BRITAIN’S BALANCE OF PAYMENTS PROBLEM:

WHY WE NO LONGER WORRY EVEN WITH

A DEFICIT THAT IS BIGGER THAN EVER

From the 1940s to the 1970s Britain’s balance of payments problem dominated economic news year after year. But in the last two decades, the problem has been relegated to, at best, the financial pages. Strangely, this downgrading of the problem in public debate has coincided with far worse balance of payments figures!

Whereas in the 1950s and 1960s, Britain normally ran a current account surplus, since then the position has normally been one of deficit – and by 2006, the deficit was the largest ever (even bigger than in the crisis years of the mid-1970s). How is this paradox to be explained?

New research by Jim Tomlinson shows that a large part of the explanation is that in the earlier period Britain was pursuing the aim of having a very large current account surplus in order to finance very high levels of foreign investment and very high levels of military and other government spending overseas.

These aims were not only very ambitious, but were difficult to ‘sell’ to the public. In consequence, the government message, which shaped public debate, was that Britain had a competitiveness problem and that we were failing in the balance of payments because of ‘inefficiency’.

But this message fitted poorly with the surplus on manufacturing trade, which was substantial, and much larger than in 1938 relative to GDP. It is true that private sector services were weaker than before the war, but relative to GDP recovered by the late 1960s. Overall, Britain’s trade showed a great ability to restructure itself in terms of both commodities and markets, offsetting the huge damage from the war.

The related reason for the misperception of the nature of the balance of payments problem was that tales of lack of competitiveness and inefficiency fitted in with the narrative of ‘economic decline’, which from the late 1950s increasingly dominated debate about the British economy.

But recent historical work is increasingly challenging this ‘declinist’ narrative, and alongside that challenge the tale of post-war balance of payments ‘failure’ needs to be seriously re-assessed. The objectives set for the balance of payments by governments may not have been achieved, but this tells us much more about the policies of post-war governments than about the intrinsic state of the British economy.

The broader point is that the economic ‘problems’ with which we all feel familiar (inflation, unemployment, growth, balance of payments etc.) always need to be seen as the product of highly specific historical circumstances. Their meaning, far from being self-evident, is only recoverable if we burrow deeply into those circumstances. They are also problems that can come and go as the context shifts.
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