencies.
The latest data on U.K. reserve and trade moverents, together with
the absence of capital flight and with the renewed strength of the
dollar-sterling rates, lend weight to the expectation that the coun-
tryts external balance will indeed be restored without resort to
tighter trade and exchange controis and thus without a serious set-
back in the struggle for convertibility.

U.X. gold and foreign exchange position

In view of the importance of the dollar situation for the
problem of sterling convertibility, the movements in the U.X. gold
and dollar reserves have been commanding world-wide attention. How-
ever, these movements do not fully reflect the changes in the overall
foreign exchange position of the United Lingdom or of the sterling
area as a whole,

First, the official figures do not take into account the
country's non-official dollar balances, its holdings of longer-term
dollar securities, and its dollar liabilities. Second, they exclude
the independent gold and dollar reserves of the members of the outer
sterling area, which amount to the equivalent of about %375 million.
Finally, they exclude changes in the non-dollar exchange position,

The closer the rest of the world comes to international convertibility,
l the more significent become short-term assets and liabilities in other
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currencies, and especislly in the currencies of the area of the Organization
“for Buropean Economic Coopéeration; Similarly, the more the sterling
area itself moves toward convertibility, the more significant become
the United Kingdom's own sterling lizbilities, and especially those

to the non-sterling world,

The movements of the official gold and dollar reserves proper
are of particular interest mainly because of the psychological impact
on the willingness to proceed in the direction of convertibility, which
they exert within and outside of the United Kingdom. The total changes
in its foreign exchange assets and liabilities appear to be more signi-
ficant for the strictly economic analysis of the country's interna-
tional liquidity position. In the following discussion, the term
"foreign exchange position" will therefore be applied to the total of
U.K. gold and foreign exchange assets and liabilities, including its
debt to the Europesn Payments Union and its foreign sterling balances,

The changes in the global foreign exchange position are
determined by the country's balance of current payments, together
with its net balance of capital movements. foreover, the individual
changes in the foreign exchange position in relation to the various
currency areas, and especially to the dollar and OEREC areas, also
are affected by transfer payments, including the substantial payments
to and from the United Kingdom resulting from transactions between the
outer sterling area and the non-sterling world,

Derivation of changes in the foreign exchange position -~ In
the second half of 195L, the United Kingdom had a global current defi-
cit of £38 million; this deficit was reduced by the receipt of defense
aid of £26 million to £12 million; a net outflow of capital of 69
million made for a net deterioration in the foreign exchange position
of £81 million, In the second half of 1953, the global foreign ex-
change position had remained virtually unchanged (see Appendix Table l).}/

In relation to the non-sterling world, the current deficit
was £193 million, reduced by defense aid to £167 million; a net inflow
of capital of £80 million and of transfer payments of L3 million re.
duced the deterioration in the foreign exchange position to 8L million.,
In contrast, the second half of 1953 had brought an improvement in the
country's position in relation to the non-sterling world of 67 million
(see Appendix Table 3),

E/ Throughout this paper, comparisons are made with the 2nd half of
1953 rather than with the st half of 195} so as to eliminate seasonal
influences, It should be pointed out, however, that the U.K. authori-
ties constantly revise back figures, but publish only the revisions of
the annual, not of the semi-annual data. The comparison must therefore
be based on the original, unrevised, figures,
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e Regionally, the United Kingdom had a current deficit with
the dollar area of ®146 million, reduced by defense aid to £120 mil-
lion; a net capital inflow of £15 million was more than offset by a

- net outflow of transfer payments of £19 million, making for a deteri-~

oration in the foreign exchange position of 12} million — in con-

trast to an inprovement of %34 million in the second half of 1953

(see Appendix Table LY. In relation to the omiC area, the country

had a current deficit of +13 million; capital movements and transfer

payments were both virtually in balance so that the net deterioration
in the foreign exchange position of £12 million was almost identical
with the current deficit. TIn the second half of 1953, the deteri-

oration amounted to %23 million (see Appendix Table 6).

For the first four months of 1955, only fragmentary data
are availeble., Since the highly significanc movement of the country's
foreizn sterling lisbilities is not known for this period, it is
impossible to estimete the changes in the oversll foreign exchange
position. From U.S, statistics, however, it appears that the U.K.
position in relation to the dollar area has shown r slight improve=
ment in contrast to an improvenent by about £110 million in the same
period of 1954, From EPU stetistics, it appears that the U.X, foreign
exchange position in relation to the OBEC area improved significantly
during the period, as it also did in the corresponding period of 193,

Change in nosition by currencies —- The changes in the gold
and foreigh exciange position inelude ehanges in gold and dollar hold-
ings, changes in the holdings of non-dollar currencies (mainly ZPU
currencies), changes in foreign exchange liabilities (including changes
in the EPU debt), and changes in sterling liahilities (see Avpendix
Table 1L).

