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1. I am very happy to present the views of the Fund. Our remarks will deal
with (1) the Nature of the United Kingdom's Balance of Payments Difficulties;
(2) the steps taken by the United Kingdom to cope with those difficulties; (3)
alternative corrective measures; (4) the present outlook for the balance of
payments position; and finally (5) a conclusion.

I. Nature of the United Kingdom's Balance of Payments Difficulties

The reserve position ' ' 4

2 In the spring and summer of 1949 the gold and dollar reserves of the United )
Kingdom were subjected to pressure, and the available information indicates that ‘
some measures to correct the drain were required at that time. In the second j
quarter of 1949, the reserves of gold, U.S. and Canadian dollars held by the
Exthange Equalization Account--the central reserves of the sterling area--declined
by $#262 million, from $1,912 million on March 31 to $1,651 million on June 30th.
From June 30th to September 18, 1949, when sterling was devalued, the reserves

‘ fell another 8311 million to a level of #1,340 million.

B - In the months following devaluation and the intensification of restrictions,
the drain on the central reserves was arrested end there has subsequently been a
substantial increase. Between September 18, 1949, and the end of the year, the
reserves rose 5348 million. During the first half of 1950 the increase continued--
at an annual rate of %1,468 million, lifting reserves by 734 million to

52,422 million. The most recent information available indicates that the increase
persisted in the third quarter, raising the reserves to 82,756 million.

The balance of payments position

L. After a favourable start in the first quarter of 1949--when the central
reserves increased by $56 million--the balance of payments position of the
United Kindgom deteriorated in the second and third quarters. Those trans-
actions of the United Kingdom which affect the central reserves showed unfavorable
movements, The U.K, deficit with the dollar area, which must be settled through
the use of external aid or drawing on the central reserves, rose from $232
million in the first quarter to 5399 million in the second. The dollar deficit
fell somewhat--to 8332 million in the third quarter. This, however, appears
largely to have been explained by an inflow of capital (apart from ECA aid) from
the United States. The current dcficit continued to increase. Increased imports,
decreased exports and an increase in the current invisible deficit all contri-
buted to the continuing deterioration of the U.K. current position with the
dollar area., Meamwhile, the rest of the sterling area's deficit -with the dollar
area (net of gold sales to the United Kingdom) rose from $25 million in the first
quarter of 1949 to F146 million in the second and--at $107 million--remained at,
a high level in the third querter. Gold and dollar payments on behalf of the.
whole sterling area to non-dolliar countries rose slightly but steadily over #he
first three quarters of the year. Thus the gold and dollar deficit of the
sterling area rose from £330 million in the first quarter to 632 million in the
second and amounted tw $539 million in the third quarter of 1949. In the second
and third quarters of the year, external aid was insufficient to cover this
deficit, so that the central reserves were subjected to the substantial drains
already noted.



from $332 million toASllﬁmlellon between the €

-Contr;butlng to this improvement has been the reduction of imports frmn
-, the dollar area by more than the 25 per cent target the ‘development (at

--nine most important commoditics accounting for the-decline in the dollar

#.&Increases from soft currency countries have not, in general, -offset the
..~yeduoction in the volume of these commodities from the hard currency coun-
tries. Nor has the reduction in U.K. stocks of these commodities been of

while higher sterling prices resulting from devaluation may have aided in .

'because of a drop in dollar prices, did not require proportlonately as large
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5. Following the intensification of restrictions on imports from the
dolla¥r area and the devaluation of sterling, the U.K, dollar balance of
payments showed a marked improvement. Despite  the non-recurrence of the
third quarter capital inflow, the U.K. deftwit Wi%h the dollar area was cut

1949. The improvement. appears. to have. continueaw so,that the U.,K. deficit
with the dollar ‘abesn,. ‘@xcluding the-surplus of thHe dependent sterling
territories, has been further reduced and is possibly being ellmlnated.

least. in the fourth quarter of 1949) of .an invisible surplus with the :
dollar area, &and a ‘risé in cxports to" the dollar area.from ‘the low pre-; 
devaluntion -and immediate oost—devaluatlon levels.

