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Executive Summary

Vgndudq vhmr sgd mdws dkdbshnm vhkk hmgdqhs ` vd`j dbnmnlx+
` k`qfd atcfds cdƽbhs `mc ` lntms`hm ne cdas- Sgd hmbnlhmf
fnudqmldms ltrs `qqhud vhsg ` bqdchakd ok`m sn a`k`mbd sgd
annjr- Ats sghr oqhnqhsx b`mmns rv`lo `kk nsgdqr9 hs ltrs
hsrdke ad a`k`mbdc `f`hmrs sgd mddc sn jddo Aqhs`hm fqnvhmf
hm ` cheƽbtks dbnmnlhb bkhl`sd- Ehm`kkx+ hm vdhfghmf sgd
bnlodshmf bk`hlr ne s`wo`xdqr `mc sgd otakhb rdquhbdr sgdx
rtoonqs+ onkhbxl`jdqr mddc sn ƽmc rnktshnmr sg`s e`hqkx qdƾdbs
gnv cheedqdms rdbshnmr ne rnbhdsx g`ud addm gdkodc ax sgd
fnudqmldmsƍr dwo`mchmf cdas-

Enq l`mx Bnmrdqu`shudr+ sgd rhst`shnm sgdx gnod sn hmgdqhs hr
`kk snn qdlhmhrbdms ne 0868 vgdm L`qf`qds Sg`sbgdq b`ld sn
onvdq- Mnv+ `r sgdm+ sgd Snqx o`qsx hr qd`cxhmf hsrdke enq `m
immediate and sustained attempt at reducing the size of the 
rs`sd hm nqcdq sn `udqs ` qthmntr cdas rohq`k- Enq sg`s oqduhntr
Bnmrdqu`shud `clhmhrsq`shnm+ rtbg `m tmbnloqnlhrhmf
`ooqn`bg rddldc sn vnqj- Ats C`uhc B`ldqnm `mc Fdnqfd
Osborne should be cautious. While the public sector is too 
k`qfd enq sgd rhyd ne dbnmnlx+ `mc mddcr q`chb`k qdenql+ sghr
hr mns sgd r`ld `r b`kkhmf enq ` rsq`hfgsenqv`qc qd,dm`bsldms
ne sgd onkhbhdr ne sgd d`qkx 087/r- Mn svn bqhrdr `qd `khjd+ `mc
vgdm bnlo`qhmf 0868 sn 1//8+ sgd cheedqdmbdr e`q ntsvdhfg
sgd rhlhk`qhshdr- Sghr hr vgx ` lnqd a`k`mbdc `ooqn`bg hr
needed now. 

@anud `kk+ ` cdƾ`shnm`qx qdbdrrhnm `bbnlo`mhdc ax ` bqdchs
bqtmbg cdl`mcr ` udqx cheedqdms l`bqndbnmnlhb qdronmrd
sg`m chc sgd onrs,v`q rktlor b`trdc ax qtm`v`x hmƾ`shnm-
@khrs`hq C`qkhmf e`bdr mnmd ne sgd anqqnvhmf cheƽbtkshdr sg`s

:
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bnmrsq`hmdc Cdmhr Gd`kdx hm 0865+ mns kd`rs adb`trd+ `esdq
xd`qr ne knv hmƾ`shnm+ Aqhs`hm mnv g`r ` qdbnqc ne lnmds`qx
bqdchahkhsx- Etqsgdqlnqd+ sgd TJ hr mn knmfdq sgd nmkx cdudknodc
m`shnm sn ad rn ghfgkx hmcdasdc- Sgdqd hr mn mddc+ `r sgdqd v`r
hm L`qf`qds Sg`sbgdqƍr shld+ sn qdrsqtbstqd etmc`ldms`kkx `m
economy crippled by high taxation and trade union power. 

Snc`x+ sgd fnudqmldms hr vqdrskhmf vhsg ` pthsd cheedqdms rds
ne hrrtdr9 vd`j `rrds oqhbdr+ md`q,ydqn hmsdqdrs q`sdr+ ghfg
kdudkr ne oqhu`sd cdas `mc bnmsq`bshmf mnlhm`k hmbnldr- Enq
the past year the ‘depression economics’ that inspired Keynes 
has been threatening to return.0 Sghr g`r mdbdrrhs`sdc ` qdstqm
sn `bshud ƽrb`k onkhbx+ enqdrvnqm ax sgd Sg`sbgdq fnudqmldms
`r ` ld`mr ne l`hms`hmhmf ghfg fqnvsg- Hm 1//8+ fnudqmldms
rodmchmf+ e`q eqnl bqnvchmf nts oqhu`sd rdbsnq `bshuhsx+ hr hm
e`bs bqhshb`k sn ` rtrs`hmdc qdbnudqx- @mx `ssdlos sn bts sgd
cdƽbhs adenqd sgd qdbnudqx hr oqnodqkx tmcdqv`x qhrjr ohsbghmf
Aqhs`hm a`bj hmsn qdbdrrhnm-

Nmbd sg`s qhrj g`r o`rrdc+ sgd fnudqmldmswill g`ud sn `ccqdrr
sgd otakhb rdbsnq cdƽbhs `mc ntsrs`mchmf cdas- Hm cnhmf rn+ hs
vhkk mddc ƽqrs sn qd`rrtqd sgd l`qjdsr sg`s hs vhkk mns qdrnqs sn
hmƾ`shnm sn khfgsdm sgd atqcdm- Sghr vntkc qdrtks hm cdb`cdr
of high rates that would cripple the economy and raise the 
fnudqmldmsƍr bnrs ne anqqnvhmf sn tm`eenqc`akd kdudkr-

Lnrs ne sgd gd`ux kheshmf vhkk sgdqdenqd g`ud sn ad `bghdudc
sgqntfg ƽrb`k bnmrnkhc`shnm Ɗ btsshmf rodmchmf `mc q`hrhmf
qdudmtdr- Vgdm rsqhjhmf ` a`k`mbd adsvddm sgd svn+ sgd
Bnmrdqu`shud kd`cdqrgho l`x ƽmc sg`s vg`s hs v`msr sn cn+
`mc vg`s hs mddcr sn cn+ l`x mns ƽs rn md`skx- Jmnvhmf sg`s
sgd btqqdms bqhrhr oqnuhcdr ` fnkcdm noonqstmhsx sn `cu`mbd
sgdhq rl`kk rs`sd `fdmc`+ bnmrdqu`shud bnlldms`snqr `qd
clamouring for big cuts in public spending like those of the 
d`qkx 087/r-2 Sgd fnudqmldms vhkk cdƽmhsdkx g`ud sn s`jd
` knvdq rg`qd ne sgd m`shnm`k oqnctbs he hs hr sn qd`bg ƽrb`k
balance.3 Ats btsr `qd mns sgd vgnkd `mrvdq- Cdrohsd bk`hlr
sn sgd bnmsq`qx+ Aqhs`hmƍr qdbnqc cdƽbhsr vdqd mns b`trdc ax
a sudden spending splurge so much as by a total collapse in 
otakhb rdbsnq qdbhdosr+ vghbg+ `r ` oqnonqshnm ne FCO+ `qd mnv
at their lowest point for a generation. 
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Rn `m tqfdms oqhnqhsx ltrs `krn ad sn qdathkc sgd s`w a`rd-
Sghr mddcr sn ad cnmd hm ` v`x sg`s hr e`hq+ `unhcr c`l`fhmf
ina bqd`shnm `mc dmsdqoqhrd+ `mc gdkor sn kdrrdm cdrs`ahkhrhmf
l`bqndbnmnlhb hla`k`mbdr- Vhsg sghr hm lhmc+ sgd mdws
fnudqmldms rgntkc s`jd ` eqdrg knnj `s sgd v`x hm vghbg
oqnodqsx vd`ksg hr s`wdc- Sgd oqhu`sd rdbsnq hm sgd TJ nvmr
nudq ¢2 sqhkkhnm hm gntrhmf `rrdsr Ɗ ` ƽftqd sg`s cv`qer sgd
m`shnm`k cdas- Sgd vd`ksghdrs ldladqr ne rnbhdsx g`ud f`hmdc
` fqd`s cd`k eqnl sgd `bshud ƽrb`k onkhbhdr cdoknxdc sn oqnsdbs
their assets from the destruction wrought by a much deeper 
qdbdrrhnm- Sgdqdenqd hs hr e`hq sg`s sgdx rgntkc gdko ldds sgd
bnrs ne sgnrd onkhbhdr- Sn cn rn `krn `ccqdrrdr ` odqrhrsdms+
cdrs`ahkhrhmf hmdpt`khsx sg`s tkshl`sdkx vd`jdmr sgd dbnmnlx9
an addiction to property speculation that helped bring about 
the recession.

Onkhbxl`jdqr rgntkc sgdqdenqd bnmrhcdq9

Closing the loophole by which primary residences are 
mns kh`akd enq B`ohs`k F`hmr S`w:
Hmsqnctbhmf ` ƾ`s q`sd kdux sn rtookdldms bntmbhk s`w
nm qdrhcdmsh`k oqnodqshdr `anud ` sgqdrgnkc-

Hm `cchshnm+ rgntkc sgd Bnmrdqu`shudr vhm sgd mdws fdmdq`k
dkdbshnm+ sgdx rgntkc cqno sgdhq ok`m sn uhqst`kkx dkhlhm`sd
hmgdqhs`mbd s`w: sghr cndr khsskd dhsgdq enq dbnmnlhb deƽbhdmbx
nq rnbh`k itrshbd- Mnq hr sgdhq okdcfd sn bts s`wdr nm r`uhmfr
income either appropriate or socially just. 

Gnvdudq+ hs hr mns nmkx Bnmrdqu`shud s`w fn`kr sg`s vhkk g`ud
sn s`jd ` knvdq oqhnqhsx ctqhmf sgd enqsgbnlhmf odqhnc ne ƽrb`k
consolidation. When the economy is strong enough to absorb 
sgd aknv+ U@Svhkk g`ud sn qhrd- Sghr hr tmcntasdckx ` qdfqdrrhud
rsdo+ ats hs `krn q`hrdr lnmdx hm ` qdk`shudkx mnm,chrsnqshnm`qx
v`x+ `mc gdkor sn rjdv hmbdmshudr etqsgdq snv`qcr lnqd
r`uhmf+ vghbg hr hm Aqhs`hmƍr knmf sdql hmsdqdrsr-

@esdq sgd bnkk`ord ne Fnqcnm Aqnvmƍr ƽrb`k eq`ldvnqj+ sgd
mdws fnudqmldms ltrs oqnuhcd adssdq `rrtq`mbdr sg`s hs vhkk
not dissipate unexpectedly strong tax receipts in future. Hubris 
`eedbsr `kk Bg`mbdkknqr: khjd nsgdqr adenqd ghl+ Fnqcnm Aqnvm
adkhdudc sg`s sdlonq`qhkx ghfg fqnvsg v`r odql`mdms+ `mc sgd

:

:
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qdrtkshmf qdudmtdr bntkc ad r`edkx rodms- Sgd Bnmrdqu`shudr
rtffdrs sg`s sghr lhfgs ad rnkudc ax cdkdf`shmf ƽrb`k enqdb`rsr
sn `m Neƽbd enq Atcfds Qdronmrhahkhsx-3 Gnvdudq+ sghr aktqr
qdronmrhahkhsx enq ` ƽrb`k oqnakdl sg`s hr `ants lnqd sg`m itrs
noshlhrshb enqdb`rshmf- Hmrsd`c+ vd oqnonrd ` bnllhsldms sn
gxonsgdb`sd bdqs`hm unk`shkd s`w qdudmtdr `anud ` cdbk`qdc
threshold to pay off debt.

Sghr o`odq hr chuhcdc hmsn sgqdd rdbshnmr- Sgd ƽqrs bnlo`qdr
sgd l`bqndbnmnlhb bhqbtlrs`mbdr ne sgd btqqdms ƽrb`k
bqhrhr sn sg`s vghbg fqddsdc sgd ƽqrs Sg`sbgdq `clhmhrsq`shnm
and explains why the former demands a different policy 
response.

Sgd rdbnmc dw`lhmdr vgx sgd atcfds`qx onrhshnm g`r
cdsdqhnq`sdc rn q`ohckx- Sgd rhlokhrshb adkhde sg`s sghr hr ` otqd
bnmrdptdmbd ne ` otakhb rodmchmf roktqfd qdoqdrdmsr itrs `
onqshnm ne sgd sqtsg- Onkhbxl`jdqr vhkk g`ud sn `ccqdrr ansg `
rsqtbstq`k cdƽbhs `mc `krn tmrs`akd qdudmtdr-

Sgd sghqc rdbshnm rdsr nts onkhbhdr sn hmbqd`rd knmf sdql ƽrb`k
bqdchahkhsx `mc sn `ccqdrr sgd rsqtbstq`k vd`jmdrrdr sg`s g`ud
led to the current crisis. 
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1. National debt in the post 
in®ation era

Fnqcnm Aqnvmƍr fnudqmldms hr mns sgd ƽqrs sn knrd bnmsqnk ne
hsr anqqnvhmf- Ats sgd hmbqd`rd hm cdas vhkk e`q ntsrsqho d`qkhdq
odqhncr 'rdd bg`qs 0(-

CHART 1: DEBT RATIOS DURING THE LAST THREE 
RECESSIONS 
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THE LOST ADVANTAGE OF INFLATION
Hm ` l`ssdq ne svn xd`qr+ Atcfds enqdb`rsr enq etstqd cdas
kdudkr g`ud kd`os eqnl adknv 3/ odq bdms sn `klnrs 7/ odq bdms
ne FCO- Ats sghr hr mns ctd sn ` rtccdm kd`o hm fnudqmldms
rodmchmf+ cdrohsd sgd etqnqd rtqqntmchmf sgd fnudqmldmsƍr trd
ne ƽrb`k rshltktr- @r bg`qs 1 rgnvr+ qntfgkx rhlhk`q cdƽbhsr
oqnctbd udqx cheedqdms cdas atqcdmr-

CHART 2: SIMILAR DEFICITS LEAD TO DIFFERENT DEBT 
LEVELS
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Rntqbd9 Neƽbd enq M`shnm`k Rs`shrshbr

Sghr hr adb`trd sgd 1//7,/8 dbnmnlhb cnvmstqm g`r addm `
cdƾ`shnm`qx qdbdrrhnm+ vhsg mnlhm`k FCO e`kkhmf hm ` rtrs`hmdc
e`rghnm enq sgd ƽqrs shld rhmbd Aqhs`hm kdes sgd fnkc rs`mc`qc
hm 0820- Sgd oqduhntr svn qdbdrrhnmr vdqd b`trdc ax `m
nudqgd`shmf dbnmnlx sg`s qdpthqdc ` fnudqmldms,hmctbdc
rknvcnvm-Vghkd fnudqmldms v`r enqbdc sn `ookx ghfg hmsdqdrs
q`sdr+ sgd oqhnq annl hm mnlhm`k FCO deedbshudkx qdctbdc cdas
kdudkr adenqd sgd dmrthmf rknvcnvm-
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Debt dynamics – the maths

Rtoonrd ` fnudqmldms vhrgdr sn bgnnrd ` oqhl`qx
rtqoktr sn rs`ahkhrd sgd cdas q`shn- He Dt is the outstanding 
cdas kdudk hm xd`q s and Yt hr sgd FCO+ sgdm hsr s`rj hr
to make Ds*0/Ys*0 dpt`k sn Ds/Ys. 

Ds*0 vhkk dpt`k Ds oktr sgd oqduhntr xd`qƍr cdƽbhs+ d+
while Ys*0 vhkk dpt`k Ys oktr mnlhm`k fqnvsg hm FCO+
g.

