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Dollar Deficit Again 

BR I T A I N has cried wolf so often in the past that neither another 
Commonwealth Ministers' Conference not even a full-dress debate 

which Mr Winston Church i l l has announced to discuss the "grave 
economic situation " that Bri ta in is facing today w i l l cause much excite
ment. The dollar gap remains; it has come to be accepted and ceased 
to cause serious concern any longer. That does not mean that people 
in Bri tain do not feel the pinch or that sterling area countries have 
ceased to suffer from self-imposed restrictions, though all of them may 
not be equally conscientious or enthusiastic in observing these restric
tions in spirit. The formal termination of Marshal l A i d this month 
could be an occasion both for concern and much heart-searching, had 
it not been that both have been played up, over and over again, for 
many years now. 

The results have been purely negative. The reconstruction and 
development effected wi th Marshall A i d and the strenuous drive for 
exports to the dollar area have helped to keep the dollar gap narrower 
than it would have been; but that is al l , That is poor consolation if 
one looks at the magnitude of the deficit in the case of sterling area, 
for example, on which fresh light has been thrown by Britain's Chan
cellor of the Exchequer which shows how deceptive was the reduction 
in the wi thdrawal from Britain's gold and dollar reserves in the past 
few months. The drain to the EPU countries has not abated and 
jubilat ion at the reduction in the withdrawals from gold reserves in the 
second quarter of the year now appears to be premature, for it was 
in this quartet that American military aid to Britain started f lowing in 
a big way. True enough, the net dollar deficit has also been brought 
down, both in the first and second quarter of the year; it is 
now considerably lower—only a quarter in fact of what it was 
in the fourth quarter of 1951, when it reached an all time high. 
But the cost at which this reduction in deficit has been effected is 
an unpleasant reminder that the basic disequilibrium not only persists 
but has become a good deal worse. The degree of its deterioration 
can be fairly measured by the size of the cut that had to be imposed 
on Britain's dollar imports. 

For a change from the current distressing situation, from monthly 
and quarterly figures of trade and the ever falling dollar reserves, one 
may tu rn one's gaze to more distant horizons. The possibility has often 
been hinted of a further devaluation of sterling or even of the sterling 
being left free to find its own level. A variation on this theme, inge
nuously worked up in quarters which unfortunately command l i t t l e res
pect, was the feeler that U S A and Canada, between them, might put 
up a b ig loan for Br i ta in the banker of the sterling area, not for rehabi
l i ta t ion of the British economy but for stabilizing the sterling system 
'This would make sense in so far as suspected insolvency of the banket 
might threaten w i t h drawals by the depositors and of such veiled threats 
there have been plenty of late, though none of Britain's creditors have 



yet come out openly. It is now 
more than a likely possibility, how
ever, by no means to be dismissed 
l ightly. that in the event of a fur
ther devaluation of sterling, a 
number of Commonwealth coun-
tries may break away from sterling. 
It is difficult to imagine I n d i , 
agreeing to a lower rupee. Austra
lia is another member of the 
Commonwealth which has not 
hidden het inclination for a tie-up 
wi th the dollar and has been as 
unwil l ing to toe the line to ave 
sterling as she has been insistent on 
restoration of multiple convertibi
lity here and now. 

This does not dispose of the pos
sibility that though Bri ta in has 
failed through a concerted export 
drive to attain solvency in her 
dollar payments, given the chance, 
she may vet attain it by other 
means. Of the two ways in which 
Br i ta in can attain such solvency, 
only one has been explored and 
part ial ly worked out. This is the 
restoration of. or working towards, 
the triangular trade which enabled 
Britain to pay her way in the past, 
though even during the inter-war 
years, it had been proving less and 
less effective. The other alterna
tive is to give a chance to Britain's 
inventive genius to find a way out. 
If Bri tain is left free to develop in 
her own wax, without being bother
ed by the necessity of cutt ing down 
exports every six months, perhaps 
she might develop on lines hitherto 
unforeseen, still lying in the realm of 
possibility, of producing things 
which America may not be able to 
produce so wel l , or produce at a l l , 
things like the jet planes, for exam
ple, or new designs in aircraft, con
struction. W i l l Canada and the 
United. States be so philanthropic 
and so farseeing as to give Britain 
this chance? 

W h a t lies ahead of Bri ta in , t r i 
angular trade or no triangular trade, 
is the unpleasant necessity of bring
ing down her standard of l iv ing. 
This is a bitter p i l l for her people 
to swallow, even though it be sweet
ened by an indirect cut in money 
wages and costs through the decep
tion of lowering the value of ster
l ing. To bring down real wages 
and real incomes in an indirect 
way, however, w i l l not be a solu
t ion that is new, nor is it one on 
which the. agreement of the Parlia
ment can be sought in an open 
session. 

Among the long range views which 
are necessarily vague and shadowy 

are those t h a t r e s t o n 'the possibi
l i ty of American buying more, not 
of Brit ish good but of Common
wealth produ T h i s may help 
Bri ta in, in an uncertain future, by 
way of tr iangular ' trade, if certain 
assumptions are fulfilled. The 
major assumption is that the coun
tries which sell more of their pro
ducts to America w i l l continue to 
import , or increase their imports, 
from Britain so that Britain can 
use their dodars to pay for her own 
needs. Apar t from the obstacles 
to a substantial development of 
Common wealth raw material resour
ces set by the inabili ty of Bri tain 
to find the necessary capital for i t , 
the assumption is clearly unrealistic 
in view of the growing tendency of 
the raw material producing coun
tries to turn increasingly to the 
Uni ted States. It is difficult to 
imagine if miners or mine-owners 
in the Commonwealth sell more to 
America, they would continue1 to 
swear by British Standard cars and 
curb their desire to go in for 
Packards and Buicks in order to 
help Britain. One can easily deve
lop the idea both in terms of the 
changing pattern of consumption 
and of the range, variety and skills 
needed for capital development. 

It would not be frui t ful , there-
lore, to speculate about the solu
tions that Pailiament may have to 
discuss. The gravity of the eco
nomic situation that faces Bri tain 
w i l l not be denied. Neither the 
fact need be stressed that it is 
American mil i tary aid which w i l l 
remain the main solvent for the 

next phase as Marshal l A i d had 
been for an earlier one. The prob
lem that Br i ta in , therefore, faces is 
one of squaring the circle and get
t ing as much mil i tary aid from US 
as possible, while slowing down 
armament programme as much as 
is necessary, to maintain her preca
rious balance of dollar payments. 

I t cannot be that Mr Churchi l l 
is going to sing the swan song of 
Marshal l A i d or make a song 
and dance about the commence
ment of US M i l i t a r y A i d . His 
sense for the dramatic and the 
spectaculat, his eve for the main 
chance are as sure and unerring as 
his blindness for things economic is 
patent and indisputable. What w i l l 
a full-dress debate achieve in 
these circumstances? Of course, 
the position w i l l be presented so 
the British public, unless Churchill 's 
genius for political strategy has 
failed h im altogether, to whip up a 
sense of urgency, the edge of which 
has been somewhat blunted in the 
last few months, after dollar and 
gold losses ceased to be sensational. 
If peace is restored in Korea, the 
dollar earnings of sterling countries 
may again take a sharply down 
trend. That would be an opportune 
moment for presenting a programme 
for more drastic cuts, as also per
haps for screwing up the bank rate, 
or some such conventional nostrums 
that continue to be prescribed and 
accepted, even though faith in their 
efficacy grows less and less. The 
Tory Government have not shown 

sufficient imagination for us to 
expect any better. 
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