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You remember our troubles in 1947, 1949, and 1951—the economic crises. I watched 
them all from abroad. Of one thing I have no doubt: the influence of Britain in the 
counsels of the nations rose and fell with the strength or weakness of the economy. If 
one could have drawn a graph of Britain’s prestige since the Second World War, it 
would have shown a deep dip in each year of crisis. If these crises had gone on, one 
every two years, we should soon have found that our friends were ceasing to regard 
Britain as a Great Power.  
 
So far in these lectures I have been dealing with the changed context of Britain’s 
political relationships and her need to be effective in them. Now I want to take a look 
at our economic affairs, particularly our dealings with .other countries. I do not really 
think of this as a separate discussion. It is more like the other side of the same penny. 
When I was a child, before the First World War, there was no problem. The Foreign 
Office could take the wealth and power of Britain for granted. Today it is different.  
 

 

Getting the Context Right  

Moreover it is the context in which we think out economic policies for Britain that 
makes all the difference. It is easy in this changed world to get the context wrong and 
make mistakes. I speak with some assurance on this point because eight years ago I 
made a mistake for precisely this reason. I was composing another set of lectures and 
drew on my experience at the Ministry of Supply during and just after the war. 
Perhaps because of the limitations of this experience, I discussed the economic 
difficulties of Britain in isolation from her enduring associations. This led me to 
suppose it inevitable that restrictions on our imports and exports would go on for 
years. Now, when I look back, on what I said, I conclude that foreign travel has 
broadened my mind. I have learned that we cannot secure the future for Britain which 
we expect, if we accept the inevitability of restrictions on our trade overseas. That is 
the way to Little England, not to our continuing as a Great Power.  
 
In essentials the right economic context is the same as the political with its three great 
dimensions. When we realise this, the phrases we hear. so often that we get bored by 
them take on new life. The future of the Sterling Area, the dollar shortage, these name 
great issues in the real context of our economic affairs. We, as a nation, have to take 
positions on them.  
 
For the United Kingdom sustains a great role in the world with less to sustain her than 
any other Great Power. This is the force of what we are told so frequently. Even today 
we grow only a little more than half our food. We have few raw materials. If we had 
only our natural resources we could neither work nor live, let alone maintain the 
standards of the Welfare State: still less could we support the commitments of a Great 
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Power. We have to live, therefore, by the exchanges of foreign trade. To others, 
perhaps, imports and exports are just a desirable margin in the business of getting a 
living; to us they are the means of life. In the City of Bristol there is a society with a 
great history, the Society of Merchant Venturers. That is what the people of Britain 
are.  
 
I do not think we always remember this. In recent years a great deal of our interest has 
been claimed by domestic problems, the redistribution of wealth and insurance against 
the changes and chances of life. These are problems of distributive justice. They are 
very important. But when we divide the national resources according to the set of 
views which prevails, when we distribute claims on future resources, our actions do 
not directly add anything at all to our wealth or give any guarantee that there will be 
something to distribute in ‘the future. All the social services, which count for so much 
in the life of the community) cannot insure or protect us in any way from the risks of a 
trader’s life. All traders or merchant venturers must cast up their balance at intervals 
to know where they are. I wonder how many of you look at the figures of the gold and 
dollar reserves which are published every month in the newspapers. They record the 
progress of the balance of payments. But what they record is not Britain’s balance of 
payments: it is the Sterling Area’s. Of that area, Britain is only a part, though a very 
important one.  
 
This is a paradox, a paradox which illustrates my thesis. It means that the outcome of 
the transactions of the whole Sterling Area with the rest of the world is so important 
to Britain that the Treasury gives us the resulting figures month by month. The unit of 
thought in terms of which we are invited to consider the external economic affairs of 
Britain is not Britain by herself but Britain-in-the-Sterling-Area. You know why this 
is so. It is because our money, the pound sterling, is so much more than Britain’s 
domestic currency. It is the money in which the other countries of the Commonwealth 
and the British Colonies conduct their foreign trade and keep their reserves. This 
needs an exception and an addition. Canada is outside the Sterling Area and Eire is a 
member of it. Otherwise the Sterling Area is, by and large, the reflection of the British 
Commonwealth in economic affairs.  
 
