
Britain's Balance of Payments 
(Continued from page 1184) 

IN the last issue, we concluded 
w i t h a discussion of the capital 

or investment financing account of 
the U K w i t h the dollar area, w i t h 
special reference to the i tem "In ter -
Area Transfers" in the capital ac
count, before taking up the capi
ta l account w i t h the O E E C coun-
tries and the. Rest of Sterling Area, 
the other constituents of the capital 
account may be examined. 

Section 111 of the account -
Overseas Investment-—includes capi
ta l transactions on government 
and private account; for the latter 
only estimates are made. For the 
government sector, loans such as 
the one. received from the M u t u a l 
Security Agency in 1951-525 allo
cation under the agreement con
cluded w i t h the Expor t - Impor t 
Bank of Washington and repay
ments of, for example, the Cana
dian interest-free and Reconstruc
t ion Finance Corporation loans— 
and in the second half of 1951, 
the first instalment of the repay
ment of the US and Canadian 
Lines of Credit and the Lend-
Lease Settlement Loans are includ
ed. Also included are repayments 
in sterling of the South African 
gold loan and of loans and advan
ces made by II M Government. 

Lastly, sales and redemptions of 
sterling area securities and sales of 
direct investments in the sterling 
area are included, together w i t h an 
estimate of movements of funds 
between the UK and the Rest of 
Sterling Area ( including those for 
commercial investments). The sec
t ion also includes the " balancing 
i tem ", involved in the construction 
of a complete balance of payments 
w i t h the whole wor ld . The inade
quacy of data on long and short-
t e rm capital movements is an 
impor tan t factor which makes it 
necessary to have this balancing 
i t e m ; another factor is the varia
t ion in commercial credit. The 
inclusion of this balancing i tem in 
this section of the Investment/ 
Financing Account should not be 
taken to imply that fu l l agreement 
between this Account and the 
Current Account has been reached 
by independent estimation of each, 
but only that there is a strong pre
sumption that the greater par t of 
the residue represents some form of 
capital transaction. A part of this 
balancing i tem arises from, and is 
included i n , the regional balances 
of payments of the UK w i t h the 

Dol lar Area, Other Western H e m i 
sphere and the O E E C countries; 
the remainder is attributed to the 
Rest of Sterling Area, between 
which and the UK capital move
ments are especially difficult to 
identify. No part of it is at tr ibuted 
here, however, to Other non-ster
l ing countries. For that area, the 
major uncertainty is about its bal
ance wi th the Rest of Sterling 
Area rather than about unrecorded 
capital transaction w i th the Un i t ed 
K i n g d o m . The adjustment neces
sary to complete the regional bal
ance of payment of the UK w i t h 
Other non-sterling countries is 
therefore treated as a transfer be
tween that area and the. Rest of 
Sterling Area. 

In 1949 the balancing i tem 
pointed to a small outward move
ment in total. In 1950 it indicated 
an inflow of about £100 mn from 
the Dollar Area wi th a small out-
ward movement to other areas. In 
1951 its implicat ion was an out
flow to O E E C countries w i t h a 

1229 

small inward movement f rom the 
Dollar Area; and in the first half 
of 1952 an inflow approaching 
£100 mn. 

Section IV of the Investment 
Account relates to the changes in 
the sterling liabilities of the UK 
etc. dur ing the period. Sterling l ia
bilities comprise the net liabilities 
in sterling of hanks ( including 
accepting houses and discount 
houses) in the United Kingdom to 
their overseas offices, and to other 
account holders abroad, including 
any British Government securities 
held for account of banks and 
funds held as cover for overseas 
currencies; funds held by the Cur
rency Hoard and the Grown Agents 
for the Colonies; overseas loans to 
H M Government expressed in ster
l ing or sterling area currencies, 
including the capital value of pay
ments due to India and Pakistan 
under the P e n s i o n s Annuities 
Scheme of 1948 (£151 mn at June 
30, 1952); and, so far as known, 
UK sterling securities held by Off i 
cial bodies but not those held by 
private individuals or firms. H o l d 
ings of Dominion and Colonial 
sterling securities are excluded. 