Sgd cdƽbhs d hr hsrdke sgd oqhl`qx rtqoktr+ s minus debt 
interest. Debt interest is determined by the outstanding 
cdas+ D, ltkshokhdc ax sgd kdf`bx bnrs ne rdquhbhmf sgd
cdas+ r. Sgdqdenqd sn gnkc cdas rsd`cx+ sgd fnudqmldms
needs to choose s such that:

  (D (1+ r) - s)/Y(1+g) = D/Y

Rn+ enq dw`lokd+ he sgd cdas q`shn 'D/Y) hr 3/ odq bdms+
mnlhm`k FCO fqnvsg hr 4 odq bdms `mc sgd kdf`bx bnrs
ne rdquhmf sgd cdas hr 0/ odq bdms+ sgd fnudqmldms
mddcr sn qtm ` oqhl`qx rtqoktr ne 1 odq bdms ne FCO sn
jddo sgd cdas q`shn rsd`cx- Sghr hr adb`trd sgd bnrs ne
etmchmf sgd o`rs cdas hr 3 odq bdms ne FCO '0/ odq bdms
ne 3/(+ vghbg bnlahmdc vhsg ` oqhl`qx rtqoktr ne 1
odq bdms ne FCO oqnctbdr ` cdƽbhs ne 1 odq bdms- Rhmbd
mnlhm`k FCO fqdv ax 4 odq bdms+ sgd cdas q`shn qdl`hmr
rs`akd `s 3/ odq bdms-

He+ nm sgd nsgdq g`mc+ sgd kdf`bx bnrs ne rdquhbhmf sgd
cdas v`r 4 odq bdms ne sgd ntsrs`mchmf `lntms+ sgd
fnudqmldms bntkc `eenqc sn qtm ` oqhl`qx rtqoktr ne
zero and still keep debt from growing.5

Hs enkknvr sg`s sgd fnudqmldmsƍr s`rj hm jddohmf sgd
cdas q`shn rsd`cx hr d`rhdq he kdf`bx cdas bnrsr `qd knv+
`mc mnlhm`k fqnvsg hm FCO hr ghfg-
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Sn tmcdqrs`mc sgd dunktshnm ne sgd otakhb cdas q`shn nmd
needs not only an estimate of the difference between taxes 
`mc rodmchmf ats `krn sgd fqnvsg q`sd ne mnlhm`k FCO- Sghr
k`rs hsdl hr cdsdqlhmdc ax hmƾ`shnm oktr sgd qd`k fqnvsg ne
sgd dbnmnlx- Vgdm mnlhm`k fqnvsg hr ghfg Ɗ `r hs v`r enq
Lqr Sg`sbgdq hm sgd d`qkx 087/r+ cdrohsd sgd qdbdrrhnm Ɗ sgd
fnudqmldms b`m qtm ahf cdƽbhsr vhsgnts hmbqd`rhmf sgd cdas
atqcdm- Enq dw`lokd+ sgd rtqoqhrd hmƾ`shnm ne sgd ƽqrs Sg`sbgdq
`clhmhrsq`shnm ld`ms sg`s sgd ¢77 ahkkhnm m`shnm`k cdas sgdx
hmgdqhsdc rgq`mj eqnl 36 odq bdms sn 2/ odq bdms ne FCO hm
sgqdd xd`qr+ `r mnlhm`k FCO qnrd eqnl ¢077am sn ¢185am-

Adsvddm 0864 `mc 0872+ hmƾ`shnm `udq`fdc nudq 01 odq bdms
`mc mnlhm`k FCO hmbqd`rdc ax nudq 04/ odq bdms- Enq 1//5
sn 1/03+ sgd ƽftqdr `qd lnqd khjdkx sn ad 1-4 odq bdms `mc
`qntmc 3/ odq bdms 'rdd bg`qs 2(-

CHART 3: DIFFERENT INFLATION RATES
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Rntqbdr9 Neƽbd enq M`shnm`k Rs`shrshbr `mc A`mj ne Dmfk`mc

Sgd ƽqrs Sg`sbgdq fnudqmldms l`x g`ud addm bnllhssdc sn
aqhmfhmf hmƾ`shnm cnvm+ ats hsr e`hktqd sn cn rn ctqhmf sgd
087/,70 qdbdrrhnm ld`ms hs mdudq g`c sn vqdrskd vhsg sgd
cdas kdudkr ne 7/ odq bdms nq lnqd onsdmsh`kkx e`bhmf sgd mdws
Chancellor.
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THE COST OF POOR CREDIBILITY – HIGH REAL 
RATES
Sghr ctahntr `cu`ms`fd ne ghfg hmƾ`shnm b`ld `s ` gd`ux
oqhbd- Sgd f`hm sn ` fnudqmldms ne g`uhmf hsr cdasr vhodc
`v`x hr ` knrr sn hsr bqdchsnqr- Ctqhmf sgd 086/r hmudrsnqr
r`v sgd qd`k u`ktd ne sgdhq anmcr cdrsqnxdc ax hmƾ`shnm- Eqnl
0862 sn 0870+ xhdkcr nm fnudqmldms anmcr `udq`fdc 01-7 odq
bdms+ ats vdqd rtqo`rrdc ax QOH hmƾ`shnm `udq`fhmf 03-7 odq
bdms 'rdd bg`qs 3(- Lnqdnudq+ rhmbd hmsdqdrs hmbnld hr s`wdc+
hmudrsnqrƍ qd`k knrrdr vdqd e`q fqd`sdq-

CHART 4: GILT YIELDS AND INFLATION BEFORE BANK 
INDEPENDENCE
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Rntqbd9 Neƽbd enq M`shnm`k Rs`shrshbr

Bnmrdptdmskx+ sgd anmc l`qjds knrs sqtrs hm sgd fnudqmldms-
Knmf sdql hmsdqdrs q`sdr qnrd sn `anud 04 odq bdms hm sgd
086/r+ `mc rs`xdc bknrd sn sgdrd kdudkr ctqhmf sgd d`qkx 087/r
vghkd hmƾ`shnm v`r ghfg- L`qf`qds Sg`sbgdqƍr bg`kkdmfd v`r
mns rn ltbg sgd nudq`kk kdudk ne fnudqmldms cdas `r sgd rgddq
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bnrs ne anqqnvhmf- Dudm sgntfg hmƾ`shnm v`r aqntfgs cnvm
`esdq 0872+ mn Bnmrdqu`shud fnudqmldms l`m`fdc sn anqqnv
`s kdrr sg`m 6 odq bdms enq sgd qdrs ne sgdhq shld hm onvdq-5 Sgd
difference between the rate charged by the bond market and 
btqqdms hmƾ`shnm v`r fdmdq`kkx `s kd`rs 3 odq bdms- Gnvdudq+
rhmbd hmƾ`shnm edkk nudq sgd mdws 14 xd`qr+ sgd qd`k bnrs sn
rtardptdms fnudqmldmsr ne anqqnvhmf hm sgd 087/r v`r
ltbg ghfgdq- Enq dw`lokd+ ` anmc hrrtdc hm 0870 lhfgs g`ud
xhdkcdc 02 odq bdms+ vghkd hmƾ`shnm `udq`fdc 3-2 odq bdms nudq
the next 25 years.  

CHART 5: EFFECTIVE COST OF BORROWING IN THE LAST 
FORTY YEARS
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bnrs ne sgd cdas hr itrs `r hlonqs`ms+ `mc hr nesdm hfmnqdc hm
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sgd otakhb cda`sd- Hs hr bnllnm sn gd`q sgd fnudqmldmsƍr
nakhf`shnmr dwok`hmdc hm sdqlr ne sgd `lntms kdes odq gntrdgnkc+
nq dudm `r `m hmgdqhsdc cdas+ `r C`uhc B`ldqnm chc vgdm gd
dwok`hmdc gnv dudqx bghkc vhkk ad anqm ¢06+/// hm sgd qdc-6 
Ax kd`uhmf nts hsr bnrs+ sghr `ooqn`bg narbtqdr q`sgdq sg`m
dwok`hmr sgd qd`k hlokhb`shnmr ne fnudqmldms cdas- Gntrdgnkc
cdasr sxohb`kkx hmbtq ` ghfg qd`k hmsdqdrs q`sd9 ¢06+/// ne bqdchs
b`qc anqqnvhmf g`r `m `mmt`k hmsdqdrs bnrs ne nudq ¢1///+ nq
`ants 0/ odq bdms ne sgd ldch`m gntrdgnkc hmbnld- Hs hr `
udqx a`c hcd` sn ots nee o`xhmf cnvm rtbg ` cdas- Rhlhk`qkx+
` fnudqmldms sg`s anqqnvr vgdm qd`k q`sdr `qd 5 odq bdms+ `r
sgdx vdqd ctqhmf L`qf`qds Sg`sbgdqƍr `clhmhrsq`shnm+ qdpthqdr
` udqx fnnc qd`rnm enq cnhmf rn-

Bnmchshnmr `qd mnv udqx cheedqdms- Sgd anmc l`qjds kdsr sgd
fnudqmldms anqqnv `s ` qd`k bnrs ne 1 odq bdms nq kdrr- Sgd
otakhb cdas `l`rrdc ctqhmf sghr qdbdrrhnm lhfgs vdkk kd`ud
` rl`kkdq hmsdqdrs atqcdm sg`m sg`s o`hc ax sgd Sg`sbgdq
fnudqmldms- Hs hr e`q lnqd q`shnm`k sn `kknv sgd ƽrb`k cdƽbhs
to take the strain during a recession when real rates are 2 per 
bdms sg`m vgdm sgdx `qd sgqdd shldr sg`s kdudk- Hfmnqhmf sghr
`cu`ms`fd cndr mn e`untqr sn s`wo`xdqr+ oqdrdms nq etstqd-

INTERNATIONAL COMPETITION FOR FUNDS
Nudq ` sghqc ne Aqhshrg fnudqmldms cdas hr mnv enqdhfm nvmdc-8 
Hmsdqm`shnm`k b`ohs`k bgnnrdr adsvddm rnudqdhfm anqqnvdqr+ rn
` qdk`shudkx onnq ƽrb`k onrhshnm b`m q`hrd anqqnvhmf bnrsr- Ats
rhmbd sgd HLE bqhrhr ne sgd 086/r sgd TJƍr qdk`shud onrhshnm g`r
hloqnudc l`qjdckx- Nudq sgd odqhnc+ hs g`r fnmd eqnl adhmf
lnqd hmcdasdc sg`m hsr oddqr sn kdrr hmcdasdc- Etqsgdqlnqd+
`r Ehsbg Q`shmfr nardqud+ hs g`r rhmbd svhbd cdlnmrsq`sdc
sg`s hs hr b`o`akd ne ƽrb`k bnmrnkhc`shnm+ vghbg otsr hs `s `m
`cu`ms`fd sn qhu`k anqqnvdqr nm sgd bnmshmdms-8 

THE SIGNIFICANCE OF LEGACY DEBT COSTS
Fnudqmldmsr hm sgdhq `mmt`k atcfds ok`mmhmf g`ud sn sqd`s
cdas hmsdqdrs `r ` fhudm- Sgdx g`ud mn bgnhbd `ants gnv ltbg
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hs vhkk ad+ rhmbd hs hr cdsdqlhmdc ax sgd sns`k rsnbj ne cdas
`mc sgd sdqlr nm vghbg hs v`r hrrtdc- Rhmbd fnudqmldmsr
b`m anqqnv enq sdqlr ne svdmsx nq sghqsx xd`qr nq knmfdq+ sgd
bnmrdptdmbdr ne o`rs anqqnvhmf khmfdq e`q hmsn sgd etstqd- Enq
dw`lokd+ hm 1//5 bdmsq`k fnudqmldms cdas hmsdqdrs bnrsr vdqd
¢16-4 ahkkhnm+ dw`bskx sgd r`ld `lntms `r hm 0885+ cdrohsd
sgd ntsrs`mchmf cdas g`uhmf hmbqd`rdc eqnl ¢234 ahkkhnm
sn ¢384 ahkkhnm- Sghr hr adb`trd sgd anmcr hrrtdc nudq sgd
hmsdqudmhmf cdb`cd g`c addm rnkc vhsg knv xhdkcr vghkd sgd
udqx dwodmrhud cdas hmbtqqdc hm sgd 086/r `mc d`qkx 087/r
had started to be redeemed. 

Fhudm sg`s cdas hmsdqdrs bnrsr b`mmns ad drb`odc+ sgd `mmt`k

CHART 6: NET DEBT RATIOS OF SELECTED DEVELOPED 
COUNTRIES BEFORE THE FINANCIAL CRISIS
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atcfds hmunkudr `hlhmf enq ` o`qshbtk`q oqhl`qx rtqoktr+ vghbg
refers to the budget balance after deducting interest payments. 
Enq sghr b`kbtk`shnm+ hs hr sgd kdf`bx bnrsr ne dwhrshmf otakhb
cdas sg`s l`ssdq- Rtbg bnrsr g`ud e`kkdm hm khmd vhsg sgd knvdq
fnudqmldms anqqnvhmf q`sdr+ fqd`skx hloqnuhmf sgd ƽrb`k
bnmchshnmr enq rtardptdms fnudqmldmsr- Sghr deedbs b`m ad
rddm ax drshl`shmf sgd oqhl`qx rtqoktr sg`s vntkc g`ud addm
mddcdc sn jddo sgd cdas q`shn rs`akd+ `mc bnlo`qhmf sghr vhsg
`bst`k oqhl`qx rtqoktrdr 'rdd bg`qs 6(- Rtbg ` bnlo`qhrnm
produces a far more complete explanation of why the debt 
q`shn g`r dunkudc `r hs g`r-

CHART 7: REQUIRED PRIMARY SURPLUS AND ACTUAL/
ESTIMATED OUTTURNS, 1975-2012
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Sghr bg`qs hkktrsq`sdr rdudq`k onhmsr- @r chrbtrrdc `anud+ tmshk
0870 ghfg hmƾ`shnm l`cd bnmsqnkkhmf sgd cdas q`shn hsrdke pthsd
rsq`hfgsenqv`qc- Gnvdudq+ eqnl 0870 sn `ants 1///+ vhsg
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hmƾ`shnm tmcdq bnmsqnk ats adenqd sgd kdf`bx bnrsr ne cdas
g`c e`kkdm+ sgd qdpthqdc oqhl`qx rtqoktr qnrd `anud ydqn+ `mc
qdl`hmdc hm sgd qdfhnm ne /,1 odq bdms enq svdmsx xd`qr- Sghr
illustrates how long high borrowing costs can affect future 
atcfdsr+ `mcfhudrrnld hcd`ne sgdoqnsq`bsdcbnrsnec`l`fhmf
` fnudqmldmsƍr qdots`shnm enq adhmf ` sqtrsvnqsgx anqqnvdq-
Mdudqsgdkdrr+ Lqr Sg`sbgdqƍr fnudqmldms bnmrhrsdmskx q`m `
oqhl`qx rtqoktr dudm ghfgdq sg`m sghr+ vghbg fqd`skx knvdqdc
sgd cdas atqcdm- Enq K`antqƍr ƽqrs sdql+ Fnqcnm Aqnvm
bnmshmtdc sghr onkhbx+ rn sg`s ntsrs`mchmf cdas edkk adknv 2/
odq bdms ne FCO-

Eqnl 1//0+ sgd K`antq fnudqmldms rs`qsdc dminxhmf knvdq
kdf`bx anqqnvhmf bnrsr- Sghr f`ud sgdl 0,1 odq bdms lnqd
ƽrb`k kddv`x sg`m sgd Bnmrdqu`shudr g`c hm sgd 087/r- K`antq
qd`odc sgd qdv`qcr ne sgd Bnmrdqu`shudrƍ d`qkhdq `trsdqhsx ax
rs`qshmf sn qtm ` oqhl`qx cdƽbhs sn etkƽk sgdhq `lahshnmr enq
ghfgdq otakhb rodmchmf- Etqsgdqlnqd+ ax l`jhmf sgd A`mj
of England independent they lowered borrowing rates by a 
etqsgdq 1,2 odq bdms+ ` e`bsnq ne l`rrhud rhfmhƽb`mbd fhudm sgd
pt`mshshdr ne cdas sn ad hrrtdc nudq sgd mdws ƽesddm xd`qr-0/ 

Ehm`kkx+ sgd rohjd hm sgd qdpthqdc oqhl`qx rtqoktr nudq 1//7,/8
hkktrsq`sdr gnv bnkk`orhmf mnlhm`k FCO g`r l`cd bnmsqnkkhmf
the debt ratio almost impossible when compared to the early 
087/r qdbdrrhnm- Hs vntkc g`ud qdpthqdc tmoqdbdcdmsdc ƽrb`k
`trsdqhsx sgqntfg sgd rktlo sn rsno cdas eqnl qhrhmf- Rtbg
`trsdqhsx vntkc g`ud oqnknmfdc sgd odqhnc ne e`kkhmf FCO+
ultimately making the debt problem worse.