In world trade, on the whole, goods pay for goods. But trade never balances exactly. 
There are differences to be settled. When the difference in their trade with the rest of 
the world is against them, the countries .of the Sterling Area generally have to settle 
in cash— gold or dollars. Again, when they earn a surplus from other countries, they 
bank the proceeds, in the end gold or dollars, with us against payment in sterling. This 
is the pooling system of the Sterling Area. There is only one large reserve of gold and 
dollars. It is kept by the Bank of England and is the reserve not only for Britain but 
for all the other members of the area. This is why the monthly figures are so important 
for Britain. Obviously we can get into difficulties not only when we have a deficit on 
our own balance of payments but when the other members of the area have deficits on 
theirs. The same reserves in the Bank of England take the strain. For us to act as 
central banker to the Sterling Area can add to the risks we run.  
 
I have heard it argued that it would be best for Britain if the Sterling Area came to an 
end and the pound sterling ceased to be a great international currency. Then we 
should be less exposed to misfortunes whose origin and course we cannot control. I 
disagree with this view. The basic condition of the continuing greatness of Britain is a 
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vigorous Commonwealth. Our first interest is to support it and not to take away its 
supports. The Sterling Area is the economic aspect of political association. Take it 
away and’ the association would be the less. And the exceptional position of Canada 
does not alter this truth. One of the strong links between the nations of the 
Commonwealth ‘is that, by and large, the movement of goods and money has not 
been restricted in a world full of such restrictions.  
 

 

Need for Markets Overseas  

This is a political argument. There are economic reasons as well. If we are to maintain 
the style of living to which we are accustomed, if we are to play the part in the world 
which we assume, we need great markets overseas. But the Sterling Area is a great 
market for us, and it is a natural market, for the other members have economies still in 
many ways complementary to our own. We send nearly half of all our exports to it. 
To keep this market we have to be right on the price and quality of the goods we 
offer. But we start with advantages. For example, there is an obvious advantage in the 
close business relations which have been built up over generations. There is an 
advantage in the absence of difficulties about payment and exchange variations. And 
there is a very real advantage in the easy movement of capital because in fact trade 
follows loans. When all is said, our highly industrialised island is only one half of a 
reality. We are geared to produce so many more manufactures than we can consume. 
We become whole, we are a living reality, only in relation to the markets we supply. 
Here in the Sterling Area is a great market already largely ours. It is the first context 
of our economic life and power.  
 
I know that I have not quite answered the argument about those additional risks. What 
about the risks of Britain as central banker to the area? They are real. But they can be 
increased or diminished by the policies we pursue, we are, in fact, engaged in 
diminishing them. This has been a principal aim of the recent Commonwealth 
Economic Conferences, and, to judge by the last two years, a successful one. But the 
main point is this. I am sure that if the Sterling Area had not existed since the war, our 
Commonwealth partners would have bought much less from us. Our trade would have 
contracted. But what we need is expansion of exports. So I come back to the paradox 
of the monthly figures of the reserves. Like all good paradoxes, it rests on sheer 
common sense. It points up the fact that Britain by herself is an economic abstraction 
or a starving reality.  
 
 
Importance of Dollars  

I want to draw attention to another feature of these same figures. The movements of 
the reserves are stated in dollars. Each month the Treasury tells us how many millions 
of dollars the Sterling Area has gained or lost. Why dollars? The answer is that the 
central reserves in the Bank of England consist of gold and dollars. Gold is acceptable 
across the exchanges anywhere in the world. The dollar is the only international 
currency which is freely convertible with gold and equally acceptable. That is why the 
monthly figures are given in dollars. They are good anywhere. Since the war, Britain 
and the Sterling Area have been short of dollars, at times critically short. And we have 
not been alone in this. Nearly every country in the world has had the same troubles. 
Other troubles, we are told, when shared are halved. The troubles of dollar shortage 
shared are doubled.  
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In all this, of course, I am over-simplifying. The Dollar Area is wider than the United 
States. For instance, there is Canada. But all the same it is not wrong to treat the dollar 
shortage as first and foremost a problem of economic relations with the United States. 
Here is our central economic problem, how to live in the same world with the United 
States and at the same time win a prosperous and stable livelihood from it. Just as I 
believe that the future of the Commonwealth and our political relations with the 
United States are not separate issues but essentially interdependent, so I am sure that 
the long-term future of the Sterling Area depends on- how we handle the problems of 
dollar shortage with the United States.  
 
