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Executive Summary

Vgndudg vimr sgd mdws dkdbshnm ik imgdghs = \d” j dbnmn B x+
T kTgfd atcfds cdsbis “'mc © Entms™im ne cdas- Sgd tmbn Bhmf
fnudgm Bdms Btrs “qgud wisg = bgdchakd ok™m sn a™k™mbd sgd
annjr- Ats sgir ogingisx b mmns rv- 0o ik nsgdqr9 hs Btrs
hsrdke ad a“k*mbdc ~F hmrs sgd mddc sn jddo AgisThm FgnwimF
im = clesbtks donmnBhb bkl “sd- Em kx+ m wdifgimf sgd
bn Bodsmf bi*hBr ne s"wo™xdgqr “mc sgd otakb rdquhbdr sgdx
rtoongst onkibx I~ jdgr mddc sn smc rnktsinmr sg”s e~ hgkx qd&dbs
gnv cheedgdms rdbsinmr ne rnbhdsx g ud addm gdkodc ax sgd
fnudgm B dmsgr dwo™mcimF cdas-

Eng B~ mx Bnmrdgu~shudr+ sgd rhst™shinm sgdx gnod sn hmgdghs hr
"k snn qd B hmhirbdms ne 0868 wgdm L. "qf qds Sg sbgdg b™ Bd sn
onvdg- Mnwv+ “r sgdmt sgd Sngx 0~ gsx fir qd”cximT hsrdke eng ~m
immediate and sustained attempt at reducing the size of the
rssd hm ngcdg sn “udgs ~ qthmntr cdas rohg k- Eng sg”s ogduhntr
Bnmrdqu~siud  “c Bhtmirsq shnm+  rtbg "m  tmbn B ogn Bhrimf
~oogn~bg rddBdc sn wvngj- Ats C ulic B™ Bdgnm “mc Fdngfd
Osborne should be cautious. While the public sector is too
kqFd eng sgd riyd ne dbnmn B x+ “mc mddcr g~ chb™k gdeng B+ sghr
hr mns sgd r~ Bd “r b mT eng ~ rsq hifgsengv " qc gd,dm”bs B dms
ne sgd onkibhdr ne sgd d~gkx 087/r- Mn swvn bgirdr ~qd “kjd+ “mc
vgdm bnBo~¢gimf 0868 sn 1//8+ sgd cheedqdmbdr e ¢ ntsvdhfg
sgd rhlfkgshdr- Sghr hr vgx = Bngd a“k’mbdc ~oogn~bg hr
needed now.

@anud "kt © cdsTsinmTgx gdbdrrinm “bbn Bo midc ax ~ bgdchs
bgtmbg cdl “mcr ~ udgx cheedgdms B ~bgndbnmn Bhb gdronmrd
sg™m cic sgd onrs,v g rktBor b trdc ax gtm v x hm& shnm-
@krs™hg C gimT e“bdr mnmd ne sgd anggnwvimf chesbtksidr sg™s
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bnmrsg~fimdc Cdmir Gd kdx hm 0865+ mns kd~rs adb™trd+ “esdq
xd~gr ne knv hmssinm+ Agis™im mnv g r ~ gdbngc ne B nmds™gx
bgdchalkisx- Etgsgdg B ngd+ sgd TJ hr mn knmFdgq sgd nmkx cdudknodc
m™sinm sn ad rn ghfgkx imcdasdc- Sgdgd hr mn mddc+ ~r sgdgd v~ r
im L."qf qds Sg sbgdqgr sl d+ sn gdrsqtbstqd etmc™ Bdms™kx ~m
economy crippled by high taxation and trade union power.

Snc™x+ sgd Fnudgm Bdms hr vadrsimE wisg = pthsd cheedgdms rds
ne hrrtdrd wvd™j “rrds ogibdr+ mdq,ydgn tmsdgdrs q sdr+ ghfg
kdudkr ne ogu~sd cdas “mc bnmsg~bsim® mn Btm~k mbn B dr- Eng
the past year the ‘depression economics’ that inspired Keynes
has been threatening to return.® Sgir g~ r mdbdrris~sdc ~ qdstgm
sn ~bshud srb”k onkibx+ engdrvngm ax sgd Sg~sbgdg fnudgm B dms
“r~ Bd mr ne B hms~hmmE ghfg Fgnwvsg- im 1//8+ fnudgm B dms
rodmcimf+ e”q egn B bgnwvchmf nts ogiu~sd rdbsng ~bshuhsx+ hr hm
e bs baghshb™k sn ~ rtrs imdc gdbnudgx- @mx “ssd Bos sn bts sgd
cdsbfs adengd sgd gdbnudgx hr ognodgkx tmedqwv ™ X ghr jr ohsbghmT
Agis™im a~bj fmsn gdbdrrinm-

Nmbd sg~sghrj g r o” rrdc+sgd fnudgm B dms will g~ ud sn ~ccadrr
sgd otalb rdbsng cdsbhs “mc ntsrs mcimf cdas- Hm cnimf rn+ hs
VIikk mddc sqrs sn qd rrtqd sgd B ~gjdsr sg~s hs Wik mns gdrngs sn
hm& ~shnm sn kifgsdm sgd atgcdm- Sghr wntkc gqdrtks im cdb™cdr
of high rates that would cripple the economy and raise the
fnudgm B dmsgr bnrs ne anggnwvimf sn tm~eenqc ™ akd kdudkr-

L.nrs ne sgd gd ux kesimf ik sgdgdengd g ud sn ad ~bghdudc
sggntfg srb~k bnmrnic sinm D btssimf rodmchm® “mc g hrimF
gdudmtdr- \Vgdm rsghjimf ~ a“k*mbd adswvddm sgd swvn+ sgd
Bnmrdgu~stud kd~cdgrgho B~Xx smc sg~s vg's fis v msr sn cn+
“me vg~s hs mddcr sn cnt B7x mns 55 rn mdskx- ImnwimT sg”s
sgd btggdms bghrir ognuhcdr ~ fnkcdm noongstmisx sn ~cu”mbd
sgdhg rB7k rs*sd “fdmc™+ bnmrdgu siud bnl Bdms sngr “qd
clamouring for big cuts in public spending like those of the
d gx 087/r-2 Sgd fnudgmBdms Wik cdsmhsdix g~ ud sn s jd
"~ knwvdg rgTqd ne sgd m sinm”k ognctbs he hs hr sn qd~bg srb’k
balance.® Ats btsr “qd mns sgd vgnkd “mrwvdg- Cdrohsd bk hlr
sn sgd bnmsg~gx+ Aghs~hmgr gdbngc cdsbisr vdgd mns b~ trdc ax
a sudden spending splurge so much as by a total collapse in
otakib rdbsng gdbhdosr+ vghbg+ “r ~ ognongsinm ne FCO+ ~qd mnwv
at their lowest point for a generation.
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Rn “m tgfdms ogingisx Btrs “krn ad sn gdatikc sgd s"w a”rd-
Sghr mddcr sn ad cnmd hm ~ v~ x sg”s ir e hgt “unhcr ¢ BT Ffimf
ina bgd~sinm “mc dmsdgoghrd+ “mc gdkor sn kdrrdm cdrs”afkirimf
I “bgndbnmn Bhb hBa kK mbdr- Wisg sgir tm Bimc+ sgd mdws
fnudgmBdms rgntic s”jd ~ eqdrg knnj ~s sgd v x hm wvghbg
ognodgsx wdksg hr s*wdc- Sgd oghu~sd rdbsng tm sgd TJ nwvmr
nudg ¢2 sgiikinm tm gntrimf “rrdsr D ~ sftqd sg°s cv ger sgd
m~shnm™k cdas- Sgd vd ksghdrs Bd B adgr ne rnbhdsx g~ ud ¥ hmdc
~ fgd s cd kegn B sgd ~bshud srb”k onkbhdr cdoknxdc sn ognsdbs
their assets from the destruction wrought by a much deeper
qdbdrrinm- Sgdqdenqd hs hr e~hg sg~s sgdx rgntkc gdko Bdds sgd
bnrs ne sgnrd onkibhdr- Sn cn rn “krn “ccgdrrdr ~ odgrirsdms+
cdrs” aflirim® imdpt kisx sg~s tksh B ~sdkx vd” jdmr sgd dbnmn B x9
an addiction to property speculation that helped bring about
the recession.

Onkbx B~ jdgr rgntkc sgdgdengd bnmrhicdg?

Closing the loophole by which primary residences are
mns ki~ akd enq B~ ohs k Fhmr S™w:

tmsqnctbimf ~ £7s ¢ sd kdux sn rtookd Bdms bntmbfk s™w
nm gdricdmsi™k ognodgshdr ~anud ~ sgqdrgnkc-

im ~cchshnm+ rgntkc sgd Bnmrdqu shudr wim sgd mdws fdmdgk
dkdbsinm+ sgdx rgntkc cgno sgdig ok™m sn ufgst kox dihlBim™sd
imgdghs mbd s~ w: sghr cndr kisskd disgdg eng dbnmn Bhb desbhidmbx
ng rnbi~k itrshbd- Mng hr sgdhq okdcfd sn bts s wdr nm r~uhmfr
income either appropriate or socially just.

Gnwdudgt hs ir mns nmkx Bnmrdqu~shud s™w fn~kr sg~s Wik g ud
sns”jd " knwvdg ogingisx ctgimf sgd engsgbn BImT odginc ne srb~k
consolidation. When the economy is strong enough to absorb
sgd aknwv+ U@S vk g~ ud sn ghrd- Sghr hr tmentasdckx ~ gdfgdrriud
rsdot ats s “krn ¢ hrdr Bnmdx im ~ qdk”shudkx mnm,chrsngshnm™gx
Vv xt “mc gdkor sn rjdv hmbdmshudr etgsgdg snwvger Engd
r~ulmf+ vgibg hr m Aghs~hmgr knm¥ sdgq B hmsdgdrsr-

@esdq sgd bnkk™ord ne Fngcnm Agnwvmgr srb”k eq” Bdwvngj+ sgd
mdws fnudgm B dms Btrs ognuhcd adssdq ~rrtg mbdr sg~s fis ik
not dissipate unexpectedly strong tax receipts in future. Hubris
“eedbsr “kk Bg~mbdkngr: kijd nsgdqr adengd ghl+ Fngcnm Agnwm
adiidudc sg~s sd B ong”gikx ghfg Fgnwvsg v r odg I “mdmst “me sgd
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qdrtisimf gdudmtdr bntkc ad r edkx rodms- Sgd Bnmrdqushudr
rtffdrs sg~s sghr Bifgs ad rnkudc ax cdkdf simf srb~kengdb ™ rsr
sn "m Nesbd eng Atcfds Qdronmrhafiisx-3 Gnwdudgt sghr aktqr
gdronmrhafihsx enq ~ srb~k ognakd B sg”s ir ~ants Bngd sg™m itrs
nosh Brshb enqdb ™ rsm¥- Hmrsd™~c+ vd ognonrd ~ bn I Bhs Bdms sn
gxonsgdb~sd bdgs™hm unk sfkd s*w gqdudmtdr “anud " cdbk qdc
threshold to pay off debt.

Sghr o~ odg fir cluhcdc hmsn sggdd rdbsinmr- Sgd sqrs bnBo~gdr
sgd B bgndbnmnBtb bhgbtBrs mbdr ne sgd btgydms srb’k
bghrir sn sg”s wvghbg fgddsdc sgd sqrs Sg~sbgdg ~c Bhmirsg™ shnm
and explains why the former demands a different policy
response.

Sgd rdbnmc dw” Bimdr wgx sgd atcfds gx onrhsinm g r
cdsdghingsdc rn g ohckx- Sgd ri B okirshb adkide sg~s sghr hr ~ otqd
bnmrdptdmbd ne ~ otakb rodmcimf roktqfd gdogdrdmsr itrs ~
ongsinm ne sgd sqtsg- Onkibx B~ jdqr whk g~ ud sn ~ccadrr ansg ~
rsqtbstq k cdsbhis “mc “krn tmrsakd qdudmtdr-

Sgd sghgqc rdbshnm rdsr nts onkibhdr sn fmbgd ™ rd knm¥ sdgl srb’k
bgdchatksx “me sn ~ccqdrr sgd rsqtbstg Tk vd” ymdrrdr sg”s g ud
led to the current crisis.
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1. National debt in the post
iIn®ation era

Fngcnm Agnvmor Fnudgm B dms hr mns sgd sqrs sn knrd bnmsgnk ne
hsr anggnwimf- Ats sgd mbqd~rd im cdas Wik e~ q ntsrsgio dgkdg
odgincr "rdd bg~gs O(-
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tim = W ~ssdq ne swn xd qr+ Atcfds engdb rsr enq etstqd cdas
kdudkr g~ ud kd~os eqn I adknv/ 37 odq bdms sn "kl nrs 7/ odg bdms
ne FCO- Ats sghr fir mns ctd sn ~ rtccdm kd™o tm fnudgm B dms
rodmchm¥+ cdrohsd sgd etqngd rtqntmcimf sgd Fnudgm B dmsgr trd
ne srb’k rshl tktr- @r bg~gs 1 rgnwvr+ gntfgkx riltk™q cdsbhsr
ogncthd udgx cheedgdms cdas atgcdmr-

Cummulative deficits as

percentage of average GDP . Increase in debt
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Rntgbdd Nesbd eng M™shinm™k Rs™shrsibr

Sghr fir adb™trd sgd 1//7,/8 dbnmn Bhb cnvmstgm g~ r addm ~
cds “shinm™gx qdbdrrinm+ \vhsg mn Bim~k FCO e~ khmF tm = rtrs hmdc
e rginm eng sgd sqrs shlld rimbd Adis™im kdes sgd fnkc rs"mcqc
im 0820- Sgd ogdutntr swvn qdbdrrinmr wdqd b trdc ax "m
nudggd~simf dbnmn B x sg~s qdpthigdc = Fnudgm B dms,imctbdc
rknvenwvm- Vgikd fnudgm B dms v~ r engbdc sn ~ookx ghfg hmsdgdrs
g sdr+ sgd oging ann I tm mn Bhm~k FCO deedbshudkx gdctbdc cdas
kdudkr adenqgd sgd dmrtimf rinvenwvm-
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Rtoonrd ~ fnudgmBdms whrgdr sn bgnnrd ~ oghll “gx
rtgoktr sn rs”afkird sgd cdas ¢~ sin- ie D, is the outstanding
cdas kdudk m xd™q s and Yt hr sgd FCO+ sgdm fsr s™rj hr
to make Ds~o/Ys~o dpt™k sn Ds/Ys.