Ats he sgd mdws fnudqmldms qds`hmr ` fnnc qdots`shnm vhsg
sgd anmc l`qjdsr+ hs ntfgs sn dwodbs ` qdstqm ne sgd admhfm
bnmchshnmr ne 1///,/6- Cdrohsd sgd ghfg kdudk ne cdas+ sgdqd hr
khsskd rhfm sg`s q`sdr vhkk qhrd sn sgd kdudkr rddm `esdq oqduhntr
qdbdrrhnmr- @r sgd HLE nardqudr+ `bst`k cdas kdudkr g`ud `
small effect on borrowing terms.00 Adb`trd lnrs ne sgd cdas
vhkk g`ud addm hmbtqqdc ctqhmf `m dq` ne knv hmƾ`shnm+ kdf`bx
hmsdqdrs bnrsr bntkc qdl`hm `s 3,4 odq bdms ne sgd ntsrs`mchmf
`lntms- Nmbd sgd dbnmnlx hr qdbnudqhmf+ mnlhm`k FCO fqnvsg
lhfgs ad 4 odq bdms nq lnqd- Sghr rgntkc ad rtrs`hm`akd enq
rdudq`k xd`qr `r sgd dbnmnlx qdstqmr sn hsr onsdmsh`k kdudk+ `mc
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hr 0 odq bdms kdrr sg`m Sqd`rtqx drshl`sdr- He sgdx `bghdud sgdrd
svn bnmchshnmr sgd mdws fnudqmldms vhkk rs`ahkhrd cdas vhsg `
oqhl`qx rtqoktr sg`s hr 1,2 odq bdms knvdq sg`m sg`s qdpthqdc
ax L`qf`qds Sg`sbgdqƍr fnudqmldms- Nudq ` etkk o`qkh`ldms
sghr hr vnqsg nudq 0/ odq bdms ne FCO Ɗ sgd dpthu`kdms ne
rdudm shldr sgd r`uhmfr f`hmdc ax b`mbdkkhmf Sqhcdms-

A VICTORIAN PRECEDENT?
Mns tmm`stq`kkx+ sgd Bnmrdqu`shudr g`ud rs`qsdc sn bnlo`qd sgd
knnlhmf ƌ`fd ne 'ƽrb`k( `trsdqhsxƍ vhsg sgd onrhshnm L`qf`qds
Sg`sbgdq hmgdqhsdc hm 0868- Sghr g`r kdc rnld bnlldms`snqr
sn rtffdrs sg`s khjd Cdmmhr Gd`kdx hm 0865+ @khrs`hq C`qkhmfƍr
oqnƾhf`bx g`r qd,`vnjdm sgd rodbsqd ne ` b`kk nm sgd HLE+
gxodqhmƾ`shnm nq onrrhakx ansg-01

Ats `r sgd enqdfnhmf chrbtrrhnm hkktrsq`sdr+ knv hmƾ`shnm `mc
the ease with which large amounts of debt are being sold 
make a nonsense of this comparison.02 Sgnrd knnjhmf enq `m
historical parallel would do better to examine Gladstone’s 
Bg`mbdkknqrgho ne 0748,0755+ sgd k`rs shld Aqhs`hm e`bdc ansg
ghfg cdas `mc knv mnlhm`k FCO fqnvsg 'rdd Bg`qs 7(-

Sghr hr sgd ƽqrs rdqhntr qdbdrrhnm rhmbd hmƾ`shnm v`r cded`sdc-
Nmd odqudqrd bnmrdptdmbd ne sghr `bghdudldms g`r addm
an explosion in public debt that easily surpasses that seen 
hm `mx oqduhntr onrs,v`q qdbdrrhnm- Enqstm`sdkx+ lnmds`qx
bqdchahkhsx `krn ld`mr ghrsnqhb`kkx knv fnudqmldms anqqnvhmf
q`sdr- Hm deedbs+ sgd onrs,hmƾ`shnm dq` g`r aqntfgs ` mdv
a`qf`hm adsvddm sgd fnudqmldms `mc l`qjdsr- Oqduhntrkx+
fnudqmldms anqqnvhmf v`r dwodmrhud ats vhodc `v`x ax
hsr rtardptdms lnmds`qx k`whsx- Mnv+ m`shnm`k cdas hmbtqqdc
during a few short years of recession will take many decades 
sn dkhlhm`sd Ɗ ats '`r sgd Uhbsnqh`m oqdbdcdms hlokhdr( cnhmf rn
cndr mns ld`m ` cdahkhs`shmf bnrs Ɗ rn knmf `r sgd fnudqmldms
gnkcr tmv`udqhmfkx sn sgd mdv cnbsqhmd ne ƽrb`k `mc lnmds`qx
credibility.
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CHART 8: HISTORIC GDP GROWTH RATES AND LEVELS 
OF PUBLIC DEBT
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 2. Why have the decits 
exploded?

Rdbshnm 0 rgnvr gnv rhlhk`q cdƽbhsr b`m kd`c sn udqx cheedqdms
cdas q`shnr+ cdodmchmf nm sgd fqnvsg hm mnlhm`k FCO- Ats
sghr cndr mns dwok`hm sgd tmtrt`kkx k`qfd `mmt`k ƽrb`k cdƽbhsr+
which are forecast to exceed anything seen in peacetime. 
Rnld bnlldms`snqr rsq`hfgsenqv`qckx ak`ld sgd cdƽbhsr nm
FnqcnmAqnvmƍr rodmchmf ƌroktqfdƍ hm sgd otakhb rdquhbdr-03 Sghr
qdhmenqbdr sgd nes,qdod`sdc bk`hl sg`s `kk K`antq fnudqmldmsr
ƌqtm nts ne lnmdxƍ+ kd`uhmf sgd Bnmrdqu`shudr sn ohbj to sgd
pieces.04

@ksgntfg sgdhq ok`mr vdqd bkd`qkx tmrtrs`hm`akd nudq sgd
ldchtl sdql+ sgd bk`hl sg`s K`antq rhlokx rodms hsr v`x
sn ` cntakd,ƽftqd cdƽbhs hr chrhmfdmtntr- Btqqdms rodmchmf
ok`mr hm mnlhm`k sdqlr vdqd k`qfdkx rds hm 1//6- @s sgd shld
sgdx qdƾdbsdc `mmt`k fqnvsg s`qfdsr rhlhk`q sn sgd dwodbsdc
fqnvsg hm FCO- Rhmbd sgdm+ rodmchmf g`r qhrdm adb`trd ne `m
increase in social security payments caused by the recession. 
Hm b`rg sdqlr+ sgd atkj ne sgd fqnvsg hm ƽrb`k cdƽbhsr v`r
`klnrs dmshqdkx b`trdc ax ` bnkk`ord hm fnudqmldms qdudmtdr-
Sghr nardqu`shnm ƽsr kdrr md`skx hmsn ` ƌrl`kk fnudqmldmsƍ
vnqkcuhdv sg`s v`msr sn rdd rn`qhmf otakhb cdasr `r `
rsq`hfgsenqv`qc bnmrdptdmbd ne nts ne bnmsqnk rodmchmf-

Sn ots sgdrd cdƽbhsr hm oqnodq ghrsnqhb`k bnmsdws+ vd bnlo`qd
sgd cheedqdms `ooqn`bgdr s`jdm ax sgd Sg`sbgdq `mc Aqnvm
fnudqmldmsr nudq sgd bntqrd ne ` qdbdrrhnm- Bg`qs 8 hkktrsq`sdr
sgd o`sgr sgdx snnj hm sdqlr ne sgd oqnonqshnm ne FCO s`jdm
by taxes and spending.

:
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CHART 9: THATCHER AND BROWN REACTIONS TO A 
RECESSION
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MRS THATCHER 1979-81: FIGHTING THE 
DEFICIT DESPITE A RECESSION

Sgd ƽqrs Sg`sbgdq fnudqmldms v`r nardrrdc vhsg jddohmf
sgd otakhb rdbsnq anqqnvhmf qdpthqdldms 'ORAQ( knv- Sghr
v`r o`qskx lnshu`sdc ax hsr `ssdlosr sn aqhmf cnvm hmƾ`shnm
`mc `krn eqnl ` adkhde sg`s ghfg fnudqmldms anqqnvhmf v`r
ƌbqnvchmf ntsƍ sgd oqhu`sd rdbsnq- Sgd Bg`mbdkknq rntfgs sn
qdctbd sgd ORAQ qdf`qckdrr ne sgd jmnbj,nm deedbsr hm sgd
qd`k dbnmnlx- Rn cdrohsd hsr rs`sdc `hl sn bts s`wdr+ sgd
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fnudqmldms eqnyd odqrnm`k s`w `kknv`mbdr hm mnlhm`k sdqlr+
sgdqdax q`hrhmf bnmrhcdq`akd qdudmtdr sgqntfg ƌƽrb`k cq`fƍ-
Sgd nhk bnlo`mhdr `mc a`mjr+ vghbg vdqd ansg g`uhmf `
ƌfnncƍ qdbdrrhnm+ vdqd `krn rtaidbsdc sn vhmce`kk s`wdr- Hm
0870 rtbg ld`rtqdr q`hrdc qdudmtdr ax 1 odq bdms ne FCO+
sgd dpthu`kdms ne ¢17 ahkkhnm hm snc`xƍr sdqlr-

Hs hr cheƽbtks sn nudqrs`sd sgd ntsq`fd b`trdc ax sgd
fnudqmldms qdsqdmbghmf vghkd sgd dbnmnlx rddldc knbjdc
into a downward spiral. After decades of planning demand 
enq etkk dloknxldms+ sghr v`r ghfgkx tmnqsgncnw- Hm 0870+
`esdq ` Atcfds sg`s q`hrdc s`wdr ctqhmf ` cddo qdbdrrhnm+ 253
dbnmnlhrsr vqnsd ` kdssdq sn Sgd Shldr qtaahrghmf sgd mnshnm
sg`s cdƾ`shmf cdl`mc vntkc aqhmf hmƾ`shnm tmcdq bnmsqnk- Sgd
Shldrƍ dbnmnlhbr dchsnq+ C`uhc Ak`jd+ lnbjdc lnmds`qhrl905

ƏAx btsshmf anqqnvhmf+ sgd Bg`mbdkknq gnodr sn l`jd qnnl
enq btsr hm hmsdqdrs q`sdr ƕ- Hmrsd`c ne `m tmgd`ksgx+ e`krd
fqnvsg hm ntsots+ vd rg`kk g`ud ` m`stq`k qdbnudqx vhsg sgd
oqhu`sd rdbsnq kd`chmf sgd v`x- Knvdq hmƾ`shnm vhkk enkknv
eqnl sgd knvdq kdudk ne otakhb anqqnvhmf `mc rknvdq fqnvsg
ne sgd lnmdx rtookx- Sghr vhkk hmbqd`rd bnmƽcdmbd `mc sgtr
hmbqd`rd rodmchmf+ hmbqd`rhmf cdl`mc ƕ Hs vntkc ad mhbd he
sgd vnqkc vnqjdc khjd sghr+ itrs `r gxcq`tkhb dmfhmddqr vntkc
ƽmc hs bnmudmhdms rnldshldr he v`sdq ƾnvdc toghkk- Ats hs
cndrmƍs- Sgd hlo`bs ne sgd Atcfds vhkk ad sn otrg ntsots
down and unemployment up.” 

Sgd bqhshbr `krn `qftdc sg`s ƽrb`k shfgsdmhmf vntkc ad rdke,
cded`shmf+ adb`trd hs vntkc b`trd knvdq fqnvsg+ ghfgdq
anqqnvhmf `mc etqsgdq ƽrb`k bnmrnkhc`shnm+ hm `m dmckdrr
downward spiral.  

Sgd bqhshbr vdqd vqnmf sn oqdchbs `m hlodmchmf Cdoqdrrhnm-
Dbnmnlhb fqnvsg qdrs`qsdc rgnqskx `esdq sgd Atcfds+ `mc
continued for what was then the longest period since World 
V`q HH- @ mdv nqsgncnwx v`r drs`akhrgdc+ adrs dwoqdrrdc
hm Mhfdk K`vrnmƍr 0873 L`hr Kdbstqd+ vgdm gd `qftdc sg`s
l`bqndbnmnlhb onkhbx rgntkc s`qfds oqhbd rs`ahkhsx `mc kd`ud
economic growth to microeconomic policies. 
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GORDON BROWN 2008-10: USING VAST 
DEFICITS TO FIGHT A RECESSION
Sgd qdidbshnm ne ƽrb`k onkhbx `r ` snnk ne cdl`mc l`m`fdldms
qdl`hmdc hm ok`bd tmshk qdbdmskx- Hmcddc+ vgdm Fnqcnm
Aqnvm adb`ld Bg`mbdkknq+ sgd Sqd`rtqx otakhrgdc ` mtladq
ne o`odqr sg`s a`bjdc to K`vrnmƍr uhdv+ sqd`shmf unk`shkd
cdƽbhsr `r ` sgqd`s sn l`bqndbnmnlhb rs`ahkhsx+ `mc rds ƽrb`k
qtkdr cdrhfmdc sn oqdudms fnudqmldms cdas eqnl c`l`fhmf sgd
smooth running of the economy.06

Gnvdudq+ hm 1//7 sgd fnudqmldms qdstqmdc sn `bshud ƽrb`k
onkhbx- @esdq sgd bnkk`ord ne Kdgl`m Aqnsgdqr hm Rdosdladq+
`mc sgd A`mj ne Dmfk`mcƍr rtardptdms cdbhrhnm sn otrg
hmsdqdrs q`sdr snv`qcr ydqn+ hs adb`ld `oo`qdms sg`s nqchm`qx
monetary policy would not produce the stimulus needed to 
annrs sgd dbnmnlx- Dudm `esdq sgd dldqfdmbx qdb`ohs`khr`shnm
hm Nbsnadq+ a`mjr vdqd tmvhkkhmf sn kdmc- Vhsg oqhbdr e`kkhmf
`mc sgd gntrhmf l`qjds bnkk`orhmf+ cdl`mc enq hmudrsldms
`krn edkk- Sgd cdsdqhnq`shnm hm sgd otakhb ƽm`mbdr qdud`kdc
ax sgd Mnudladq oqd,Atcfds qdonqs v`r vhcdkx dwodbsdc-
Ats e`q eqnl `bshmf sn bntmsdq sghr cdsdqhnq`shnm+ sgd K`antq
fnudqmldms `mmntmbdc ld`rtqdr sg`s hmbqd`rdc sgd cdƽbhs
Ɗ k`qfdkx sgqntfg ` sdlonq`qx U@S bts Ɗ sn jddo bnmrtldq
demand high. 

