Ao pnal e’

= g s

FT
s
SUMMARY of Papar Presanted by Dr. A.MN. fcleod,
Governcr af the Cantral Bank of Trinidad
and Tabaoo,
"New Sterlipg Area Agreemsnts: Some Imzlicaticns
far NMonetary fanzgement,.?
Therz ara in fact two separate agreemsnts involving Sterling,
namely:

(1) The Sterling Aresa Agreemeni bstwzen the U.K. and individual
etarling area countries.

(2) The Sasle Facility betwesn tha U.K. and the groug of ccuntries

14

representac oy the Sank foz Intarnational Settlasments.

here is nc menticn of the Basle Agreement in the Sterling Arsa

ct

Whila
Agreemcnt, thare is a strong connaction betwscn the two.
The Starling Area Agresmant provides {or the maintznance of a minimum
ropartion of official reserves in Sterling in return for = guarantce as an
g

insurance against any future devaluation.

The Sterling Area Ccuntrizs had good reascn for entsring into the
New sterling agrzement, Bacausa they had an impaortawt szlf-ictearsst in

mainteining the strength of stsrling.

The $2 billion backing did nat provids help to the U,K, Balznee eof Payments
but was a mechanism fer reducing the tendeancy for pzople to get out of sterling.
Our rsserves keot in sterling is lending monay to the U.K. The Guarantzed

Sterling is mero nearly like the U.S. dollar but it is not the dollar.
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There were some operaticnal prcblems namelys

(1)

(2)

(4)

(5)

(6)

Problem cf latz returns Trom Crown Agents necessitatss higher
than requirad sterling gropcriions. It had been proposad to the
U.X+ authorities that the previous month's information from the
Crcun Agents shoulcd be used. As yet, there has bsen nc reply.
af
Further diversificaticn/r

cserves has been halted. Any conscicus

mcvament to divarsify its foraign exchange bcoldings will
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dafinitely bz impeded by the terms of the agreement.

All cdoller drawings from ressrves must ba made pari passu with

starling drawings.

Sterling investments should be limitad ko sacurities with a
maturity of nct more than five years. e ars gambling on success

ef the U«K. sccnomy. I it gets back on its fest, we may not need
tc mcve cut of sterlingg, but we must be ceutious in investing our
raservae.

MSP appliss cnly tao official ressrves., There is nesg for domestic

instruments toc provicde for investmants of the commcreial banks
monsy and
thershy previding an coportunity for the dovelopment of a/bapital

merket. When Trinidad and Tebage ran out of Troasury Bills, the

facility cf 8pscial Daposits was introducad.
The Definition cf Reserves does nct include equities, The guarantee
cauld be maximised by coeperation among Caribbean CGovernments in

supparting London issues cf securitiss in sinking funds,



There were some broacder policy implications, viz:

(a) Access toc the Lendon capital market. There is no Ubligation by
the U.K. ta grant accsss to the London Cepital Market, Borrowing
in the New York fMarket may involve the halding cf dollar balancss
as collateral for institutionzl and privats loan placemants, It
follows that there mey be a need for some dispsnsation from the
requirements af the MSP.

(h) The Basla facility may be undermined by large drawings to caver =
fall in private sterling heldings. If this occurs it may becoms
nzcessary to extend the axchange guarantes &to privete holdings, or

- to provids a spscific underwriting arrzngsment limited to official

balances.

Futurs developments

(a) Thera may be nc need far the continuation af the guarzantee

=

f starling's strength improves aftar fiva ysarsy iF it

does nat a new crisis could esmarpe.

The exchenge guarantee -ig a significent deperturs in guarantees in
thes International flonstary System. They are mcre powsrful than-SDRs.
There is a possinility that other raserve couniriss may offer similar
guarantees. If this is done, it is predictad that a purchasing power or

a gold guerantze For the U.S. dollar ard %the Pound may be sought.

In presentaticn, ths Governar elahcrated a numbhaer af ideas only
impliad in the papsr. He argued, for axample, that the interval in-~
flation in most rescerve countries and the high intsrest rate structures
could lead to depreciation and a breakdown of canfidsence in such reserva

gurrenciss, Henca ithe need thersfore to have a purchasing powsr guarantes.