Ds=o Wik dpt™k Ds oktr sgd ogdutntr xd gor cdsbhst d+
while Ys=o wik dpt™k Ys oktr mn Btm~k fgnwsg m FCO+
g.

Sgd cdsbhs d hr hsrdke sgd ogh B “gx rtgoktr+ s minus debt
interest. Debt interest is determined by the outstanding
cdast D, Btisholidc ax sgd kdf bx bnrs ne rdquibimf sgd
cdast r. Sgdgdengd sn gnkc cdas rsd”cx+ sgd fnudgm B dms
needs to choose s such that:

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

Rn+ eng dw™ B okd+ he sgd cdas ¢ sin *D/Y) hr 3/ odq bdmst
mn Bim~k FCO fgnwsg hr 4 odg bdms “mc sgd kdf~bx bnrs
ne rdgquim® sgd cdas r O/ odgq bdmst sgd fnudgm B dms
mddcr sn gtm ~ ogh I “gx rtgoktr ne 1 odq bdms ne FCO sn
jddo sgd cdas g shn rsd”cx- Sghr hr adb™trd sgd bnrs ne
etmehmf sgd o~ rs cdas hr 3 odg bdms ne FCO "0/ odg bdms
ne 3/(+ vghbg bnlaimdc wisg ~ ogill “gx rtgoktr ne 1
odgq bdms ne FCO ognctbdr ~ cdsbhs ne 1 odg bdms- Rimbd
mn Bhm~k FCO fqdv ax 4 odq bdms+ sgd cdas g~ shn qd B ~hmr
rs"akd ~s 3/ odg bdms-

Het nm sgd nsgdg g~ mc+ sgd kdf bx bnrs ne rdquibimf sgd
cdas v'r 4 odg bdms ne sgd ntsrs mcmf ~ B ntmst sgd
fnudgm Bdms bntkc “eengc sn gtm ~ oghll “gx rtqoktr ne
zero and still keep debt from growing.®

is enkkinwvr sg~s sgd fnudgmBdmsgr s rj tm jddoimf sgd
cdas g shn rsd™cx hr d~rhdg he kdf bx cdas bnrsr ~qd knw+
“mc mn Bim~k fgnwvsg im FCO hr ghfg-

10
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Sn tmcdgrs™mc sgd dunktsinm ne sgd otakib cdas g sin nmd
needs not only an estimate of the difference between taxes
“mc rodmechm¥ ats “krn sgd fgnwvsg g sd ne mn Bim~k FCO- Sghr
krs hsd B hr cdsdgqBimdc ax im&~shinm oktr sgd qd k fgnwsg ne
sgd dbnmn Ex- \Vgdm mnBim™k fgnwsg hr ghfg D “r s v'r eng
Lgr Sg sbgdg im sgd d~gkx 087/r+ cdrofsd sgd gdbdrrinm D sgd
fnudgmBdms b m gtm aif cdsbhsr whsgnts mbgd™ rim¥ sgd cdas
atgcdm- Eng dw™ B okd+ sgd rtgogird hms ~sinm ne sgd sqrs Sg ~sbgdg
“chimhrsg shnm Bd™ms sg”s sgd ¢77 afkknm m~shnm™k cdas sgdx
imgdghsdc rgg mj egn @ 36 odg bdms sn 2/ odgq bdms ne FCO m
sggdd xd~gr+ “r mn Bim~k FCO gnrd eqn B ¢077am sn ¢185am-

Adswvddm 0864 “mc 0872+ imS& ~shinm ~udg” fdc nudg 01 odq bdms
“mc mn Bim~k FCO tmbgd™ rdc ax nudq 04/ odg bdms- Eng 1//5
sn 1/03+ sgd sftgdr “gd Engd kjdkx sn ad 1-4 odg bdms “mc
“gntmc 37 odg bdms *rdd bg~gs 2(-

Inflation 1976-81 — |nflation 2007-2012
25—
20
3
= 15|
i)
=
©
=
£ 10
5 M
0

Year
Rntgbdr9 Nesbd eng M~shnm™k Rsshrstbr “mc A™mj ne Dmfk™mc

Sgd sqrs Sg~sbgdq FnudgmBdms B ~x g ud addm bn B Bhssdc sn
agmfimf hms shinm cnwvm+ ats hsr e hktqgd sn cn rn ctgmf sgd
087/,70 qdbdrrinm Bd™ms hs mdudg g c sn wqdrskd wihsg sgd
cdas kdudkr ne 7/ odg bdms ng Bnqd onsdmsh~kix e bim¥ sgd mdws
Chancellor.

11
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Sghr ctaintr “cu™ms fd ne ghfg tm& shnm b~ Bd “s = gd ux
ogbd- Sgd f£7tm sn = Fnudgm B dms ne g uimf fsr cdasr whodc
“VoX hr T oknrr osn fsr bgdchsngr- CtgimE sgd 086/ hmudrsngr
r v sgd qd "k u~ktd ne sgdig anmcr cdrsgnxdc ax ims~shnm- Egn il
0862 sn 0870+ xhdkcr nm Fnudgm B dms anmcr ~udg”fdc 01-7 odg
bdms+ ats vdgd rtqo rrdc ax QOH im&~shnm ~udg”™ fimf 03-7 odq
bdms "rdd bg~gs 3(- L.ngdnudg+ rimbd hmsdqdrs imbn B d hr s wdc+
imudrsnqrg qd~k knrrdr \dqd e ¢ fqdsdg-

2%% Consolidated Stock Average Yield ==RPlin ation

20 [~
15—

| N I N I [ I [ I v |

01960 1965 1970 1975 1980 1985 1990 1994

%

I

Rntgbd9 Nesbd eng M~ shnm™k Rs~shrsibr

Bnmrdptdmskx+ sgd anmc B ~qjds knrs sqtrs im sgd fnudgm B dms-
Knmf sdqB fmsdgdrs g sdr gnrd sn ~anud 04 odq bdms fm sgd
086/r+ “mc rs”xdc bknrd sn sgdrd kdudkr ctgim¥ sgd d~gkx 087/
vgikd im&~sinm v r ghfg- L~ qF qds Sg~sbgdger bg kdmfd v'r
mns rn Btbg sgd nudg i kdudk ne fnudgm B dms cdas ~r sgd rgddg

12
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bnrs ne anggnwvimf- Dudm sgntfg im&~stnm v r agntfgs cnwvm
“esdq 0872+ mn Bnmrdqu~shud fnudgm Bdms B ~m~fdc sn anggnwv
“skdrr sg™m 6 odg bdms eng sgd gdrs ne sgdhg st B d fm onwdg-°> Sgd
difference between the rate charged by the bond market and
btggdms hms~stnm v~ r fdmdg kx s kd~rs 3 odq bdms- Gnwdudgt
rimbd hm&~shnm edkk nudg sgd mdws 14 xd qr+ sgd qd k bnrs sn
rtardptdms fnudgmBdmsr ne anggnwvimf fm sgd 087/r v'r
1 tbg ghfgdg- Eng dw™ Bokd+ = anmc frrtdc tm 0870 Bhfgs g ud
xhdkcdc 02 odg bdmst+ vgfkd hm& ~shnm ~udq™ fdc 3-2 odg bdms nudg
the next 25 years.

= Gilt yield Next 25 years’ Effective real
inflation borrowing rate
151 )
The real cost of borrowing
in 1981 ended up being
over 8 per cent
12 [~
The real cost of
borrowing in
9 2009 will

probably be less
than 2 per cent

-+

0 Pl il

-3
1961 1965 1969 1974 1979 1984 1989 1994 1999 2004 2009

Fiscal hawks are rightly concerned about the ryd of the debt
sg™s =~ fnudgmBdms adrsnvr nm etstqd fdmdg shnmr- Ats sgd
bnrs ne sgd cdas fir itrs “r hBongs mst “mc fir nesdm ifmngdc tm

13
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sgd otakib cdasd- Hs ir bnl Bnm sn gd™q sgd Fnudgm B dmsgr
nakhf~ shnmr dwok~hmdc hm sdg B r ne sgd ~ B ntms kdes odg gntrdgnkc+
ng dudm “r “m hmgdgisdc cdast “r C uhc B~ Bdgnm chc wvgdm gd
dwoktmdc gnwv dudgx bgfkc wikk ad angm ¢06+/// tm sgd qdc-®
AX kd~ubmf nts hsr bnrst sghr ~oogn~bg narbtgdr g sgdgq sg™m
dwok™tmr sgd qd "k h B okib~sinmr ne Fnudgm Bdms cdas- Gntrdgnkc
cdasr sxofb~kx imbtg ~ ghfg qd "k hmsdgdrs ¢~ sd9 ¢06+/// ne bgdcths
b~gc anggnwvimf g~ r “m “mmt”k hmsdgdrs bnrs ne nudg ¢1///+ ng
“ants 0/ odg bdms ne sgd Bdch™m gntrdgnkc mbnBd- s r ~
udgx a~c hcd™ sn ots nee o~ ximf cnvm rtbg = cdas- RhBk gkx+
~ fnudgm Bdms sg~s anggnwvr vgdm qdk g sdr “gqd 5 odg bdms+ ~r
sgdx vdqd ctogm® L"gqF qds Sg~sbgdger ~c Bhmhrsg™shnm+ qdpthodr
~ udgx fnnc qd”rnm eng cnimf rn-

Bnmchshnmr ~gd mnwv udgx cheedgdms- Sgd anmc B “qjds kdsr sgd
fnudgm Bdms anggnv ~s ~ gd "k bnrs ne 1 odgq bdms nq kdrr- Sgd
otakib cdas ~ 0 rrdc ctgmf sghr gdbdrrinm Bhfgs wdk kd ud
~ r0kdg hmsdgdrs atgcdm sg™m sg's o hc ax sgd Sgsbgdg
fnudgm B dms- #s ir e*q Bngd g stnm™k sn “knwv sgd srb~k cdsbis
to take the strain during a recession when real rates are 2 per
bdms sg™m vgdm sgdx “qd sgqdd st Bdr sg”s kdudk- HFmngmE sghr
“cu ms™Fd cndr mn e untgr sn s”wo " xdqr+ ogdrdms nq etstqd-

Nudg ~ sghgc ne Aghshrg Fnudgm B dms cdas hr mnwv engdifm nvmdc-8
imsdgm~shnm~k b~ ohs~k bgnnrdr adsvddm rnudgdhfm anggnwvdgr rn
~ gqdk”shudkx onng srb~k onrhshtnm b™m g~ frd anggnwimF bnrsr- Ats
rimbd sgd HL_E bgirir ne sgd 086/ sgd TJgr qdk™shud onrhshnm g™ r
hBognudc B “gjdckx- Nudg sgd odginct hs g™ r fnmd eqn B adimf
B ngd tmcdasdc sg™m fisr oddgr sn kdrr mcdasdc- Etgsgdgl ngd+
“r Eisbg Q simfr nardqud+ hs g r rimbd swhbd cd B nmrsq sdc
sg~s hs ir b o~ akd ne srb”k bnmrnkic”shnm+ vgibg otsr ks ~s “m
“cu ms”fd sn giu”k anggnvdgr nm sgd bnmshmdms-2

Fnudgm Bdmsr tm sgdhqg “mmt™k atcfds ok mmmf g ud sn sqd”s
cdas hmsdqdrs “r ~ fiudm- Sgdx g~ ud mn bgnfibd “ants gnv 1 thg
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hs Wik ad+ rimbd hs hr cdsdqBimdc ax sgd sns’k rsnbj ne cdas
“mec sgd sdqgBr nm wvgibg hs v r hrrtdc- Rimbd fnudgm B dmsr
b~m anggnwv eng sdg B r ne swvdmsx ng sghgsx xd~qr nq knmfdg+ sgd
bnmrdptdmbdr ne o™ rs anggnwim¥ kmfdg e~ q imsn sgd etstqd- Eng
dw™ B okd+ hm 1//5 bdmsg ™~k fnudgm B dms cdas imsdgdrs bnrsr wdqd
¢16-4 ahkinm+ dw bskx sgd r~ Bd ~Entms “r m 0885+ cdrohsd
sgd ntsrs mcimf cdas g utmf hmbgd rdc egn@ ¢234 afkkhinm
sn ¢384 afkkinm- Sghr hr adb™trd sgd anmcr hrrtdc nudg sgd
imsdqudmim® cdb~cd g~ c addm rnkc whsg knv xhdkcr wvghkd sgd
udgx dwodmriud cdas imbtggdc hm sgd 086/r “mc d gkx 087/r
had started to be redeemed.

