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SUMMARY on Paper on the Neow Stsrling fBagreements by
ank of F_‘L r_.lCt_.l
The Centrzl Bank of Jamailca's paper gave a general description of the
new sterling agreements and the dsvelopments leading up to their establighment.
The paper shows how the U,K. authoritiss scught, by stabilizing their stsrling

balancas at existing lsvels, tc cordon off an arza of potentizl danger to

]

sterling while the oversgas sterling area ccuntriss were able to obtain a
ae af same 90% of their "officizl" sterling reservcs agalnst a Future

devaluation of sterling.

The firet part cf tha paper examines the compcsiticn of sterling bolances
hich falls intc thres main categeries: (1) Balances held by residents cf
non-stcrling area ccuntries; (2) Privately hcld sterling area balances, and

(3) Gfficial balances of ths cversaas sterling area (2.5.A.) countriss.

Since the 194G's the structural and institutionsl changes in sterling arsc

TESGrVES. Ine shortt-run Tluctuaticns

the paper dsslt with starling efter devaluaticn., A
particular feature noted herc was tha continued instability of storling eftar
devaluation., This resulted in a good deal of uncsrctainty about the viability
ef stcrling as a ressrve currency and some 0.5.A,., ccuntries, warned of
ancthar sterling develuation, began diversifying their resgurcas at an -

acculcratad pacs
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In this raspcct,; Jamzieca reducad her proportlon af etsrling in her
reservaes from 75% in MNovember 1967 to 54% in July 1568, Continusd diversifi-

arhaps ancther

catisn cn the whcle could have precipitated aznotner crisis and

i)

As a first responss, it was pointed cut that ths Hong ¥ong arrangement

was concluded. This provided the basis of the subsaguent sterling agreemencs

(a) Up to SC per cent of Hong Kong's official external resocves to
a limit of £15C millicn could be held in U.K. Government bends de-
nominatad in Hong Kong dollars,

(E) Socnds wsuld be issued with a ssven-year maturity.

(c) Bondé would ba encashable by the Govermment of Heng Kong in case
cf liguidity necd sr balamces of payments purposss or by agresmsni
with H.E,G.

(é) The arrangement is subject te review by sithor side, or in any cose
irn Oecsmber 1969 if ths Guvernment ef Heng Keng sc requcsts,

Howsver, it should be ncted thet the Hong Keng arrangemsnt did not

icn by other G.5.A. countriss. In rssponse

cl

chock tha poclicy of diversifica
te this groblem, ths Basls Facili of 1968 wes formulatacd., (1) Under the
facility, thae United Kingdom is able to draw United States dollars or ather
foreign currgncias from the BIS as and to the extent that the sterling
balances af the 0S4 countriss fall below an agrzed siarting level. (2) Ths
facility will be usable tc ms=t fzalls in both official and private balances
held by residents of the stcrling area countries. {3) It will not howevar, be

deficit in the U.K. balance of payments. (4) The

[

avzilziple toc Tinance an

~
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facility has a 10-yesar lifz, but drewings may be made during the Tirst three

vears. (3) Amcunis drewn under it will heve %o be rapaid bztween the &th and
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10th years. (&) The U.K. made a drawing ort the facility towards

o

he
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nd of
19685,

Thna papsr then discusses the starling guarantes within the Tramewerck
of the Basle Facility. Thz arrangement as finally agrecd, involved an
undertaking by tha 0SA countries to kesp an agresd minimum proporticn of their
afficial reserves in sterling during ths life of the agreements., The 0SA
countries wsra alsgc urged to place soms cof their non~sterling holdings con
dgposit with ths Bank for Intarnmctional Settlements in Sasle, The U.K, on
her part undertack %c maintain the U,.S5. dollar value of egligible officisl
sterling regserves coi tha 08A cauntriss should there be a further davaluation

aof stesling.

O..S-(:LL‘ bst’ﬁl 1 . s . . 1
Finally, cthe paper asswred the futurs implications of this agrsemant

=t

for Jamcica. n thig respact it was notad thet its zceceptance resulted in the
slowing down of tho process of diversification. But in this conngction he

ncted that thers was nc rsal choice in thatv it was Imglisd in the negctictions

v}

that the proposzls were nct accepted in srinciple,; that Jamzica would nci bs

ablz to continue enjoying the benefits cf sterling arca membership, Further-

ot

more, therz was no well thought out altarpative tc membership in the sterling
area. However, ths papsr ccneludes that at the expiration of tha agrzemant,

pclicy will have to be farmulated as to whether or nct Jamaica shouid remain
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DRAFT
StMARY OF DISCUSSIONS
Agenda Items (1) and {(2)
COMTINUATION