%t the end of 195, officisl gold =nd dollap holdings were
equal to £986 million (%2,762 million}, a decline of %92 million
($255 million) during the second half of the vear, However, the
officisl fijures somewhst understate the sctusl deterioration: accord-
ing to the U.S. statistics, which also include non-official balances,}/
the U.K. holdings at the end of 1954 stood at $3,190 million, a decline
of $3L6 million during the second half of the year, “oreover, U.X.
short-term liabilities to the dollar area rose substantially in that
period: according {o the U,K, stotistics by £32 million (390 million),
according to the U.S. statistics (which are not quite comparable),
by 396 million, Taking these liabilities into account, the net gold
and dollar holdings of the United Kingdom amounted at the end of the
year to $3,017 million, a decline of %558 million (£19y million)
during the second half of the year, This rigure reflects the actual

}/ The U.K., figures include, and the U.S. figures exclude, British
holdings of Canadian dollars; however, these holdings are velieved
to be very small,
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Pment probably better than does the change in official reserves,
ntrast, the second half of 1953 saw an incresse by 5L million
cial reserves and by about £30 million in net holdings (see

Apart from gold and dollars, the U.K, foreign exchange
position improved on the whole, The (insignificant) holdings of non-
dollar currency drooned during the second half of 195k by £5 million
and sterling lisbilities to the non-dollar non-sterling world rose ,
by £10 million, but the EFU debt declined by %55 million., Altogether,
the position in relation to the non-dollar non-sterling world as a
whole improved thus by &0 million, as compared with a correspoinding
improvement of only £7 million in the second half of 1953,

Sterling liabilities to the outer sterling area were re-
duced by £3 million, with a sizeable increase in liabilities to the
U.K. colonies almost exactly offset by a decline in the liabilities
to the independent members of the outer sterling area. The movement
was in sharp contrast to the rise in such liabilities of 3 million
in the second half of 1953; it indicated the worsened current-account
position of some of the most important independent members of the
outer sterling area, which forced them to deplete their sterling bal-
ances,

For the first four months of 1955, figures are available
only for the gold and dollar position and the EPU debt. At the end
of April, the official gold and dollar reserves stood at 52,686 nil-
lion (£959 million), a decline of $76 million (£27 million) from the
end of 195k, Actually, these figures probably overstate the decrease:
according to the U.5, statistics, it seems that the drop in holdings
(teking into account non-official balances, too) was smeller, and was
more than offset by a reduction in U.K, short-term liabilities to the
dollar area. Net U.K. holdings on this basis showed a slight rise
for liarch 1955, and in al] probability there was a larger rise in
April, However, the Situation was very much less favorsble than in
the corresponding period of 195l when official gold and dollar re-
Serves rose by $302 million (£107 million).

The U.K. debt in EPY declined in the first four months of
1955 by %19 million, a result similar to the movement in the corre-
sponding period of 195},

U.K. current transactions

Imports -~ In the second half of 195l , import payments
(f.0.b) amounted to £1,536 million, a rise by about £120 million
from the second half of 1953. About 90 per cent of the increase
occurred in relation to the non-sterling world, about equally
divided between imports from the dollar and the QREC areas,
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Statistically, the entire increasse was accounted for by
import payments in the last two months of the year,.l However, the
distortion of statistics by the London dock strike of October 1954
probably hides some earlier roots of the change,

Statistical reclassification of import categories makes
it impossible exactly to allocate the inerease ameng the various
commodity groups on the basis of the balance-of-payments data.
However, a similar comparison based on trade statistics (adjusted
to eliminate Canadian gift aircraft as in the balance of payments)
reveals that foodstuffs acccunt for slightly more than one-fourth,
basic materials, fuel, lubricants, metals, and machinery for one-
fourth, and other merchandise for almost one-iLalf of the increase
in import arrivals, In terms of per cents of the arrivals during
the second half of 1953, arrivals in the second half of 195 rose
by less than | per cent in the case of foodstuffs, about 3 per cent
in the case of the total of basic materials, fuel, lubricants, metals,
and machinery, but about 25 per cent in the case of "other" goods.,
This latter incresse was larger than could be explained by price
changes and the inevitable rise in the requirements of a rapidly ex-
panding economy; although the category of "other" comnodities includes
a number of producer goods, such as industrial chemicals, it also
includes all manufactured consumer goods, and the disproportionate
rise in these imports thus suegests an overexpansion of domestic con-
sumer demand or, in other words, an insufficient rise in domestic
personal savings (see Appendix Table 12),

Tn the second half of 195, the influence of price changes
on the rise in income values was small, On the basis of the trade
statistics, for which alone the relevant price statistics have been
comnuted, less than one-fifth of the increase in import arrivals can
be imputed to the rise in import prices. %,

1/ The balance-of-payments figures include payments for imports that
thually arrive only in the following months., Import arrivals were
much larger in the first months of 1955 than in the first months of
1954, and the balance-of-payments figures reflect in part that increase,
which the trade statistics revealed only in 1955, For the same reason,

the rise in imports was much greater according to the balance of payments

than according to the trade dats (U.X. Economic Survey 1955, p.9)

