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THE NEW STERLING AGREEMEMTS

Intreduction

In this paper, the neu stzrling agresments betwsen the U.K. and the
overscas sterling arsa counkiis ere examined. Thess agreements wars concludaed
under prassura from thz U.K. Authorities in order to protect sterling. Both
sides hcwsver, gained swmething from thsss agreements. The U.K, Authorities
by stabilising the sterling balances, wore able tc cordon of f an area of
potential danger to sterling while the overseas sterlipg area countries obtained
a guarahtes of soma 90 per cent of theair "official" reserves against a future
devaluation of sterling.

These agreecments will expire in thz periad 1971-73 and so far as Ehe
Commonwealth Caribbean is concerncd, thz quastion that has tg be considared
saaner or latar, is what direction de we take when these arrapgoments comz to
an end.

The Stcrling Balancas

The sterling balances orginated largely as debts to wartime creditors

of tha U.X. UWorking balancas w2ro always held in London,in sterling; but thesa
rose from about £5800mni. at the out-break cof the second world war o aboub
£3,570mn, at the end of the war. Since thuen th: largest holders - India,
Egypt, Arguntina and several commonwealth countries - hzve run dzen thair
halances whils other countrics such as Australia, Hong Kong, Kuwait, the Persian
Gulf Stites and tha Caribboan Aroa have buiit theirs up.

Trhesz balances fall into threz main categoriest

(i) Balancesheld by reaidsnks of non-sterling area couniries

The greater part of those are now privatsly hsld. Over the years
these balances have increased in total but thore have bsen marked shorb-tzem
fluctuztions, refleeting confidencs in sterling and interest rate differentials.

(i1) Privatelvy hold sterlino area balances

Theso have risan steadily since the wari they show litilo scnsiti-
vity to confidence and tho rising trend is mainly a reflection of the strong
balanca cof payments nosition of eertain overseuas sterling arsa countries and

the growing veluz of trade done in sterling.
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(iii) OFfficial balances of the oversesas starlina area (0SA) countrics

Thz camposition of tﬁése.balancesuhad uﬁderhgons much changa sincs
the war as some countrieés havs run cdoen thair sterling reserves while athers
heve built vp theirs. Up to the early 19a0s, thes totzl was relatively stable
and the sterling progorticn of tho tetal reserves of the 0SA countriss remained
high and rzlativsly constant, ODuring ths 1960s, an increasa in sterling area
countries! trading and pelitical links with the non-sterling area and their
growing roliance on naon~storling sources for investment ahd aid led to a
diversifieation of their reserves. This took the form mainly of an accumulation
of non-steriing assets when total ruserves wora rising and for the sterling area
as & whole, thers was no significant fall in officially held sterling.

The short-torin Pluectuations particularly in ths balances of non~
sterling holders could make heawvy demands on the resarves of the U.X, and
the strains which could be sat up by thesa fluctuations ware recognised as a
potontial source af instability for sterling and the international monctary
systen as a whele. In June 1566, a facilitylwas made available by a number of
central banks to offsct the effoct on the U.K.'s reserves of fluctuations in
tha sterling balances. This facility was not intendad to belp finanee ceficits
in the U.K. balance of payments obut sclely to polieve stréssea arising from ths
international use of sterling. Swap arrangements warc msde aveilable toc the
Bank of England on a short-tcrm basis, on which drawings cuould be mada when tha
storling bolances fsll below a fixed starting level.

In Scptember 1967 grass starling balances of the 05A countries amounted
ta £2,834mn, including £244mn. held by the Caribbean Area. In June 1368 thesa
balances amounted Eo £2,796mn, including £257mn, held by the Caribhean Area.

It should bz noted that whilc somz sierling arva countripos redoced thoir
storling halances bafore and after davaluation, tho Caribbean fAraa built up
thairs. In the pueriod 1963 ko 1967 tha gross sterling bolancaes of ths
Crribbman Apea increased by LaTmn.