6. Besides the intensification of reqtrlctlons and devaluation, other
favorable factors at work on the U.Kq position included the curtailment of
gertain 1nflat10nary pressure, the increasing availability of s upplies-in
the United Kingdom and other soft currcncy countries, and the higher level
of demand in the United States. It is, to be noted, however, that--com- :
paring the first half of 1949 and the first half of 1950--in the case of ‘the

value of imports from the dollar area and other hard currency countries
there has, by and large been an ovérall reduction in the volume of imports.

universal importance-—although it has occurred in some commodities. In-
creases in U.K, production have presunably facilitated some import reductions,

curtailing consumption. These factors may also have facilitated the expan~
sion of exports. For some goods, on the other hond, the actual dollar cut,

a drop in volume--at least up to the mlddie of 1950 .

7. More reéently, the outbreak of hostllltles in Korea and the actual and
expected increases in armament expenditures have introduced new elements—--
some favorable to further increascs in the central recserves, some un-
favorable, On the favorable side, U.S. demand for the products of -the
United Kingdom has undoubtedly increased. - It is probable that United
Kingdom demands’ for goods from the dollar area will rise 4s a result of
increased military activity and rearmament. So far, however, most recent
developmentsiappedr, on balance, to have been favorable as far as- ‘the gold
and dollar accounts of the sterling area as a whole are congerfied.: ‘In the
‘third quarter of 1950, the sterling area had-a gold and dollar ‘surplus of
$187 million, $7 million above that in .the previous quartera Some part of
this surplus may have resulted recently from the flow of "hot money" from
the dollsr area and from speculative payments in advance of debts owing
in sterling:. ‘Nevertheless, available data indicate that the improved
reserve position results cssentlally from normal trade and commerclal

developments.
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8. The favorable developments in the direct dollar accounts of the
United Kingdom appear to have been paralleled by an increase in the
surplus of the dependent sterling territories and the rest of the sterling
area with the dollar area and by a reduction in the payments of gold and
dollars to non-dollar countries by the sterling area as a whole, Much

the same factors appear to have brought about this improvement as in the
case of the United Kingdom relations with the dollar area., Thus the
sterling area's gold and dollar deficit of 1949 has been converted into a
gold and dollar surplus in each of the three quarters of 1950, Because of
this development of a gold and dollar surplus, external aid has, in effect,
been available to increase the central reserves,

IT, Steps T twen by the United Kingdom to Cope with the
Balance of Payments Difficulties

% Prior to July 1949, the United Kingdom's restrictive system limited
imports on private account from all countries by licensing, Imports on
Government behalf accounted for roughly half of all imports, The licensing
- system was applicable to practically all commodities, and particularly
restrictive in its application to imports from "hard" currency countries,
i,e, those countries, payments to which were likely to lead to a loss

of gold or dollars., The scale and nature of imports from the dollar area
were determined by advance programing covering imports both on private and
Government behalf, Bilateral arrangements existed between the United
Kingdom and many other countries and these determined the volume and, in
some cases, the nature of licensed imports from those countries., These
bilateral arrangements also insured that payments between the sterling
area and those countries were made through specific channels, There was
alsc a limitation on payments in respect of non-contractual invisibles
particularly applicable to "hard" currency countries,

© 10, In July 1949, the British Chancellor of the Exchequer announced the
further restriction of United Kingdom imports from the dollar area as a
result of the decline in the central reserves of gold and dollars which had
set in in the second quarter of the year, Initially, this intensification
of import restrictions took the form of a "stand-still" arrangement, In
October 1949, 2 new program was settled on involving a 25 per cent, or
#8400 million, reduction from the 1948 level of United Kingdom imports
from the dollar area, Similar action was taken by other countries in

the sterling area, The United Kingdom program did not consist of a

series of firm commitments but was rather a set of decisions to guide

: vernment buying and licensing of private imports.

11, .. the other hand, at the end of September 1949, the United Kingdom
announced relaxations in import licensing affecting mainly imports from
soft currency countries., This relaxation took the form of an Open General
License effective October 5, 1949, permitting without limitation the import
of certain commodities from all countries except those in the dollar area
and certain others - trade with which might lead to a possible loss of gold
or dollars, The list of commodities to which this arrangement applied has
been considerably lengthened by successive stages, and the countries to
which it extends have been inoreased by the inclusion of the Belgian
Monetary Area and Western Germany,

12, At the same time as import restrictions were intensified, the British
authorities stressed the necessity of the continuance of the dollar export
drive, In particular, care was taken to insure that the intensification of
the import restrictions did not result in supply difficulties in those