E/ The U.K. trade statistics are presented in a rather confusing man~
ner and any statement based on them may suffer from a large margin of
error. It is typical that the import figures for the second half of
195k, as calculated on the basis of quarterly averages, are 11 million
smaller than if calculsted on the basis of the moathly figures, which
arpear side by side on the same page (Report on Overseas Trode, April
1955, p.1); the Balance of Payments, p. 35, quotes tho smaller figure
and this figure Ras thersfore been used in the text,
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In the first four months of 1955, trade statisties showed
a gherp rise in i ports, the semi-annual rate of which was almost
20 per cent higher than in the first half of 195, ‘bout one-half
of the entire increase occurred in relation to the dollar area.
However, in contrast to the second half of 1954, the rise affected
primarily foodstuffs and rew materials (see ‘ppendix Table 13).
lioreover, in the current period the changes in import prices made a

Exports and trade balance -- In the second half of 195,
U.K. exports and re-exports amounted to £1,392 million, a slight
increase over the second half of 1953, but a small decline as compared
with the first half of the year. The increasse from the 1953 level
affected mainly the outer sterling area; experts to the dollar area
declined by 211 million, apparently because of the slight recession
in North America, Changes in export prices remained insignificant
throughout the periods under consideration.

The trade deficit rose between the second halves of 1953
and of 195} by 28} million to B4l million, bout three-fourths
of the total, and sbout the same oroportion of the incresse, was
reoresented by the deficit with the dollar area. Trade with the
OEEC area was approximately in balance while trade with the outer
sterling area showed a surplus of £26 million.

In the first four months of 1955, trade statistics indi-
cated a rise in exports of shout 10 per cent from the level of the
first half of 195, The rise occurred primarily in relation to

he outer sterling and to the OEEC areas; it was the first large
increase in exports in three years,

about 65 per cent higher than in the corresponding period of 195,
Most of the deterioration occurred in relation with the dollar area
(see 2ppendix Table 11).

Service accounts -- In the Second half of 1954, the service
balence showed a deterioration similar to that of the trade balance,
Net shippiag revenues remained unchanged from the second half of
1953, in spite of the increased volume of trade and the improvement
in freight rates; this diseppointing result probably was the conse-
quence of the London dock strike of October 1954, et capital in-
come showed only a negligible increase alttough the world-wide pros-
perity shonld have benefitted the United Kingdom, which is generally
believed to be a net creditor on long-term account even though it
is a heavy debtor on siaort-term account. Net travel ang renittance
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if&reé'rQSe slightly, primarily in relation to thefdollarﬁéngff;"
reas; this'develapmentumay~be attributed to the relaxation of
nge restrictions in these fields. s

More important was a rise in net government expenditures
dion, occurring primarily in relation to the outer ster ng
d especislly a decline in the net income from "other" service: o
o million, also accounted for by the outer sterling area, It
seems that this decline'wasﬂdue/largely if not exclusively to some
changes in the seasonal payments pattern of 0il companies in the o
sterling area; since these "other" receiptsﬂrepresent'thefbalance"f°¢;
of a multitude of unidentified items, including the foreign trans- =
actions of U.K. oil and insurance companies, it appesrs impossible
without further elucid&ti@n,coﬂvincingly to interpret the decline

in earnings, which aceounts for 30 per cent of the entire deteri-
oration in the U.K. current balance hetween the second halves of

1953 and of 195k,

On the whole, the V.K. service accounts showed a surplus
of only %106 million, a decline by about £60 million. This declire
was the more unexpected as between the first halves of 1953 and of
1954 net service earnings had risen significantly, and the factors
making for the deterioration in the trade balance (higher demand
for producer goods because of the rise in economic activity and
for consumer goods because of the rise in disposable incomes) can<
not account for the abrupt change in the trend of the service
balance. This very frct confirms the suggestion that the decline
in earnings was due primerily to a change in the seasonal pattern
rather than to more deep-seated factors; actually, the Economic
Survey (p. 39) indicates that net service receipts in 1955 are
expected to remain at about the same level as in 1950,

Balance of current payments -- In the second half of 195,
the lerge rize in the trode deficit and the almost equally large de-
cline in the surplus on service account made for en even larger
deterioration in the total current balance, which shifted from a
surplus of £107 million in the second half of 1953 to a deficit of
£38 million. fThe surplus with the outer sterling srea remained
virtually unchanged; the entire deterioration thus sccurred in re-
lation to the noa~sterling world, with the dollar and the OEEC
areas each accounting for about two-fifthsof the deterioration
(see Appendix Table 9).