Fhudm sg~s cdas imsdgdrs bnrsr b™mmns ad drb~odc+ sgd ~mmt "k



A balancing act CENTRE:

atcfds munkudr “hBimF eng ~ o gshbtk g ogh B ~gx rtgoktr+ vghbg
refers to the budget balance after deducting interest payments.
Eng sghr b kbtk shnm+ hs hr sgd kdf~bx bnrsr ne dwhrsimf otakb
cdas sg~s 0 “ssdg- Rtbg bnrsr g~ ud e kdm hm kmd whsg sgd knwdqg
fnudgm B dms angnwvim® ¢ sdr+ fgqd skx hBognumf sgd srb’k
bnmcisinmr eng rtardptdms fnudgm B dmsr- Sghr deedbs b™m ad
rddm ax drsh B “sim¥ sgd ogh B ~gqx rtgoktr sg~s vntkc g ud addm
mddcdc sn jddo sgd cdas g sin rs~akd+ “mc bn B o™ gmfF sghr wvisg
“bst™k oghl “gx rtgoktrdr ‘rdd bgTgs 6(- Rtbg = bnEo ghrnm
produces a far more complete explanation of why the debt
g shn g~ r dunkudc “rhs g r-

Actual primary surplus = Primary surplus needed

Periods of
61 falling debt

%
o
!
_1

/ Periods of \

rising debt

-10 -

-12 —
‘76 ‘80 ‘85 ‘90 ‘95 ‘00 ‘05 ‘10 ‘13
Year
Rntgbd9 Nesbd eng M™shinm™k Rs~shrstbr+ ~tsgnger b kbtk™sinmr

Sghr bg~gs hktrsq”sdr rdudg”k onimsr- @r chrbtrrdc ~anud+ tmshk
0870 ghfg im&~sinm B ~cd bnmsgnikimT sgd cdas g shn hsrdke pthsd
rsq hfgsengqv " gqc- Gnwdudgt egqn I 0870 sn “ants 1///+ hsg
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hm& ~shinm tmedg bnmsgnk ats adengd sgd kdf bx bnrsr ne cdas
g c e kdm+ sgd gqdpthgdc oghl “gx rtgoktr gnrd “anud ydgn+t “mc
qd B ~hmdc hm sgd gdfhinm ne /,1 odg bdms enq s\vdmsx xd™qr- Sghr
illustrates how long high borrowing costs can affect future
atcfdsrt “mc fiudr rn B dhcd™ nesgd ognsq~bsdcbnrsnec™ I~ fimf
~ fnudgm B dmsgr gdots sinm eng adimf ~ sqtrswvngsgx anqgnwdg-
Mdudgsgdkdrr+ Lqr Sg~sbgdgr fnudgm Bdms bnmrhrsdmskx g~m ~
ogh I “gx rtgoktr dudm ghfgdg sg™m sghir+ vghbg fqdskx knwdgdc
sgd cdas atgcdm- Eng K antgr sgrs sdgl+ Fngcnm Agnwvm
bnmsimtdc sghr onkibx+ rn sg~s ntsrs”mcimf cdas edik adinwv 2/
odq bdms ne FCO-

Egn@ 1//0+ sgd K antq fnudgmBdms rs gsdc dminximf knwdg
kdf~bx anggnwvimf bnrsr- Sghr £ ud sgdl 0,1 odg bdms Engd
srb kkddwv ™ x sg™m sgd Bnmrdqu~studr g~ c im sgd 087/r- K™ antyg
gd~odc sgd qdv ~gcr ne sgd Bnmrdgu~shudrg dgkdg " trsdgisx ax
rs gshm® sn gtm = oghll “gx cdsbhs sn etksk sgdhg ~ Bahsinmr eng
ghfgdg otaltb rodmcimf- EtgsgdgBngd+ ax B~ jmF sgd A mj
of England independent they lowered borrowing rates by a
etgsgdg 1,2 odg bdmst+ ~ e~ bsng ne B ~rriud rifmisb™mbd fhudm sgd
pt mshsidr ne cdas sn ad firrtdc nudg sgd mdws sesddm xd ™~ qr-%/

Efm~kkx+ sgd rohjd fim sgd qdpthgdc ogh B ~gx rtgoktr nudq 1//7,/8
hktrsqg sdr gnv bnk~orim® mnBim™k FCO g r B~ cd bnmsgnikmT
the debt ratio almost impossible when compared to the early
087/r qdbdrrinm- fs wntkc g~ ud gdptigdc tmogdbdcdmsdc srb~k
“trsdgisx sggntfg sgd rktBo sn rsno cdas egqn B girimf- Rtbg
“trsdgisx vntkc g ud ognknmfdc sgd odginc ne e kKimf FCO+
ultimately making the debt problem worse.

Ats fe sgd mdws FfnudgmBdms qds hmr = fnnc gdots sinm whsg
sgd anmc B ~qjdsr+ fis ntfgs sn dwodbs ~ gdstgm ne sgd admhfm
bnmehstinmr ne 1///,/6- Cdrofsd sgd ghfg kdudk ne cdast+ sgdqd hr
kisskd rifm sg~s g sdr Wik gird sn sgd kdudkr rddm “esdq ogduhintr
gdbdrrinmr- @r sgd HLE nardqudr+ “bst’k cdas kdudkr g-ud ~
small effect on borrowing terms.% Adb™trd Bnrs ne sgd cdas
ik g ud addm mbtggdc ctgm® “m dg” ne knwv ms”sinm+ kdF~bx
himsdqdrs bnrsr bntkc qd B ~fm ~s 3,4 odq bdms ne sgd ntsrs™mcimf
= I ntms- Nmbd sgd dbnmn B x hr gdbnudghm®+ mn Bhm~k FCO fgnwvsg
Ihfgs ad 4 odg bdms ng Bngd- Sgir rgntkc ad rtrs™hm™akd eng
rdudg k xd~gr ~r sgd dbnmn B x gdstgmr sn hsr onsdmsh™k kdudk+ ~mc
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hr O odg bdms kdrr sg™m Sgd ™ rtgx drsh B ~sdr- e sgdx ~bghdud sgdrd
svn bnmehsinmr sgd mdws fnudgm B dms Wik rs™afkird cdas whsg ~
ogh I ~gx rtgoktr sg”s hr 1,2 odg bdms knwdg sg™m sg”s gdpthgdc
ax L qf qds Sg sbgdger fnudgm Bdms- Nudq = etk o g™ B dms
sghr hr vngsg nudg O/ odg bdms ne FCO D sgd dpthu kdms ne
rdudm shBdr sgd r~umfr £ hmdc ax b~ mbdkmF Sghcdms-

Mns tmm~stq kx+ sgd Bnmrdqu~shudr g~ ud rs~gsdc sn bn B o~ qd sgd
knn BimF @°Fd ne "srb~k( ~trsdgisxg whsg sgd onrhshnm L~ gf qds
Sg~sbgdq imgdghsdc tm 0868- Sghr g™ r kdc rnBd bn I Bdms™snqr
sn rtffdrs sg”s kijd Cdmmhr Gd™kdx hm 0865+ @kirs™hq C gkmTor
ognshF bx g r gd,”wvnjdm sgd rodbsqd ne ~ b~k nm sgd HLE+
gxodgims ~shnm ng onrrhakx ansg-°t

Ats “r sgd engdfnimf chrbtrrinm hktrsqg sdr+ knv im&~shnm “mc
the ease with which large amounts of debt are being sold
make a nonsense of this comparison.®? Sgnrd knnjmf eng ~m
historical parallel would do better to examine Gladstone’s
Bg " mbdkngrgho ne 0748,0755+ sgd k™ rs shlld Aghs™hm e bdc ansg
ghfg cdas “mc knv mn Bim™k FCO fgnwvsg ‘rdd Bg~gs 7(-

Sghr fir sgd sqrs rdgintr gdbdrrinm rimbd tm% ~sinm v~ r cded “sdc-
Nmd odqudgqrd bnmrdptdmbd ne sghr “bghdud Bdms g r addm
an explosion in public debt that easily surpasses that seen
im “mx ogduhntr onrs,v g qdbdrrinm- Engstm sdkx+ B nmdsgx
bgdchalkisx “krn Bd™mr ghrsngib~kx knv fnudgm B dms anggnwimf
g sdr- Hm deedbst sgd onrs,im&7shnm dg” g r agntfgs - mdwv
a qfF im adswvddm sgd fnudgmBdms “mc B gqjdsr- Ogduhntrx+
fnudgm Bdms anggnwimf v r dwodmriud ats wvhodc ~wv X ax
hsr rtardptdms Bnmds gx kK*whsx- Mnw+ m~sinm™k cdas mbtggdc
during a few short years of recession will take many decades
sn ditBim~sd D ats " r sgd Utbsngh™m ogdbdcdms h B okidr( cnimf rn
cndr mns Bd™m ™ cdatis™sim¥ bnrs D rn knm¥ ~r sgd fnudgm B dms
gnkcr tmv " udgimfix sn sgd mdv cnbsgmd ne srb™k “me B nmds™gx
credibility.
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= Debt Ratio 5 year nominal GDP growth
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2. Why have the de-cits
exploded?

Rdbsinm O rgnwvr gnv rilik™ g cdsbhsr b™m kd™c sn udgx cheedgdms
cdas g sinr+ cdodmchmf nm sgd fgnwvsg m mnBim™k FCO- Ats
sghr cndr mns dwok™hm sgd tmert kx k™ gfd “mmt™k srb”k cdsbhsr+
which are forecast to exceed anything seen in peacetime.
Rnld bnl Bdms™snqr rsq ifgsengv ~qckx ak™ Bd sgd cdsbisr nm
Fngcnm Agnvmgr rodmehm droktgfdg im sgd otakib rdquibdr-°2 Sghr
gdimengbdr sgd nes,qdod~sdc bk™hl sg”s “k K~ antq fnudgm B dmsr
dgtm nts ne Bnmdxgt kd™um sgd Bnmrdqushudr sn olbj to sgd
pieces.%

@ksgntfg sgdhg ok™mr wdqd bkd gkx tmrtrsThm akd nudg sgd
Bdchtl sdqB+ sgd bihl sg™s K antq riBokx rodms hsr v~ x
sn = cntakd,sftqd cdsbhs hr chrimfdmtntr- Btggdms rodmchmf
ok™mr tm mn Bim~k sdg B r vdqd k™ qFdkx rds tm 1//6- @s sgd shlld
sgdx gdsdbsdc “mmtTk fgnwsg sTqfdsr riBhkTg sn sgd dwodbsdc
fgnwvsg im FCO- Rimbd sgdm+ rodmchm® g~ r girdm adb™trd ne “m
increase in social security payments caused by the recession.
tm b~ rg sdqB r+ sgd atkj ne sgd fgnwvsg m srb’k cdsbhisr v°r
“kBnrs dmshgdkx b~ trdc ax ~ bnk™ ord im fnudgm B dms gdudmtdr-
Sghr nardgu”stnm ssr kdrr md~skx tmsn = dr B "k Fnudgm B dmsg
vngkeuldv sg™s v msr sn rdd rn ¢mf otakb cdasr “r °
rsq hfgsengv ~qc bnmrdptdmbd ne nts ne bnmsgnk rodmehmf-

Sn ots sgdrd cdsbfsr im ognodg ghrsnghb~k bnmsdws+ vd bn o~ qd
sgd cheedgdms ~oogn~bgdr s” jdm ax sgd Sg sbgdg “mc Agnwvm
fnudgm B dmsr nudg sgd bntgrd ne ~ gdbdrrinm- Bg~gs 8 fkktrsqsdr
sgd o~ sgr sgdx snnj hm sdg B r ne sgd ognongsinm ne FCO s~ jdm
by taxes and spending.
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Rntgbdd u™gintr Atcfdsr