Let me explain what I mean. When I feel depressed about the future of the British 
economy, which does not often happen, the same picture always comes into my mind. 
I seem to see a new pattern of the flow of international trade. It by-passes us, leaving 
Britain in a backwater. I mention this picture, not because it portrays the future, but 
because it is an extravagant exaggeration of one trend in the world economy. This 
trend goes back a long way, perhaps to the middle of the nineteenth century. It was 
about then that some of the colonial areas of the world began to develop their own 
industries, faster and faster as the decades passed, with two world wars each 
providing an extra stimulus.  
 
This has meant that the old text-book pattern of complementary trade between the 
colonial producer of raw materials and foodstuffs and the industrialised mother 
country has kept on altering. In most cases the old pattern is still there, interlaced with 
competition between the growing industries of the younger countries and the 
established industries of the old. But the leading instance and the extreme case of the 
trend is the United States. It began as a typical colonial economy; now it is by far the 
greatest industrial power in the world. It has the kind of self-sufficiency one would 
expect of a continent. There is a great wealth of natural resources, a large population 
fast growing, about 3,000,000 a year, and consequently a gigantic domestic market, 
constantly expanding. And then there is the high and increasing productivity of 
American industry.  
 
Change of phase in this giant economy can have startling effects on the world outside. 
For example, the outbreak of war in Korea led the Americans to embark on a major 
rearmament programme. We did the same. But the scale of the American effort was 
so great that their demand for imported raw materials and the pace at which they 
bought sent world prices rocketing upwards. This was the chief cause of one of our 
crises, the crisis of 1951. Though the Americans produced most of the raw materials 
they needed at home, they still imported more than anyone else and were the 
dominant influence on world prices. Besides, they are great exporters of 
manufactures. In my belief, even after allowing for the competition of western 
Germany, our great competitor is the United States. Here is the full realisation of the 
trend: and here is the germ of truth in my imaginings. This is why the central problem 
of Britain in economic affairs is to live in the same world with the Americans.  
 
How should we handle this problem? A nation of traders, which are the best risks for 
us? Must we accept shortage of dollars as permanent, or should we set ourselves to 
overcome it? Some people think we should just be negative. We should decide in 
principle not to aim at the free movement of trade and payments. Since the war we 
have had to discriminate against dollar trade. The reasons which have made this 
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necessary will not alter. They lie in the sheer size and power of the American 
economy. We cannot live with it. In fact, the argument runs, the system which has 
come about is the right one. There is a Sterling Area and a Dollar Area. Within each, 
trade and payments move freely. The two- worlds can coexist if trade between them is 
carefully controlled. But we must never allow ourselves to- be exposed to American 
competition without protection. And further they say: look at the high productivity of 
the American economy. The relation between American productivity and our own is 
not static but dynamic: it changes to our disadvantage.  
 
I doubt it. I doubt whether the adjustments we have to make to keep the advantages of 
our mutual trade need be so painful. And in any case, surely Britain has steadily 
become more able, not less able, to compete with the United States as the years have 
gone by since the war. I think too of the results Sir Donald MacDougall obtained 
when he looked into the evidence for the faster rate of growth of American 
productivity. He says that while total output per man-hour probably does increase 
faster in the United States than elsewhere, the difference may not be nearly as great as 
is sometimes supposed. This sounds to me like a difficulty we can deal with rather 
than an insuperable obstacle.  
 
We must have economic aims which do not conflict with our political objectives, even 
frustrate them. And that is exactly what a policy based on the permanence of the 
dollar gap would do. It would prevent an effective partnership with the United States. 
You cannot in the long run maintain close political co-operation if you are all the 
while fighting a series of disengaging manoeuvres on the economic front with 
discriminatory controls.  
 