In absolute figures, the deficit with the non-sterling
world amounted to £193 million and the deficit with the dollar
area to £146 million. The latter balance included "special" re-
ceipts (other than defense aid, l.e., U.S. off-shore purchases and
troop expenditures) of 53 million so that without these receipts
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deficit would have approximated £200 million, as ag

22 mi lion in the second half of 1953. The previous surplu
area was replaced by a small deficit, "

 The trade data for the first four months of 1955
e current balance for this period remained in about the
ate as during the second half of 195h. If we assume that
tion between the trade figures in the trade and in the bal
Ic€~0l-payments statistics did not change considerably between
 the first halves of 195} and 1955, and that the Economic Survey wa

correct in predicting little change in the net service receipts, we o
might estimate that the first four months of 1955 witnessed a cur-
rent global deficit at a semi-annusl rate of about £30 million, in
contrast to a surplus of 148 million earned in the first helf of
last year. The deficit would represent almost the same amount as
in the second half of 1954 in absolute figures, but would mesn a
comparative deterioration since seasonally the first half of the
year should show a better result than the second half.

On the basis of the same assumptions, the current balance
with the non-sterling world would show a deficit at a semi-annual
rate of about E135 million, in contrast to a surplus of 34 million
in the first half of 1954, and the current balance with the dollar
area a deficit at a rate of about £150 million, in contrast to
virtual equilibrium in the first half of 1954, However, it should
be remembered that the corrective measures taken by the U.K. authori-
ties in February 1955 are expected to show their influence on the
trade returns for Hay and June, and that therefore the final data for
the current half Year should be different from, and less unfavorable
than, the figures based on the experience of the first four months.

Other U,K. transactions

Defense aid from the United States amounted to 26 million
in the second half of 195k, 1little more than half of the figure of
the second half of 1953, However, this decline in aid was almost

compensated by a rise in other "special’ receipts (see Appendix
Table 5),

Foreign investment -~ In the second half of 1954, the out~
flow of net foreign investment (which in the U.X. statistics excludes
movements reflected in changes in gold and foreign exchange holdings)
was reduced to £69 million globally, a decline of %87 million from
the second half of 1953, However, the outflow to the outer sterling
area increased by £51 million to £149 million, In relation with
the non-sterling world, there was thus a net ihflow of £80 million,

I’ in contrast to a net outflow of ®58 million in the second half of
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1953, This inflow was apart from the outfiow of short-tern capital
indicated by the net decline in short-term lisbilities to the non-
sterling world.

Regiorally, there was an inflow of investment capital of
£15 million from the dollar area, as compared with a net outflow of
%30 million in the second half of 1953, in addition to the net inflow
of short-term funds represented by the increase in sterling liabili-
ties to that area, Similarly, there was an inflow of £16 million
from the OREC area, as compared with a net outflow of IO million
in the second half of 1953, apart from a net outflow of short-term
fands reflected mainly in the reduction in the U.X, debt to the EPU.
Another significant inflow of capital (£Lo million) came from the
non-dollar countries of Latin America,

Insofar as the capital inflow was represented by the rise
in sterling balances, it probably consisted of working capital
attracted by the reopening of the British international goid and
commodity markets, Unfortunately, the statistics do not divulge
how much of the balances are "registered sterling," the type of
sterling to be used for gold transactions., In spite of the weakness
of sterling in the last months of 1954, no sizeable amount of short

In the first four months of 1955, the U,S. statistics re-
veal some outflow of short-term capital in the form of 2 repayment
of sterling balances to U.S. residents. On the other hand, the
large EPU surpluses of the United £ingdom in March and April suggest
that European funds have again found their way to the London market,
probably attracted by the higher interest rates resulting from the

tighter monetary policy inaugurated earlier in the year by the U.x.
authorities.

Iransfers -- "hile the current ond capital transactions
hitherto discussed determine the country's global balance of payments,
the regional breakdown is deeply affected by transactions among the
country's trading partners, which frequently determine the currencies
in which the cvayments to the United Kingdom are being made, In g
fully convertible world, these transfer transactions would be of
minor interest; under present conditions, they have a considerable
impact on the country's gold and dollar position,

In the second half of 1953, the U.X. deficit with the
dollar zres (representing the sum of its direct current and capital
transactions) of 240 million was, by means of such inter-area transfers,
transformed into a net improvement in its foreign exchange position
vis-a-vis the dollar area of %3 million, In the second half of 1954,
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however, transfer payments made the deterioration in the foreign ex-
change position vis-a-vis the dollar area of %£124 million even larger
than the direct deficit of £105 million,

o This role of transfer payments implies that the relations
between the United Kingdom and the non-dollar world influence the
U.K. dollar position just as much as do its direct transasctions with
the dollar area, It indicates therefore that even from the narrow
point of view of the movement in its gold and doller reserves, the
country's global balance is more significant than the regional break
down among the variocus currency areas,

In every year, the U.K. gold and dollar balance is greatly
improved by the purchase of gold from the outer sterling area, and
especizlly from South Africa. In the second half of 1954, such
purchases smounted to 172 million, an increase of %2, million over
the second half of 1953, This rise probably was due to the re-
establishment of the free gold market in London, together with the
general normalization of gold conditions in the free world, which
returned the bulk of newly mined gold to the London market.,

