
THE ECONOMIC WEEKLY August 15, 1954 

From the London End 

The Bank of England Reports 

IN spite of the slimness and appa
rent bareness of the annual re

por ts of the Bank of England, there 
is for those who look for it a mine 
of extremely valuable in format ion. 
It is for this reason that statisticians 
w i t h part icular interests in inter
nat ional finance and investment 
eagerly await the publ icat ion of this 
report. The current repor t * which 
is issued some six months after the 
end of the year reviewed is, l ike all 
its predecessors, a stiff and staid 
document conf i rming the popular 
not ion of the general behaviour of 
the " O l d Lady of Threadncedle 
Street ". The opening section of the 
report, wh ich need not detain us 
here, is mainly concerned w i th the 
note issue and its circulat ion. It 
confirms the expectation of a rising 
trend in note c i rculat ion—an ex
pectation largely based on the 
favourable upward movement in 
product ion and internal investment. 
This movement has been supported 
by relaxations on the money market 
and the general easy conditions 
found there. The i l luminat ing sec
tions of the report, however, are 
those dealing w i th the data on the 
international use of sterling and the 
trend of UK overseas investments 
i n 1952. 

The year ended December 31 , 
1953 saw an unprecedented increase 
in the employment of sterling in the 
trade and payments of countries 
outside the Sterl ing Area (but ex
c luding countries in the dollar b loc ) . 
T h e measure of the use of sterling 
in this regard is the inter-transfer 
of balances between accounts of re
sidents of those countries which to
gether form the Transferable Ac
count Area in the Brit ish system of 
exchange control . Whi le the list of 
countries constitut ing the Area re
mained unchanged in i953, " May 
of that year, under the arrangements 
for the resumption of foreign cur
rency arbitrage between certain 
countries in the European Payments 
U n i o n , sterling became freely trans
ferable between the accounts of 
authorized banks in those countries. 
I t was this arrangement wh ich faci
l i tated the increased internat ional 
use of sterl ing in 1953. Transfers, 

*Bank of England—-Report for the 
Year Ended 28th February, 1954 (Issued 
July 1954) and Overseas Investment 
1952. 

excluding those to and f rom the 
American Account countries and 
between countries in the same mone
tary areas, amounted to : 

Year ended 
December 31 £ millions 

1950 298 
1951 463 
1952 379 
1953 802 

Whi le the resumption of foreign 
currency arbitrage between countries 
facil i tated this widening employment 
of sterling, this was certainly not the 
cause of the increase recorded above. 
The rising international importance 
of sterling in 1953 is largely explain
ed by the progressive freeing of the 
London commodity markets. This 
is explicit ly recognized in the Bank's 
report. 

Before the war, the commodity 
markets in London formed what the 
report terms " an essential part of 
the sterling system". Apar t f rom 
their contr ibut ion to the external 
income of the Sterl ing Area, their 
chief significance was that they 
offered to holders of sterling in any 
part of the wor ld a comprehensive 
range of basic products. Thus these 
markets assisted in making sterling 
a currency for which its holders 
found constant and ready use. Under 
the commodity market schemes ar
ranged under special exchange con
trol measures, considerable progress 
was made in 1953 in re-establishing 
these markets. By February 1953, 
commodity market schemes had been 
introduced for cocoa, coffee., lead, 
raw sugar, rubber, t in and zinc. 
Dur ing the year further schemes 
were inaugurated to cover dealings 
in copper, grain and wool. 

These arrangements permit Br i 
tish merchants to transact business 

in copper, lead, rubber, t in and zinc, 
and accordingly al l foreign holders 
of sterling are free to buy these com
modities on the London markets. 
Similar arrangements were made in 
the schemes for cocoa, coffee, grain 
and raw sugar, subject to the prov i 
so that such commodities when of 
dollar area origin or when they cost 
dollars could normally only be dealt 
wi th on a dollar for dollar basis. 
Special facilities exist however to 
permit the sale of coffee and cocoa 
grown in the dollar area to E P U 
countries for sterling. More recent
ly cotton has been brought in to a 
scheme similar to the above. 

The success of the commodity 
schemes has driven many—and in 
part icular the Financial Times—to 
the conclusion that problems relat
ing to sterling convert ibi l i ty have 
been exaggerated. The Financial 
'Times in a comment on the report 
made plain its belief that ". . . what 
was true in 1939 is also, wi thout 
doubt, true t oday " . What appears 
to be forgotten is the fact that a l l 
these commodity schemes are rever
sible—they have al l been designed 
in such a way as to make it easy for 
authorities to wi thdraw them if and 
when strain on sterling appears, 'The 
cautious approach of the authorities 
is wel l merited and shows the un
certainty and doubt still in the minds 
of the Treasury of any quick move 
to convertibi l i ty. 

The five-page report on UK over
seas investments—a most welcome 
document- reveals that for the first 
time since 1939 the decline in the 
nominal value of UK investments 
in overseas securities was checked in 
1952. Dur ing the latter year the 
nominal value of UK investments 
increased by some £,2 mi l l ion to 
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£1,985 mi l l ion compared w i t h the 
previous year. At the end of 1939, 
the total nominal value of oversets 
securities owned by British residents 
was £3,545 mil l ion. On the other' 
hand, the yield on overseas invest
ments in interests and dividends 
which had risen from £143.8 m i l 
l ion for 1950 to £159.4 mi l l ion for 
1951 fell to £153.8 mi l l ion for 1952. 

The foregoing figures are not a l l -
embracing. They cover only invest
ments of UK residents through the 
medium of securities quoted on or 
otherwise known to the London 

Stock Exchange. A summary of the 
nominal capital value (as distinct 
f rom the realizable value) of invest
ments is given in the table on the 
previous page. 

New investment in commonwealth 
countries came to £ 5 0 mil l ion nomi
nal—the largest slice going to Cen
tra l Africa where the new Federa
t ion is already in ful l swing. Sub
stantial investments were made in 
Australia, South Africa and India , 
but these were offset by repayments 
and market sales. Of the other non-
foreign investments, those in US 

securities rose from £125 mi l l i on in 
1951. to £144 in 1952. This addi
t ion apparently was partly acquired 
by the investments of the proceeds 
of sales of non-domestic US dollar 
securities, of other currency securi
ties saleable in the U S A , and of 
certain foreign markets. Gross re
payments in 1952 amounted to £56 
mi l l ion nominal and £ 4 4 mi l l ion 
cash. According to the data in the 
report there were large redemptions 
of government and municipal loans 
by Australia, India , Canada and 
New Zealand. 
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