Sterlinc aftor devaluation

The fimancial links between the U.K. and ths rast of the gtarling
area wers cunsiderad to have besn loescned by the dwvaluaticn of 1867, The
largar storling area countries did not dovalue and as a result thoy suffered
losses bath in turms of dallar purchasing power and in tomms of their own

currsncy. Sincs devaluaticn, sterling has not enjoyad the stability originally

/onticipated.
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anticipated. There hava heen freguent crisss generated both by intermatianal
monctary dsvelopments and devclopmcnts in the U.K. ecanomy. This has resulted
in a good deal of uncertainty abput the viability of starling as 2 regssrva
currancy and soms 0SA countrics, wary of anothor sterling devaluation, began
diversifying thzir rcserves at an accolarated pace. Thore was a Tall in
officially held sterling balances as considerabla sums were switched inta
ather forms of rosarvas. Betwsen ifarch and Juns 1988, gross sterling balances
of the DSA cauntriegs fell by £324mn. At the time of tha sterling devaluation
in ¥,vembar 1967, some 75 per cent of thas Bank aof Jamaicals exkornal roserves
wera held in sterling but by the tima thz sterling area negotiations began in
July, this proportion had fallsn to 54 per cent. Divorsification, if cerried
far oncugh, could have precipitated another crisis and perhaps ancthor devaluation
af sterling.

The Homg Kona Arranoement

Hang Xong, one of the larga sterling holders suffured subastanticl losseg
as a result of the sterling devaluation; this torriti.ry followed sterling by
devaluing tha Hong Kong dollar to the full 14.3 per cent but subsogquently ra-
valuing it by 10 per cent. Concern cver ils storling ressrves lz=d Hong Kong
tc exert pressure on the U.K,. Authorities for diversification of its roserves,
This resulted im the "Hong Kong Arrangament! the main features of which arat

(a) Up to 50 per count of Hong Kong's official external ressrves

to a limit of £150mn, could bz held in U.K. Governmant Bonds

denominated in Heng Kong dollars,

{a) Bands would b issued with a seven-year maturity,

(c) Bonda would bs encashable by the CGovernment of Hang
Kong in case of liguidity need aor balancec of paymants
purposes or by agreement with H.H.G.,

(8) Thaz arrangoment is subjoct to review by cither side,

ar in any casc in Decembzr 1969 if tha CGovernmant of

Hong Kong so requesks,

This arrangament and thz arrangements of June 1964, set the pattern
of tha subsequent "Sterling Agrecments" but did not check the policy of
diversification by other 0OSA countries. As the @Uhite Paper on the Basle Facility
statas -

"1t therefere bacame obvicus that it could no langer be

assured that even after the U.K. had achiuvved a surplus on

its balanca of paymunts that the sterling araa countries

would wish to hold as much sterling as preaviously, RNEW

means had ther. fore to be fuund to accocemcdate unzvoidable
reduckinns in the stzrling balances and at the same time
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ta znsure that sterling weuld be willingly held in
resorves at levals not significantly bulow the present,”
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Basic FﬁcilitL

In early 1968 the Bank of England began discussions in Basle with
roprasentatives of the contral bankes which participated in the arrangements of
Junc 1966 and with tha Bapk for International Settlemsnts, Eacly in July this
group indicoted its willingness ts provide credits emounting to .S, #2,000mn.
to offset fluctuations in the sterling arsa balances. At thg szne timo, the
U,K. Government proposed ta undertake consultations with tha gevernments of
the 0SA countries and tha offer made by the Basls group was subjoct to the
satisfactory outcoms of these consultations. The Baslo countriss were concarnod
that the Facility should te amply sufficivat to cover any praosgective rundouwn
af the sterling balancas during the next theec to five years and they wers
also apxious kEhat tho sterliing area itself should make a cantribution to the
fipancing of tha facility. On 9th Soptember 1968, final agreement was reached
betwean tha U.X. and ths Basls group,.