Usually, the surplus of the outer sterling area with the
dollar area also accrues to the benefit of the U.X. reserves by
means of the dollar pooling arrangements. In the second half of
1953, these arrangements incressed the U.K, dollar receipts by 35
million; in the second half of 195k, however, the sum declined to
the neglisible amount of &1 million, thus more than balancing the
rise in gold purchases, Similarly, net dollar receipts from
transactions with countries belonging neither to the outer sterling
nor to the dollar or OENC areas declined from %27 million in the
second half of 1953 to £20 million in the second half of 1959,

Moreover, the United Kingdom made a dollar payment equal
to 40 million to the International Honetary Fund in connection vi th
the repayment of its dollar drawings; no such payment was made in
the second half of 1953.

‘nother important change in transfer payments occurred in
relation to the OREC area: 1in the second half of 1953, this area
caused to the United Kingdom a net dollar loss of L16 million while
in the second half of 195l the drain rose to £72 million., Of this
amount, £39 million represented payments made in connection with the
part-settlement of the U.X. debt to the ¥uropean Payments Union,
Another part represented the gold and dollar settlement of one-
half of the balance of the direct transactions hetween the sterling
countries and the non-sterling OEEC area; this balance changed from
a surplus of the sterling countries of 59 million in the second half
of 1953 to a deficit of the same mount in the second half of 195),
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reflecting a moderate deterioration in the balances of both the
United Kingdom and the outer sterling srea. Tie remainder was
comnected with transactions involving sterling area, ORiC area, and
third countries, with the most significant change occurring in "net
payments to OEZC countries in gold and dollars and net receipts for
dollar goods," which increased from £7 million in the second half
of 1953 to #42 million in the second half of 195l

The underlying transactions are exemplified by the transit
sale, against payment in OE7C currencies or in "transferable" ster-
ling held by oREC residents, of dollar goods purchased by the United
Kingdom, These transactions improve the balance of the sterling
area in the EPU, but involve a2 net loss in gold or dollars since
only one~half of the FPU balances are settled in “hard" currency.
Transactions of thig kind have been knowingly encourased by the U.X.
authorities by the reopening of the British intern=tional commodi ty
markets; in view of the increasing "hardness" of OEEG currencies
and EPU claims, the profits aceruing from such transactions to
British brokers and bankers outweigh, in the opinion of the U.X.
authorities, the loss in "hardness" of the settlement.

It is possible that the bulk of the transactions recorded
under this heading concerns legal transactions of this kind, It is
also possible, however, that this item includes, in addition, "switch"
transactions in "cheap sterling": in these transactions, sterling
goods destined to the dollar area are formally purchased, and vpaid
for in sterling or in OERC currencies, by residents of the "trans-
ferable sterling! area (mainly by the residents of the 0naC area),
Wio in turn sell them to the ultimate buyer against payment in dol-
lars; the intermediaries can make a profit because of the discount
of the dollar rates for "transferable! as compared with "convertible"
sterling (or the corresponding types of OETQ currencies)., Like the
transit sale of dollar goods, these transactions do not change the
overall trade balance of the United {ingdom, but merely involve the
substitution of OREG currencies or sterling) for dollars; however,
unlike transit trade, they do not bring any benefit to British
traders or bankers, and therefore are being frowned unon by the
U.K. authorities, Yevertheless, such transactions were made attrac-
tive to Continental dealers toward the end of 195 by the rising
discount of "transferable" sterling; the danger of a further increase
in such transactions, with the resulting loss of dollar revenue, ine
duced the U.X. authorities in February 1955 to intervene in the
"transfersbhle" sterling market and to reduce the discount to about
1 per cent., In view of this intervention, it is expected that "switch"
transactions will again become negligible in the future,

Outer sterling area transactions

As usual, data on the transactions of the outer sterling
area are not only fragmentary, but also confusing in that in many
instances current and capital transactions are lumped together,
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hich detailed figures are available w- have | o
‘comection with the United Kingdom (see Appendixi ab1  2).

eal's transactions”with the United Kinngmju-wﬁhé5

".fIn,relation to the dollar area,

both imports and expo:
htly, leaving the trade surolus only,ﬁéémillib
cond half of 1953. _The surplus on service an
ne declined by £28 million, of which th million ar ex.
: >payment by India of its drawings from thetIntern 

Monetary Fund (see Appendix Table l),

Imports and exports in relation to the OEEC area also in-
- creased, but in this case the trade surplus declined by as much as
£17 million, However, part of this drop was offset by a decline

of £8 million in the deficit on se

granted to AMustralia in the Swiss market

). Part of the opposite changes in the "serv
and capital" balances with the dollar and the EPU areas was perhaps
the consequence of "switch" transactions, by which outer sterling
' : : ally are paid for by OEEC residents

