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tetween Budgets -- such changes have occurred in recent years
-~ and they might sometimes be made without calling in question
more tlian one a year either deparimental expenditures or the
equitable distribubtion of taxation. Professor Meade has
directed attention to the possibility of more frequent vari-
ations of national insurance contributions. The more flexible -
the fiscal weapon can be made, ?he less will it be necessary

to rely on monetary reasures."3

The budpet and the current account

Although the budget should greatly increase the British
authority's manouverability and control over demand in the domestic -
economy, thc direct effects of the budget on the country's external posi-
tion will also be of prime importance., The sharp increase in the deficit
in the trade balance in 1960 was highly unsatisfactory. While exports
increased by 6 per cent over the year, imports rose sharply by 1L per
cent., The quarterly averages of seasonally adjusted monthly trade
figures are as follows (in millions of pounds):

Trade

Imports Exports balance

1960 - 1lst quarter 369 315 - 5l
Z¢nd quarter 375 306 - 69

3rd quarter 385 303 - 82

Lth quarter 390 307 - 83

1961 - 1st quarter 38 320 - 65
Lpril ' 35 318 - 36

Hay 367 290 - 17

Imports -- The extent to which the increased control over demand,
afforded by the budget, can halt the rapid rise in imports will be
primarily a matter of how much home demand contributed to the rise in
imports through the phenomenal increase in inventories of imported
goods which began late in 1959, Stocks of imported goods (at 195L prices)
increased by £10L million in 1960 compared with a rise of £15.5 million
in 1959 (wholly in the fourth quarter) and a decline of £3.5 million
in 1958, Certainly this factor was of importance in 1960,

However, imports have also reflected the structural problem
of the competitiveness of British goods in the domestic market compared
with substitutes from abroad. The competitiveness of British goods in
the domestic economy has declined since 195L. Since that date, imports
have grown out of all proportion to the expansion in gross national
production, This rise in imports has not been particularly associated

3/ Report of the Committee on the Working of the lonetary System,
HthSoOc, Cmd., 827’ August 19590
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with those categories of imports that have been liberalizedwﬂ/ A
slowing down of domestic expansion would to some extent reduce the demand
for imports of raw materials and semifinished goods., But the larger
part of the rise in recent years has consisted of manufactured goods
competing with home products; it would take more than a moderate de-
flation of purchasing power to produce a large saving on these. Thus,
while that part of any future rise in imports comnected with the growth
of inventories may be more effectively curtailed by the restraints on
domestic demand that the new budget affords the authorities, the basic
uncerlying weakness in the competitive strength of British manufactured
goods in their home market will receive little direct aid from these
measures,

Exports -~ As in the case of imports, the extent of help offered
by the budget to exports does not seem to be substantial, The failure
of British exports to rise in 1960 in relation to British imports and
to the increases in exports of other industrialized countries was merely
a continuation of earlier trends., In the ten years since 1950, British
exports in volume terms increased by 22 per cent but those of her
major competitors increased very much more.

- Volume of Exports
(1953 = 100)

Change:

1950 1955 1960 1950-1960
United Kingdom 106 112 128 + 22
United States 92 117 149 + 57
Germany 58 142 256 + 198
Japan 78 7L 325 + 2u7

Source: International Financial Statistics.

This relatively small increase in exports has reduced Britain's share of
world export markets for manufactures by 4O per cent between 1950 and 1960.
The following figures indicate the performance of the United Kingdom as
compared with those of her principal competitors (as a per cent of

total value of world exports):

Change:

1950 1955 1960 1950-1960
United Kingdom 25.5 19.6 16.3 - 9,2
United States 273 24,5 22.1 - 5.2
Germany 7¢3 15.4 18.8 + 11,5
Japan 3.k 5.1 6.7 + 343

Source: Economic Review, Table 21,

L/ S. 3. Wells, "International Finance," London and Cambridge Economic
Bulletin, December 1960, | |
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The budget measures would directly aid exports if there were
evidence that the excess level of domestic demand tended to reduce the
level of goods for export. However, the industries that have had most
success in export markets in recent years have been those that have also
enjoyed rising sales at home. In addition, a recent study by the National
Institute for Economic and 3ocial Research indicates that the major decline
in the share of British exports of manufactured goods in world markets,
over the past few years has been due to a fall off in COMthitiVGnSSSvg/