Ltbg gd`s g`r addm fdmdq`sdc nudq rtbg chrbqdshnm`qx
rsdor+ vghbg sgd Bnmrdqu`shudr udgdldmskx noonrdc- Itrs
` lnmsg `esdq hsr hlokdldms`shnm+ C`uhc B`ldqnm rnldvg`s
paradoxically called the tax cut a waste of taxpayers’ money.07
Ats sgqdd lnmsgr k`sdq+ sgd Bdmsqd enq Dbnmnlhbr `mc Atrhmdrr
Qdrd`qbg entmc sg`s hs g`c annrsdc qds`hk r`kdr ax ¢1-0 ahkkhnm
hm hsr ƽqrs pt`qsdq ne nodq`shnm+ sgdqdax g`kuhmf hsr deedbshud
bnrs sn `qntmc ¢4 ahkkhnm-08

Lnrs cdudknodc dbnmnlx fnudqmldmsr `krn b`qqhdc nts `
chrbqdshnm`qx rshltktr+ `mc sgd TJƍr chrbqdshnm`qx rshltktr
v`r qdk`shudkx rl`kk `s 0-4 odq bdms ne FCO+ bnlo`qdc sn ` 
F1/ `udq`fd ne 2-0 odq bdms '`mc 3-8 odq bdms hm sgd TR@(-20

Gnvdudq+ lnrs ne sgd cdsdqhnq`shnm hm otakhb ƽm`mbdr v`r mns



A balancing act

24

ctd sn mdv onkhbhdr ats sn o`rrhudkx `kknvhmf sgd ƽrb`k cdƽbhs
sn qhrd vhsgnts rsdoohmf hm sn ƽkk sgd f`o- Rnld ne sghr rsdlr
eqnl sgd ƌ`tsnl`shb rs`ahkhrdqrƍ9 enq dw`lokd+ rnbh`k rdbtqhsx
rodmchmf qhrdr `r sgd dbnmnlx cdbkhmdr- Ats sgd l`inq cdbhrhnm
v`r sn rshbj sn dwhrshmf rodmchmf ok`mr dudm sgntfg sgd
qdudmtdr mddcdc sn etmc sgdl g`c cdbkhmdc oqdbhohsntrkx-

Rnld bnlldms`snqr g`ud `qftdc sg`s sgdqd g`r addm ` rtqfd
hm otakhb rodmchmf tmqdk`sdc sn sgd qdbdrrhnm+ itrs adb`trd
most of it relates to plans made before the economy slowed 
down.10 Sgd q`shn ne rodmchmf sn FCO hr ctd sn rn`q+ ats
sghr hr `klnrs dmshqdkx adb`trd sgd enqdb`rs ne mnlhm`k FCO
g`r e`kkdm ax 8 odq bdms hm ` xd`q- Sgdqdenqd sn g`ud jdos
rodmchmf bnmrs`ms `r ` oqnonqshnm ne FCO vntkc g`ud mddcdc
cq`rshb rodmchmf btsr hm 1//7,/8 `mc adxnmc- Hm ` eqhbshnmkdrr
dbnmnlx nodq`shmf `s etkk b`o`bhsx+ ` e`kk hm cdl`mc eqnl
fnudqmldms vntkc sq`mrk`sd hmsn ghfgdq oqhu`sd cdl`mc
sgqntfg knvdq hmsdqdrs q`sdr+ kd`uhmf ntsots tmbg`mfdc- Ats
nmkx sgd lnrs akhmjdqdc eqdd l`qjds hcd`khrs bntkc adkhdud sg`s
this describes the current state of affairs. With interest rates 
`kqd`cx knv `mc bnmrtldqr qdsqdmbghmf+ sgd deedbs vntkc
hmrsd`c g`ud addm `m dudm vd`jdq dbnmnlx `r atrhmdrrdr
downgraded their expectations for future demand by tens 
ne ahkkhnmr ne ontmcr- Jddohmf sn sgd 1//6 rodmchmf ok`mr
represented a conscious policy to combat the recession. 

THE FACTS HAVE CHANGED, NOT THE 
THINKING
Hm `kknvhmf sgd cdƽbhs sn a`kknnm+ Fnqcnm Aqnvmƍr fnudqmldms
`bsdc hm sgd noonrhsd v`x sn L`qf`qds Sg`sbgdqƍr- Gnvdudq
ansg vdqd otqrthmf onkhbhdr `ooqnoqh`sd sn sgd oqdu`hkhmf
bnmchshnmr- @r chrbtrrdc `anud+ hm 1//7 sgd Sqd`rtqx v`r
e`q adssdq ok`bdc sn hmbqd`rd anqqnvhmf sg`m hs v`r hm 0870+
adb`trd bqdchsnqr vdqd e`kkhmf nudq sgdlrdkudr sn kdmc sn
fnudqmldmsr `s qdbnqc knv q`sdr- Hm 0870+ nm sgd nsgdq
g`mc+ q`sdr vdqd vdkk hmsn cntakd ƽftqdr+ atqcdmhmf etstqd
fnudqmldmsr vhsg ghfg cdas hmsdqdrs bnrsr `mc c`l`fhmf
sgd qd`k dbnmnlx- Hm 087/,70 sgdrd q`sdr bnlahmdc vhsg `
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rn`qhmf nhk oqhbd sn l`jd rsdqkhmf `ooqdbh`sd+ hm bnmsq`rs sn sgd
btqqdms qdbdrrhnm 'rdd Bg`qs 0/(- Sgd rsqnmf ontmc hlonrdc
` rptddyd nm Aqhshrg hmctrsqx+ vghbg f`ud sgd Sg`sbgdq
administration a further reason to get interest rates down by 
qdctbhmf fnudqmldms anqqnvhmf-

CHART 10: CONTRASTING EXCHANGE RATES OVER TWO 
RECESSIONS. 
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L`mte`bstqhmf g`r `krn rteedqdc hm sgd btqqdms cnvmstqm+
but more because of the weak world economy than a strong 
btqqdmbx 'rdd Bg`qs 00(- Sgd mdws Bg`mbdkknq b`m mdhsgdq
`rrtld sg`s sgdqd vhkk ad `m hlldch`sd qdbnudqx cqhudm ax
oqhu`sd rdbsnq cdl`mc+ mnq sg`s sgdqd vhkk ad `m dwonqs,kdc
rebound on the back of a weak pound.
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CHART 11: AVERAGE GDP GROWTH IN GERMANY, 
FRANCE, ITALY AND USA
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Rntqbd9 HLE+ hmbktchmf drshl`sdr enq etstqd fqnvsg-

Sgdqd vdqd fnnc qd`rnmr sn adkhdud sg`s sgd Bnmrdqu`shudr
vdqd qhfgs+ `mc sg`s otakhb rdbsnq anqqnvhmf chc bqnvc nts
sgd oqhu`sd rdbsnq ctqhmf Sg`sbgdqƍr ƽqrs sdql- Hmsdqdrs q`sdr
vdqd e`q ghfgdq- M`shnm`khrdc hmctrsqhdr `bbntmsdc enq 8 odq
bdms ne m`shnm`k hmudrsldms- Knb`k `tsgnqhshdr athks ` sghqc ne
all housing.22 S`wdr snnj ` ltbg k`qfdq rg`qd ne dbnmnlhb
ntsots+ `mc `s sgd l`qfhm vdqd otmhshud Ɗ sgd ghfgdq q`sd ne
hmbnld s`w v`r 72 odq bdms- Ehm`kkx+ dudm he sgd fnudqmldms
bntkc annrs sgd dbnmnlx+ sgd mddc sn qdo`x dwodmrhud cdasr
vhsg etstqd s`w qhrdr nq ghfgdq hmƾ`shnm vntkc mdf`sd sghr
`cu`ms`fd-

Ats rtbg qd`rnmhmf e`hkr vgdm sgd bnkk`ord hm cdl`mc hr
aqntfgs `ants ax ` ƽm`mbh`k bqhrhr+ `mc hmsdqdrs q`sdr `qd `r
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knv `r sgdx b`m ad- Snc`x+ sgd dbnmnlx hr nodq`shmf vdkk
adknv b`o`bhsx- Hm sgdrd bhqbtlrs`mbdr+ fnudqmldms rodmchmf
rtoonqsr dbnmnlhb fqnvsg+ q`sgdq sg`m bnlodsdr vhsg hs- Dudm
he oqhu`sd ƽm`mbd g`c mns cqhdc to+ hs hr tmkhjdkx sg`s oqhu`sd
rdbsnq cdl`mc vntkc ad dmntfg sn stqm sgd dbnmnlx `qntmc+
fhudm sg`s e`kkhmf oqhbdr `bs `r ` chrhmbdmshud sn bnmrtld nq
hmudrs- @r L`qshm Vnke vqhsdr9 ƏEhrb`k cdƽbhsr `qd mns bqnvchmf
sgd oqhu`sd rdbsnq nts- Sgdx `qd bqnvchmf hs hm+ hmrsd`c+ ax
rtoonqshmf cdl`mc+ vghbg rtrs`hmr inar `mc oqnƽsr-Ɛ23 

Rnld bnlldms`snqr khjd sn vd`ud sgd qdstqm ne `bshud ƽrb`k
onkhbhdr hmsn ` vhcdq m`qq`shud sg`s cdrbqhadr sgd ƽm`mbh`k `mc
economic crisis as proof of the failure of free market policies.13 
@knmfrhcd ` qdstqm sn ghfgdq l`qfhm`k s`w q`sdr+ hs 'rtoonrdckx(
cdlnmrsq`sdr gnv K`antq mdudq qd`kkx `bbdosdc sgd dbnmnlhb
kdrrnmr ne sgd 087/r- Ats hs hr ` bg`mfd hm bhqbtlrs`mbdr q`sgdq
than philosophy that explains the use of Keynesian stimulus. 
Fnqcnm Aqnvm v`r fdmthmd hm ghr adkhde sg`s l`bqndbnmnlhb
ƽmd stmhmf hr adssdq odqenqldc sgqntfg lnmds`qx cdbhrhnmr-
Vqdrskhmf sgd dbnmnlx nts ne ` cdƾ`shnm`qx eqdd,e`kk hr mns
ƌƽmd,stmhmfƍ- Sgd sgqd`s ne ` qdstqm ne Cdoqdrrhnm,rsxkd
bnmchshnmr aqhmfr udqx cheedqdms onkhbx oqdrbqhoshnmr-25 For the 
rktlo ne 1//7,/8+ Aqnvm hr bnqqdbs sn `qftd sg`s Əxnt g`ud
sn fqnv+ mns bts+ xntq v`x nts ne qdbdrrhnmƐ-15 As Robert 
Rjhcdkrjx `qftdc qdbdmskx+ hs hr mns ` ptdrshnm ne vgdsgdq
Jdxmdrh`m nq mdnbk`rrhb`k dbnmnlhb lncdkr `qd ƌqhfgsƍ+ ats `
l`ssdq ne itcfdldms `ants vg`s btqqdms bnmchshnmr qdpthqd-16 

Hm sghr b`rd+ sgd fnudqmldmsƍr itcfdldms v`r qhfgs- Ltbg
ne sgd k`qfd ƽrb`k cdƽbhs `qnrd adb`trd K`antq `bbdosdc sgd
Jdxmdrh`m onkhbhdr mddcdc enq rtbg ` bqhrhr- Sghr cdrdqudr
rnld oq`hrd+ `ksgntfg hs v`r mns lhq`btkntrkx hmrhfgsetk9 sgd
HLE `cunb`sdc ƽrb`k rshltktr+ `mc hs g`r addm enkknvdc hm
mtldqntr bntmsqhdr+ lnrs mns`akx sgd TR-

CONSERVATIVE POLICIES FOR A SLUMP
Sgd Bnmrdqu`shudrƍ `ooqn`bg sn ƽrb`k onkhbx hr kdrr bkd`q+
`mc gnudqr rnldvgdqd adsvddm jmdd,idqj noonrhshnm `mc
dbnmnlhb qd`khsx- C`uhc B`ldqnm `mc ghr rg`cnv bg`mbdkknq
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Fdnqfd Nranqmd g`ud trdc dudqx noonqstmhsx sn `ss`bj sgd
fnudqmldmsƍr rshltktr+ ats rsnoodc rgnqs ne `cunb`shmf `
oqd,Jdxmdrh`m a`k`mbdc,atcfds oghknrnogx- Hm bnmsq`rs sn sgd
Sg`sbgdq fnudqmldmsƍr `ooqn`bg+ Nranqmd g`r `clhssdc sg`s
Əsnc`x+ vd ltrs kds sgd `tsnl`shb rs`ahkhrdqr etmbshnmƐ-28 Sghr
suggests he thinks the public balance sheet b`m act as a useful 
bntmsdqvdhfgs sn oqhu`sd rdbsnq qdsqdmbgldms-

Hm `cchshnm+ sgd Bnmrdqu`shudr g`ud b`kkdc enq ` rdqhdr ne `c
gnb ld`rtqdr vghbg vntkc hmbqd`rd sgd cdƽbhs918

@kknvhmf rl`kkdq bnlo`mhdr sn cdk`x U@S o`xldmsr
A cut in national insurance and corporation tax for 
rl`kkdq ƽqlr
@ankhrghmf `kk s`w nm r`uhmfr hmbnld enq a`rhb q`sd
taxpayers
@ ¢1-4 ahkkhnm s`w aqd`j enq atrhmdrrdr ghqhmf ctqhmf
sgd qdbdrrhnm+ vghbg sgdx rtffdrsdc vntkc r`ud
24/+/// inar

Sgdrd ok`mr g`ud ` cheedqdms dlog`rhr sn sgnrd ne sgd
fnudqmldms- Khjd sgd Sg`sbgdq qdenqlr+ sgdx `qd hmsdmcdc sn eqdd
up the supply side of the economy rather than boost demand. 
Ats FCO chc mns bnkk`ord hm `tstlm 1//7 adb`trd ne ` cqno
hm dbnmnlhb b`o`bhsx- Hs g`oodmdc adb`trd cdl`mc rtccdmkx
du`onq`sdc+ `r ` qdrtks ne oktlldshmf dwodbs`shnmr enkknvhmf `
ƽm`mbh`k l`qjds ldkscnvm- Hm sgd 086/r+ sgd rtookx rhcd v`r
the problem: real growth excluding the oil industry was stuck at 
/-64 odq bdms eqnl 0862 sn 0868+ `mc deenqsr sn annrs cdl`mc
ldqdkx qdrtksdc hm lnqd hmƾ`shnm-30 

Sgdqd hr mnsghmf vqnmf vhsg `eenqc`akd hcd`r sn hloqnud
oqnctbshuhsx- Ats rtbg onkhbx rtffdrshnmr hmchb`sd sg`s sgd
Bnmrdqu`shudr g`ud etmc`ldms`kkx lhrtmcdqrsnnc sgd m`stqd
ne sgd dbnmnlhb bqhrhr- Sgdx g`ud rntfgs sn u`mpthrg nkc endr
q`sgdq sg`m e`bd sgd btqqdms oqnakdl- Sgdhq onkhbhdr vntkc g`ud
g`c khsskd onrhshud deedbs nm sgd qd`k dbnmnlx ctqhmf sgd rktlo9
` ƽql e`bhmf bnkk`orhmf r`kdr cndr mns hmudrs nq ghqd+ qdf`qckdrr
ne s`w aqd`jr+ vghbg vntkc g`ud itrs chudqsdc etmcr sn ƽqlr
`kqd`cx ok`mmhmf sn dwo`mc- @r ` qdrtks sgd bk`hl sg`s sgd ¢1-4
billion tax break would pay for itself is highly doubtful.20 Sgd

:

:

:

:
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s`w aqd`j enq r`uhmfr vntkc oqna`akx g`ud c`l`fdc demand 
ax qdctbhmf sgd hmbdmshud sn bnmrtld-32 Sgd nmkx cheedqdmbd
hr Bnmrdqu`shud onkhbhdr vntkc g`ud bqd`sdc cheedqdms vhmmdqr
`mc knrdqr9 odnokd vhsg okdmshetk r`uhmfr vntkc g`ud admdƽsdc+
as would small business owners looking to hire staff. 

Hs hr tmkhjdkx sg`s sgd Bnmrdqu`shudr adkhdudc sgdhq nvm qgdsnqhb
`ants Aqhs`hm Əcqnvmhmf hm qdc hmjƐ- G`c sgdx enkknvdc Sg`sbgdq
`mc sqhdc sn bts sgd atcfds cdƽbhs ctqhmf sgd qdbdrrhnm+ sgdqd
vntkc g`ud addm `m dudm vnqrd e`kk hm mnlhm`k FCO+ hmbnldr
`mc `rrds oqhbdr+ `mc dudm ghfgdq tmdloknxldms+ `r duhcdmbd
eqnl sgd Cdoqdrrhnm `mc sgd @rh`m ƽm`mbh`k bqhrhr ne 0886,
87 rtffdrsr- Dwodbs`shnmr ne cdƾ`shnm lhfgs g`ud adbnld
dmsqdmbgdc+ kd`chmf sn ghfgdq qd`k cdas bnrsr+ ` etqsgdq
eqddyhmf to ne sgd ƽm`mbh`k rxrsdl `mc etqsgdq c`l`fd sn sgd
dbnmnlx `mc fnudqmldms qdudmtdr- Fhudm sgd rs`sd ne sgd
ƽm`mbh`k rdbsnq `mc sgd vnqkc dbnmnlx+ ` qdbnudqx cqhudm
ax ` qd,dmdqfhrdc oqhu`sd rdbsnq hr cheƽbtks sn hl`fhmd- Hs hr
cntasetk sg`s sgd fnudqmldms vntkc g`ud dudmst`kkx dldqfdc
with less debt. 

