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"STERLING BsLANCES" HELD BY INDIA, PAKIST:N 4ND CEYLON WILL CONTINUE
TO BE DR/WN UPON TO PROVIDE RESOURCES,

The possible channels of external finances sore five, the first
being the use of the countries! own external assets (e.g. sterling
balances), In the last five years, this has been the main source of
externcl finance for Commonwealth countries in the area.

In addition to tho use of sterling balcnces of £270 million by
India and Pakiston for the purchase of pension annuities, the trensfer
of military assets and capitcl repatriation, the sterling balances of
India, Pakistan and Ceylon have been drawn down by £340 million for
current account purposes from 1946 to 1949.

By agreement with the United Kingdom these countries restricted
their drawings below what would have been desirable for their economies,
in order to 1limit the burden on the United Kingdom economy. :

The sterling balances of India, Pakistan and Ceylon will continue
to be drawn down gradually during the six yeors, and by the end of the
period 1t is expected that they will have been reduced to the level of
reserves which these countries would wish to hold for the protecticn of
their external financial position and fcr the backing of their currencies.

To the extent of this reduction, they will themselves be providing
external finance from their own resources. On the other hand, the economic
burden of supplying the corresponding imports will directly or indirectly
fall upcn the United Kingdom,

It is not certain, of course, thct the whole burden would im-
mediztely fcll upon the United Kingdom. Other sterling area countrieg,
such s nustrclia end New Zealend, mey be in surplus on current cccount
and accumulate sterling, In thot event they would be easing the im-
medicte burden on the United Kingdom tc whom they would in effect be
making short-tcrn leans. Similerly, other countries outside the sterling
crea might accumulete sterling as & result of expenditure by the coun-
tries of South and South-East isia,

Thus the net effect of the six-year operation will be thet a part
of the sterling balances of Indiz, Pakistzn and Ceylon will have been
rcpaid, at immediate economic ccst to the United Kingdom, while znother
part may have become the sterling balances of other countries who would
then have to bear the immediate cconomic turden, In either case, and
wherever the immediate econcmic burden may ultimately fall, the effect
of the progremme shculd be to elininate the problem created by the ze-
cunulated sterling balances of Commonweclth countries.

PRIVALTE INVESTORS JBROLD C/N PLAY 4 USEFUL ROLE, EITHER BY LENDING
TO PRIV.LTE ENTERPRISE OR TO GOVERNMENTS.

The contribution which can ccme through the second channel of ex-
ternzl finance - privatelnvestors overseas to private enterprise in the
area - will lergely depend upon the contributicns made in other ways.

There is & grouing field for private investment in Scuth and
South-Eust Jisiz, for which the public development progrommes ere pro-
vidingz = sound economic freomework, but the irmediate problem is to finance
public development cf basic services. Private investrment can carry
fcrvierd the work begun b public development.,

The third chonnel - private investors overseas to governments in
the arct - can preduce constructive results. Borrowing by governments
fron privote investers cbrcad has been the principel source of develop-
nent in the past, and there 1s scope for cn expansion of government
borrowing in private capital mcorkets.,

se 0 u.