Second Session on the Bank of Jamaica and Bank of Trinidad
and Tobago's Papers,

Mr., Mclean railsed the point that in a concelvable winding~up of the
present system, e.g., if the time came when the Inter-
national Monetary System would move out of the holding
of national currencies, e.g. sterling and U.S. dollars,
to some form of intermational currency, the U.K. will
be responsible for purchasing this new currency to be
transferred to holders of har liabilitiss, Since the
U.K. claims on the rest of the world are equal to one
quarter (%) of her liabilities the U.K. would not be in
a pogition tc redeem her debts. The Caribbean Govern—
ments would cbitain about one fifth (2bout E25 million

of their assets) in convertible form,

Professor Cumper expressed concern over what would happen at the ex-
piration of the agreement. He saw the nesd for projec:
to be made over a period of twentv yvears, in terms of
patterng of trade, distribution of currencies, liabili-
and debts, assuming no radical changes in policy making.
Then an assessment of the consequences of cliornstiuos -
to holding sterling should be undertaken., In other word

therz was need tc minimise the risk and this could best

be done by some quantitative explotation.



Mr Best nmnoted that this was done in the Trinidad 2nd Tobago Draft Third
Tive~Year Plan and what was now needed was to project the

transactions demand for forelgn balances.

Mr. McIntyre then suggested an examination of the instruments of monetary
poliey that could be used to take advantage of the favour-
abls situation where the commercial banks have been in-
craasing their local liquid positicn, He wished to ex-~
plore the posgiLility of retaining this liquidity in the

domestic systen.

Mr. Muschatte raised the legal implicaticns cf "locking-in" funds, that

5, the refusal to redeem the commercial banks holdingsz

b

of the mational curranmcy which he saw impliocd in Br. fle-

Intyre's corment.

Mr. McIntyre explained that what he hed in mind was an appropriate vari-
ation of the local assets ratio and activation of similar
instruncnts end ha suggestad by exampla that if the commer-
cizl banks brought in about ten milliom dollars and the
local assets ratic was set at 90%, then the economy would

gain nine million docllaxs.

The Chalrman Intervened with the thought that the holding of a lccal
assets ratio of 90% would contribute to the undermining

of the national CUET=NCY.

Mr. D'Andrade emphasized that a distinction must be made between the

holding of local assets ageingt local 1liabilities and
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the bringing in of assets against forelgn liabillities.
Whereas the former can be "locked-in', the latter poses
problems of exchange control and repatriation of profits,
le felt that to the extent that utilisation of the new
liguidity was achieved the more effective would he the

"locking-in". For example he pointed out that one way

of using this axcess liquidity was to run a budgat deficit.

Muschette agreed that there was a need for using the surplus liguie-

dity,

Asgar Ali pointed out that in this respeci a co-ordination of mone-

tary znid fiacal policy was nesded.

L. Best suggested the establishment of different types of Banks -

development banks for differant types ¢f financing.

Meintyre mnoted that the Draft Third Five~Year Plan of Trinidad and
Tobago doss not take account c¢f this sovrce of capital,
even though it provosed to embark on a wide range of

econcule procjacts.

~

HcLean pointed cut that a proper conception of a Centrxal Bank is

-

important, It was possible te checose between investment
in eguitles or the establishment of other finaneilal insti-
tutions, for example, the Central Bank can have 2 more
direct relationship with mortgage sociaty and rediscount
mortgages. In the circumstances, serious rassarch must

be done cn the type of Central Bank neaded to operate in



the region.

Mr. Codrington pcinted out that as instituticns the cormercial hanks

were only invelved ian short-term investment.

Dr. McLeod argued that making use of the available rescurces revolved
not only around the goveynment rumning a budget deficit
or borrowing from the banking system. Private savers

must be persuaded to put their money into government long-

[ %

term issues. If the reserves are left in the benking
system, there zre limitations on what can be done, It

was not cnough to run a hudget deficit, It was necesaary
to induce the putlic to buy govercment honds in order to
finance the long-term programme of gcvarnment, As an al-
ternative the funds could he transferrad into development
corporaticns. He went on te suggest that a budzet deficir
meant running down exchange rassrves., This would imnly

a certain amcunt of pressurs on tha Szntral Bank in ths
-operation of its exchenge policy, since there 1z a dlffaren
between the axchange reserves of the commercisl banks and
these of the Cantxal Bank, and in the circumstances the

goverament cznnot rely on using the forelgn regerves of

the commercial banks.