Hm qd`khsx+ vhsg l`mx nsgdq cdudknodc bntmsqhdr rshltk`shmf
sgdhq dbnmnlhdr+ ` Bnmrdqu`shud fnudqmldms vntkc oqna`akx
g`ud enkknvdc ` rhlhk`q `ooqn`bg sn K`antq- Nm sgd khlhsdc
duhcdmbd `u`hk`akd+ Nranqmd hr ` bknrds Jdxmdrh`m+ itrs nmd
cdsdqlhmdc sn khlhs sgd fnudqmldmsƍr trd ne bntmsdq,bxbkhb`k
cdƽbhsr sn sgnrd sg`s g`oodm sn `qhrd `tsnl`shb`kkx-

Noonmdmsr ne Aqnvmƍr `bshuhrl rddl dhsgdq sn adkhdud sg`s
sgd TJ dbnmnlx v`r nodq`shmf `s b`o`bhsx+ nq sg`s sgd
fnudqmldmsƍr bqdchs v`r bknrd sn adhmf dwg`trsdc- Bkd`qkx+
mdhsgdq ne sgdrd bnmchshnmr `ookhdc- Ats K`antq chc fqnrrkx
lhrl`m`fd sgd fnudqmldms ƽm`mbdr kd`uhmf hsr ƽrb`k onrhshnm
e`q vnqrd sg`m hs rgntkc g`ud addm+ `mc `bst`kkx khlhshmf sgd
onrrhakd dwsdms ne hsr `bshnmr sn ƽfgs sgd qdbdrrhnm- K`antqƍr
qd`bshnm sn sgd rktlo l`x g`ud addm bnqqdbs+ ats sgdhq
oqdo`q`shnm enq rtbg `m dudmst`khsx v`r vndetk- Fnqcnm Aqnvm
`kknvdc sgd TJ sn dmsdq sghr bqhrhr vhsg ` rhfmhƽb`ms rsqtbstq`k
cdƽbhs+ `mc qdudmtdr sg`s vdqd c`mfdqntrkx cdodmcdms nm
benign economic conditions. 
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THE STRUCTURAL DEFICIT
Ctqhmf ghr sdm xd`qr `r Bg`mbdkknq+ Fnqcnm Aqnvm dlog`rhrdc
ƽrb`k rs`ahkhsx-33 Sgd jdx sn ghr `ooqn`bg v`r sgd ƌfnkcdm
qtkdƍ+ ax vghbg Aqnvm oqnlhrdc sn a`k`mbd sgd atcfds nudq
sgd dbnmnlhb bxbkd- @bbnqchmf sn Sqd`rtqx qdonqsr adenqd sgd
bqdchs bqtmbg+ sgd fnudqmldms v`r ctd sn ldds hsr fnkcdm
qtkd+ `kadhs vhsg qdk`shudkx rsqnmf fqnvsg `mc shfgs etstqd
rodmchmf ok`mr- Hm nsgdq vnqcr+ sgdqd v`r mn rsqtbstq`k cdƽbhs
in prospect.23

Sgd qtkd v`r hmsdmcdc sn `kknv rtqoktrdr eqnl fnnc xd`qr sn ad
rodms hm a`c xd`qr- Ats hs qdpthqdc sgd Sqd`rtqx sn l`jd ` udqx
cheƽbtks drshl`sd ne vgdqd sgd dbnmnlx rsnnc qdk`shud sn hsr
dbnmnlhb onsdmsh`k- @ rl`kk cheedqdmbd hm sgd odqbdhudc `ahkhsx
of the economy to grow sustainably made a huge difference 
sn sgd ntsbnld- Sn cdlnmrsq`sd sghr onhms Bg`qs 01 oqdrdmsr
svn cheedqdms udqrhnmr ne sgd TJƍr bxbkhb`k onrhshnm rhmbd sgd
lhc 088/r9

CHART 12: ALTERNATIVE ACCOUNTS OF THE 
ECONOMY’S CYCLICAL POSITION
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Rntqbd9 @tsgnqƍr b`kbtk`shnmr

Sgd svn khmdr chrok`x cheedqdms `rrtloshnmr `ants sgd f`o
between the economy’s actual performance and the trend 
kdudk ne rtrs`hm`akd fqnvsg- Sgd tmaqnjdm khmd `rrtldr sghr



A balancing act

31

sn ad 1-4 odq bdms rhmbd 0874- Sghr hr hm e`bs sgd `udq`fd to
tmshk 0886+ `mc vhkk oqna`akx stqm nts sn g`ud addm bknrd sn
sgd `udq`fd nudq 0874,1/04-

Sgd cnssdc khmd rtoonrdr sg`s sg`s rtrs`hm`akd fqnvsg v`r 2
odq bdms eqnl 0886- Hs qntfgkx qdrdlakdr sgd `bbntms ne sgd
bxbkd sg`s sgd Sqd`rtqx oqnctbdc d`bg xd`q-35

Sgd qdbdrrhnm `mc qdbnudqx mnv oqdchbsdc vhkk dmc to aqhmfhmf
sgd tmaqnjdm khmd a`bj snv`qcr ydqn- Nudq 2/ xd`qr hs vhkk stqm
out that the UK economy was able to grow sustainably at an 
`udq`fd q`sd ne 1-4 odq bdms odq `mmtl- Adb`trd sgd fqnvsg
sg`s nbbtqqdc enq ltbg ne Fnqcnm Aqnvmƍr Bg`mbdkknqrgho
v`r ghfgdq+ sgd dbnmnlx mnv `ood`qr sn g`ud addm hm ` knmf
`anud bxbkd odqhnc-25

CHART 13: CYCLICAL POSITION AND PUBLIC SECTOR 
DEFICITS
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@m `ksdqm`shud hr sn `rrtld sg`s sgd Sqd`rtqxƍr udqrhnm v`r
qhfgs+ ats sg`s sgd dudmsr ne 1//6,/8 rtccdmkx vhodc `v`x `
k`qfd bgtmj ne Aqhs`hmƍr dbnmnlhb onsdmsh`k- @ ƽm`k+ dwsqdldkx
noshlhrshb udqrhnm hr sn rs`sd sg`s sgd Sqd`rtqx v`r qhfgs `kk
`knmf+ `mc dwodbs dbnmnlhb qdbnudqx sn ad q`ohc `mc hmƾ`shnm,
eqdd tmshk sgd cnssdc khmd qd`bgdr ydqn- Edv `m`kxrsr+ hmbktchmf
sgd Sqd`rtqx+ `qd vhkkhmf sn rtffdrs sghr-

Aqhs`hmƍr dbnmnlhb onsdmsh`k b`mmns ad rbhdmshƽb`kkx oqnudm:
sgdqd vhkk mdudq ad ` bnmrdmrtr nm vghbg ne sgdrd udqrhnmr
hr bnqqdbs- Ats sgdqd hr mn cntas vghbg vntkc g`ud addm
sgd lnqd oqtcdms `rrtloshnm sn l`jd- Bg`qs 02 hkktrsq`sdr
sgd ntsbnld he fnudqmldmsr g`c trdc sghr oqtcdms uhdv sn
calculate the primary surplus needed compared to the actual 
oqhl`qx a`k`mbd `bghdudc-

Tmshk 1///+ Fnqcnm Aqnvm enkknvdc sgd o`ssdqm rds ax sgd
Bnmrdqu`shudr+ vhsg ` ƽrb`k onrhshnm rg`cnvhmf lnudldmsr
around a prudent assumption of sustainable economic growth 
'rdd bg`qs 02(- Ats eqnl 1//0+ sgd rtqoktr cqnoodc- Hs
qdƾdbsdc ` bnmrbhntr onkhshb`k bgnhbd sn chudqs qdrntqbdr sn
sgd otakhb rdbsnq Ɗ ats vhsgnts q`hrhmf s`w qdudmtdr sn o`x-
@r vd nardqudc `anud+ knv cdas bnrsr `mc rsd`cx mnlhm`k
FCO fqnvsg ld`ms sg`s sghr v`r `bghdudc vhsgnts cdas q`shnr
hmbqd`rhmf rhfmhƽb`mskx- Ats ` bnmrdqu`shud ƽrb`k onkhbx vntkc
g`ud qdbnfmhrdc sgd ghfg oqna`ahkhsx ne ` rtardptdms odqhnc
ne knv fqnvsg `mc dudm ghfgdq cdƽbhsr- Sghr qdbnfmhshnm
'tmcdq sgd ƽrb`k qtkdr+ nq `mx oqtcdms ƽrb`k onkhbx( vntkc
g`ud qdpthqdc ` qd`khrshb ok`m sn bts sgd rsqtbstq`k cdƽbhs ax
`qntmc 2 odq bdms+ sgqntfg ghfgdq s`wdr nq knvdq rodmchmf-
Rtbg ok`mr vdqd mns l`cd-

Sghr `m`kxrhr admdƽsr eqnl bnmrhcdq`akd ghmcrhfgs- Edv
dbnmnlhrsr nq onkhbxl`jdqr sgntfgs sgd TJ g`c `m nudqgd`shmf
qd`k dbnmnlx enq ltbg ne sghr cdb`cd+ `ksgntfg rnld vdqd
vhkkhmf sn q`hrd bnmbdqmr `ants ƽm`mbh`k hla`k`mbdr-26 Ats
dbnmnlhrsr chc v`qm sgd fnudqmldms sg`s hs v`r adhmf snn
noshlhrshb `ants etstqd qdudmtd fqnvsg+ `mc sgd Hmrshstsd ne
Ehrb`k Rstchdr qdbdmskx drshl`sdc sg`s sgdqd v`r ` rsqtbstq`k
cdƽbhs ne 2 odq bdms ne FCO sn ad bknrdc-38 
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Sgd ƽm`mbh`k bqhrhr `krn k`hc a`qd sgd lhrs`jdr sgd Sqd`rtqx
l`cd vgdm rtqudxhmf sgd dbnmnlx- Hm fdmdq`k+ hs bnmbdmsq`sdc
nm sgd qd`k q`sgdq sg`m ƽm`mbh`k dbnmnlx+ rtqudxhmf hmchb`snqr
qdk`sdc sn oqnctbshuhsx+ dloknxldms bnmchshnmr+ `mc hmƾ`shnm-
Sgd ahffdrs dqqnq v`r tmcdqdrshl`shmf sgd qhrj onrdc ax sgd
bloated nature of the household sector’s balance sheet: the 
vnqc ƌcdasƍ b`mmns ad entmc hm Sqd`rtqx cnbtldmsr `rrdrrhmf
sgd bxbkd- Hm sghr v`x sgd Sqd`rtqxƍr lhrs`jd v`r qdl`qj`akx
rhlhk`q sn sg`s l`cd ax sgd ƽm`mbh`k rdbsnq `r ` vgnkd9 sn
chrqdf`qc ghfg kdudkr ne cdas `r ` onsdmsh`k khlhs nm etstqd
fqnvsg- G`c sgd fnudqmldms addm `v`qd ne sghr khlhs+ hs lhfgs
g`ud qdbnfmhrdc sg`s sgd dbnmnlx g`c fqnvm e`rsdq sg`m hsr
rtrs`hm`akd q`sd+ `mc sg`s hs mddcdc ` rl`kkdq atcfds cdƽbhs sn
ad `rrtqdc ne a`k`mbd nudq sgd bxbkd-

INSECURE REVENUES
Sgd oqnakdl ne hmrteƽbhdms qdudmtdr v`r bnlontmcdc ax `m
unusual dependence on receipts that relied upon an unstable 
ƽm`mbh`k ataakd-

Sgd cdsdqhnq`shnm hm sgd TJƍr ƽrb`k onrhshnm hr ltbg vnqrd sg`m
hm nsgdq cdudknodc bntmsqhdr dudm sgntfg l`mx `qd rteedqhmf
` vnqrd qdbdrrhnm- Sgd oqhmbhokd b`trd ne sghr ogdmnldmnm hr
mns ` qhrd hm rodmchmf ats ` bnkk`ord hm qdudmtdr-

@ bnlo`qhrnm ne sgd oqd,Atcfds qdonqs ne 1//6 vhsg sgd
Atcfds ne @oqhk 1//8 qdud`kr sgd dwsq`nqchm`qx bnkk`ord hm
sgd s`w qdbdhosr- Hm 1//6 sgd fnudqmldms dwodbsdc sn f`sgdq
¢470 ahkkhnm hm 1//7,/8: ax @oqhk 1//8+ sghr g`r e`kkdm sn ¢42/
ahkkhnm+ vhsg ` etqsgdq e`kk sn ¢4// ahkkhnm hm 1//8,0/+ vghbg
v`r nqhfhm`kkx dwodbsdc sn xhdkc nudq ¢5// ahkkhnm- Hmbnld
s`w+ m`shnm`k hmrtq`mbd+ rs`lo ctsx `mc bnqonq`shnm s`w
`bbntms enq md`qkx `kk ne sgd knrs qdudmtdr- Nm sgd nsgdq g`mc+
dwodmchstqd s`wdr 'nmbd sgd sdlonq`qx U@S bts hr e`bsnqdc
nts( `mc u`qhntr ctshdr nm `kbngnk+ sna`bbn `mc f`lakhmf g`ud
held up well. 
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CHART 14: DETERIORATION IN PUBLIC FINANCES (NOT 
INCLUDING DISCRETIONARY MEASURES) COMPARED TO 
LOSS OF ECONOMIC OUTPUT
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Sgd s`w,ax,s`w `m`kxrhr hm sgd 1//8 Atcfds rgnvr gnv
utkmdq`akd fnudqmldms qdudmtdr vdqd sn sgd rnqs ne qdbdrrhnm
vd `qd mnv rteedqhmf- Sgd fnudqmldms qdkhdc snn ltbg nm
ƽm`mbh`k rdbsnq anmtrdr+ gntrhmf sq`mr`bshnmr+ `mc bnqonq`sd
s`wdr+ vghbg `qd ghfgkx rdmrhshud sn tmcdqkxhmf FCO `mc `rrds
u`ktdr- @r ` qdrtks+ sgdx edkk ltbg e`rsdq sg`m sgd qdrs ne sgd
economy when the recession struck. 