Sgd sgrs Sg sbgdq fnudgmBdms v r nardrrdc wisg jddoimf
sgd otakb rdbsng anggnwvimf gdpthgd Bdms "ORAQ( knw- Sghr
Vv r o gskx Bnshu~sdc ax hsr ~ssd B osr sn agmf cnwvm hms ™ shnm
“mc “krn egn B T adkde sg”s ghfg Fnudgm Bdms anggnwvimf v r
dbgnwvchmf ntsg sgd ogu~sd rdbsng- Sgd Bg mbdikng rntfgs sn
gdctbd sgd ORAQ qdf qckdrr ne sgd jmnbj,nm deedbsr im sgd
gd k donmnBx- Rn cdrohsd hsr rs*sdc “hll sn bts s wdr+ sgd
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fnudgm B dms egnyd odgrnm™k s™w “knw " mbdr tm mn Bhim~k sdq B r+
sgdgdax q hrimf bnmricdq akd gqdudmtdr sggntfg dsrb™k cq” fo-
Sgd nfk bnBo mhdr “mc a mjr+ wvghbg wvdgd ansg g utmf °
dfnncy gdbdrrinm+ vdgd “krn rtaidbsdc sn whmce k s wdr- Hm
0870 rtbg Bd rtgdr ¢ frdc gdudmtdr ax 1 odq bdms ne FCO+
sgd dpthu~kdms ne ¢17 afkknm tm snc™xqr sdq B r-

s fr chesbtks sn nudqrs’sd sgd ntsqg fd b trdc ax sgd
fnudgm Bdms gdsqgdmbgim® wgikd sgd dbnmnEx rddBdc knbjdc
into a downward spiral. After decades of planning demand
eng etk dBoknxBdmst sghr v r ghfgkx tmngsgncnw- Hm 0870+
“esdq ~ Atcfds sg”s ¢ hrdc s wdr ctgmf ~ cddo gdbdrrinm+ 253
dbnmn Birsr vgnsd ~ kdssdq sn Sgd Shldr gtaahrgimf sgd mnshinm
sg~s cds simF cd B "me vntke agmf mb " shnm tmcdg bnmsgnk- Sgd
ShBdrg donmn Bhbr dchsngt C~uhc Ak™ jd+ Enbjdc Bnmds g B9°®

9AX btssimf anggnwvimf+ sgd Bg mbdikng gnodr sn 17 jd gnnl
enq btsr m hmsdgdrs ¢ sdr hu- imrsd™c ne “m tmgd ksgx+ e krd
fgnwvsg m ntsotst vd rg ik g-ud = m”stqk gdbnudgx whsg sgd
ogu~sd rdbsng kd~chmf sgd v x- Knwdg ms shnm Wik enknwv
eqn B sgd knwdg kdudk ne otakb angnwvimf “mc rknwvdg fgnwvsg
ne sgd Bnmdx rtookx- Sghr whkk tmbgd™rd bnmscdmbd “mc sgtr
fmbgd ™~ rd rodmcimf+ tmbgd ™ rimf cd B "mc hu s vntkc ad mhbd fe
sgd vngkc vngjdc kjd sghr+ itrs “r gxcq tihb dmfimddgr vntkc
smc s bnmudmhdms rnBdshBdr he v sdg Snwvdc toghk- Ats fs
cndrmgs- Sgd hBo~bs ne sgd Atcfds wilk ad sn otrg ntsots
down and unemployment up.”

Sgd bghstbr “krn “gFtdc sg”s srbTk sifgsdmmf wvntkc ad rdke,
cded simf+ adb™trd fs wntic b trd knwvdg fgnwsg+ ghfgdg
angnwvimf “mc etgsgdg srbTk bnmrniicTstinmt m “m dmckdrr
downward spiral.

Sgd bgishbr wdgd vgnmF sn ogdchbs “m h B odmcimf Cdogdrrinm-
Dbnmn Btb fgnwvsg qdrs gsdc rgngskx “esdg sgd Atcfdst “mc
continued for what was then the longest period since World
Vg #- @ mdv ngsgncnwx v r drs”akirgdct adrs dwogdrrdc
im Mifdk K> vrnmer 0873 L."hr Kdbstgd+ vgdm gd “gqftdc sg”s
I “bgndbnmn Bhb onkibx rgntkc s~ qfds ogibd rs™abkisx “mc kd~ud
economic growth to microeconomic policies.
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Sgd qdidbshnm ne srb~k onkibx “r ~ snnkne cdl “mc B "m”fd B dms
gdl “hmdc hm ok™bd tmstk gdbdmskx- HKmcddct wgdm Fngcnm
Agnwvm adb™ Bd Bg mbdkng+ sgd Sqd ™ rtgx otakirgdc ~ mtl adqg
ne o-odgr sg°s a bjdc to K wvrnmor uhdwv+ sqd stm® unk™shd
cdsbhsr “r " sgqd™s sn B ~bgndbnmn Bhb rs”afkisx+ “mc rds srb”k
gtkdr cdrifmdc sn ogdudms Fnudgm B dms cdas eqgn i ¢ B~ fimf sgd
smooth running of the economy.%

Gnwvdudgt hm 1//7 sgd fnudgm B dms gdstgmdc sn “bstud srb’k
onkibx- @esdq sgd bnk~ord ne Kdg l “m Agnsgdqr im Rdosd N adq+
"mc sgd A"mj ne DmFCmcor rtardptdms cdbhrinm sn otrg
hmsdqdrs q~sdr snwv ~qcr ydgn+ hs adb™ Bd ~0o~qdms sg~s ngchm™gx
monetary policy would not produce the stimulus needed to
annrs sgd dbnmn B x- Dudm ~esdq sgd d B dqgfdmbx gdb ™ ofs “kir ~sinm
im Nbsnadgt a mjr wdgd tmvikkimT sn kdme- Vhsg ogibdr e kkhmF
“mc sgd gntrimf 0 ~qjds bnkortmf+ cdl "mc eng tmudrs B dms
“krn edkk- Sgd cdsdging sinm tm sgd otakb sm mbdr gdud kdc
ax sgd Mnudladq ogd,Atcfds gdongs v r whcdix dwodbsdc-
Ats e eqgn I “bsimT sn bntmsdg sghr cdsdghing”shnm+ sgd K™ antyq
fnudgm Bdms “mmntmbdc Bd rtqdr sg™s hmbgd rdc sgd cdsbhs
D kT qFdkx sggntfg ~ sdBong gx U@S bts D sn jddo bnmrt Hdqg
demand high.

Ltbhg gd’s g'r addm fdmdg sdc nudg rtbg chirbgdsinm™gx
rsdor+ wghbg sgd Bnmrdqu shudr udgd Bdmskx noonrdc- Itrs
= Bnmsg “esdq hsr h B okd Bdms~sinm+ C ufc B~ Bdgnm rnldvg’s
paradoxically called the tax cut a waste of taxpayers’ money.°”
Ats sgqdd B nmsgr k™ sdg+ sgd Bdmsqd eng Dbnmn Bhbr “mc Atrimdrr
Qdrd~gbg entmc sg~s hs g~ c annrsdc qds bk r kdr ax ¢1-0 ahkinm
hm fsr sqrs pt gsdg ne nodq sinm+ sgdgdax g kutm® hsr deedbshud
bnrs sn “gntmc ¢4 afkhnm-°8

Lnrs cdudkinodc dbnmnBx fnudgmBdmsr “krn b qdc nts
chrbgdstnm™gx rshBtktr+ “mc sgd TJor chrbgdsinm™gx rsh B tktr
vr qdcshudkx rl Tk Ts 0-4 odg bdms ne FCO+ bnlo qdc sn ~
F1/ “udg fd ne 2-0 odg bdms *“mc 3-8 odg bdms im sgd TR@(-2°

Gnwvdudgt Bnrs ne sgd cdsdging shnm tm otakb sm™mbdr v~ r mns
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ctd sn mdv onkibhdr ats sn o~ rriudkx ~“knwimF sgd srb”k cdsbhs
sn ghrd wisgnts rsdooimf tm sn sk sgd ¥ o- Rn B d ne sghr rsd B r
eqnl sgd d tsnll “shb rsTafkirdgred eng dw™ Bokd+ rnbh™k rdbtgisx
rodmchm girdr ~r sgd dbnmn B x cdbitmdr- Ats sgd B ~ing cdbhrinm
Vv'r sn rstbj sn dwirsimf rodmcimf ok*mr dudm sgntfg sgd
gdudmtdr mddcdc sn etmc sgd B g~ c cdbltmdc ogdbhofisntrkx-

Rnld bnl Bdms™sngr g ud ~qftdc sg~s sgdgd g~ r addm ~ rtqfd
im otaktb rodmctmf tmgdk sdc sn sgd gdbdrrinm+ itrs adb™trd
most of it relates to plans made before the economy slowed
down. Sgd ¢ sin ne rodmctimf sn FCO hr ctd sn rn g+ ats
sghr fir kB nrs dmshgdkx adb™trd sgd engdb™rs ne mnBim™k FCO
g'r elkdm ax 8 odq bdms im ~ xd g- Sgdgdengd sn g ud jdos
rodmcim¥ bnmrs™ms “r ~ ognongsinm ne FCO wvntkc g~ ud mddcdc
cq rshb rodmcim¥ btsr im 1//7,/8 “mc adxnmc- fm ~ eghbsinmkdrr
dbnmn B x nodg simf ~s etk b o bhsxt ~ ek m cd B “mc egnl
fnudgmBdms wntkc sqg mrk’sd ftmsn ghfgdg ogu~sd cdl“mc
sggntfg knwvdg hmsdgdrs g sdr+ kd~ulmf ntsots tmbg mfdc- Ats
nmkx sgd B nrs akmjdgdc eqdd B ~qjds hed kirs bntke adiidud sg”s
this describes the current state of affairs. With interest rates
“kgdex knv “mc bnmrt B dgr gdsqgdmbgimf+ sgd deedbs wntkc
imrsd>c g ud addm “m dudm wvd”jdg dbnmnEx “r atrimdrrdr
downgraded their expectations for future demand by tens
ne aflkinmr ne ontmcr- Jddotmf sn sgd 1//6 rodmcimf ok mr
represented a conscious policy to combat the recession.

im ~knwimT sgd cdsbis sn a”knnm+ Fngcnm Agnwvmgr fnudgm B dms
“bsdc hm sgd noonrhsd v~ x sn L gF qds Sg~sbgdgr- Gnwvdudg
ansg wvdgd otgqrtimf onkibidr “oognogh®sd sn sgd ogdufikimE
bnmchshnmr- @r chrbtrrdc “anud+ tm 1//7 sgd Sqd rtgx v r
e g adssdq ok™bdc sn hmbgd” rd anggnwvimf sg™m hs v r tm 0870+
adb™trd bgdchsngr wdgd e kmF nudg sgd B rdkudr sn kdmc sn
fnudgmBdmsr ~s gdbngc knwv ¢ sdr- Hm 0870+ nm sgd nsgdg
g mct ¢ sdr wdqd vdk tmsn cntakd sftqdr+ atgcdmimf etstqd
fnudgm Bdmsr wisg ghfg cdas imsdgqdrs bnrsr “mc c™ B~ fimf
sgd qdk dbnmn B x- tm 087/,70 sgdrd q sdr bnBamdc whsg ~

24
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rn”¢m¥ nik oghbd sn B~ jd rsdgkimf ~ooqdbh™sd+ im bnmsg™rs sn sgd
btggdms gdbdrrinm "rdd Bg~gs O/(- Sgd rsqnmf ontmc hlonrdc

rptddyd nm Agsirg tmctrsgx+ wghbg f ud sgd Sg sbgdg
administration a further reason to get interest rates down by
gdctbimf Ffnudgm B dms anggnwvhmf-

2006-09 — 1978-81
25
20
2
8
&
(W]
15
P T T T T T T O T O O A B A
1.00 1 >

L "mte bstgmT g r “krn rteedgdc tm sgd btggdms cnwmstgm+
but more because of the weak world economy than a strong
btggdmbx ‘rdd Bg gs O0(- Sgd mdws Bg mbdikng b™m mdhsgdq
“rrthd sgs sgdgd wikk ad “m hl Bdch™sd gdbnudgx cgiudm ax
oghu”sd rdbsng cd B “mect mng sg”s sgdqd whk ad “m dwongs,kdc
rebound on the back of a weak pound.
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2003-13 — 1985-95 — 1975-85

%
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0 1 2 3 4 5 6 7 8 9 10
Year
Rntgbd9 HL_E+ mbktcimf drsh B “sdr eng etstqd fgnwsg-

Sgdgd vdgd fnnc gd”rnmr sn adidud sg”s sgd Bnmrdqushudr
vdgd ¢hifgst “mec sg”s otakb rdbsng anggnwvimf chc bgnwvc nts
sgd oghu~sd rdbsng ctgmf Sgsbgdger sqrs sdg - Hmsdgdrs ¢ sdr
vdgd e~q ghfgdg- M~ stnm™kirdc mctrsgidr ~bbntmsdc eng 8 odg
bdms ne m~sinm™k hmudrs B dms- Knb™k ~tsgngishdr athks ~ sgigc ne
all housing.?2 S™wdr snnj ~ Btbg k*qfdg rg gd ne dbnmn Bhb
ntsotst “mc ~s sgd B qfim vdgd otmhshud D sgd ghfgdg g sd ne
imbnBd s"w v™r 72 odq bdms- Eim~kx+ dudm he sgd fnudgm B dms
bntkc annrs sgd dbnmn B x+ sgd mddc sn gdo™x dwodmrhud cdasr
Visg etstqd s™w ¢hrdr ng ghfgdg hm& ~shnm wntkc mdf sd sghr
“cu ms”fd-