- heid for the rest of the stérling arca. Thus, while the rate of incrcase in the |

industries providing dollar exports.. — In October 1949 the Government also
announced that certain reductions in U,K. douestic investment and in Govern-
ment expenditure were being taken as countcr‘lnflatlonary aeasures and ta
assist in the cxport Adrive. cede: Biae o o ‘ . R
i . Meanwhllc, in. Septe“bcr 1949, talks rebardlng 1@port restrlotlons and
other wudtters were held between Auerlcan, British and Canadian offlclmls in
Washlnéton" ' On September 18, sterling was devalued from £1 = %L 03 to :
= g2, 80 after apprOVQL of the International uonetary Fund, '
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IIl. A¢tcrnat1ve Corrective he sures-
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214 As noted in the previous sectlon, the U. L. prograu, Qt the” tine the*
import restrictions were intensified, stressed the contlnuance of the dollar
export drive, Without fundamiental changes, such as 1ntcns1fled dlslnflatlonary
ricasures or devaluation, it was not, however, possible in 111d-~1949 to overcone
through increased exports the urgcnt difficulties which besct the United Kingdon,§
As noted, the devaluation of sterling took placc rather -soon after the intensi-
fication progran was adopted.: Othér alternatives were either not feasible or
too slow in their desired effects. Under ths, c1rcugstances of the tine, it
seens reasonable that both devaluation and the intensificaticn of import re~
strictions were eup;oyed as devices to correct the U,K. baiance of payuents
dlsequlllbrluu. - :

1i5. At the present tine, with the central reserves at a iuch higher ievel, the
question of alternatives is iuch less relevant than it was in the swuer of

. 1945, The basic question today is the extent to which the discriainatory
import restrictions can be relaxed as a result of the increase in rcserves.

The devaluation of sterling has alrcady taken place.. The problem on inflation
today-is to hold the line in order to prevent furtner price increases resuiting
from expected increases in Governient spending consequent upon rearusiient,

This will facilitate the continuance of the exnort drive to the dollar area.

IV, Present Qutlook for the Balancc of Poynents Position

16, Even before the outbreak of hostllltlcs in Korca, there appeared to be

some inflationary pressure in the United Kingdo:i, although not enough to offsct
the effects of devaluation. Continuing vigilance, nevertheless, appeared to
be required. On the external side, the introduction of’ EPU was not expected
to have any substantial iizediate effect upon U.K. deuands for dollar imports
nor upon U.K. ability to export to the dolliar arca. . .It is poss1ble that there
will be some increase in U.K, exports to the rest of the sterling area which
night affect the abllltJ to export to the dollar area~ in addition, U.K.
industry might require increased supplies of certain dol¢ar comnoditics. On
the other hand, the basic improvement in the U,k position vis- a-vis the dollar
area seened likely to be rmaintained as long as conditions in the United States |
reuained prosperous.- On balance, therefore, a gontinuation of the improved U,K.
p051tlon vis-a-vis the dollar arca seered to be expected, A similar expectation

central reserves niight decline somewhat, the.expectation was that a further rise
in the central reserves would likeiy occur under.the then-existing conditions.

17. As noted earlier, the outbreak of hostilities in Kores and expected increased
expenditures on arunarent introduced both favorable and unfavorabic¢ ele:ients into
the situation. The net effect of these -developnents on the central reserves is
particulariy difficuit to deternine since a nuriber of crucial decisions are still
- to be nade or implencnted, So far, the developuents appear to have been favor-
ablu,'although specuiative uoveuents uay have had some role in increasing reservesg
Whether an increasc in the U.K. denand for dollar imports will .offset the in-
creased doiiar receipts will depend upon a nuwiber of factors, including the
availability of supplies in non-dellary as well as in doliar countries, the
ability to controil new inflationary pressures, and the level of external
assistance,



Ve Conclusion

18, The prcsent level of the reserves and the current rate of gold and
dollar carnings make fuosible a progressive relexation of restrictions

by the United hingdon., &t the sarw time, cauticn in the degree and

rate of such relaxation is justified, naving regard t- the difficulities
of deteri:ining the alount of deniand for inworts which is being controlied
by the existing rostrictions, to the adverse reactions on net ecarnings
which 18y arisc fro. the econouic and financiel burdens undortaken to
cope witn tne internatizsnal situation, and {2 the undesiravility of a
strisus decline in the rescrves froa the present level.




