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In commenting about  
the risks to the UK 
economy of leaving the 

EU, Mark Carney, governor  
of the Bank of England, 
recently warned that Britain 
was increasingly reliant on “the 
kindness of strangers”. What 
he meant was that funding  
the UK’s burgeoning current 
account deficit relies crucially 
on continued inflows of 
foreign capital.

If there was a sudden loss 
of foreign confidence in 
the integrity of the British 
economy, caused perhaps 
by a vote to leave in the 
coming referendum, then 
these inflows might slow, 
causing a fully blown balance 
of payments crisis, a sharp 
devaluation in the pound and 
a destructive rise in interest 
rates. As if to highlight his 
concerns, Britain’s current 
account deficit swelled to 
a jaw-dropping 7% of GDP 
in the final quarter of last 
year, by far the highest in the 
developed world and a post-
war record for Britain. If this 
was just a one-off, it wouldn’t 
matter very much, but the UK 
has been in deficit for much  
of the past 30 years, and far 
from improving, the position 
now seems to be deteriorating 
even further. 

The current account is the 
sum of the balance of trade 
(goods and services exports 
less imports), net income 
from abroad and net current 

transfers. When it is in deficit, 
it is indicative of a country that 
is essentially living beyond its 
means, consuming more than 
it earns. For a country in its 
development phase, sucking in 
imports to build infrastructure 
and industrial capacity, it 
would be a relatively benign 
phenomenon. Eventually, the 
growth thereby generated 
would eradicate the deficit. 
But for a mature, post-
industrial economy such 
as the UK, where business 
and government investment 
is subdued, it is indicative 
of worrying structural 
imbalances. A deficit as large 
as the one run by the UK 
would normally be a sign 
of extreme overheating, 
with domestic demand far 
outstripping domestic output. 

This is what we saw in some 
of the peripheral economies 

of the eurozone in the run- 
up to the crisis. Yet with UK 
inflation at virtually zero, there 
is no sign of such a boom. That 
hasn’t stopped UK citizens 
continuing to consume a lot 
more than they produce. The 
consequent shortfall is paid  
for by sales of UK assets – 
government bonds, property 
and corporations – to foreign 
investors. This is only 
sustainable as long as foreign 
investors are happy to keep 
sticking their money in the 
UK. So far, they have been, 
though recently there have 

been signs of nervousness in 
currency markets. Some recent 
gilt auctions have also been 
barely fully subscribed. 

Some observers draw 
comfort from the fact 
that much of the recent 
deterioration in the UK 
current account is not really 
about trade. Rather, it is to 
do with falling income on 
the country’s huge stock of 
overseas assets, particularly 
multinational earnings, which 
have suffered badly from the 
commodities slump. At the 
same time, foreign earnings 
from the UK have increased. 

Using market values, the 
UK’s overseas assets still far 
outweigh its liabilities, in 
marked contrast to some of the 
eurozone countries hit by very 
large current account deficits. 
All the same, if overseas 
income doesn’t revive soon, 
and with a struggling world 
economy there is little reason 

to believe it will, Britain could 
be in some trouble. There 
is no way of knowing what 
the economic consequences 
of Brexit might be; much 
depends on the terms. But at 
the very least, a vote to leave 
will lead to a prolonged period 
of uncertainty, and there is 
nothing international capital 
hates more than uncertainty. 
Get ready for a roller-coaster 
ride. Confidence is a delicate 
commodity. There one 
moment, gone the next,  
it doesn’t take much to 
dislodge it. 
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