Ats rtbg gd rnmmf e tkr wvgdm sgd bnk ord m cdl “mc hr
agntfgs “ants ax = sm mbhk bghrhirt “mec tmsdgdrs g sdr “qd Tr
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knv "r sgdx b™m ad- Snc™x+ sgd dbnmn B x fir nodg”smF \/dkk
adknv b~ o~ bhsx- im sgdrd bhgbt B rs”mbdr+ fnudgm B dms rodmcimT
rtoongsr donmn Bhb Fgnwsg+ ¢~ sgdg sg™m bn B odsdr whsg fis- Dudm
he ogiu~sd sm mbd g~ c mns cgidc to+ bs ir tmkhjdkx sg~s ogu~sd
rdbsng cd I “mc vntkc ad dmntfg sn stgm sgd dbnmn B x “gntmc+
fhudm sg”s e KmF ogibdr “bs “r ~ chrimbdmsiud sn bnmrt B d ng
mudrs- @r L "gsim \/nke \vqhsdr9 8Ehrb ™~k cdsbisr ~qd mns bgnwvcimf
sgd oghu~sd rdbsng nts- Sgdx “qd bgnwcimf fis hmt fmrsd”c+ ax
rtoongstmf cd B “mc+ vghbg rtrs™imr inar “mc ognssr-£2°

Rnid bnl Bdms™sngr kijd sn vd~ud sgd gdstgm ne ~bshud srb~k
onkibhdr tmsn ~ whcdg m™qq shud sg~s cdrbgiadr sgd sm ~mbh™k “mc
economic crisis as proof of the failure of free market policies.®
@knmFricd " gdstgm sn ghfgdg B ~gfim™k s w g sdr+ hs *rtoonrdckx(
cd Inmrsq~sdr gnwv K™ antg mdudg qd " kx ~bbdosdc sgd dbnmn Bhb
kdrrnmr ne sgd 087/r- Atshshr ~ bg~m¥d im bhigbt B rs”mbdr g~ sgdq
than philosophy that explains the use of Keynesian stimulus.
Fngcnm Agnwvm v r fdmthmd tm ghr adihde sg™s B ~bgndbnmn Bhb
smd stmimT hr adssdq odgeng B dc sggntfg Bnmds gx cdbhrinmr-
Vodrsiimf sgd dbnmnBx nts ne = cdb sinm™gx eqdd,e k hr mns
dsmd,stmmfg- Sgd sggqd™s ne = gdstgm ne Cdogdrrinm,rsxkd
bnmchsinmr aghmfr udgx cheedqdms onkibx ogdrbgiosinmr-2> For the
rktBo ne 1//7,/8+ Agnwvm fir bnggdbs sn ~qftd sg~s 9xnt g~ ud
sn fgnwv+ mns btst xntq v~ x nts ne gdbdrrinmg-*> As Robert
Rjhcdkrjx ~gqFtdc gqdbdmskx+ hs hr mns = ptdrsinm ne \wgdsgdg
Jdxmdri™m ng mdnbk™ rrib~k donmn Bhb B ncdkr ~qd dghfgset ats ~
I “ssdq ne itcfd Bdms ~“ants vg~s btggdms bnmchshnmr gdpthgd-16

tm sghr b~ rd+ sgd fnudgm Bdmsgr itcfdBdms v r gfgs- Ltbg
ne sgd k™ qfd srb”k cdsbhs “gnrd adb™trd K antg ~bbdosdc sgd
Jdxmdri™m onkibidr mddcdc eng rtbg ~ bgirir- Sghr cdrdqudr
rnld og hrd+ “ksgntfg hs v r mns Bhg btkntrix mrifgsetkd sgd
HLLE “cunb™sdc srb7k rshltktr+ “mc bs g r addm enkknwdc m
mt Bdgntr bntmsgdr+ Bnrs mns™akx sgd TR-

Sgd Bnmrdqustudrg “oogn~bg sn srb’k onkibx hr kdrr bkd gt
“mc gnudqr rnBdvgdgd adswvddm jmdd,idgj noonrfsinm “mc
dbnmn Bhb gd kisx- C uic B~ Bdgnm “mc ghr rg~cnwv bg~mbdikng
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A balancing act CENTRE:

Fdngfd Nrangmd g ud trdc dudgx noongstmhsx sn ~ss hj sgd
fnudgm B dmsgr rsiBtktr+ ats rsnoodc rgngs ne ~cunb simf ~
oqd,Jdxmdrh™m a”k”mbdc,atcfds ogfknrnogx- #m bnmsgrs sn sgd
Sg~sbgdq fnudgm Bdmsgr ~oogn~bg+ Nrangmd g™ r ~c Bhssdc sg”s
osnc™x+ vd Btrskds sgd ~tsn l “sib rs”ahhrdgr etmbshnme-28 Sghr
suggests he thinks the public balance sheet b™m act as a useful
bntmsdqwvdhfgs sn ogiu”sd rdbsng gdsqgdmbg B dms-

im ~cchsinm+ sgd Bnmrdgu~shudr g-ud b kdc enq ~ rdgidr ne “c
gnb Bd rtgdr vghbg vntkc mbgd " rd sgd cdsbhsy*e

@knwvimT r B “kdg bn Bo~mhdr sn cdi™x U@S o~ x B dmsr

A cut in national insurance and corporation tax for
ri " kdg sqlr

@ankrgim® "k s"w nm r utmfr tmbnld eng a rib g sd
taxpayers

@ ¢1-4 ahlkinm s”w aqd™j enq atrimdrrdr ghgmf ctgmf
sgd gdbdrrinm+ wghbg sgdx rtffdrsdc wvntic r-ud
24/+/// inar

Sgdrd ok'mr g ud " cheedqgdms dBog rir sn sgnrd ne sgd
Fnudgm B dms- Khjd sgd Sg ~sbgdq qdeng B r+ sgdx ~qd imsdmcdc sn egdd
up the supply side of the economy rather than boost demand.
Ats FCO chc mns bnk™ord im “tstlm 1//7 adb™trd ne ~ cgno
im dbnmn Bhb b~ o bhsx- #s g~ oodmdc adb™trd cd B "mc rtccdmkx
duong sdct “r T gdrtks ne okt B Bdsimf dwodbs” sinmr enknw/im¥ ~
sm mbh~k B ~qjds Bdkscnwvm- im sgd 086/r+ sgd rtookx ricd v'r
the problem: real growth excluding the oil industry was stuck at
/-64 odq bdms egn B 0862 sn 0868+ “mc deengsr sn annrs cd I “mc
0 dgdkx gdrtksdc hm B ngd hms ™ shnm-3©

Sgdgd fr mnsghmf wgnmf whsg “eengcTakd hedr sn hllognud
ognctbshuisx- Ats rtbg onkbx rtffdrsinmr imchb™sd sg™s sgd
Bnmrdqushudr g ud etmc™ Bdms kkx Bhrtmcdgrsnnc sgd m~stgd
ne sgd dbnmn b bgirir- Sgdx g~ ud rntfgs sn u mpthrg nkc endr
(¢ sgdg sg~m e bd sgd btggdms ognakd I - Sgdhq onkibhdr vvntkc g~ ud
g c kisskd onrfshud deedbs nm sgd qd~k dbnmn B x ctomf sgd rkt B o9
~ 500 e bimF bnk™ortmT r kdr cndr mns imudrs ng ghqd+ qd ¥~ qckdrr
ne s"w aqd” jr+ vghbg vntkc g ud itrs chudgsdc etmecr sn sqlr
“kgd~ cx ok mmimT sn dwo "mec- @r " qdrtks sgd bk™h B sgTssgd ¢1-4
billion tax break would pay for itself is highly doubtful.?® Sgd
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s"w agd”j eng r ulmfr vntkc ogna akx g~ ud c” I ~fdc demand
ax qdctbmf sgd hmbdmsiud sn bnmrt Bd-%2 Sgd nmkx cfeedgdmbd
hr Bnmrdqu~shud onkibhdr vntkc g ud bgd~sdc cheedgdms vhmmdgr
“mc knrdqr9 odnokd wisg okdmshetk r~ utmfr vntkc g~ ud admdssdc+
as would small business owners looking to hire staff.

s hr tmikhjdkx sg~s sgd Bnmrdqu~shudr adiidudc sgdhg nvm ggdsnghb
“ants Agis”hm 8cgnwvmimF im gdc Imj €- G~ ¢ sgdx enkkinvdc Sg ~sbgdg
“mc sghdc sn bts sgd atcfds cdsbhs ctgmf sgd gdbdrrinm+ sgdgd
vntkc g ud addm “m dudm vngrd ek hm mn Btm~k FCO+ mbn B dr
“me “rrds oghbdr+ “mc dudm ghfgdg tmd B oknx B dms+ ~r duhcdmbd
eqn B sgd Cdogdrrinm “mc sgd @rh™m sm mbhk bghrir ne 0886,
87 rtffdrsr- Dwodbs shnmr ne cd% shnm Bfifgs g ud adbnlid
dmsgdmbgdc+ kd~cimf sn ghifgdg qd*k cdas bnrsr+ = etgsgdg
eqddyim¥ to ne sgd sm mbh k rxrsd B “mc etgsgdq ¢ B~ Fd sn sgd
dbnmn Ex “mc fnudgm Bdms gdudmtdr- Fhudm sgd rs~sd ne sgd
sm mbh™k rdbsng “mc sgd wngkc dbnmnEx+ ~ gdbnudgx cgudm
ax - qd,dmdgfirdc ogu~sd rdbsng hr chesbtks sn hll ~fimd- fs hr
cntasetk sg”s sgd fnudgm Bdms vntkc g~ ud dudmst kx d B dgfdc
with less debt.

im qd~kisx+ wisg B mx nsgdq cdudknodc bntmsghdr rshl €k shmF
sgdhg dbnmn Bhdr+ = Bnmrdqu~shud Fnudgm Bdms vntkc ogna’ akx
g ud enkinwvdc ~ rilfk"g “oogn~bg sn K antg- Nm sgd kBhsdc
duficdmbd “u”fkTakd+ Nrangmd fir = bknrds Jdxmdri™m+ itrs nmd
cdsdg Bhmdc sn ki lhs sgd Fnudgm Bdmsgr trd ne bntmsdg,bxbkb ™k
cdsbisr sn sgnrd sg~s g~ oodm sn “gird ~tsn B ~shb ~kkx-

Noonmdmsr ne Agnwvmor ~bshuhr B rdd B disgdgq sn adiidud sg”s
sgd TJ dbnmnBx v r nodg simf “s b o bhsx+ ng sg~s sgd
fnudgm Bdmsgr bgdchs v~ r bknrd sn adimf dwg™trsdc- Bkd gkx+
mdhsgdg ne sgdrd bnmchshnmr ~ookidc- Ats K antgq chc fgnrrix
Bhr B " m™Fd sgd fnudgm B dms sm™mbdr kd~ulmF fsr srb~k onrhsinm
e g vngrd sg™m hs rgntkc g ud addm+ “mc “bstkx k BhshmT sgd
onrrfakd dwsdms ne hsr ~bshnmr sn 5fgs sgd gdbdrrinm- K~ antqgr
gd bsinm sn sgd rktBo B x g ud addm bnggdbst ats sgdhg
ogdo™~q shnm eng rtbg ~m dudmst~kisx v r vndetk- Fngcnm Agnwvm
“knwdc sgd TJ sn dmsdq sghr bgirhr \hsg ~ rifmhisb™ms rsqtbstq ™k
cdsbfist “mc gdudmtdr sg”s wvdgd ¢ mfdgntrkx cdodmcdms nm
benign economic conditions.
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CtgmfT ghr sdm xd~qr ~r Bg mbdkngt Fngcnm Agnwvm d I og” rirdc
srb7k rsTalkisx-3 Sgd jdx sn ghr “oogn~bg v r sgd dfnkcdm
qtkdor ax wghbg Agnwvm ogn Bhrdc sn a~k™mbd sgd atcfds nudg
sgd dbnmn Bhb bxbkd- @bbngcimT sn Sqd ™ rtgx gdongsr adenqgd sgd
bgdchs bgtmbg+ sgd FnudgmBdms v r ctd sn Bdds hsr fnkcdm
qtkd+ “kadhs whsg qdkTshudkx rsgnmf Fgnwsg “me shifgs etstqd
rodmchm® ok™mr- #m nsgdq vngcr+ sgdgd v~ r mn rsqtbstq k cdsbhs
in prospect.z®

Sgd qtkd v~ r msdmedc sn ~knwv rtgoktrdr eqn B fnnc xd “gr sn ad
rodms Im a~c xd~qr- Ats hs gdpthqdc sgd Sqd rtgx sn B~ jd ~ udgx
chesbtks drsill “sd ne wvgdgd sgd dbnmn B x rsnnc qdk shud sn hsr
dbnmn Bhb onsdmsh™k- @ r B “k cheedgdmbd fm sgd odgbdhudc ~ahkisx
of the economy to grow sustainably made a huge difference
sn sgd ntsbn Bd- Sn cd I nmrsg~sd sghr ontms Bg~gs O1 ogqdrdmsr
svn cheedgdms udgrinmr ne sgd TJgr bxbkb~k onrhsinm rimbd sgd
Ihc 088/19

