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THE DEBATES ON STERLING’S INTERNATIONAL ROLE AND THE STERLING AREA 
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THE USE OF STERLING AS RESERVE CURRENCY  

A new perspective from country level data  

 





 

A Zombie International currency  





 

 



Bilateral drivers of the demand for sterling: an empirical investigation 

{
𝑆ℎ𝑎𝑟𝑒𝑖,𝑡 = 𝛼 + 𝑋𝑖,𝑡𝛽0 + 𝑍𝑖𝛾 + 𝐶𝑂𝐿𝑖,𝑡 + 𝑇𝐼𝑀𝐸𝑡 + 𝑢𝑖,𝑡 𝑖𝑓 𝑖 𝑖𝑠 𝑎 𝐸𝑢𝑟𝑜𝑝𝑒𝑎𝑛 𝑐𝑜𝑢𝑛𝑡𝑟𝑦

𝑆ℎ𝑎𝑟𝑒𝑖,𝑡 = 𝛼 + 𝑋𝑖,𝑡𝛽0 + 𝑋𝑖,𝑡𝛽1 + 𝑍𝑖𝛾 + 𝐶𝑂𝐿𝑖,𝑡 + 𝑇𝐼𝑀𝐸𝑡 + 𝑢𝑖,𝑡 𝑖𝑓 𝑖 𝑖𝑠 𝑎 𝑠𝑡𝑒𝑟𝑙𝑖𝑛𝑔 𝑎𝑟𝑒𝑎 𝑐𝑜𝑢𝑛𝑡𝑟𝑦
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Zij

𝐶𝑂𝐿𝑖,𝑡

TIMEt

(𝛽0 +  𝛽1)

 (1) (2) (3) 
 With Sterling 

Area 
Post 
1957 

Independent 
countries only 

Sterling area membership 0.56*** 0.52*** 0.56*** 

 0.00 0.00 0.00 

trade intensity w/UK 0.13*** 0.15*** 0.15*** 
 0.00 0.00 0.00 
trade * Sterling area membership -0.08* -0.11** -0.09* 
 0.06 0.01 0.06 
GDP ratio -0.35*** -0.40*** -0.34*** 
 0.00 0.00 0.00 
GDP ratio * Sterling area membership -0.21*** -0.26*** -0.21*** 
 0.00 0.00 0.00 
Controls    
Weighted Distance Yes Yes Yes 
Year Fixed effects Yes Yes Yes 
Colony Yes Yes No 
Adjusted R2 0.815 0.798 0.794 
Observations 411 328 350 





THE STERLING AREA AS A CAPTIVE MARKET  

Capturing the sterling area countries  
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Exit, voice, loyalty: Troubles in the Sterling Area, 1945-1967 

 

The Exiters: Trading diversification of reserves against exchange controls 



The exclusion of Egypt 







The departure of Iraq 





The requested departure of Burma 



The special case of Rhodesia 



Voicing concerns and challenging sterling area membership 



The diversification of India 



The South African exception  



 

For the loyals: a sterling trap  





THE ZOMBIE TWILIGHT 
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GAINS AND LOSSES IN THE LONG LIFE OF THE ZOMBIE  

The sedation of sterling holders 



 

British and US gains: sterling over evaluation and the international monetary 

system 
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APPENDICES 

Appendix 1: Measuring trade intensity 

𝐼𝑖,𝑗 = (
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Appendix 2: Robustness table  

 (1) (2) (3) (4) (5) (6) 
 nominal 

GDP 
Popula-

tion 
exports distanc

e cities 
distance 

sea 
Common 
language 

Sterling area membership 0.76*** 0.77*** 0.72*** 0.76*** 0.77*** 0.79*** 
 0.00 0.00 0.00 0.00 0.00 0.00 
trade intensity w/UK 0.05*** 0.05***  0.05*** 0.05*** 0.06*** 
 0.00 0.01  0.01 0.00 0.01 
trade * Sterling area membership -0.04** -0.04*  -0.04* -0.05** -0.04** 
 0.05 0.05  0.06 0.02 0.03 
GDP 0.00      
 0.36      

GDP * Sterling area membership -0.02***      
 0.00      
population  0.00     
  0.56     
Population * Sterling area 
membership 

 -0.02**     

  0.03     
GDP ratio   0.00 0.03 0.03 0.04 
   0.85 0.39 0.39 0.30 
GDP ratio * Sterling area 
membership 

  -
0.86*** 

-
0.74*** 

-
0.75*** 

-0.72*** 

   0.00 0.00 0.00 0.00 
Export ratio    0.56***    
   0.01    
Export ratio * Sterling area 
membership 

  -0.37*    

   0.10    
distance main cities  0.00  0.00*   
  0.45  0.09   
Common language     0.11  
     0.20  
Distance by sea      0.00 
      0.43 
Controls       
Weighted Distance Yes No Yes No No No 
Year Fixed effects Yes Yes Yes Yes Yes Yes 
Colony Yes Yes Yes Yes Yes Yes 
R2 0.900 0.902 0.892 0.905 0.905 0.901 
Observations 379 419 306 395 395 395 



 