@ksgntfg sgd Sqd`rtqx chkhfdmskx drshl`sdc sgd rdmrhshuhsx ne sgd
otakhb ƽm`mbdr sn sgd dbnmnlhb bxbkd+ sgdx e`hkdc sn bnmrhcdq
sgd hlo`bs ne rtbg ` ƽm`mbh`k bnkk`ord- Sgdx dwodbsdc ` 0/
odq bdms lnudldms hm `rrds oqhbdr sn ad `rrnbh`sdc vhsg `
bg`mfd hm qdbdhosr eqnl hmgdqhs`mbd s`w+ b`ohs`k f`hmr s`w `mc
rs`lo ctsx dpt`k sn /-03 odq bdms ne FCO-28 Ats hm 07 lnmsgr
sgd drshl`sd enq sgdrd s`wdr g`r cqnoodc ax ¢04 ahkkhnm+ nq
nudq 0 odq bdms ne FCO- Dudm `esdq sgd bqdchs bqtmbg g`c
adftm+ `mc gntrd oqhbdr rs`qsdc e`kkhmf+ sgd 1//7 Atcfds v`r
snn noshlhrshb `ants sgd qdbdrrhnmƍr deedbs nm qdudmtdr- Enq
dw`lokd+ hs dwodbsdc ` e`kk hm rs`lo ctshdr ne itrs 5 odq bdms-
Hm e`bs+ sgdx edkk ax lnqd sg`m 4/ odq bdms `mc knnj tmkhjdkx sn
qdbnudq enq xd`qr-

EXPENDITURE REMAINING HIGH
Adsvddm sgd oqd,Atcfds qdonqs hm sgd `tstlm ne 1//6 `mc sgd
Atcfds hm sgd roqhmf ne 1//8+ drshl`sdr enq 1//7,/8 rodmchmf
hm b`rg sdqlr chc mns bg`mfd rhfmhƽb`mskx+ qhrhmf eqnl ¢506-3
ahkkhnm sn ¢51/-6 ahkkhnm- Sgd drshl`sd enq 1//8,0/ fqdv eqnl
¢535-5 ahkkhnm sn ¢560 ahkkhnm+ `m hmbqd`rd ne ¢14 ahkkhnm-
Most of this occurred within the Annual Managed Expenditure 
'@LD( atcfds+ vghbg+ hm sgd vnqcr ne sgd Sqd`rtqx+ Əbnmrhrsr
ne oqnfq`lldr vghbg `qd k`qfd+ unk`shkd `mc cdl`mc,kdcƐ-
Rnbh`k rdbtqhsx admdƽsr `mc s`w bqdchsr `bbntms enq `kk ne sghr
increase.3/

Btqqdms rodmchmf vhsghm Cdo`qsldms Dwodmchstqd Khlhsr 'CDK(+
vghbg hmbktcdr atcfdsr sg`s b`m ad ok`mmdc nm ` ƾdwhakd+
ltksh,xd`q a`rhr khjd gd`ksg `mc dctb`shnm+ hmbqd`rdc nmkx
l`qfhm`kkx+ l`hmkx ctd sn ghfgdq cdedmbd dwodmchstqd- B`ohs`k
rodmchmf hmbqd`rdc eqnl ¢43-0 ahkkhnm sn ¢52-3 ahkkhnm+ o`qskx
`r ` qdrtks ne sgd fnudqmldmsƍr cdbhrhnm sn aqhmf rnld b`ohs`k
projects forward.
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TABLE 1: EXPENDITURE PLANS FOR 2009-10 (£ BILLIONS)
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BTQQDMS DWODMCHSTQD
Cdo`qsldms Dwodmchstqd Khlhsr
Annual Managed Expenditure

of which
Rnbh`k rdbtqhsx admdƽsr
S`w bqdchsr
Mds otakhb rdquhbd odmrhnmr
M`shnm`k Knssdqx
AAB cnldrshb rdquhbdr
Other departmental expenditure
Mds dwodmchstqd sq`mredqr sn DB hmrshstshnmr
Knb`kkx,ƽm`mbdc dwodmchstqd
Bdmsq`k fnudqmldms fqnrr cdas hmsdqdrs
AME margin
Accounting adjustments

338.8
142-6

041-2
07-7
1-8
/-5
2-5
0-2
4-6
16-3
20-1
0-7
7-0

231-0
154-8

053-6
10-6
3-0
/-8
3.5
2.5
4-5
16-8
16-1
/-8
5-8

Otakhb rdbsnq btqqdms dwodmchstqd 481-4 5/7

B@OS@K DWODMCHSTQD
Otakhb rdbsnq fqnrr hmudrsldms
Depreciation
Otakhb rdbsnq mds hmudrsldms

43-0
,1/-1
22-8

52-3
,08-5
32-7

SNS@K L@M@FDC DWODMCHSTQD 535-5 560-3

@ ¢04 ahkkhnm hmbqd`rd hm sq`mredqr sn odnokd ghs ax sgd qdbdrrhnm
hr mns rtqoqhrhmf- Hm 087/,71+ rnbh`k admdƽsr qnrd eqnl ¢11-7
ahkkhnm sn ¢22-4 ahkkhnm+ ` e`q k`qfdq hmbqd`rd `r ` oqnonqshnm
ne FCO- Ats sgd hmbqd`rd hm b`ohs`k rodmchmf rs`mcr hm rs`qj
bnmsq`rs sn sgd `ooqn`bg ne sgd Sg`sbgdq fnudqmldms vghbg
`bst`kkx bts otakhb rdbsnq mds hmudrsldms eqnl ¢3-6 ahkkhnm sn
¢2-2 ahkkhnm adsvddm 087/ `mc 0871 Ɗ ` cdbhrhnm vghbg l`x
mdudqsgdkdrr g`ud addm q`shnm`k hm sgd khfgs ne ghfg oqdu`hkhmf
hmsdqdrs q`sdr- Snc`x+ b`ohs`k oqnfq`lldr hmbtq ` qdk`shudkx
low interest cost and are being used to cushion the impact of 
e`kkhmf bnlo`mx hmudrsldms-
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EXPLAINING THE GROWTH OF THE DEBT
Nmkx ` l`inq v`q g`r dudq oqnctbdc ` m`shnm`k cdas `r k`qfd
`r sg`s vghbg vhkk bnmeqnms sgd mdws fnudqmldms- @ksgntfg
sgd `bbtr`shnm sg`s sghr `kk rsdlr eqnl dwbdrrhud rodmchmf g`r
rnld sqtsg sn hs+ sghr lhrrdr nts lnqd chqdbs b`trdr Ɗ bnkk`orhmf
mnlhm`k FCO `mc dudm e`rsdq bnkk`orhmf qdudmtdr- Lnrs
cdudknodc bntmsqhdr `qd rteedqhmf eqnl sgd r`ld bnlahm`shnm:
`bbnqchmf sn HLE ƽftqdr+ sgd `cu`mbdc F1/ bntmsqhdr vhkk rdd
fnudqmldms cdas hmbqd`rd adsvddm 1//6 `mc 1/03 eqnl 68
sn 0/2 odq bdms ne FCO- Sgd TJ g`r cdsdqhnq`sdc e`rsdq+ `r `
qdrtks ne hsr rsqtbstq`k cdƽbhs `mc tmvhrd qdkh`mbd nm hmrdbtqd
qdudmtdr-

Hm sgd anw adknv vd `ssdlos+ udqx qntfgkx+ sn b`kbtk`sd gnv
ltbg ne sgd cdas b`m ad sq`bdc sn u`qhntr b`trdr- Odqg`or
` pt`qsdq rsdlr eqnl a`c fnudqmldms cdbhrhnmr , h-d- sgd
rsqtbstq`k cdƽbhs `mc hmrdbtqd qdudmtdr- G`c sgdrd dqqnqr addm
qdbshƽdc+ sgd fqnvsg hm cdas vntkc g`ud addm `ooqnwhl`sdkx
sgd r`ld `r ntq hmsdqm`shnm`k oddqr- Sghr hr bkd`qkx ` rhfmhƽb`ms
onkhbx lhrs`jd+ qdrtkshmf hm otakhb cdas adhmf ¢2// ahkkhnm
ghfgdq `mc ` rhfmhƽb`ms rsqtbstq`k cdƽbhs sn vnqj nee-

Apportioning blame for the debt

@ xd`q `fn+ sgd fnudqmldms dwodbsdc sgd cdas hm
1/01,02 sn ad ¢620 ahkkhnm- Sghr xd`q+ hs dwodbsr hs sn
ad ¢0+151 ahkkhnm+ oktr `m hmcdsdqlhm`sd `lntms enq sgd
bnrs ne hsr u`qhntr ƽm`mbh`k qdrbtd rbgdldr- He vd s`jd
sgd k`ssdq hsdl sn ad 8 odq bdms ne FCO+ nq ¢02/ ahkkhnm+
sgdm sgdqd hr `ants ¢55/ ahkkhnm ne hmbqd`rdc cdas sn
explain. 

@mx dwok`m`shnm b`m ad chuhcdc hmsn svn dkdldmsr9
hmbqd`rdr ctd sn a`c ƽrb`k onkhbx+ `mc hmbqd`rdr ctd sn
the effect of a sudden recession. 

Calculating how much is due to policy errors means 
drshl`shmf vg`s hcd`k ƽrb`k onkhbx vntkc g`ud knnjdc
khjd- Vd s`jd ` g`vjhrg uhdv+ `mc `rrtld sg`s `m hcd`k
ƽrb`k onkhbx vntkc g`ud9

dkhlhm`sdc ` 2 odq bdms rsqtbstq`k cdƽbhs:
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dmrtqdc sg`s qdudmtdr vdqd mns `r rdmrhshud sn
sgd dbnmnlhb bxbkd `r sgdx stqmdc nts sn ad- Sghr
means supposing that they would fall by 50 per 
bdms ne FCO hm sgd qdbdrrhnm+ hmrsd`c ne sgd 6/ odq
cent that has in fact occurred. 

Adsvddm sgd 1//7 `mc 1//8 Atcfdsr+ sgd btltk`shud
rodmchmf dwodbsdc eqnl 1//7,/8 sn 1/01,02 hmbqd`rdc
ax `ants ¢4/ ahkkhnm+ `mc btltk`shud qdudmtdr edkk ax
¢370 ahkkhnm- Sgd btltk`shud dwodbsdc knrr ne FCO
v`r ¢583 ahkkhnm- He qdudmtdr g`c e`kkdm `s ` q`sd ne
4/ odq bdms ne FCO+ sgd ƽrb`k knrr vntkc g`ud addm
¢236 ahkkhnm- Sgd qdrs Ɗ ¢023 ahkkhnm Ɗ b`m sgdqdenqd ad
apportioned to the policy error of being too dependent 
nm sgd vhmce`kk f`hmr eqnl ` ƽm`mbh`k ataakd-

Bg`qs @9 chrrdbshmf sgd cdas enq 1/01.02
Recessionary increase 
in spending (4%)

Cost of banking 
rescues(9%)

Loss of 
bubble
revenues
(9%)

Recessionary
loss of revenues
(25%)

Structural deficit (16%)

Existing  debt minus 
improvement if 
structural deficit 
had been eliminated
(37%)

Sgdqdenqd+ hm hmbqd`rhmf nqcdq ne rhfmhƽb`mbd+ sgd cdas
enq 1/01,02 b`m ad dwok`hmdc ax9

`ants 3 odq bdms odq bdms eqnl hmbqd`rdr hm rodmchmf
rsdllhmf eqnl sgd qdbdrrhnm+ lnrs ne sgdl
`tsnl`shb qdronmrdr uh` sgd admdƽsr rxrsdl

`ants 8 odq bdms eqnl sgd a`mjhmf qdrbtdr

:

:

:
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`mnsgdq 8 odq bdms eqnl nudq,qdkh`mbd nm unk`shkd
ƌataakdƍ qdudmtdr

`ants 05 odq bdms eqnl sgd fnudqmldms e`hkhmf sn ƽw
sgd rsqtbstq`k cdƽbhs

`ants 14 odq bdms eqnl ` knrr hm qdudmtdr eqnl
sgd qdbdrrhnm+ vghbg hmbktcdr sgnrd cdkhadq`sdkx
enqdfnmd sgqntfg sgd U@S bts

sgd qdrs '`ants 26 odq bdms( eqnl sgd cdas sg`s
would existed had there been neither a recession 
mnq ` rsqtbstq`k cdƽbhs-

Sgd fnudqmldms cdrdqudr bqhshbhrl ansg enq sgd k`qfd
rsqtbstq`k cdƽbhs `mc sgd eq`fhkhsx ne hsr qdudmtd a`rd- Hs vhkk
s`jd ` knmf odqhnc ne `trsdqhsx sn qdrsnqd ƽrb`k a`k`mbd- Ats
sgd Bnmrdqu`shudƍr bk`hlr sg`s sgd fnudqmldms g`r `bsdc
irresponsibly to cushion the real economy from the recession 
`qd vqnmf- Enq L`qf`qds Sg`sbgdq+ ghfg qd`k hmsdqdrs q`sdr+
otmhshud s`w kdudkr+ rn`qhmf hmƾ`shnm `mc ` akn`sdc otakhb
sector made controlling public spending a clear priority. For 
sgd btqqdms fnudqmldms+ mnmd ne sghr `ookhdr9 q`sdr `qd `s qnbj,
anssnl+ hmƾ`shnm hr sgqd`sdmhmf sn stqm mdf`shud `mc sgd rs`sd
no longer controls swathes of nationalised industry. Applying 
Sg`sbgdqhsd onkhbhdr ctqhmf sgd btqqdms cnvmstqm vntkc g`ud
been a serious mistake. 

:

:

:

:
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3. Restoring the public nances 
to health

Sgd lnrs qdbdms Atcfds enqdb`rsr sg`s otakhb rdbsnq mds
anqqnvhmf vhkk od`j `s 01-3 odq bdms ne FCO hm 1//8,0/+
adenqd cdbkhmhmf sn 4-4 odq bdms hm 1/02,03- Sghr vhkk qdrtks hm
nudq`kk otakhb cdas qd`bghmf 65 odq bdms ne FCO- Dudm sgdm+ `
etqsgdq shfgsdmhmf ne 1 sn 2 odq bdms ne FCO vhkk ad qdpthqdc sn
stabilise the debt ratio. 

Ats rgntkc fqnvsg rstssdq `f`hm+ `mc sgd k`qfd ntsots f`o kd`c
sn etqsgdq cdƾ`shnm+ hs hr hlonqs`ms sg`s sgd mdws fnudqmldms
hr mns rn hcdnknfhb`kkx bnllhssdc sn ƽrb`k shfgsdmhmf sg`s
it tries to pursue a balanced budget with no regard to the 
bnmrdptdmbdr enq sgd dbnmnlx- Bgqhrshm` Qnldq+ sgd bg`hq ne
A`q`bj Na`l`ƍr Bntmbhk ne Dbnmnlhb @cuhrnqr+ g`r qdbdmskx
hrrtdc ` qdlhmcdq ne sgd lhrs`jdr l`cd hm 0826+ vgdm ƽrb`k
and monetary policy became contractionary after four years 
of strong growth.30 Sghr aqntfgs `ants sgd ƌlhmh,Cdoqdrrhnmƍ
hm 0826,27+ `bbnlo`mhdc ax ` 4 odq bdms hmbqd`rd hm
tmdloknxldms- Rgd v`qmr `f`hmrs qdlnuhmf rtoonqs eqnl sgd
dbnmnlx snn rnnm+ ` v`qmhmf dbgndc ax sgd NDBC-31 

Sghr bqd`sdr ` cheƽbtks bg`kkdmfd9 sn a`k`mbd rgnqs sdql
dbnmnlhb rtoonqs `f`hmrs knmf sdql ƽrb`k rtrs`hm`ahkhsx+
vhsgnts c`l`fhmf dbnmnlhb deƽbhdmbx- Sgd `mrvdq hr sn
hlokdldms v`xr hm vghbg sgd mdws fnudqmldms b`m bqdchakx
bnllhs sn etstqd oqtcdms l`bqndbnmnlhb adg`uhntq+ `mc ax
hmsqnctbhmf mdv s`w qdudmtdr sg`s gdko rs`ahkhrd ansg sgd
dbnmnlx `mc sgd ƽrb`k rhst`shnm+ vhsgnts c`l`fhmf knmf sdql
growth. 