Thz countries participating together with the Bank fer International
Scttlements weres Ausiria, Belgium, Cennda, Denmark, the Foderal Ropublic of
Barmany, ITtaly, Japan, the Huthorlonds, Mgrway, Swedon, Switzerland and tha
United States. Undar the facility, the United Kingdom is awle to draw United
Stztes dollars or sther foreign currencics from the BIS as and to bho oxbtent
that the sterling balances of the 0SA countrigs fall below an agread starting
lsvel, Tine faeility will bo usable to maet falls in both official and private
balancas held by res.dents of ths sterling arce countries. It will not howsver,
bs available to finance any deficit in the U.X. balance of payments. The
facility has g 10-ysar life, but drawings may be made during thoe first throo
yaars, fAnounts draen under it will hove to be rapaid between tha 6th and 10th
years, Ths U.K, made a drauing an the Pacility towards tho end of 19568,

The Sterlinag Guarantoe

In early July, negotiations bstwsen the U.K. Authorities and tho
0SA countries began rugarding the terms of the undertaking, The U.K. proposcd
a uvniform system and in addition proposed a chargz for tho Guaranteoc. 1t very
soon bocama cloar that simplsz upifornity could nst be achiovad and that the
circumstances of each sterling arca country had to be considoraed separately.

In addition, the proposed ebargo for the Guarantoe proved unaccepteble and this

/was withdrauwn,
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was withdrawn. MNegotiation with some storling area countrias proved difficult

and although the broat srinciples of ths agreemont were retained, there were

areas of datzil in which thore was a good deal of baroaining. In thz case of
Australia, a provision was madz whereby tha net proceeds of official borrowings
overasas in currepcizs ather than in sterling:a not gcunted Ws part of. total roserves
for purposas of ealeulating the minimum sterling propertion until thrac months

after the date of recoipt,, )

Thz arrangement as finally agreed, involvad an undsrta ing by the OSA
countries to Koep an agreed minimum proportion of their offieial resorves in
sterling during the life of the agroements.. Tha 053 countries were also urgad
to place somg of their nen-storling holdings on deposit with ths Bank for
Intaernational Ssttlements in Baslzs., The U.K. an her part undartlok to maintain
the ©,S. dallar value of =ligible offieizl starling rescsrves of tinc 054 countries
should there be a further- dovaluation of sterling.

fs the Lhite Paper states -

"The Guarantue appliss to that part of zach country's official

sterling resurves which exceeds 19 per cent of its total rassrvues)

that is t- say, 10 per cont of each csuntry's total roserves will
ba held in the form of uvpguaranteod sterling. The Guarantae in
terms of U.S. dollars mzans that in the evont of any dzvaluation

of sterling against ths U.5. dsliar, the Y.{. would make a paymant

in sterling to =ach cauntry to restors the dullar value of tho gua

guarankeed portion of its storling reserves, The Guarcntes does

not extend b4 privats holdings or to equities held in official

resarves.  1h0s Guaranteoe ls conditional on each country mointa.wning

at 511 times = [Hoimum Sterling Proportion in its rosarucss.cseds

Althouch sterling propertions vary fram country to country, the

arrzngenents, combined with thes Guarankee arrangasments mean that the storl.

ing area countries will hcld 90 per cent of their resorves in the

form of guaranteed sterling; non-sterling currenciss or gold!,

The agreements ceme intc force on 25th Septsmber 1969 and will remain
in farce for O years with provision for extension to a further two years hy
mutual agresmnznt,

In June 1988, the gross sterling balences cof the GSA countries
amounted to £2,796mn, and by ths end of the year, these balances had increased
ta £2,869mn.

Uhat of the Futura?

fAs indicatad abovs, nagotiation with =zome stsrling areza countriaos
proved difficult, Jamaica being a casc in poink. What tha U.X. Authorities
wera asking in the beginning was that we should tio oursalvos formzlly to
storlino focr a poriod of 7 ycars whils at the same time, paying the U.K.

a fee far guarantecing our rosurves, This was rathur mere than tho Jemaiecan

Autharities were prepared to accept. Aftor cunsultstion with other Caribboan

/mgnetary
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fionztary Autnoritias and joint negoctiztion with the U.K, representatives, the
propasals were varied as sct out on pagss 4-S.

