The national competitiveness/firm competitiveness debate in Britain in the 1960s

Neil Rollings, University of Glasgow

Today various league tables of national competitiveness exist and they play an important role in perceptions of the nature of a nation’s economy. However, Paul Krugman has famously cautioned against this ‘dangerous obsession’ of viewing nations like big competing corporations (Krugman, 1994). 

However, historians know that concerns with national competitiveness are not new. For example, Tomlinson has shown how in Britain in the 1950s it was related to the growing perception of Britain’s relative economic decline. At that time, export competitiveness was one of the key indicators used. Allied to persistent balance of payments crises this perception led government policy from 1945 onwards to focus on the need to increase exports. By the 1960s a third element had strengthened even further the focus on export performance. Nicholas Kaldor became an economic adviser to the 1964-70 Labour government and with that began to stress ideas of export-led growth as a way of improving Britain’s economic performance. Unsurprisingly, this emphasis on exports was a having a significant impact on a host of economic policies. In particular, US FDI into Britain was encouraged but there was a strong belief that UK FDI was excessive and that domestic investment needed to be increased. Government economic departments made clear their preference for firms to export rather than to create or acquire a foreign subsidiary and tightened exchange control to encourage this. It has been common to consider such measures as being solely about rectifying the balance of payments but, while this was a key consideration, this outlook was also underpinned by concerns about national economic performance and competitiveness.

In contrast, British firms by the 1960s were developing a very different view of the world. US FDI into Britain (and elsewhere in Europe) was increasingly appreciated to be part of a trend towards the internationalisation of production and the growth of multinational firms. For British firms to be competitive it was imperative for them to embrace these developments by internationalising themselves, particularly in the growing markets of the US and Western Europe. For such firms exporting was only one of a range of strategies available where many preferred to invest overseas. Accordingly, the constraints on such direct investment, such as exchange control, became the focus of business criticism and discontent: in the eyes of business, firm competitiveness, and thus national competitiveness, was being held back by these constraints on entering or expanding in these markets. By the late 1960s the Foreign Office had come to endorse this view, railing against the ‘antediluvian’ focus on exports in the government economic departments.

By setting out the development of these two positions, this paper illustrates how the internationalisation of production in the 1960s raised important issues about approaches to national competitiveness and challenged national governments, in this case in Britain, to adapt to this new environment. This tension highlighted different perceptions of competitiveness and ultimately different preferred solutions. Secondly, in relation to this, it shows that the combination of short-term balance of payments concerns and the role of export performance in perceptions of national competitiveness led to an export fetish in government with unintended detrimental consequences for the performance and competitiveness of British firms. 