 
Reconciling Political and Economic Aims  

It has been one thing to do this as a temporary measure while the British economy is 
getting back its strength. It would be another to change the aim of British policy. This 
is what would be involved. For the policy of the British Government in the post-war 
period has been to relax controls over e movement of trade and payments as fast as 
was reasonably safe until the pound could again, look the dollar full in the face. To 
reverse this policy must bring our political and economic aims into collision. Again, it 
would loosen the ties of the Commonwealth. Look at Canada. If we decided 
permanently to discriminate against dollar trade, she would be on the wrong side of 
the fence. One thing reacts on another, and I am sure it would make Canada’s position 
in the Commonwealth4 progressively more uncomfortable. And what about South 
Africa, the gold producer, already a rather half-and-half member of the Sterling Area? 
What would Australia do, faced with the permanent prospect of discrimination against 
the United States and Canada—Australia, already conscious of danger in the Pacific, 
and her need to draw closer to the United States?  
 
I go further. If our political associations were weakened in this way, our whole 
economic prospect would be impaired. There would be a diminished desire to trade 
with Britain and a tendency to drive harder bargains. We should move closer to the 
picture I see in rare moments of depression, the picture of Britain in a backwater. For 
our external relations, political and economic, are one whole.  
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Perhaps you may feel that I am making rather heavy weather about all this. Think of 
what has been done in the last two or three years to reduce discrimination against the 
dollar and make trade and payments freer. Think, too, of the increase in the central 
reserves over the period. Why go on arguing, you may say? We are almost there. We 
have made great progress, certainly. And I agree about the increase in the reserves. 
But there are still some stages of the journey to travel.  
 
Our reserves, while much better, are still not very big—about $3,000,000,000. The 
1951 crisis cost us over $2,000,000,000 before we could stop the flow. We had a good 
year in 1953, Britain and the Sterling Area. We added nearly $700,000,000 to the 
central reserves. But of these -$500,000,000 were special receipts by Britain—
defence aid, money spent here by Canadian and American troops, and the like. In the 
rest of the Sterling Area the good surplus earned by the Colonies hid a deficit of 
nearly $100,000,000 from the other member countries. Certainly it was a good year, 
but there were some weaknesses as well as strength. Besides, the dollar shortage is not 
over in the rest of the world. It has been masked in various ways, but there is still an 
underlying dollar gap of some billions. This is important, for if we and the Sterling 
Area stopped discriminating against the dollar, we might find that other countries, for 
example in Western Europe, might prefer to use the sterling they earned to buy dollars 
from us rather than British goods. The fact that they were still hungry for dollars 
would increase the pressure on us.  
 
When the Chancellor of the Exchequer was in Washington last September he 
described British policy as ‘a collective approach to freer trade and payments’. This 
reminded me of something I learned in the war. I learned that the greatest problems 
were most successfully met by doing something of everything that helped towards a 
solution rather than by exclusive reliance on one or two remedies. The Americans can 
help us. The dollar shortage is not, all of our making: they have contributed to it 
themselves. They still do not behave as one might reasonably expect of the world’s 
greatest -creditor nation. ‘If you want us to reduce discrimination’, the Chancellor of 
the Exchequer said to them, ‘the answer is to reduce it yourselves’. Indeed, we want 
help from all our friends. But in the last resort what we do is decisive. Our friends will 
be helpful if they believe in us and our policies. The root of the matter is in us.  
 
In a way, the British economy is like a watch. If its performance is to be satisfactory, 
the hair spring and the mainspring must both be in order, the regulator, and the prime 
mover. If the hairspring is not, breakfast may be signalled at tea-time and utter 
confusion prevail. But if the mainspring is not working, there is nothing even to go 
wrong. In the British economy the hairspring consists of those regulatory devices, 
fiscal and monetary measures, which help to keep the economy in trim and free from 
the disturbances of inflation. They can do a great deal, and to our great benefit, 
provided they are not asked to do too much. They cannot substitute for the mainspring 
of the economy.  
 
What is this? It is our power to produce, to be flexible and efficient in production. If 
all this is strong, the economy moves forward and gains in strength. The strength, it is 
true, can be dissipated if we do not regulate ourselves wisely. If we give way to 
inflation, as we have known only too well since the war, costs go up, we become less 
competitive, we consume too much at home. But our life and strength as a nation of 
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traders, earning a living overseas, turns on our power to produce and our efficiency at 
the job.  
 
In the end we face a moral issue. Everything turns on what we are willing to do. 
Remember this about the future we assume for Britain. A wise foreign policy will 
improve our prospects: lack of statesmanship could ruin them. But our prospects 
ultimately depend on the performance of the economy. There lie the means of 
greatness.   
 
 