= Prudent view == Brown View

Exonomic output
relative to capacity (%)

O » A NVMNONIMOO®

10 L
1986 1990 1994 1998 2002 2006 2010 201-

Rntgbd9 @tsgngr b kbtk™sinmr
Sgd svn kmdr chrok™x cheedqgdms “rrtBosinmr “ants sgd f o

between the economy’s actual performance and the trend
kdudk ne rtrs*hm”akd fgnwvsg- Sgd tmagnjdm kmd “rrt B dr sghr
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sn ad 1-4 odq bdms rimbd 0874- Sghr hr hm e~bs sgd ~udq™fd to
tmshk 0886+ “mc Wik ogna”akx stgm nts sn g ud addm bknrd sn
sgd “udq”fd nudg 0874,1/04-

Sgd cnssdc kmd rtoonrdr sg”s sg”s rtrs hm-akd fgnwvsg v'r 2
odg bdms eqn B 0886- s gntfgkx gdrd Bakdr sgd ~bbntms ne sgd
bxbkd sg™~s sgd Sqd”rtgx ognctbdc d bg xd ¢-*°

Sgd qdbdrrinm “mc gdbnudgx mnv/ ogdchbsdc vk dme to agimfimT
sgd tmagnjdm kmd a~bj snwv qcr ydgn- Nudg 27 xd™qr hs Wik stqm
out that the UK economy was able to grow sustainably at an
“udg™fd g sd ne 1-4 odg bdms odg “mmt B- Adb™trd sgd fgnwsg
sg~s nbbtggdc enqg Btbg ne Fngcnm Agnwmgr Bg mbdikngrgho
v r ghfgdgt sgd donmn B x mnv ~ood gr sn g~ ud addm tm ~ knm
“anud bxbkd odginc-2°

Prudent view = Primary surplus
8 —
6 —
4 /\

S 2

S \/

o O LI } T T LI
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-4 - a long period of
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Rntgbdd atcfds “mc ~tsgnger b kbtk™sinmr
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@m “ksdgm™shud fir sn “rrtld sg”s sgd Sqd”rtgxer udgrinm v r
(hfgst ats sg~s sgd dudmsr ne 1//6,/8 rtccdmkx vhodc v x ~
k>qFd bgtmj ne Adis™hmgr dbnmn Bhb onsdmsh™k- @ sm™k+ dwsqd B dkx
nosh Bhrsib udgrinm hr sn rs™sd sg™s sgd Sgd rtgx v r gifgs Ik
“knmT+ “mc dwodbs dbnmn B'fb gdbnudgx sn ad g~ ohc ~mc hm$ ~shinm,
eqdd tmsfk sgd cnssdc kmd qd~bgdr ydgn- Edv ~m~kxrsr+ imbktchmF
sgd Sqd”rtgx+ “qd whkmT sn reffdrs sghr-

Aghs~fmer dbnmn Bhb onsdmsh™k b mmns ad rbidmsisb kx ognudm:
sgdgqd Wik mdudg ad =~ bnmrdmrtr nm wvghbg ne sgdrd udqrinmr
hr bnggdbs- Ats sgdgd ir mn cntas wvghbg wvntic g ud addm
sgd Bngd ogtcdms “rrtBosinm sn B~ jd- Bg gs 02 fkktrsq sdr
sgd ntsbnld he fnudgmBdmsr g~ c trdc sghr ogtcdms uhdv sn
calculate the primary surplus needed compared to the actual
oghll “gx a“k*mbd ~bghdudc-

Tmstk 1///+ Fngcnm Agnwvm enkknwvdc sgd o~ ssdgm rds ax sgd
Bnmrdqu~shudrt+ wisg = srb’k onrfisinm rg~cnwim® B nud B dmsr
around a prudent assumption of sustainable economic growth
'rdd bg gs 02(- Ats egnl 1//0+ sgd rtgoktr cgnoodc- fs
qdsdbsdc ~ bnmrbintr onkishb™k bgnibd sn chudgs qdrntgbdr sn
sgd otalib rdbsng D ats whsgnts ¢ rimf s”w gdudmtdr sn o~ x-
@r wvd nardgudc “anud+ knwv cdas bnrsr “mc rsd>cx mn Bim’k
FCO fgnwvsg Bd™ms sg™s sghr v r ~bghdudc visgnts cdas g~ shnr
hmbgd ™ rim¥ rifmhsb ~mskx- Ats = bnmrdqu”shud srb~k onkibx vntkc
g ud gdbnfmhrdc sgd ghfg ogna’afikisx ne ~ rtardptdms odginc
ne knv fgnwvsg “mc dudm ghfgdg cdsbisr- Sghr gdbnfmhshnm
"tmedg sgd srb’k qtkdr+ ng “mx ogtcdms srb’k onkibx( wntkc
g ud gdpthgdc ~ qd kirshb ok™m sn bts sgd rsqtbstq k cdsbis ax
“gntmc 2 odgq bdms+ sggntfg ghfgdg s"wdr ng knwdg rodmcimf-
Rtbg ok mr vdgd mns B ~cd-

Sgir “mTkxrir admdssr eqgn B bnmricdg akd ghmcrifgs- Edwv
dbnmn Bhrsr ngonkibx B~ jdqr sgntfgs sgd TJ g~ ¢ “m nudggd ™ shmF
qd~k dobnmn B x enq Btbg ne sghr cdb™cd+ “ksgntfg rnld wvdgd
VikmT sn g hrd bnmbdgmr “ants sm mbh’k hBa k mbdr-26 Ats
dbnmn Birsr cic v gm sgd fnudgmBdms sg~s hs v r adimf snn
nosh Bhrsib ~ants etstqd gdudmtd fgnwvsg+ “mc sgd Hmrsistsd ne
Ehrb~k Rstchdr gdbdmskx drsill “sdc sg™s sgdqd v r = rsqthstq Tk
cdsbfs ne 2 odq bdms ne FCO sn ad bknrdc-%8
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Sgd sm mbh™k bghrir “krn k“he a®qd sgd Bhrs” jdr sgd Sgd”rtgx
1 ~cd vgdm rtqudximf sgd donmn B x- im £dmdg~k+ hs bnmbdmsg~sdc
nm sgd qd "~k g sgdq sg~m sm™mbh~k donmn B x+ rtqudximf mchb ~snqr
gdk™sdc sn ognctbshuisx+ d B oknx B dms bnmehshnmr+ “mc hms ™ shnm-
Sgd ahffdrs dggng v r tmcdadrsh B “simf sgd ghrj onrdc ax sgd
bloated nature of the household sector’s balance sheet: the
vngc dcdasg b~mmns ad entmc hm Sqd” rtgx cnbt Bdmsr ~rrdrrimf
sgd bxbkd- im sghr v~ x sgd Sqd ™ rtagxer Bhrs™jd v r qd B "gj ~akx
rhilhk™g sn sg”s B cd ax sgd sm mbh™k rdbsng “r = wgnkd9 sn
chrqdf gc ghfg kdudkr ne cdas “r ~ onsdmsh™k kilhs nm etstqd
fgnwvsg- G™c sgd fnudgm Bdms addm v ~qd ne sghr k Bist hs Bhfgs
g ud gdbnfmirdc sg~s sgd dbnmnBx g~ c fgnwvm e rsdg sg™m fisr
rtrs im akd g sd+ “mc sg”s fis mddcdc ~ r B "kdg atcfds cdsbhs sn
ad “rrtgdc ne a“k mbd nudg sgd bxbkd-

Sgd ognakd B ne imrtesbhdms gdudmtdr v~ r bn Bontmecdc ax ~m
unusual dependence on receipts that relied upon an unstable
sm mbh~k ataakd-

Sgd cdsdghng ™~ stnm fm sgd TJgr srb~k onrhstinm hr B tbg vngrd sg™m
tim nsgdq cdudknodc bntmsgdr dudm sgntfg B “mx “qd rteedgmf
~ wvngrd gdbdrrinm- Sgd ogimbhokd b~ trd ne sghr ogdmn §dmnm hr
mns " g¢ird im rodmcim¥ ats ~ bnk ord hm gdudmtdr-

@ bnBo gwrnm ne sgd ogd,Atcfds gdongs ne 1//6 whsg sgd
Atcfds ne @ogk 1//8 gdud kr sgd dwsg ngchm™gx bnk~ord fm
sgd s™w gdbdhosr- fm 1//6 sgd fnudgm B dms dwodbsdc sn ¥ sgdq
¢470 aiinmim 1//7,/8: ax @ogtk 1//8+ sghr g"r e kdm sn ¢42/
ahknm+ whsg ~ etgsgdg ek sn ¢4// afkéinm tm 1//8,0/+ \vghbg
Vv'r ngifim™kkx dwodbsdc sn xhdkc nudg ¢5// alkkinm- Hmbn B d
sTwt m sinm™k imrtg mbd+ rs”Bo ctsx “mc bngong sinm sTw
“bbntms eng md™gkx ~k ne sgd knrs gdudmtdr- Nm sgd nsgdg g~ mc+
dwodmchstgd s wdr ‘nmbd sgd sd Bong gx U@S bts hr e bsngdc
nts( “mc u”gintr ctshdr nm “kbngnkt sna”bbn “mc £ B akmf g ud
held up well.
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Sgd s"w,ax,s"w “m kxrir tm sgd 1//8 Atcfds rgnvr gnv
utimdg”akd Fnudgm B dms qdudmtdr vdgd sn sgd rngs ne gdbdrrinm
vd “gd mnv rteedgmf- Sgd fnudgm Bdms gdiidc snn Btbg nm
sm mbh~k rdbsng anmtrdr+ gntrimf sq~mr~bsinmr+ “mc bngongsd
s wdr+ vghbg ~qd ghfgkx rdmrhstud sn tmcdgximf FCO “mc “rrds
u ktdr- @r ~ gdrtkst sgdx edik Btbg e rsdg sg m sgd qdrs ne sgd
economy when the recession struck.

@ksgntfg sgd Sqd ™ rtgx chihfdmskx drsh B ~sdc sgd rdmrhshuisx ne sgd
otakib sm mbdr sn sgd dbnmn Bhb bxbkd+ sgdx e fkdc sn bnmricdg
sgd hBo~bs ne rtbg ~ sm™mbh™k bnk~ord- Sgdx dwodbsdc ~ 0/
odg bdms EnudBdms Im “rrds ogibdr sn ad “rrnbhsdc whsg
bg~mf¥d tm gdbdhosr eqgn B hmgdgis mbd s™w+ b~ ofs™k £ hmr s™w “mc
rs” Do ctsx dpt’ksn /-03 odq bdms ne FCO-28 Ats im 07 B nmsgr
sgd drshll “sd eng sgdrd s"wdr g r cgnoodc ax ¢04 annm+ ng
nudg O odgq bdms ne FCO- Dudm “esdq sgd bgdchs bgtmbg g~ c
adftmt+ “mc gntrd oghbdr rs~gsdc e kimF+ sgd 1//7 Atcfds v'r
snn nost Bhrsitb “ants sgd gdbdrrinmgr deedbs nm gdudmtdr- Eng
dw™ B okd+ hs dwodbsdc ~ ek im rs” B o ctsidr ne itrs 5 odg bdms-
im e~ bst sgdx edkk ax Bngd sg™m 4/ odg bdms “mc knnj tmihjdkx sn
gdbnudg eng xd~qr-

Adswvddm sgd ogd,Atcfds gdongs im sgd “tstBm ne 1//6 ~“mc sgd
Atcfds m sgd rogm¥ ne 1//8+drshl “sdr enq 1//7,/8 rodmchmf
tim b~ rg sdg B r chc mns bg™~mfd rifmhsb™mskx+ girtmf eqn B ¢506-3
ahikinm sn ¢51/-6 ahikinm- Sgd drshll “sd enq 1//8,0/ fqdwv egn
¢535-5 aiiinm sn ¢560 ahinm+ “m hmbgd rd ne ¢14 afkbnm-
Most of this occurred within the Annual Managed Expenditure
'@LD( atcfdst vghbgt im sgd wvngcr ne sgd Sqd” rtgx+ sbnmrhrsr
ne ognfq™ B Bdr wvghbg “qd k“gfd+ unk stkd “mc cd B “mc kdc€-
Rnbh™k rdbtghsx admdssr “mc s™w bgdchsr “bbntms eng ~k ne sghr
increase.®