The total balance of the outer sterlin
sterling world%/'showed a surplus of only &3 million in the second
half of 1954, Tn contrast to a surplus of £101 million in the second
half of 1953, Since the total balance with the dollar and EPU areas
showed a combined surplus of 61 million, it follows that its balance
with the rest of the vorld -~ including especially the Far Eastern
non-sterling countries -- resulted in deficit of %58 million in
contrast to a surplus of %21 million in the second half of 1953 (see
Appendix Table 7). Virtually the entire deterioration occurred in
the trade accounts; the rise in the trade deficit with the "rest of

the world" accounted for about three-fourths of the entire deteri-

oration in the trade balance of the outer sterling area (see Appendix
Table 8),

The deficit in the current balance of the outer sterling
area appears to be accounted for primarily by two countries, Australia
and New Zealand, In the second half of 195k, Mustralia had a trade o
deficit of #A.30 million in contrast to a surplus of ££,117 million in
the second half of 1953; the deterioration thus amounted to #4.1)7
million, equal to £118 million. New Zealand had a trade deficit of ,
£22 million, in contrast to 3 surolus of 6 million in the second half
of 1953, a deterioration of %28 million. The combined deterioration
of the trade balances of these two countri
was somewhat larger than the entire increa
deficit of the outer sterling area.

Y/ U.X. Economic Survey 1955, p. 7.
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 of 1955 have been disturbing main

__'Te deficit in the U.K. balance of payments during the
second half of 195 and the prospective deficit for the first half

ly because they represent a rather
sudden change in a two-=year trend. In themselves, they are quite

' moderate, and ‘the fall in the U.X. official reserves between the

end of June 1954 and the end of April 1955 was only about one-

: gegentg of the fall experienced in the corresponding period of

9)1"5 .

Several factors reduce, but several others increase the
seriousness of the development»during the past ten months,

g On the optimistic side, the following observations may be
mades: :

1. 'Te liberalization of import and exchange controls
has always been expected to have an "initial impact" on the U.K.
balance; in spite of this impact, the global deficit on current

account represented only 2 per cent of the value of all imports.

2. The slight recession in North America hsd some dampen-
ing effect on U.X. exports to that area; the present recovery in
North America is likely to have the opposite effect.

3. The failure of the ocuter sterling area to transfer a
larger amount of convertible currencies to the United Kingdom was
due primarily to developments in Australia and New Zealand; the

recent returns to a restrictive commercial policy in Australia and
to a restrictive monetary policy in New Zealand are expected to
remedy this situation,

L. Insofar as the trade deficit reflected a rise in im-
ports of consumer goods, an undue expansion of inventories of im-
ported commodities, and a stagnation of exports due to the diversion
of exportable goods to domestic use, this trend is expected to be
halted by the recent domestic monetary policies.

5. The decline in net receipts on service account in the
second nalf of 1954 apparently reflected a mere change in seasonal
patterns rather than a drop in revemue on an annual basis,

On the other hand, the followings considerations may lead
to a more cautious evaluation:

1, The deficit occurred at a time when most of the world,

outside of Yorth America, was experiencing an unprecedented boom,
with a correspondingly strong demand for U.X. exports.
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=1~ U.K. Balsnce of Payments

2. The deficit occurred in spite of the~ccntihued{ﬂé:£9
: military expenditures. B

The deficit ogcurred~affactime When“themgnitéd
h on a diminishing scale) used direct import and

L. .Tﬁebdeficit_occurred*at»a time when:H;KigeKQQQt"' ill
a diminishing scale) benefittedffromvthe~_iscfim na
arfimports.practicgdlin¢many;cauntries,vandzesﬁec___4,,

uter'sterling.area and in the OEEC area, NORERE N ¢

L ,Oanalance,]thefarguments-on,the,optimistiéASidéfen ear
: tééhQVQAggeéter%w@ight@ Theﬁmﬁnthtof~April~bréqgﬁtysoméwhé€ i
r altSythanuthecfiﬁstjQuarter{béthhas tcﬁtradE»returnsvandw; o
,'fhegmcvament[in,v;ﬁ;;gbid andadollaﬁ?hdldings; while¢thefdata are
: »ngtcyet?decisivé,«ﬁheyqmaywaIlurepreSentfthejbégigning“oft 1ew
: tféndggai&edfby'the?mbnetarybmﬁasuﬁes»ofmFebruany 1955. Moreover,
'thefsferlingeddllah,exéhangeuratésf“+-theqweakness;ofrwhiChvwas th
fiPSthtormvSigﬁAI*ihitheﬁléte fall of 195k -~ have made a st
recovery. The exact amount of offic
iéfngt%knawn,;butjmarkgtwspecialists~seem"‘
"béginningaof”Marchylittle9br~no"sﬁppo.,' as
'ver%ible,”'andvonly slight'suppoftV(m
the "transferable! rate,
would not appear to expect ous balance~of-payments difficultie
in the near future, This attitude is the more remarksble since th
uncertainties of the pre-election period would normally have favored

a bearish,sterling’market.