Mr. D'Andrade noted that in this system where foresign vreservas were dissi-
nated throughout the banking system, the Centrzl Bank
faelgcompelled to hold a higher level of reservea that

would bz normal in the same situation if these reserves




were centralised.

¥r. McLean polnted out that Dr. ¥MclLeod assumed that the liquidity struec-
ture of portfolio hnldings was optimzl but that was not
sc. He noted that commercial banks were given to holding
ghort-tarm paper. Rather, they should concentrate on
holding longar term paper. He acknowledged, howevor, that
thls sttitude was probably besed ou the -ehaviour petterns

in the privats sector.

Dr. McLeod repliad that he 213 not essume that the portfolio of commar-

r.'l

cial banks were optimal. He sald that 1f the government
cr the private sector chooge to do deficit financing each
rust take into censideration the willingness of the public
to hcléd "paper". 1In terms of the optimal digtribution of
resources 1t was possilile to hold all reserves in domestic
issues at home, but he emphasized that the decision J1.0
not rest only with the Cantral Bank or with the cormercial
bankz. He pointed out that it should he clear as to the
raasons for holding reserves: for exampls, is it feox
possible fluctuations in export earnings. t is 2n exer-

-

cise of djudgement to determine 2z reasonable level,

Mr, Best said that what was important was a change in the location of

]
1]
o
1]

rves. Considerations must he given to the options
open tc government on the expendirure side, that is, govern~
ment must spend in such a way a3 tc reduce the impsrt cc-

efficiant. He notad that luxury consumption items



become ﬁore important than, for example, home ownership,
He felt that expenditure patterns of the public in the
Caribhean depicted a revealed prefecrence rather than a
raal preferenca. It was sc because it is easier for

example to obtain cradit for imported gecods.
Discussions then turned to the question of the adequacy of reserves.

Mr., David wanted to kiow under what conditions could reserves be cen-~

siderad adequate.

¥y, Mclean thought that this question could not bte considered in a
vacuum and a rasearch study was necessary for its ade-

gquate measurement,

Profeasoy Cumper then poimted oui that computar studies have heen con-
ducted on the raserve problems of corporaticns relative
to thelr worliing halsnces and he fcund that such studies

could be applied to the reserve adequacy problem.

After discussing the quantityaspect of reserves the Conference turned
on the question of the quality in terms of reserve

currency utilised or the holding of reserves.

Mr. Donalsen suggestad that studies gshould he undertaken both at the
ragional and territorlal level tc asgsess the advantages

cf Starling Area mewbershiop.,

Mr. McIntyre then emphasized that imperizl prefarences wera not coen-

ditional on Sterling Area membership.



Mr. Best then pointed out that thera were twe princinal arguments in
favour of Sterling Area membership (a) Access to the

r

London Capital Ziarket and (%) the availability of

financial intermediaries in deploring capital in tha
area more efficiently. He found that these two arguments
were no longer relavant in that Sterling Area membership
hzs never led to a net transfer of capital intc the
Caribbean region and the velue of the London Canital

Market has heen considerably raduced,

Mr. McLean then said that a third argument was the pocling arvangements
invclvad in the fres convertitility of steriing. Howaver
in this era of free couwvartibility there was no need for

arrangaments.

¥r. HMuschette wanted to know the alternatlves t¢ ztandoning the Sterling
Area; that is, whether a texritory would stay on ifs own

or become 2 member of another currency area.

¥Mr. Melntyre sugg
territories (a2) remaining a2 member of the Sterling Area
or (k) becoming a member c¢f the dollar area, or (¢} streagrh-
ening the IMF position, It was his view that the IMF

A

positicn should be straengthened.

Dr., lMclLeos saw four aspects of the probicem. First, there was the
quesiion of holding reserves in sterling cor other curren-

cies. At the time of devaluation scme countries con-

cluded that the possibla gain ox loss if thay devalued



would have been negligible., Secondly, he noted the

access tc trade and conversion mechanisms. In this connzc-
tien, although the dollar is technically more convertible,
starling kas provided the 0SA countries with convertibility
in the past. Thirdly, there was the question of other
trading relationships., He notad that there were no
necassary relationship between Sterling Arez membership

and sterling trading relationghips. Fourth, there was

the question of access te the Leadon Capital Markat. He
natad that this capital market has net heen a succesgful

source of capital.

The Chairman then concluded the discussions by pointing out that the
territories must hegin to examine their positions as the Agreement has
given them a breathing space of three years. They should take stock and
examine the position at the end of the Agreement and the likely direction
of progress. PBesearch work should te undertaken to determine trade
patterns and reserves in order that they sheould he in a batter position

to negotiste with the U.K. government at the expiratiom of the Asreement.