Acceptance of the apreement hasrnsultad in slowing down the procoss
of diversifying our rescrves, Uhon our sterling rosarvos approach thes agrecd
minimum, we have tc convart some of cur non-sterling holdings to rostore a safe
margin. #As indicated on pags 3, suma 54 par cent of the Bank of Jamaicals
raserves wzre held in sterling whon the nagotiations began and at the end of
1968, this proportion stood at 56 par cent. .

fit bottom howsver, sa long as we dosirad to remain in the staerling
arca, wc had no real choice, It was implied in the discussions that if wa
did not accept ths propesals in prineipls, ws might not be able to continue
enjoying thez henefits of sterling area membarship, At that point in time
thzre was no wsll thought out altarnative ta mombership in tha sterling area.
Tha agreseecmonts will axpire in the poriod 1971-73 and w. will then hava to
consider whether it 1s mcre beneficial to us to remain in tha storling area,or

tc work out some alternativa arrangement.,

Reosevarch Department
8ANK OF JARMAICA
ilarch 1969,




U.K, EXTERMAL LIABILITIES AND CLAIRS I# STERLING

[Ty
! dverseas Sterling Countries
UK. Liabilities
] East
Australia, India, Central
M.2, and Pakistan Cavibhean and Wast fiddle Far )
Total 5. Africa % Caylon * Arsa® Afriea Fast+ East¥ Othars®
1867 A
g k)
Mars 2,922 435 145 227 384 480 753 498 ;
14
dune 2,841 454 122 247 365 407 748 498 :
Sopt. 2,804 428 148 244 349 354 738 533
i
Dzc. 2,982 460 115 236 3441 562 707 561 55;3
1968 ;
Mar. 3,720 525 154 261 360 598 679 543
June 2,796 516 180 257 345 413 617 494 ;
Sept, 2,785 474 163 272 346 372 667 491 3
Dac., 2,859 451 197 272 358 411 T2 468 {

b.K. Claims

Cam s b e

gy i)

1967

lar. 477 132 54 38 136 17 36 B4

Junc 520 152 50 38 153 20 6 63

Sopt. 496 135 91 41 148 18 36 a7

Dac, 529 160 56 42 149 25 34 83

1968

flar. 565 165 54 47 159 31 45 69

June 613 212 54 45 150 30 55 &7

Sopt. 531 154 49 39 145 31 45 68

pac, 558 142 53 45 157 32 50 80
* Including Bahamas, Bormuds, British Honduras and Cuyana, h

+ Jurdan, Libya, Kuwait, Southaen Yemen and obthsy Persian Guli Ststos.

# Brunei, Honc Kong, Walaysia and Sinnspora.

T
[t

& Cyprus, Ieeland, the Republic of Irslano, falta and British deopzpdent torritsrios
not clsehwzre included,

Sourpg: Bank of England Bulltein ;




U.A., EXTERNAL LIABILITIES A}D CLATIS I¥ STERLING

;rbn~5tarlinq Countries

L.¥. Liabilities

LK, Clnims

1967
flar .
Juna

Sapt.

g
3una
Sapt-

DL;C -

e Eose

Harth

Tatal Smorica®
1,298 156
1,398 291
1,723 491
2,167 853
2,464 1,061
2,280 886
Z,4B6 1,067
2,708 1,250
772 35
804 3
Ba? 37
814 31
865 30
966 kY
1,017 &0
7,059 50

£Jnn,

Latin Yestern furopse Eastorn fliddle Far
fmarica+ EFTA EEC  OTHER Eurvpe East  EastfOthae®
39 i57 255 76 ¢ 44 1BO 453 38
33 326 260 79 62 140 158 39
32 503 214 73 44 155 471 40
29 607 235 8% 48 187 108 43
26 665 291 72 40 176 9o 43
26 670 285 69 40 159 gg 46
31 755 244 70 46 144 g7 42
28 874 224 X w102 75 44
114 B8 70 103 113 63 147 39
128 99 63 112 111 65 154 39
125 106 60 101 114 62 170 37
136 100 58 95 127 6% 181 37
136 118 61 113 148 65 167 39
139 131 74 116 160 B2 195 38
146 145 6 111 174 8 194 3§
152 143 76 117 177 112 191 M

* United St-tas and dopendencies; and Canada.

+ Other indepundant ncn-sterling eauntrize of the Amcrican continsnt,

¢ EFTA includes, with Switzerland, the B.I.S5.:
Finland, Grecece, Spain, Turkey and Yugoslavia,

g CECaypt, Te:

ny Iraq, Israc

Hather! comprisee Andorea,

7/ Cambodia, Chinz, Formosa, Indonesia, Japan, Korea, Laos, the Philippines,
Theiland, Yietnam, 2no, from 1967, Quema,

» Lebansn, S-udi Arabis, Surlon, Syria and the Yoemen.
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