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THE DOLLAR DEFICIT 

IT has now become almost part of 
the British t radi t ion to anticipate 

and witness an ever continuing de
terioration in the country's balance 
of payments and economic posi
tion. Ever since the war, w i t h the 
memorable exception of 1950, perio
dic crisis situations have become the 
order of the day, and now, when in 
passing conversation wi th an Eng
lishman, one enters upon the sub
ject of the financial stresses of the 
country, even the least economic-
minded wi l l be alarmed at the 
apathy and seemingly complacent 
attitude on this question. " We 
have been through it in 1947 " is 
the qu i rk reminder and one gets the 
impression that the prevailing j ingo
ism of " we British have done it in 
the past and we can do it again " 
sounds somewhat hollow, lacking in 
that vigour and expansiveness which 
characterised the British in the past. 
Whilst it is true that the news
papers may be taking an advantage 
of this situation in view of the im
pending general election, it is 
equally true that the extent of the 
crisis now reported has made them 
to realise the dire straits in which 
the country finds itself. 

For the first time in two years has 
a dollar deficit been incurred. 
Mr Gaitskell announced in an ad
dress to the merchants and bankers 
of the City of London at Mansion 
House, that the central dollar re
serves of the sterling area fell dur
ing the th i rd quarter of 1951 by 
$598 mi l l ion to $;3,269 mi l l ion or 
by about 17 per cent, and that the 
dollar deficit in the quarter had 
reached the phenomenal figure of 
$638 mi l l ion . The nature and ex
tent of" deficit is immediately seen 
from the quarterly deficit or sur
plus over the past three years: 

M i l l i o n Dollars 
1949 1950 1951 

I -33° + 40 + 3 6 0 
I I -632 +180 -64 

IIl - 539 + 1 8 7 -638 
IV - 31 +398 

It was immediately inferred that 
this rapid decline was due to sea
sonal or temporary factors, and the 
Chancellor maintained that had 
these factors not been present, the 
deficit would have been less by half. 
The mjtigating circumstances to 
which reference, was made, was the 
quarterly repayment of $106 mi l l ion 
to the E P U and the rumours of 

a further sterling devaluation lead
ing to capital movements unfavour
able to sterling. Further, the loss 
of Persian oil is costing about $75 
mi l l ion a quarter and imports were 
unusually high, both for commercial 
and strategic stockpiling. 

The remainder, of the order of 
something like $300 mi l l ion , must 
be taken as the likely deficit for the 
fourth quarter. The loss from Per
sian oil and the expenditure on 
strategic stockpiling must be added 
back. There is further the capital 
and interest payments on the Ame
rican and Canadian loans, in the 
region of $80 mi l l ion , due at the 
end of this year. In this situation 
there is a distinct possibility that by 
the end of the year the gold and 
dollar reserves now standing at 
$3,269 mil l ion w i l l be below $3,000. 
that is, the fall w i l l be at the rate 
of about $1,000 mil l ion a year. 

What matters now is. how to meet 
the situation. The downward trend 
of the reserves must be reversed. 
This means a drastic cut in imports 
from the dollar area together w i th 
an increase in exports of all kinds, 
but especially to the sterling area, 
since the dollars earned by the rest, 
of the sterling area are bought bv 
the United K ingdom wi th sterling 
exports. In its turn, this most ob
viously means a cut in the standard 
of l iving of the British people, but , 
this is surely not the fundamental 
basis on which a remedy can be 
found. On reflection, it w i l l he 
realised that there have already 
been severe cuts in the standard of 
l iving of the people and that the 
" belt " is as tight as peacetime cir
cumstances would allow. If the end 
of all economic activity is consump
tion and a better standard of life, 
then most surely the remedies sug
gested by the Chancellor which in 
volve increased inroads on the l iv
ing conditions of the people art-
based on fallacious reasoning un
less the Government and the sterling 
circles have intentions other than 
those towards which the labours of 
the nation are supposed to be direct
ed. If the basic reason is rearma
ment, then surely the only solution 
is that of placing the country's eco
nomic activity on a strict war-time 
footing, involving as it w i l l , the 
control of consumption and of the 
flow of resources into prescribed 
channels of activity. Under the 

present circumstances there is no 
middle, course. The absence of idle 
resources and unemployment pr ior 
to the introduction of a rearmament 
programme, cannot but bring in to 
existence all the evils of inflation, 
instability and crisis. 

Mr Gaitskell hopes to convene a 
conference of sterling area Finance 
Ministers at the end of the year to 
obtain their co-operation to mitigate 
the serious situation created by this 
chronic disequilibrium in the ster
ling area's external economic, posi
tion. It is presumed that whether 
the Conservative or Labour win the 
election, the conference w i l l take 
place. The tenor of the Chancel
lor's remarks was to suggest that 
there would be time enough to con
sider United Kingdom policy as 
part of the sterling area policy as 
a whole. What are the prospects 
of such a conference? As the 
situation stands, it is uncertain how 
much can be achieved merely by 
administrative curtailment of dollar 
imports into the sterling area coun
tries. The scope for such curtai l 
ment may not appear to some of the 
Ministers concerned to be great. 
The other Commonwealth countries, 
which unlike this country, have no 
dollar deficit, may be reluctant to 
cut their dollar purchases much un
less they can be assured of increased 
or at any rate undiminished deli
veries from this country. Ul t imate
ly it is the duty of each country to 
ensure its own balance on external 
account. 

On the question of invoking the 
waiver clause relating to the inte
rest payment on the American and 
Canadian loan, the Chancellor said 
that a decision can only be made 
alter the elections. Thus he infer
red that unt i l then no change in 
domestic or external economic policy 
can be expected. To all intents and 
purposes this means no action unt i l 
the new year. Maybe by then it 
w i l l be known whether any assist
ance wi l l be forthcoming from the 
sharing of the economic burdens of 
rearmament winch is being studied 
by the North Atlantic Treaty Orga
nisation. So far neither Party has 
presented the problem starkly to the 
nation and it stands to the discredit 
of Mr Gaitskell that his Party which 
is more in the know of the crisis has 
not given consideration to the prob
lem in a public manner. To harp, 
as the Labour leaders do wi thout 
fail , on the indices of production 
and the rate of exports, however 
much the latter may have risen, 
does not bring nearer, one bit, the 
solution to the immediate problem. 

989 

T H E E C O N O M I C W E E K L Y 