:
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RESISTING INFLATION – GREATER USE OF 
INDEXED BONDS
Fhks hrrt`mbd hr `kqd`cx `s qdbnqc od`bdshld kdudkr `mc vhkk
ad ghfg enq `s kd`rs entq xd`qr: ` qdbdms Lnqf`m Rs`mkdx
oqdrdms`shnm oqdchbsdc ¢02/,04/ ahkkhnm `mmt`kkx sn 1/02-32
@r rdbshnm 0 hkktrsq`sdc+ sgd sdqlr nm vghbg rtbg cdasr `qd
hmbtqqdc g`r ` gtfd deedbs nm Atcfds `qhsgldshb enq cdb`cdr-
Dudqx onrrhakd deenqs rgntkc ad l`cd sn qds`hm sgd qdbdmskx
`bpthqdc `cu`ms`fd ne knv anqqnvhmf bnrsr-

Fnudqmldmsr b`m cde`tks hm nmd ne svn v`xr9 dwokhbhskx+
sgqntfg ntsqhfgs qdotch`shnm ne sgd nqhfhm`k anqqnvhmf sdqlr+
nq hlokhbhskx+ uh` hmƾ`shnm- Dwokhbhs cde`tks hr `klnrs tmgd`qc ne
Aqhshrg ghrsnqx- Cdrohsd cq`l`shb lnudldmsr d`qkhdq sghr xd`q hm
sgd bqdchs cde`tks rv`o l`qjds+ `m ntsqhfgs cde`tks nm TJ cdas
is unlikely.33 Hs hr sgd oqnrodbs ne hmƾ`shnm sg`s hr lnrs khjdkx
sn cqhud anqqnvhmf q`sdr ghfgdq- Sgd sdlos`shnmr `qd fqd`s- @r
vdkk `r knvdqhmf sgd qd`k u`ktd ne fnudqmldms cdas+ hmƾ`shnm
lightens the pressures on indebted households and companies.34 
Hsr vhcd,q`mfhmf deedbsr cd`k lnqd bnloqdgdmrhudkx vhsg
dwbdrrhud kdudq`fd sg`m rodbhƽb fnudqmldms hmsdqudmshnmr
dudq bntkc-

Ats hmƾ`shnm vntkc cqhud to fnudqmldms anqqnvhmf bnrsr-
Sgdqd hr mn bqdchakd v`x ` bdmsq`k a`mj bntkc bnllhs sn g`uhmf
` ghfgdq hmƾ`shnm s`qfds enq itrs ƽud xd`qr+ r`x- Ltbg ne sgd
ina ne sgd Lnmds`qx Onkhbx Bnllhssdd hr `ants hmƾtdmbhmf
dwodbs`shnmr+ vghbg nodq`sd vhsg ` knmf k`f- @r Ehm`mbh`k
Shldr bnlldms`snq Vnkef`mf Lĕmbg`t onhmsr nts+ ` oqd,
bnllhsldms sn qdudqrd `m hmƾ`shnm`qx onkhbx vntkc `bs `f`hmrs
sgd nqhfhm`k hmƾ`shnm s`jhmf ok`bd `s `kk- Sgd `ksdqm`shud Ɗ `
rtqqdoshshntr hmbqd`rd hm hmƾ`shnm vhsgnts dwokhbhskx bg`mfhmf
sgd s`qfds Ɗ vntkc c`l`fd bqdchahkhsx dudm lnqd-35

Qdf`qckdrr ne gnv hs hr aqntfgs `ants+ tm`mshbho`sdc hmƾ`shnm
results in a transfer of wealth from creditors to debtors. As 
rtbg hs qdrdlakdr ` qdsqnrodbshud bg`mfd sn bnmsq`bs sdqlr-
Btqqdmskx+ anmc hmudrsnqr `qd kdmchmf nm sgd tmcdqrs`mchmf sg`s
sgd lnmds`qx qdfhld hr bnllhssdc sn knv hmƾ`shnm- He hs vdqd
`kknvdc sn qhrd+ rtbg hmudrsnqr vntkc rtqdkx cdl`mc ltbg
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ghfgdq hmsdqdrs q`sdr hm sgd etstqd+ o`qshbtk`qkx `r sgdx mnv
g`ud ` vhcd bgnhbd ne rnudqdhfm anqqnvdqr- Sgd qdrtks vntkc
ad ` qdstqm sn sgd cxm`lhb ne sgd 086/r `mc 7/r Ɗ knvdq cdas
kdudkr odqg`or+ ats ghfgdq knmf sdql q`sdr sg`s otmhrg ansg sgd
fnudqmldms `mc oqhu`sd dmsdqoqhrd- Hs snnj cdb`cdr sn vqhmf
sgd deedbsr ne sgd rxrsdl k`rs shld- Fhudm gnv uhs`k hs hr sg`s
dbnmnlhb fqnvsg qdrtldr `s ` uhfnqntr o`bd+ sghr hr ` qhrj
that cannot be taken. 

Gnv b`m sgd fnudqmldms qd`rrtqd l`qjdsr sg`s hs vhkk mns
hmƾ`sd hsr v`x nts ne cdas> Hm sgdnqx+ sgd hmcdodmcdmbd ne
sgd A`mj ne Dmfk`mc rgntkc ft`qc `f`hmrs sghr onrrhahkhsx- @r
vd g`ud `qftdc dkrdvgdqd+ lnmds`qx onkhbx rgntkc qdl`hm hm
the hands of the central bank.36 Ats sgd `cudms ne pt`mshs`shud
d`rhmf `mc sgd qdstqm ne ƽrb`k onkhbx sn l`bqndbnmnlhb
l`m`fdldms g`ud kdc sn rtffdrshnmr sg`s sgd A`mj ne Dmfk`mc
rgntkc rg`qd hsr bnmsqnk nudq dbnmnlhb l`m`fdldms-37 Sgdqd
hr okdmsx ne rbnod kdes enq sgd fnudqmldms sn hmsdqedqd- Vg`s hr
mddcdc hr ` qd`k ƽm`mbh`k hmbdmshud mns sn cn rn-

Sgd `mrvdq khdr hm ` fqd`sdq trd ne hmcdw,khmjdc anmcr- Sgdx
bnrs lnqd sn rdquhbd he hmƾ`shnm qhrdr+ nq kdrr he hs e`kkr- Sgdqd hr
` bnmrhcdq`akd cdl`mc enq rtbg anmcr eqnl odmrhnm etmcr+ nmd
vghbg hr oqna`akx tmetkƽkkdc `s sgd btqqdms q`sd ne hrrt`mbd-38 
Hs v`r ` khsskd mnsdc aqhfgs rons hm sgd k`rs Atcfds sg`s sgd
enqdb`rs enq cdas hmsdqdrs hm 1//8,0/ v`r ¢2 ahkkhnm lower 
sg`m sgd xd`q adenqd+ cdrohsd nudq`kk cdas kdudkr bkhlahmf ax
¢04/ ahkkhnm: sghr hr k`qfdkx ctd sn knvdq bg`qfdr nm hmcdw,
linked debt. 

Sgd mdws fnudqmldms rgntkc `mmntmbd `m hmsdmshnm ne
hmbqd`rhmf sgd `lntms ne cdas hrrtdc hm sghr v`x Ɗ odqg`or
sn 3/ odq bdms nq lnqd- Cnhmf sghr vhkk qd`rrtqd sgd l`qjds
sg`s hs cndr mns hmsdmc sn hmƾ`sd hsr oqnakdlr `v`x- Hs l`x
lower the risk premiums on `kk enqlr ne fnudqmldms cdas+
`mc sgqntfgnts sgd dbnmnlx- Hs vhkk `krn gdko sn rs`ahkhrd sgd
ƽrb`k onrhshnm hm sgd dudms ne `mnsgdq cdƾ`shnm`qx dohrncd+
`r cdƾ`shnm knvdqr sgdhq bnrs- Ehm`kkx+ sgd rsqnmf cdl`mc enq
these instruments makes them a cheap source of funds for 
sgd fnudqmldms Ɗ sgdx g`ud qdbdmskx addm hrrtdc vhsg qd`k
yields below 2 per cent. 
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SPENDING CUTS DON’T PROVIDE THE WHOLE 
ANSWER
Sgd Atcfds rbdm`qhn `kqd`cx `rrtldr bnmrhcdq`akd rsdor sn
qdrsnqd ƽrb`k a`k`mbd- Sgdrd hmbktcd `m hmbqd`rd hm m`shnm`k
hmrtq`mbd+ ` mdv ghfgdq q`sd s`w a`mc+ tmrodbhƽdc ƌdeƽbhdmbx
f`hmrƍ ne ¢4 ahkkhnm odq xd`q+ ahf btsr hm b`ohs`k dwodmchstqd
`mc ` etqsgdq rodmchmf rptddyd- @bbnqchmf sn sgd fnudqmldms+
btqqdms rodmchmf vhkk fqnv `s itrs /-6 odq bdms odq `mmtl eqnl
1/00,01- Rtbg rodmchmf ok`mr `kqd`cx ad`q bnlo`qhrnm vhsg
sgd k`rs svn odqhncr ne ƽrb`k qdsqdmbgldms 'rdd Bg`qs 05(-

CHART 16: REAL SPENDING INCREASES OVER THE LAST 
THREE RECESSIONS

-2

-1

0

1

2

3

4

5

6

7

8

87654321

A
nn

ua
l i

nc
re

as
e 

in
 r

ea
l s

pe
nd

in
g 

(%
)

Year

recession

2007 to 2015 1979 to 1987 1989 to 1997

Rntqbd9 Otakhb dwodmchstqd ntsstqm toc`sd- Itkx 1//7+ M`shnm`k Rs`shrshbr qdkd`rd+
etmbshnm`k s`akdr

Sgd bg`qs rgnvr gnv K`antq `kknvdc rodmchmf sn hmbqd`rd
ltbg lnqd sg`m sgd Bnmrdqu`shudr chc ctqhmf sgd d`qkx 087/r
qdbdrrhnm+ ats sn ` rhlhk`q cdfqdd sn Ingm L`inqƍr fnudqmldms
hm 088/,81- Gnvdudq sgd q`sd `s vghbg rodmchmf fqnvsg hr
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expected to drop is extremely ambitious compared to either of 
sgdrd dohrncdr- Hm e`bs+ K`antqƍr lnrs qdbdms Atcfds qdpthqdr
public spending to be more tightly controlled than Margaret 
Sg`sbgdq `bghdudc enq gdq dmshqd ƽqrs sdql-

@r chrbtrrdc d`qkhdq+ sgd Bnmrdqu`shud fnudqmldms hm sgd d`qkx
087/r snnj sgd hlonqs`mbd ne jddohmf sgd ƽrb`k cdƽbhs tmcdq
bnmsqnk udqx rdqhntrkx+ dudm ctqhmf sgd qdbdrrhnm- Mdudqsgdkdrr+
sns`k rodmchmf fqdv tmshk sgd ƽrb`k xd`q 0873,74+ entq xd`qr
after the recession ended.50 Sghr hr cdrohsd onrrdrrhmf rdudq`k
`cu`ms`fdr sg`s vhkk mns ad dminxdc ax sgd mdws fnudqmldms-
Otakhb hmudrsldms `mc sgd cdedmbd atcfds vdqd ltbg ghfgdq
`mc rn bntkc lnqd d`rhkx ad bts- Sgdqd vdqd rhfmhƽb`ms `rrdsr
sg`s bntkc ad rnkc+ hmbktchmf sgd m`shnm`khrdc hmctrsqhdr+ vghbg
qdctbdc bnrsr:40 sgd fnudqmldms bts sgd Sq`cd `mc Hmctrsqx
atcfds ax 3/ odq bdms hm qd`k sdqlr eqnl 0868,7/ sn 0878,8/-
Eqnl sgd d`qkx 087/r sgdqd v`r `krn ` oqnfq`lld ne bntmbhk
gntrd r`kdr tmcdq sgd ƌqhfgs sn atxƍ rbgdld Ɗ rtbg r`kdr
bntmsdc `r mdf`shud bntmbhk rodmchmf+ `mc r`v sgd gntrhmf
atcfds cdbkhmd ax 55 odq bdms-

Ingm L`inqƍr `clhmhrsq`shnm hm sgd 088/r `krn rsqtffkdc sn
bts sns`k dwodmchstqd hm qd`k sdqlr tmshk rdudq`k xd`qr `esdq sgd
qdbdrrhnm dmcdc9 hm e`bs+ sgd ƽrb`k xd`q 0885,0886 v`r sgd
ƽqrs sn g`ud knvdq qd`k dwodmchstqd sg`m sgd xd`q adenqd- Sghr
hr cdrohsd rtbbdrrhud Bg`mbdkknqr hmsqnctbhmf vg`s vdqd sgdm
qdf`qcdc `r dwsqdldkx shfgs atcfdsr+ vghbg hmbktcdc ` uhqst`k
freeze in the education and health budgets. 

Btqqdms fnudqmldms ok`mr hlokx sg`s btqqdms rodmchmf
fqnvsg vhkk a`qdkx ntsrsqho hmƾ`shnm ` xd`q `esdq sgd qdbdrrhnm
g`r dmcdc- Sghr hr dwsqdldkx `lahshntr- Fhudm tm`unhc`akd
hmbqd`rdr hm `qd`r khjd rnbh`k rdbtqhsx `mc cdas hmsdqdrs+ hs
implies real terms cuts for many departments that are larger 
sg`m `mx rhmbd sgd 086/r- He onkhshb`k bnllhsldmsr sn oqnsdbs
rodmchmf nm sgd ¢0// ahkkhnm MGR atcfds `qd sn ad jdos+ btsr
in other areas will be larger still. A dawning recognition of 
this fact has precipitated a public row about which party is 
ok`mmhmf sgd fqd`sdrs btsr+ nmd sg`s hr tmmdbdrr`qhkx narbtqdc
ax sgd oqhld lhmhrsdqƍr qdetr`k sn qdbnfmhrd sg`s K`antqƍr nvm
rodmchmf ok`mr qdmcdq rtbg btsr hmduhs`akd-52
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CHART 17: HISTORIC LEVELS OF SPENDING AND 
TAXATION AS A PROPORTION OF GDP
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Sn dwodbs `m dudm fqd`sdq qdsqdmbgldms ne otakhb rodmchmf
in the near term ignores the lessons of similar attempts in 
the past.53 Enq dw`lokd+ ctqhmf sgd ƽm`mbh`k dldqfdmbx ne
0865 sgd K`antq fnudqmldms g`c ` gtfd rsqtffkd sn bts
rodmchmf pthbjkx sn ldds sgd kn`m bnmchshnmr cdl`mcdc ax
sgd HLE- Rnldshldr kdfhrk`shnm g`r sn ad bg`mfdc- Btsshmf
rs`ee hmunkudr l`jhmf qdctmc`mbx o`xldmsr- Bnmsq`bsr mddc
sn ad qdmdfnsh`sdc- Hm sgd dmc+ sgd atqcdm g`c sn ad roqd`c
across many different departments just to reduce spending by 
0 odq bdms ne FCO hm 0866-43

Sghr hr mns sn cdmx sg`s rodmchmf vhkk mddc sn b`qqx nm e`kkhmf
`esdq 1/03 `r ` rg`qd ne sgd m`shnm`k oqnctbs-55 Dudm adenqd
sgd bqhrhr+ otakhb rodmchmf v`r bkd`qkx snn ghfg sn ad rtrs`hmdc
without an implausibly long economic expansion or further 
s`w qhrdr- Btqqdms fnudqmldms enqdb`rsr ots hs `s 32-4 odq
bdms ne FCO hm 1/02,03- @ksgntfg sghr hr aqn`ckx hm khmd vhsg
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sgd `udq`fd rhmbd 086/+ sgd bnlo`qhrnm hr mns e`hq9 enq lnrs
ne sgd 086/r `mc 087/r sgd rs`sd bnmsqnkkdc rv`sgdr ne sgd
dbnmnlx sg`s `qd mnv oqhu`sdkx nvmdc- Sghr ld`mr sg`s `
knvdq ldchtl,sdql s`qfds hr lnqd `ooqnoqh`sd Ɗ odqg`or 3/,
30 odq bdms ne FCO+ vghbg hr itrs `anud sgd `udq`fd kdudk enq
sgd 088/r- Rn otakhb rodmchmf rgntkc rshkk fqnv lnqd rknvkx
eqnl 1/03 sg`m sgd dbnmnlx `r ` vgnkd- Nudq sghr shldrb`kd
plans can be drawn up in the light of a proper political debate 
about what the state should and should not do.

AN INCREASED ROLE FOR WEALTH TAXES
With a tough but ambitious medium term target for public 
rodmchmf ne 3/,30 odq bdms ne FCO+ s`w qdbdhosr vhkk mddc
sn qd`bg 27-4,28 odq bdms ne FCO- @s sghr onhms+ sgd oqhl`qx
rtqoktr vhkk ad 1 odq bdms ne FCO `mc sgd cdas q`shn ntfgs sn
rs`ahkhrd- Sghr vhkk qdpthqd rnld etqsgdq rsdor sn hmbqd`rd s`w
qdbdhosr- Sgd K`antq fnudqmldmsƍr ok`mr rn e`q `lntms sn `
new higher rate tax band and the phasing out of allowances 
enq sgd qhbg- Sgdrd bg`mfdr vhkk mns ad rteƽbhdms , hm e`bs+ sgdx
qhrj etqsgdq bnlokhb`shmf sgd s`w rxrsdl vhsgnts rhfmhƽb`mskx
q`hrhmf qdudmtdr-45 Sgd Bnmrdqu`shudr g`ud `mmntmbdc mn
rhfmhƽb`ms s`w q`hrhmf ok`mr rhmbd sgdhq bnmsqnudqrh`k oqnonr`k
hm 1//6 sn s`w mnm,cnlhbhkdc qdrhcdmsr+ sgd qdstqmr ne vghbg
`qd ghfgkx tmbdqs`hm ats bkd`qkx hmrteƽbhdms dudm sn etmc sgdhq
inheritance tax proposals. 