For these re

ing behavior of the U.x. balance of payrents in the last ten monthsi'n,
is more likely to prove a temporary dip than the beginning of a long~
lasting dovmturn.
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~ Trade balance

ipping (net) 6 55 7
rest (net) Lo 7 20

Covernment services (net) -~ 78 - 79 - 7 -

‘Travel and remittances (net) 5 - 9 3 -

Other services (net) 118 193 170

Service balance 150 167 196
Surplus on current account - 1 107 148 -
Grant aid 58 L7 2L
Foreign investment (-) - 37 - 156 - 83 -
Rise in £ liabilities, ete. 166 56 90 -

Rise in gold and dollar reserves 186 sh 179 -

Source: U. K. Balance of payments 1946 to 1954 (White Paper, Cmd. 9291fana
91i30) Table 1 (Government service and grant aid figures adjusted to
conform to the table on "special receipts", p. L0).
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~ Rise in £ liabilities (-)

1/ 1Including gold purchases

Source: Cmd. 9291 and 9430, Table 2.
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- (Millions of pownds sterling)

1st half 2nd half 1

- =791 ,
: ns | yiny 750
5 -5 - 27

| - k9 3L
| ,jG%;nteaid, 58 L7 2k

: Te‘cal current balance - 16

Foreign investment (-) 13 - 58 36

Transfers 1/ 175 101 113

Rise in £ lisbilities, etc. - L4 13

——e i

Rise in gold & dollar reserves 186 54 179

1/ Including gold purchases

Source: Cmd. 9291 and 9430, Table 2 (service and grant aid figures
adjusted).
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K. capital balance 2B -2 -
. Total U. K. balance B - 6 0

08SA imports (f.o.b.) - 209 - 217 - 207

OSA exports & re-exports 218 187 201

0SA trade balance

OSA service & capital balance

OSA gold sales 31 L8 67

Total OSA balance 82 83 93

OEEC area transfers (net) 3k - 16 15 - ;

Other transfers (net) 19 27 21 - /ﬁi{;;
Total transfers (net) 53 11 36 - «’ff 

Rise in £ liabilities 8 20 0

~ Rise in gold and dollar reserves 186 5k 179 - 92

Source: Cmd. 9291 and 9430, Table 9 (U. K. service and grant figures
adjusted) and p. L3. ,
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~ Source: Cnd, 9291 and 9430, page LO.

: NOTFO_% PUBLICB:TIQ,_J




orts (f.0.b.) |

0SA trade balance 60

-0SA service & capital account - 25 - .33 - 31

35
Transfers (net) - 13 - 32

Total 0SA balance

Rise in £ liabilities - 20

ia—

|

EPU surplus 51 - 21 53

1/ Includes capital movements and changes in accounts totalling - £1k
' liqn‘(net), feteX P reportedffor'seﬁtlementrthrOugh EPU.

Source: Cmd. 9291 and 9430, Tables 10 and 11, and page L5.
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‘.1953;_7‘ .
IBE ,2nd -
‘half e

'Unlted Kingdom - 598 | - 611
“Dcllar Area ~ 209 - 2l7~

~1,016

,Um.ted Kingdom 696 621

Dollar Area 218 187
OEEC Area , ,269 _268

Trade balance with: United Kingdom 98
S Dollar Area 9 - 30 &
OEEC Area {

Total

Service & Capital
balance with: United Kingdom - 63 - 68 - 16
Dollar Area 2/ 73 113 99
OEEC Area - 25 - 33 - 31
Total - 15 12 52
Rise in £ balances 210 L3 118
Residual (balance with rest of world) 58 21 14

y Fragmentary
. 2/ 7Tncluding gold sales to United Kingdom

Source: Cmd. 9291 and 9430, Table 2 and pages L3 and L5.
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APPENDIX U, K. Balance of Payments

Table 8

~Quter Sterling Area Trade with the Non-Sterling Vorld, 1953-5L 1/

(Millions of pounds sterling)

1953 1953 195 195k

Ist ?nd Ist - Znd
half half half  half
Imports (cei.f.) from: .
Dollar Area 256 237 227 ol
OEEC Area 262 28l 297 315

Rest of World 267 262 276 320
Total 785 803 800 878

Exports and re-exports to:
Dollar Area 220 205 208 197
OEEC Area 293 285 311 307
Rest of World 281 23) 236 207

Total 794 72L 755 711

Trade balance with:

Dollar Area - 36 - 32 - 19 - U6
OEEC Area + 31 + 1 + 14 - 8
Rest of World + 14 - 48 - 4o - 113

Total + 9 - 79 - L5 - 167

1/ The data presented in this table are based on trade statistics and are not

" - strictly comparable with the data presented in Tables L, 6, and 7, which are
based on balance-of~payments statistics; in addition to differences in timing
and coverage, imports in this table are computed c.i.f. rather than f.o.b.