How exports will be boosted by abolishing surtax on earned
incores below £5,000 is unpredictable, According to a recent study for
the Joint Economic Committee of the Congress, S

" «+s neither in Great Dritain nor in the United States is
there any convincing evidence that current high levels of
taxation are seriously interfering with work incentives. There
are, in fact ... a number of good reasens for believing that
considerably higher taxes could be sustained yithout injury

to worker motivation should the need arise."é

Total current account balance -- The adverse effects of exports
and imports on the current account balance in 1960 were reinforced by
the decline in invisible earnings on both private account -- principally
from shipping and petroleum -~ and public account -- from the increase
in net payments for defense cxpenditure overseas. The total net proceeds
from invisibles amounted to only £22 million in 1960 compared with
£120 million in 1959 and £229 million in 1958. This small surplus com-
bined with the deficit on visible trade of £366 million created a current
account deficit of £3LhL million -- the worst deficit since 1951. The
deterioration in 1960 is in marked contrast with the favorable outturn
in 1958, as is seen in the following table (in millions of pounds):

1958 1959 19€0

Visible trade balance + 62 - 69 - 366
Invisible balance + 229 + 120 + 22
Current balance + 291 + 51 - 3Lk

Concluding remarks

The British budget for 1961-62 was designed to cope with domestic
inflationary pressures and with the foreign trade deficit. On both of
these fronts, however, there is some question about the effectiveness of

5/ R. L. Major, “World Trade in Manufactures," Economic Review, July 1960,

8/ G. R. Break, "The Effects of Taxation on Work Imcentives" in Federal
Tax Policy for Economic Growth and Stability, Joint Committee on Economic
Report, G.P.0., 1955, page 199,
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the budget in the light of Britain's present difficult economic -
position.

On the domestic side, demand pressures are mounting. Tightness
in the labor market and tendencies for price increases in important
industrial materials and in the cost of living are symptoms of the
growth in internal demand.

Externally, Britain's economic position bhas deteriorated
rapidly since the budget was presented to Parliament on fpril 17. Recent
declines in sterling exchange rates and in the price of government
securities in the gilt-edged market reflect a general uneasiness in world
foreign excharge markets about the par value of the pound. These adverse
developments in the foreign exchange and gilt-edged markets are in
response to unfavorable trade returns, and in particular the L4-1/2 per
cent decline in seasonally adjusted exports from March to May (1961)
below shipments in the preceding three months. This reversal of what had
looked like an imprevement in exports is unquestionably the most disturbing
aspect of Britain's current position.

The extent to which the anti-inflationary budget can directly
assist the current account depends wholly on the effects of home demand
on the volume of exports and imports. These effects seem to have been
generally small in recent years and, at most, only of minor importance.,
The major cause of the increase in British imports and the decline in her
exports and net earnings from invisible transactions is actually a com-
plex range of questions such as salesmanship, quality, delivery dates,
repair services and, in some cases, price., These problems have impaired
the competitiveness of British goods, Britain's long-term trade problems -
(a) increasing imports, due to declining competitiveness of British goods
in the home market, (b) exports of manufactured goods failing to hold
their share in world export narkets and (c) a sharply declining level
of invisible exports -- can not be adequately resolved merely by further
efforts at controlling domestic demand.

Because Britain's current economic difficulties are deep-rooted,
they cannot be expected to be corrected by means of a few fiscal measures.
It is evident that the Chancellor of the Exchequer did not expect, when
he introduced the budget, that he would so soon find the pound under
such selling pressures as now are evident in world foreign exchange markets,
That he will find it necessary to call into effect one of the economic
regulators is commonly expected in Britain's financial wress; in fact,
the main point under discussion has not been whether the reasures are
needed but the fact that neither of these can be put into effect until
sometime in July when the Finance Bill becomes effective, The authorities
may decide that restrictive measures may be required before July. These
measures, and the budget as well, can only be considered as short-term
defenses against a long-term problem of deterioration in the current account
and can be thought of only as interim steps while far-reaching structural
changes are inaugurated to improve the competitiveness of the British
economy in the present world situation,