Btqgdms rodmcimT whsghm Cdo ~gs B dms Dwodmchstqd Kh Bhsr *CDK(+
vghbg fmbktcdr atcfdsr sg°s b™m ad ok™mmdc nm = Sdwhakd+
I tsh,xd™q a“rir kjd gdksg “mc dctb sinmt tmbgd rdc nmkx
I “gfim~kx+ B ~hmkx ctd sn ghfgdg cdedmbd dwodmchstgd- B~ ohs ™k
rodmchm¥ tmbgd~rdc eqn B ¢43-0 alkkinm sn ¢52-3 ahkkinm+ 0~ gskx
“r " qdrtks ne sgd Fnudgm B dmsgr cdbhrinm sn agm® rn B d b~ ohs™k
projects forward.
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NONC [BoNo
2055 [E9G 5
O aN << O\ -
BTQQDMS DWODMCHSTQD
Cdo~gs B dms Dwodmcfstqd Kh B hsr 338.8 231-0
Annual Managed Expenditure 142-6 154-8
of which
Rnbh™k rdbtgisx admdssr 041-2 053-6
S~ w bgdchsr 07-7 10-6
Mds otakib rdquibd odmrinmr 1-8 3-0
M~ sinm ™k Knssdgx /-5 /-8
AAB cn B drsib rdquibdr 2-5 35
Other departmental expenditure 0-2 2.5
Mds dwodmchstqd sq”mredgr sn DB hmrshstsinmr 4-6 4-5
Knb~kx,sm mbdc dwodmcfstqd 16-3 16-8
Bdmsg~k fnudgm B dms fgnrr cdas imsdgqdrs 20-1 16-1
AME margin 0-7 /-8
Accounting adjustments 7-0 5-8
Otakib rdbsng btqgdms dwodmchstqd 481-4 5/7
B@OS@K DWODMCHSTQD
Otaltb rdbsng fgnrr imudrs B dms 43-0 52-3
Depreciation ,1/-1 ,08-5
Otakib rdbsng mds imudrs B dms 22-8 32-7
SNS@K L@M@FDC DWODMCHSTQD 535-5 560-3

@ ¢04 afkkinm hmbgd ™ rd hm sq”mredqr sn odnokd ghs ax sgd qdbdrrinm
hr mns rtgoghrimf- #m 087/,71+ rnbh"k admdssr gnrd egn B ¢11-7
atkkinm sn ¢22-4 afkkinm+ ~ e~q k™ qFdq tmbgd rd “r ~ ognongsinm
ne FCO- Ats sgd imbgd™rd tm b~ohs™k rodmcim® rs™mcr m rs™qj
bnmsg~rs sn sgd ~oogn~bg ne sgd Sg sbgdgq fnudgm B dms vghbg
“bstkkx bts otakb rdbsng mds imudrs Bdms egn I ¢3-6 afkinm sn
¢2-2 ahikinm adswvddm 087/ “mc 0871 D ~ cdbhrinm vghbg B ~x
mdudgsgdkdrr g~ ud addm ¢ shinm™k im sgd kfgs ne ghfg ogqdutkimF
imsdgdrs g sdr- Snc™x+ b ofis™k ognfg™ I Bdr hmbtg ~ qdk™ shudkx
low interest cost and are being used to cushion the impact of
e kim® bn B o mx hmudrs B dms-
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Nmkx = B7ing v "¢ g~ r dudg ognctbdc ™ m~shnm™k cdas “r k™ qfd
“r sg°s vghbg Wik bnmegnms sgd mdws Fnudgm B dms- @ksgntfg
sgd “bbtr shnm sg~s sghr “k rsd B r egn B dwbdrrhiud rodmchmf g~ r
rn B d sqtsg snhs+ sghr Bhrrdr nts B nqd chgdbs b™trdr D bnkk™ ortmf
mnBmk FCO “mc dudm e rsdqg bnk ortmf gdudmtdr- L.nrs
cdudknodc bntmsghdr ~qd rteedghm¥ eqn  sgd r~ Bd bn Bahm™shnm:
“bbngcimf sn HLLE sftqdr+ sgd “cu mbdc F1/ bntmsgdr ik rdd
Fnudgm Bdms cdas mbgd~rd adswvddm 1//6 “mc 1703 eqn I 68
sn 0/2 odg bdms ne FCO- Sgd TJ g r cdsdging sdc e rsdgt “r ~
gdrtks ne hsr rsqtbstq k cdsbhis “me tmwvird qdii"mbd nm imrdbtad
gdudmtdr-

im sgd anw adknwv wvd “ssd Bos+ udgx gntFgkx+ sn b kbtk sd gnwv
I thg ne sgd cdas b™m ad sq bdc sn u~gintr b~ trdr- Odgg or
T ptigsdg rsdBr egnl a“c fnudgm Bdms cdbirinmr , h-d- sgd
rsqtbstg k cdsbhs “me imrdbtad gdudmtdr- G™c sgdrd dqgngr addm
gdbsisdc+ sgd Fgnwsg hm cdas vntkc g ud addm ~oognwh B ~sdkx
sgd r~ Bd “r ntghmsdgm™shinm~k oddqr- Sghr fir bkd~gkx ~ rifmhsb™ms
onkbx Whrs™ jd+ qdrtkshm® tm otakb cdas admf ¢2// afkinm
ghfgdg “mc ~ rifmisb™ms rsqtbstq ™k cdsbhs sn vngj nee-

@ xd~q “fn+ sgd fnudgmBdms dwodbsdc sgd cdas hm
1/01,02 sn ad ¢620 afkknm- Sghr xd g+ hs dwodbsr hs sn
ad ¢0+151 ahkkinm+ oktr “m imcdsdg Bhm~sd ~ B ntms eng sgd
bnrs ne hsr u~gintr sm mbh k qdrbtd rbgd Bdr- fe vd s” jd
sgd k™ssdq hsd B sn ad 8 odq bdms ne FCO+ ng ¢02/ afkkhnm+
sgdm sgdqd hr “ants ¢55/ ahkinm ne tmbgd rdc cdas sn
explain.

@mx dwok™m sinm b™m ad chutcdc fmsn swn dkd B dmsr9
imbgd ™~ rdr ctd sn a”c srb”k onkibx+ “mc tmbgd~ rdr ctd sn
the effect of a sudden recession.

Calculating how much is due to policy errors means
drshll “simF vg~s hcd™k srb”k onkibx wntkc g ud knnjdc
kjd-\Vds™ jd = g vjhrg uidv+ "mc “rrtldsg s “mhedk
srb~k onkbx wntkc g~ ud9

ditMhm~sdc ~ 2 odq bdms rsqthbstq k cdsbhs
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dmrtgdc sg”s gqdudmtdr wdqd mns “r rdmrhshud sn
sgd dbnmn Bhb bxbkd “r sgdx stgmdc nts sn ad- Sghr
means supposing that they would fall by 50 per
bdms ne FCO tm sgd gqdbdrrinm+ mrsd™c ne sgd 6/ odq
cent that has in fact occurred.

Adswvddm sgd 1//7 “mc 1//8 Atcfdsr+ sgd bt Itk shud
rodmetm¥ dwodbsdc eqnl 1//7,/8 sn 1/01,02 hmbgd " rdc
ax ~ants ¢4/ aflkinm+ “mc bt Btk shud gdudmtdr edkk ax
¢370 afikinm- Sgd bt ltk shud dwodbsdc knrr ne FCO
Vv'r ¢583 afkkinm- e gdudmtdr g c e kdm s T g sd ne
4/ odq bdms ne FCO+ sgd srb’k knrr wntic g ud addm
¢236 aflkinm- Sgd qdrs D ¢023 ahikinm D b™m sgdqdenqgd ad
apportioned to the policy error of being too dependent
nm sgd vimce k - hmr egqn @~ sm mbh "k ataakd-

Recessionary increase

i i 0,
Cost of banking in spending (4%)

Existing debt minus
improvement if
structural deficit
had been eliminated

(o) (37%)

e
Recessionary e
loss of revenues -

(25%)

Structural deficit (16%)

Sgdgdengd+ im hmbgd™ rimf ngcdg ne rifmhisb ™ mbd+ sgd cdas
eng 1/701,02 b™m ad dwok™hmdc ax9

“ants 3 odg bdms odg bdms eqn B tmbgd” rdr hm rodmchm
rsdl Bhmf egn@  sgd qdbdrrinm+  Bnrs ne sgdl
“tsn  "stb gdronmrdr uh” sgd admdssr rxrsd

“ants 8 odq bdms egn B sgd a~mjimF qdrbtdr
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“mnsgdq 8 odq bdms egn @ nudg,qdihi"mbd nm unk” stkd
dataakdg gdudmtdr

“ants 05 odg bdms eqn B sgd Fnudgm B dms e~ kmF sn sw
sgd rsqtbstqk cdsbhs

“ants 14 odg bdms eqn@ " knrr tm gdudmtdr eqn i
sgd qdbdrrinm+ wghbg hmbktcdr sgnrd cdihadq” sdkx
engdfnmd sggntfg sgd U@S bts

sgd qdrs "“ants 26 odq bdms( egn@ sgd cdas sg”s
would existed had there been neither a recession

~

mng " rsqtbstq k cdsbhs-

Sgd fnudgmBdms cdrdqudr bgstbirB ansg eng sgd k' gfd
rsqtbstq k cdsbhs “mc sgd eq” Fikisx ne hsr gdudmtd a”rd- Hs \hkk
s jd = knmf odginc ne ~trsdghsx sn gqdrsngd srb’k ak*mbd- Ats
sgd Bnmrdqustudgr bk"hBr sg”s sgd fnudgmBdms g r “bhsdc
irresponsibly to cushion the real economy from the recession
“qd wvanmf- Eng L."gf qds Sg sbgdg+r ghfg qd k hmsdgdrs g sdr+
otmhistud s™w kdudkr+ rn~gm¥ tm& shnm “mc T akn“sdc otakb
sector made controlling public spending a clear priority. For
sgd btggdms Fnudgm B dms+ mnmd ne sghr ~ookidr9 g sdr ~qd “s gnbj,
anssn B+ hm&~sinm hr sggd ™ sdmim¥ sn stgm md ¥ shud “mc sgd rssd
no longer controls swathes of nationalised industry. Applying
Sg~sbgdghisd onkibhdr ctgmf sgd btggdms cnwvmstgm wvntkc g ud
been a serious mistake.
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3. Restoring the public —nances
to health

Sgd Bnrs gdbdms Atcfds engdb rsr sg°s otakb rdbsng mds
anggnwvimf whik od™j ~s 01-3 odg bdms ne FCO fm 1//8,0/+
adenqd cdbkimm¥ sn 4-4 odg bdms hm 1/02,03- Sghr whkk qdrtks im
nudq k otalkb cdas qd~bgmT 65 odq bdms ne FCO- Dudm sgdm+ ~
etgsgdq shifgsdmim® ne 1 sn 2 odq bdms ne FCO whik ad gdpthgdc sn
stabilise the debt ratio.

Ats rgntkc fgnwsg rstssdg ~F im+ “mc sgd k™ qfd ntsots f-okd ¢
sn etgsgdq cds shnm+ s hr hlongs™ms sg~s sgd mdws Fnudgm B dms
ir mns rn fcdnknfib™kkx bn B Bhssdc sn srb~k shifgsdmmf sg”s
it tries to pursue a balanced budget with no regard to the
bnmrdptdmbdr eng sgd dbnmn B x- Bgghrsim™ Qn B dg+ sgd bg ~hq ne
A~g"bj Na™ I “gr Bntmbfk ne Dbnmn Bhb @cuhrngr+ g~ r gqdbdmskx
hrrtdc ~ qd Bimcdg ne sgd Bhrs™ jdr B~ cd hm 0826+ vgdm srb’k
and monetary policy became contractionary after four years
of strong growth.3° Sgir agntfgs ~ants sgd d I hmh,Cdogdrrinmg
im 0826,27+ “bbnBo midc ax ~ 4 odgq bdms htmbgd rd fm
tmd B oknx Bdms- Rgd v~ gmr ~Ffmrs gd B nutmf rtoongs eqn B sgd
dbnmn B x snn rnnm+ ~ v~ gmm¥ dbgndc ax sgd NDBC-5!