Source: Board of Trade Journal, May 7, 1955
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APPENDIX U. K. Balance of Payments

Table 9

Change in U. K. Current Balance of Payments

end half 1953 to 2ud half 195l
(#illions of pounds sterling)

Imports Gl £lAwes  §Avea  OEC Avea
Merchandise (f.o0.b.) + 12} + 13 + 60 + 53
Shipping + 10 + 2 4 1 + 5
Interest & Profits + 17 + L + 8 +
Travel & Remittances + 1k - 2 + 7 + 10
Government + 11 +_ 13 -0 -0
Total + 176 + 30 + 76 + Th
Exports
Merchandise + Lo + L9 - 11 + b
Shipping + 10 + 7 + 3 + 3
Interest & Profits + 25 + 18 0 + 5
Travel + 5 + 2 + 2 + 1
Other private services (net) -y - L + 22 - 1
Government - 5 - 3 + 1 - 3
Total + 31 + 29 + 17 + 9
Balance - 145 - 1 - 59 - 65

Source: Cmd. 9291, Table 6, and Cmd. 9430, Table 7.
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APPENDIX U, K. Balance of Payments

ggggggwgghU, K.vGapital Balance of Payments

2nd half 1953 to 2nd half 195),
(Millions of pounds sterling)

Global  £Area  §$Area  OEEG Avea

Deiense aid - 21 0 - 21 0
‘Transfers
IMF drawings 0 0 - Lo + 2
Gold purchases 0 - 24 + 24 0
Other £-Area transfers 0 + 122 - 34 - 9
Other transfers 0 0 - 63 + 62
Total 0 + 98 - 113 + 55
Capital transactions
Private + 79 - 47 + 28 + b1
Government + 8 - 4 + 7 + 5
Total + 87 - 5 + 135 + 56
Change in foreign exchange position
Increase in £ liabilities - 3 - L6 + 12 + 17
Decline in non-$ holdings - 1 0 0 0
Increase in EPU debt - 63 0 0 - 63
Decline in $ holdings + 1L6 0 + 146 0
Total + 79 - U6 + 158 - U6
Balsnce + 145 + 1 + 59 + 65

Source: Cmd. 9291, Table 6, and Cmd, 9430, Table 7.
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APPENDIX U, K. Balance of Payments

Table 11
m*

United Kingdom Foreign Trade, 1953-55 1/

1953 1953 195l 195k 1955
Ist 2nd Ist 2nd Ist
half half half half half 2/
Imports (c.i.f.):
global 1,692 1,618 3/ 1,667 3/ 1,706 1,988
from £ Area 9L 710 791 703 865
from $ Area 298 303 3/ 265 3/ 3L8 ok
from OEEC Area 385 38l 394 L2g 452
Exports & re-exports:
global 1,310 1,378 1,399 1,376 1,540
to £ Area 608 662 678 668 760
to § Area 201 203 186 189 192
to OEEC Area 373 377 392 386 L2o
Trade balance:
global - 382 ~ 240 3/ - 268 3/ - 330 - Lh8
with £ Area - 186 - 48 - 113 - 35 - 105
with § Area - 97 -1003/ - 793/ -159 ~ 222
with OEEC Area - 12 - 7 - 2 - 39 - 32

}/ The data presented in this table are based on trade statistics and are not
strictly comparable with the data presented in Tables 1-9, which are based
on balance-of-payments statistics; in addition to differences in timing and
in coverage, imports in this table are computed c.i.f. rather than f.o.b.

g/ January-April figures, semi-annual rate.

g/ Excluding military aircraft shipped from Canada on a grant basis; these
shipments, included in the trade statistics, are excluded from the balance-
of-payments statistics (U. K. Economic Survey 1955, Cmd. 9412, page 9).

Source: Board of Trade, Report on Overseas Trade, July 1954, January 1955,
and April 19553 London Economist, May 28,1955,
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APPENDIX

Table 1k

U. K, Balance of Payments

United Kingdom Foreign Exchange Position, 1953-5k

% Liabilities tos

United Kingdom Colonies
Other £ Area

Total £ Area
Dollar Area
Other non-£ Aresa

Total non-f Area

Non-Territorial organizations

Total

Holdings of non-$ currency (-)
EPU debt
Gold & dollar reserves (=)

Net foreign exchange
liabilities

Net foreign exchange liabilities
to non-f Area

(Millions of pounds sterling)

June 30, Dec. 31, June 30, Dec. 31,

1953 1953 195 195L _
1,093 1,102 1,188 1,226
2,892 2,934 3,052 3,0L9
L2 62 A2 9l
675 710 709 _158
717 772 771 852
566 510 51L L75
4,175 4,216 4,337 14,376
- 16 - 10 - 18 - 13
190 198 175 120
-85 - 899 1,078  -_986
3,504 3,505 3,116 3,k497
612 571 36L Li8

Source: OCmd. 9291, Tables 13 and 1l, and Cmd. 9430, Tables 12 and 13,
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