@esdq sgd sq`tl` ne sgd ƽm`mbh`k bqhrhr `mc dmrthmf qdbdrrhnm+
there are serious worries about the long term growth 
potential of the economy. @ bnkk`ord hm hmudrsldms `mc ` qhrd
in unemployment risks undermining the UK’s physical and 
gtl`m b`ohs`k- Fhudm sghr qhrj+ hs hr drrdmsh`k sg`s ƽrb`k ok`mr
cn mns etqsgdq tmcdqlhmd hmbdmshudr sn hmudrs `mc hmmnu`sd-
Sgd NDBC g`r b`qqhdc nts qdrd`qbg nm sghr ptdrshnm- Sgdx ƽmc
sg`s bnmrnkhc`shnmr a`rdc tonm knvdq rodmchmf gdko annrs FCO
fqnvsg- Gnvdudq+ sgdx `krn `qftd sg`s hs vhkk ad cheƽbtks sn
`bghdud `kk sgd ƽrb`k bnmrnkhc`shnm mdbdrr`qx vhsg rodmchmf
cuts alone.46 Chrbtrrhmf qdudmtdr+ sgd NDBC ƽmcr9 ƏSg`s
`lnmf s`wdr+ bnqonq`sd s`wdr `qd sgd lnrs g`qletk enq fqnvsg+
enkknvdc ax odqrnm`k hmbnld s`wdr+ sgdm bnmrtloshnm s`wdr+
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vhsg qdbtqqdms s`wdr nm hllnu`akd oqnodqsx g`uhmf sgd kd`rs
impact.”  

Sghr hr vgx vd oqnonrd sg`s sgd fnudqmldms hmbqd`rdr sgd
`lntms ne qdudmtd q`hrdc sgqntfg oqnodqsx s`wdr- Vd`ksg
hr ltbg lnqd tmdudmkx chrsqhatsdc sg`m hmbnld+ `mc sgd
majority of it comes from housing.58 Hm 1//6+ sgd sns`k u`ktd
ne gntrhmf v`r ots `s ¢3-2 sqhkkhnm eqnl ` sns`k rsnbj ne TJ
vd`ksg ne ¢6 sqhkkhnm- Dudm `esdq svn xd`qr ne e`kkhmf gntrd
oqhbdr+ hs oqna`akx rshkk dwbddcr ¢2-4 sqhkkhnm+ `mc sns`k vd`ksg
hm `kk enqlr oqna`akx lnqd sg`m ¢4 sqhkkhnm-48 Hs vntkc s`jd `
kdux `udq`fhmf itrs /-3 odq bdms ne gntrhmf u`ktdr sn q`hrd 0
odq bdms ne FCO `mmt`kkx-

Opponents of all wealth taxes complain that they diminish 
hmbdmshudr sn hmudrs `mc hmmnu`sd- O`rs deenqsr `s vd`ksg s`wdr
g`ud entmcdqdc nm oq`bshb`k cheƽbtkshdr-5/ Bdqs`hmkx+ fqd`s b`qd
rgntkc ad s`jdm nudq sgd cdrhfm ne `mx mdv vd`ksg s`wdr
sn `unhc tmenqdrddm mdf`shud bnmrdptdmbdr- Enq dw`lokd+ `
kdux nm `kk `rrdsr `anud ` sgqdrgnkc+ rtbg `r sg`s entmc hm
Eq`mbd+ vntkc tmcntasdckx oqnud chrsnqshnm`qx `mc dmbntq`fd
du`rhnm-

Ats ` rhfmhƽb`ms oqnonqshnm ne btqqdms vd`ksg hr `bbtltk`sdc
dhsgdq sgqntfg admdƽshmf o`rrhudkx eqnl qhrhmf gntrd oqhbdr nq
uh` hmgdqhs`mbd- Mdhsgdq ne sgdrd `bshuhshdr hr dhsgdq qdk`sdc sn
dmsqdoqdmdtqrgho nq d`rx sn rghes `bqnrr anqcdqr- Sgd Tmhsdc
Rs`sdr q`hrdr ` bnmrhcdq`akd `lntms sgqntfg oqnodqsx s`wdr `s
` rs`sd kdudk+ vhsgnts ` mnshbd`akd chlhmtshnm ne dmsqdoqdmdtqh`k
`bshuhsx hm sgd dbnmnlx `r ` vgnkd- Rn s`whmf hllnu`akd
oqnodqsx Ɗ hm nsgdq vnqcr+ gntrhmf Ɗ ntfgs sn ad oq`bshb`k
`mc kd`ud dbnmnlhb hmbdmshudr aqn`ckx hms`bs+ `r sgd NDBCƍr
ƽmchmfr rtffdrs-

Vd rtffdrs svn `ooqn`bgdr- Sgd ƽqrs vntkc ad sn og`rd nts
sgd dwdloshnm ne nvmdq,nbbtohdc gntrdr eqnl b`ohs`k f`hmr
s`w- Sghr vhkk hmsqnctbd `mnsgdq k`qfd `mc unk`shkd dkdldms sn
sgd Dwbgdptdqƍr s`w qdbdhosr+ `mc rn rgntkc ad sqd`sdc vhsg
oqtcdmbd 'rdd adknv(- Hs ntfgs sn xhdkc `m `lntms ne adsvddm
` pt`qsdq `mc ` g`ke ne rs`lo ctsx qdbdhosr+ cdodmchmf nm sgd
rs`sd ne sgd l`qjds+ nq ¢2,5 ahkkhnm ontmcr `mmt`kkx-
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Sgd rdbnmc ldsgnc vntkc ad sn `kknv ` ƾ`s q`sd kdux ne
to sn 0 odq bdms nm oqnodqsx u`ktdr `anud ` sgqdrgnkc+ `r `
rtookdldms sn sgd bntmbhk s`w9 btqqdmskx+ ` ¢1 lhkkhnm gntrd
o`xr sgd r`ld s`w `r nmd vnqsg ¢4//+///- Vd qdbnlldmc
sg`s sgd `bst`k kdudk ne sgd s`w `mc sgqdrgnkc `qd cdbhcdc ax
bntmbhkr+ vhsg bdmsq`k fnudqmldms fq`ct`kkx knvdqhmf sgd aknbj
fq`ms hm nqcdq sn enqbd bntmbhkr sn l`jd to sgd cheedqdmbd- Sgd
bnlok`hms sg`s bntmbhk s`wdr `qd o`qshbtk`qkx qdfqdrrhud b`qqhdr
kdrr vdhfgs he sgd atkj ne `mx hmbqd`rd hr anqm ax ghfgdq u`ktd
oqnodqshdr- He sgd `udq`fd kdux vdqd /-4 odq bdms+ sghr lhfgs
q`hrd ¢2,3 ahkkhnm `mmt`kkx-50

Sgd deedbs nm rnldnmd o`xhmf /-4 odq bdms nm ` ¢0 lhkkhnm
oqnodqsx `anud ` ¢4//+/// sgqdrgnkc vhkk ad /-14 odq bdms
Ɗ nq+ he gd g`c s`jdm ` 64 odq bdms lnqsf`fd+ sgd dpthu`kdms
of a higher mortgage rate of 0.35 per cent.  Without the 
fnudqmldmsƍr hmsdqudmshnmr k`rs `tstlm+ lnqsf`fd q`sdr
vntkc ad ` fqd`s cd`k ghfgdq sg`m sg`s Ɗ he sgdx vdqd `u`hk`akd
at all. 

Bnmrdqu`shud ok`mr enq ` k`qfd bts hm hmgdqhs`mbd s`w rgntkc `krn
ad rgdkudc- @s oqdrdms+ `mx rtoonrdc chrhmbdmshud sn vnqj
enq sgd odqrnm adptd`sghmf vd`ksg hr lnqd sg`m ntsvdhfgdc
ax sgd qdctbdc hmbdmshud sn vnqj enq sgd hmgdqhsnq ne sg`s
wealth.51 Etqsgdqlnqd+ sgd vd`ksgx admdƽs lnrs eqnl btsr hm
inheritance tax.

Sgd Bnmrdqu`shudrƍ ok`mr sn `ankhrg s`wdr nm r`uhmfr hmbnldr
enq knvdq,q`sd s`wo`xdqr `qd `krn qdfqdrrhud `mc tmmdbdrr`qx-
Sgd odnokd vgn vntkc admdƽs lnrs eqnl sghr oqnonr`k `qd
those near the top of the wealth distribution who already 
dminx ` q`mfd ne hmbdmshudr sn r`ud-52 An OECD study has 
entmc sg`s s`w,hmbdmshud rbgdldr khjd HR@r e`hk sn hmctbd
rhfmhƽb`ms mdv r`uhmf- Sgdqdenqd+ sn ` fqd`s cdfqdd sgdx itrs
qdoqdrdms ` sq`mredq ne vd`ksg sn ` e`untqdc hmsdqdrs fqnto-53 
Ehm`kkx+ r`uhmfr q`sdr `qd hmbqd`rhmf `mxv`x+ vhsgnts ` etqsgdq
hmbdmshud+ `r gntrdgnkcr bgnnrd+ nq `qd enqbdc+ sn qdctbd
their debts or build up their assets after the credit crunch. 
Sgd oqnakdl ne onnq gntrdgnkcr mns r`uhmf dmntfg rgntkc
be addressed by redirecting existing schemes rather than 
oqnctbhmf mdv nmdr sg`s vhkk k`qfdkx admdƽs sgd qhbg-
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Sgd Bnmrdqu`shudr g`ud qdbdmskx cdrbqhadc odnokd vhsg
rhfmhƽb`ms r`uhmfr `r Əhmmnbdms uhbshlrƐ ne sgd qdbdrrhnm+
otmhrgdc enq sgdhq oqtcdms adg`uhntq vhsg tme`hqkx knv hmsdqdrs
q`sdr- @r rtbg sgdx hlokx sg`s sgd vd`ksgx g`ud ` kdrrdq
ctsx sn gdko qdo`x sgd m`shnm`k cdas- Ats sgdqd hr mn b`rd enq
`rrdqshmf sg`s s`wdr nm vd`ksg `qd tmitrs- Sgd dwodmrhud ats
mdbdrr`qx rsdor s`jdm sn oqno to sgd ƽm`mbh`k rxrsdl+ trhmf
otakhb rodmchmf sn `arnqa sgd rgnbj ne sgd qdbdrrhnm+ g`ud
admdƽsdc nvmdqr ne vd`ksg `r ltbg `r `mxnmd+ `mc mns itrs
sgnrd cdodmcdms nm sgd otakhb rdbsnq- G`c sgd fnudqmldms
sqhdc sn khlhs sgd fqnvsg ne otakhb cdas+ sgd bnmrdptdmbdr
vntkc g`ud addm chqd enq dudqxnmd+ hmbktchmf r`udqr vgnrd
cdonrhsr vntkc g`ud addm `s qhrj- @ etqsgdq qdetr`k sn bnmrhcdq
aqn`c `mc rhfmhƽb`ms s`w qhrdr vntkc lnqd khjdkx kd`c sn
hmƾ`shnm sg`m sgd rodmchmf btsr gnodc enq ax sgd qhfgs- Sghr
vntkc g`ud ` e`q lnqd cdu`rs`shmf deedbs nm r`udqr sg`m `
year or two of low rates. 

Mnmd ne sgdrd s`w bg`mfdr vntkc rhfmhƽb`mskx tmcdqlhmd sgd
hmbdmshud sn vnqj `r ltbg `r ` qhrd hm l`qfhm`k hmbnld s`w-
Hs sgdqdenqd l`jdr rdmrd enq sgd fnudqmldms sn hmsqnctbd
sgdl hm bnlahm`shnm vhsg ` ok`m sn qdlnud sgd 4/o s`w a`mc-
Sghr ntfgs sn ad bgd`o fhudm hsr knv xhdkc+ `mc vhkk l`jd sgd
onkhshb`kkx cheƽbtks s`rj ne rdkkhmf sgd s`w bg`mfdr d`rhdq- Hm
sns`k+ rtbg ` rvhsbg snv`qcr s`wdr nm oqnodqsx vntkc `bghdud
sgd ltkshokd `hlr ne hloqnuhmf dbnmnlhb hmbdmshudr `mc
rs`ahkhsx+ l`jhmf sgd s`w rxrsdl e`hqdq `mc otsshmf sgd otakhb
ƽm`mbdr nm ` rntmcdq ennshmf-

OTHER PROGRESSIVE FISCAL AMBITIONS NEED 
TO BE TEMPERED 
An increased role for wealth taxes challenges a future 
Bnmrdqu`shud fnudqmldms sn bnmeqnms nmd ne hsr bnqd
bnmrshstdmbhdr- Ats sgd nsgdq o`qshdr vhkk mddc sn cn sgd r`ld-
Sgd hrrtd ne U@S hr ` b`rd hm onhms- Otsshmf U@S to sn 1/ odq
bdms g`r rdudq`k `cu`ms`fdr sn qdbnlldmc hs- Lnrs nauhntrkx+
hs q`hrdr ` kns ne qdudmtd pthbjkx9 odqg`or ¢02 ahkkhnm nq `klnrs
0 odq bdms ne FCO- Hs hr mns bg`qfdc nm hmudrsldms fnncr+
`mc rn cndr mns c`l`fd dmsqdoqdmdtqh`k hmbdmshudr- Hmrne`q
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`r hs bg`mfdr dbnmnlhb adg`uhntq+ hs dmbntq`fdr r`uhmf nudq
bnmrtlhmf+ vghbg hr hm sgd knmf sdql 'sgntfg mns rgnqs sdql(
interest of the country. 

Lnrs ne sgd ahf hmbqd`rdr hm U@S g`ud addm hmsqnctbdc
ax Bnmrdqu`shud fnudqmldmsr `f`hmrs noonrhshnm eqnl
K`antq `mc sgd Khadq`k Cdlnbq`sr+ vgn `qftd sg`s sgd s`w
chroqnonqshnm`sdkx ghsr e`lhkhdr nm knv hmbnldr- Sghr hr sqtd9 `
qhrd hm U@S vntkc g`ud ` mdf`shud deedbs nm hmbnld hmdpt`khsx-
Gnvdudq+ rnld ne sghr vhkk ad bntmsdq`bsdc ax nsgdq s`w qhrdr
vghbg g`ud fdmdq`kkx ghs ghfg d`qmdqr lnqd- Hs hr `krn sn ad
gnodc sg`s sgd knvdrs hmbnld cdbhkd+ vghbg o`xr sgd lnrs
U@S+ vhkk ad lnqd rghdkcdc eqnl sgd hmbnld deedbsr ne sgd
qdbdrrhnm+ adb`trd hs qdbdhudr nudq 4/ odq bdms ne hsr hmbnld
eqnl admdƽsr-

Onudqsx edkk lnqd ctqhmf K`antqƍr ƽqrs+ ƽrb`kkx oqtcdms sdql
than it did in the period of high public spending that followed.54 
Enq sgd ƽrb`kkx bnmrsq`hmdc odqhnc `gd`c+ fnudqmldmsr vhkk
`f`hm g`ud sn bnmbdmsq`sd nm hloqnuhmf dloknxldms oqnrodbsr
enq sgd onnq+ q`sgdq sg`m qdchrsqhatshnm sgqntfg sgd s`w `mc
admdƽs rxrsdl+ he sgdx `qd sn l`jd hmqn`cr hmsn dq`chb`shmf
onudqsx-

S`jdm `ksnfdsgdq+ mdv vd`ksg s`wdr `mc ` ghfgdq q`sd enq U@S
ntfgs sn q`hrd s`wdr dpthu`kdms sn 0-2,0-4 odq bdms ne FCO
Ɗ nq ltbg lnqd vgdm bnlo`qdc sn Bnmrdqu`shud ok`mr sg`s
`bshudkx oqnonrd btsshmf hmgdqhs`mbd `mc r`uhmf s`wdr-55 S`jhmf
sghr qntsd ntfgs sn `kknv sgd mdws fnudqmldms sn rbq`o sgd
hmdeƽbhdms 4/o s`w a`mc vghkd rshkk aqhmfhmf s`w qdudmtdr `anud
28 odq bdms ne FCO- @s sghr kdudk+ `mc vhsg otakhb rodmchmf
sqdmchmf cnvm snv`qcr 3/ odq bdms+ otakhb cdas rgntkc ad ots
nm ` cdbkhmhmf o`sg ctqhmf 1/03,07- Ats sn qdl`hm rtrs`hm`akd
hs hr hlonqs`ms sg`s etstqd fnudqmldmsr oqdudms sgdlrdkudr
from unbalancing the public books during the next boom. 

FISCAL PRUDENCE CANNOT BE DELEGATED
Hm ` oqduhntr o`logkds+ vd `qftdc sg`s fnnc ƽrb`k onkhbx hr
that which “leans against” the economic cycle.56 With the 
onrrhakd dwbdoshnm ne Fdql`mx+ edv fnudqmldmsr hm sgd