Tables IV and V show the net 
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current balance and investment/ 
f inancing account of DK w i th the 
O E E C countries and the Rest of 
Sterling Area respectively. L ike the 
UK Dollar Area position between 
1950 and 1951— a deterioration in 
the current an m in t balance by 
199B m n — , with the OEEC coun-
irics also Britain's pasition worsen
ed by £318 mn during the same 
period. In both these cases the real 
difficulty arose in the second half 
o f 1951. In the first half, UK 
incurred a current account deficit 
of £110 11111 and £26 mn w i th the 
Dol lar and OEEC countries res
pectively, In the .second hall of 
the year, the delirits hud ununited 
to £333 mn and £162 mn respec-
tivtdy. In the rase of the Dollar 
Area the impart of this change, 
compared wi th 1950. was absorbed 
mainly by the drawings on gold 
and dollar reserves. In 1950 these 
reserves were augmented by £576 
mn (see Table I I I ) : in 1951 they 
had to be depleted by £344 mn. 
The position this year was pariti-
rularly weak since the large grams 
which Britain had so far been 
receiving, dwindled and t in; surplus 
on inter-area transfers was also 
reduced (this is pari ly reflected 
alsn in the redured deficit of UK 
on Inter-Area Transfei Accounts 
w i th the Rest of Sterling Area) . 
The impact of the deficit, w i th the 
OEEC countries Tell on sterling lia
bilities which are shown to have 
increased by nearly £300 mn in 
1951, while in 1950 they had hern 
reduced by £152 mn. Sterling 
balanres had to increase so much 
to absorb the new deficit on inter-
area transfers, with the OEEC 
countries where their had hern-
surpluses in the two previous vears. 
The remarkable recovery in the 
overall account in the first half of 
1952 as compared wi th the scrond 
half , of 1951 is evident. The in 
crease in sterling liabilities has 
almost hern stopped and the rnrn-
pnsltinn of the investment/f inancing 
arrnunt is also more healthy, a 
total improvement of as much as 
£B2 mn having been offected in 
the lnter-Area Transfer Accounts. 

In her trade accounts w i th the 
Rest of Sterling Area (see Table 
V), UK has consistently had a large 
and stable surplus on current ac
count. In the first half of 1952, 
this surplus was running at a rale 
almost double that of previous 
years. The main constituent of the 
current account, wi th this area is 
the visible account — exports and 
imports of mercharfHisr—but in the 
first half of this year, there was a 

large surplus in the invisible ac
count as wel l , mainly made up 
of larger receipts on account of 
shipping, interests, profits and divi
dends and other net invisible cre
dits. The mechanism of operation 
of the. Central reserves of the 
Sterling Area have already been dis
cussed in the previous instalment. 
Bri tain holds the gold, and dollar 
reserves of the Sterling Area and 
has taken on herself the responsibil
ity of meeting the gold and dollar 
deficits of all member-countries. In 
this connection, the significance of 
inter-area transfers has also been 
explained. As agains: Great Br i 
tain's surplus on current at count 
wi th the Rest of Sterling Area, in
dividual countries in this area have 
deficits w i th the other currency 
areas of the world and where such 
deficits are to be met in particular 
currencies of which Britain holds 
the Central reserves, Britain incurs 
deficits on inter-area transfers vis
a-vis her trade wi th the Sterling 
Area. 

To put it differently. Britain's 
s u r p L u s wi th the R e s l of 
Sterling Area is l iquidated in one 
or other of the fol lowing methods 

part o f i t i s f i nanced by Br i ta in 
taking on herself the responsibility 
of meeting deficits which members 
of the Rest of Sterling Area 
incur wi th the outside wor ld and 
which must be met in defined cur
rencies; another part may be met 
by British investments in the Ster
l ing Area. It w i l l be seen f rom 
Table V that since 1949, there has 

been a consistent investment by 
the U K . A th i rd method by which 
Britain ran liquidate her suiplus 
wi th the Sterling Area is to contract 
short-term debt f rom these, coun
tries, i.e., to accumulate sterling 
balances in their favour. In 1950 
as well as 1951, sterling liabilities 
were increased to a considerable 
extent. In 1952, January to June, 
Britain was able to reduce substan
tially her sterling liabilities with the. 
Rest of Sterling Area, because 
during this period, the other rne-
Lhnds were operative only to a very 
l imited extern. An analysis of these 
would, however, involve giving into 
the balance of pavrnents position of 
the Resl of Sterling Area wi th 
the different currenty blocks of the 
wor ld. 

(Concluded) 
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