Sgir bgd~sdr ~ chesbtks bg kdmfd9 sn a“k*mbd rgngs sdgll
dbnmnBtb rtoongs ~F hmrs knmf sdgB srbTk rtrsTimalksx+
visgnts ¢ B fimf dbnmnBib desbidmbx- Sgd “mrwvdg hr sn
hlokd Bdms v~ xr fm vgibg sgd mdws fnudgm Bdms b m bgdchakx
bnll Bfs sn etstqd ogtcdms B ~bgndbnmn Kb adg uintgt “mc ax
imsgncthim® mdv s™w gdudmtdr sg”s gdko rs afkird ansg sgd
dbnmn B x “mc sgd srb~k rist”shnm+ vhsgnts ¢~ B~ FimF knmT sdg
growth.
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Ffks hrrt™mbd fr “kgd“cx s gqdbngc od bdshBd kdudkr “mc ik
ad gifg eng s kd“rs entq xd™qr: ~ qdbdms L.ngfF m Rs mkdx
ogqdrdms~sinm ogdcfbsdc ¢02/,04/ afkkinm “mmt kx sn 1/02-32
@r rdbstnm O fkktrsq sdct sgd sdgBr nm vgibg rtbg cdasr “qd
imbtgqgdc g r = gtfd deedbs nm Atcfds “gisg B dshb enq cdb™cdr-
Dudgx onrrhakd deengs rgntkc ad B ~cd sn qds hm sgd gdbdmskx
“bpthgdc “cu ms™Fd ne knv/ anggnwvimf bnrsr-

FnudgmBdmsr b™m cde tks im nmd ne swvn v~ xr9 dwokibhskx+
sggntfg ntsoifgs gdotch™sinm ne sgd ngifim ™k anggnwimT sdq il r+
ng h B okibhskx+ uh™ hms ~shnm- Dwokibhs cde™tks hr “k B nrs tmgd~qc ne
Adhsirg ghrsngx- Cdrofsd cq™ I “shb B nud B dmsr d~gkhdg sghr xd g hm
sgd bgdchs cdetks rvv" o B “gjdst “m ntsifgs cde” tks nm TJ cdas
is unlikely.®® #s hr sgd ognrodbs ne tm&~shnm sg™s hr B nrs kjdkx
sn cgiud anggnwimT ¢ sdr ghfgdg- Sgd sd Bos™sinmr “qd fqd~s- @r
vdkk ~r knwvdgmF sgd qd~k uktd ne Fnudgm Bdms cdast hm&~shnm
lightens the pressures onindebted households and companies.3*
isr whed,qg"mFimT deedbsr cd™k Bngd bn Bogdgdmriudix \hsg
dwbdrriud kdudq fd sg™m rodbhsb Ffnudgm B dms hmsdqudmsinmr
dudq bntkc-

Ats tm&~shnm wntkc cgud to fnudgmBdms anggnwvim® bnrsr-
Sgdaqd fir mn bgdchakd v~ x ~ bdmsgka ~mj bntkc bn I Bhs sn g~ uhmf
~ ghfgdq hms~shinm s™qfds eng itrs sud xd qr+ r x- L.thg ne sgd
ina ne sgd L.nmds~gqx Onkbx Bn N Bhssdd hr ~ants imbtdmbimT
dwodbs~shnmr+ vghbg nodq sd whsg ~ knmf K- @r Em mbhk
Shlldr bnll Bdms™sng Vnkef mf Lémbg ™t onimsr ntst = oqd,
bn I Bhs Bdms sn gdudgrd ~m hms ~shinm™gx onkibx vvntkc ~bs ~F hmrs
sgd nghfim™k tm&shnm s jimF ok™bd s k- Sgd TksdgmTshud D T
rtqqdoshtsintr tmbgd™rd tm hm%~shnm whsgnts dwokibhskx bg™mFhmF
sgd s~ qfds D wvntkc ¢c™ I ~Fd bgdchahkisx dudm B nqd-3°

Qdf gckdrr ne gnwv fs ir agntfgs ~ants+t tm™ mshbho~sdc hms ~sinm
results in a transfer of wealth from creditors to debtors. As
rthg s gdrd Bakdr ~ gdsqgnrodbshud bg ~m¥d sn bnmsg~bs sdqll r-
Btgqdmskx+ anme hmudrsngr ~qd kdmchm® nm sgd tmcdqrs mehm¥ sg~s
sgd Enmds gx qdfilld hr bn 0 Bhssdc sn knv tms~shnm- He hs \/dqd
“knwdc sn gird+ rtbg tmudrsngr wvntkc rtqdix cdl "mc Bthg
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ghfgdg hmsdgdrs g sdr hm sgd etstqd+ o gshbtk gkx ~r sgdx mnwv
g ud " whcd bgnhbd ne rnudgdhfm anggnwdgr- Sgd gdrtks wvntkc
ad "~ gdstgm sn sgd cxm™ Bhb ne sgd 086/r “mc 7/r D knwvdg cdas
kdudkr odgg~or+ ats ghfgdq knmT sdql g~ sdr sg~s otmirg ansg sgd
fnudgm Bdms “mc oghu~sd dmsdgogird- #s snnj cdb™cdr sn wvomf
sgd deedbsr ne sgd rxrsd B k™ rs shld- Fhudm gnw uhs™k hs fir sg~s
dbnmn Bb fgnwvsg qdrtBdr “s = uffngntr o bd+ sghr hr = ghrj
that cannot be taken.

Gnv b m sgd fnudgmBdms qd rrtgd B gjdsr sg~s fis Wik mns
im&~sd hsr v~ x nts ne cdas> im sgdngx+ sgd imcdodmcdmbd ne
sgd A"mj ne Dmfi™mc rgntkc Ft gc ~F hmrs sghr onrrhafkisx- @r
vd g-ud “gftdc dkrdvgdgd+ Bnmds™gx onkibx rgntkc qd B ~hm hm
the hands of the central bank.3¢ Ats sgd ~cudms ne pt~mshs™stud
d rimf “mc sgd qdstgm ne srb~k onkibx sn B ~bgndbnmn Bhb
I "m fdBdms g ud kdc sn rtfFfdrsinmr sg~s sgd A" mj ne Dmf mc
rgntkc rgqd hsr bnmsgnk nudg donmn Btb B ~m™fd B dms-37 Sgdqd
hr okdmsx ne rbnod kdes eng sgd Fnudgm B dms sn hmsdgedqd- \/g~s hr
mddcdc hr = gd~k sm~mbh~k imbdmshud mns sn cn rn-

Sgd “mrvdg kdr tm ~ fgd sdq trd ne fmcdw,kmjdc anmcr- Sgdx
bnrs B ngd sn rdquhbd he im& ™~ shnm ghrdr+ ng kdrr e hs e~ kr- Sgdgd hr
~ bnmricdg”akd cd B “mc eng rtbg anmcr eqn B odmrhinm etmcr+ nmd
vgibg hr ogna™akx tmetkskkdc s sgd btggdms ¢ sd ne hrrt mbd-38
Bs v™r ~ kisskd mnsdc agifgs rons tm sgd k™rs Atcfds sg”s sgd
engdb”rs eng cdas tmsdgdrs tm 1//8,0/ v r ¢2 ahknm lower
sg™m sgd xd~q adenqd+ cdrofsd nudg k cdas kdudkr bk Bamf ax
¢04/ ahhnm: sghr hr k“gFdkx ctd sn knwdg bg qfdr nm hmcdw,
linked debt.

Sgd mdws fnudgmBdms rgntic “mmntmbd “m fimsdmshnm ne
imbgd ™ rim¥ sgd ~ Bntms ne cdas hrrtdc m sghr vv"x D odgg or
sn 3/ odgq bdms ng Engd- CnimF sghr whik qd rrtgd sgd B “gjds
sg"s fis cndr mns msdmc sn tm&~sd hsr ognakdBr “wv x- fs 07X
lower the risk premiums on "k engBr ne fnudgmBdms cdast
“mc sggntfgnts sgd dbnmn B x- fis Wik “krn gdko sn rs”afkird sgd
srb™k onrfisinm tm sgd dudms ne “mnsgdg cdssinm™gx dofrncd+
“r cdsTsinm knwdgr sgdhg bnrs- Em~kx+ sgd rsgnm® cd B “mc eng
these instruments makes them a cheap source of funds for
sgd fnudgmBdms D sgdx g ud gdbdmskx addm hrrtdc whsg qd’k
yields below 2 per cent.
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Sgd Atcfds rbdm ¢n “kgd“cx “rrtBdr bnmricdgTakd rsdor sn
gdrsngd srb”k a“k“mbd- Sgdrd hmbktcd “m fmbgd rd tm mshinm~k
imrtg mbd+ = mdv gifgdq g sd s"w a~me+ tmrodbhsdc ddesbidmbx
T imrg ne ¢4 afkkinm odq xd~g+ aif btsr im b~ ofs™k dwodmchstad
“mc " etgsgdq rodmchimf rptddyd- @bbngchm sn sgd Fnudgm B dms+
btggdms rodmchm® ik Fgnv “sitrs /-6 odg bdms odg “mmt l eqgn il
1/00,01- Rtbg rodmcim® ok mr “kgd~cx ad™~q bn Bo~ghrnm wihsg
sgd k™ rs svn odgincr ne srb”k qdsgdmbg Bdms "rdd Bg~qs O5(-
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Rntgbd9 Otakb dwodmchstqd ntsstgm toc sd- Itkx 1//7+ M~ sinm™k Rs”shrshbr qdkd ™ rd+
etmbsinm™k s~ akdr

Sgd bg~gs rgnvr gnv K antqg “knwdc rodmcimf sn fmbgd”rd
1 thg B ngd sg™m sgd Bnmrdqu~shudr chc ctgimf sgd d " gkx 087/r
gdbdrrinmt ats sn = ri Bk q cdfgdd sn Ingm L ~inger fnudgm B dms
im 088/,81- Gnwvdudg sgd ¢ sd ~s wghbg rodmcimf Fgnwsg hr

43



A balancing act CENTRE:

expected to drop is extremely ambitious compared to either of
sgdrd dofrncdr- Hm e~ bst K> antgr Bnrs gdbdms Atcfds gdpthdr
public spending to be more tightly controlled than Margaret
Sg~sbgdq ~“bghdudc eng gdg dmshgd sqrs sdq l -

@r chrbtrrdc d”ghdg+ sgd Bnmrdqu ™~ shud fnudgm B dms im sgd d ™ gkx
087/r snnj sgd hBongs mbd ne jddommf sgd srb”k cdsbhs tmedg
bnmsgnk udgx rdgintrkx+ dudm ctgm¥ sgd gdbdrrinm- Mdudgsgdkdrr+
sns”k rodmcim¥ fgdv tmsfk sgd srb”k xd™q 0873,74+ entq xd " qr
after the recession ended.®° Sghr fir cdrofsd onrrdrrimf rdudqk
“cu ms”Fdr sg”s whk mns ad dminxdc ax sgd mdws fnudgm B dms-
Otakhb imudrs Bdms “mc sgd cdedmbd atcfds vdqd Bthg gifgdg
“mc rn bntkc Bngd d”rfkx ad bts- Sgdgd vdgd rifmisb™ms ~rrdsr
sg"s bntkc ad rnkc+ imbktcimf sgd m™shnmkirdc imctrsgidr+ vghbg
gdctbdc bnrsr:#° sgd fnudgm B dms bts sgd Sq-cd “mc Hmctrsgx
atcfds ax 3/ odg bdms hm gd~k sdg B r eqn B 0868,7/ sn 0878,8/-
Egnll sgd d gkx 087/r sgdad v r “krn ~ ognfq™ B Bd ne bntmbfk
gntrd rikdr tmcdg sgd dqifgs sn atxg rbgdld D rtbg rkdr
bntmsdc ~r mdf slud bntmbik rodmchmf+ “mc r v sgd gntrimf
atcfds cdbkimd ax 55 odg bdms-

Ingm L7ingr ~cBhmhrsg sinm tm sgd 088/r “krn rsqtffkdc sn
bts sns™k dwodmchstqd hm qd ™k sdg B r €msfk rdudq k xd~qr ~esdq sgd
gdbdrrinm dmedc9 hm e~ bs+ sgd srb™k xd~q 0885,0886 v r sgd
50rs sn g~ ud knwdg qd "k dwodmchstqd sg™m sgd xd™q adenqd- Sghr
hr cdrohsd rtbbdrriud Bg mbdikngr fmsqgnctbimf vg~s wvdgd sgdm
qdf gcdc "“r dwsqd B dkx sifgs atcfdsr+ vghbg imbktcdc ™ uhgst™k
freeze in the education and health budgets.

Btgydms fnudgmBdms ok'mr hBokx sg’s btggdms rodmcimf
fgnwvsg ik a”™qdkx ntsrsgho ims~shnm ~ xd™q “esdq sgd gdbdrrinm
g r dmcdc- Sghr hr dwsqgd Bdkx ~ Baishntr- Fhudm €m~unic™akd
imbgd ™~ rdr fm “qd r kjd rnbh’k rdbtgisx “mc cdas hmsdgdrst fis
implies real terms cuts for many departments that are larger
sg m ~mx rimbd sgd 086/r- te onkishb~k bn B Bhs B dmsr sn ognsdbs
rodmchmf nm sgd ¢0// ahkinm 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™mmim¥ sgd Fgd ~sdrs btsr+ nmd sg~s ir tmmdbdrrgikx narbtgdc
ax sgd ogh Bd Bhmirsdgor gdetr k sn gdbnfmhrd sg™s K antgr nwvm
rodmchmf ok™mr gdmedq rtbg btsr mdufs™ akd-52
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Public sector reciepts = Public expenditure

Average expenditure
1973-2015

Average receipts \/‘
1973-2015

35

Lty
1974 1979 1984 1989 1994 1999 2004 2009 2014

Sn dwodbs “m dudm fgd sdgq gdsqdmbg Bdms ne otakb rodmchimf
in the near term ignores the lessons of similar attempts in
the past.>® Enq dw™ Bokd+ ctgmf sgd sm mbh™k dBdgFdmbx ne
0865 sgd K antg fnudgmBdms g c ~ gtfd rsqgtffid sn bts
rodmcimf pthbjkx sn Bdds sgd kn™m bnmchsinmr cd B "mcdc ax
sgd HLE- RnBdshBdr kdfirk sinm g™r sn ad bg mfdc- Btssimf
rs ee munkudr B~ jimF gdctmc ™ mbx o~ x B dmsr- Bnmsq™bsr mddc
sn ad gdmdfnsh~sdc- tm sgd dmct sgd atqcdm g~ c sn ad rogd™c
across many different departments just to reduce spending by
0 odg bdms ne FCO m 0866-43

Sghr hr mns sn cdmx sg~s rodmcim® Wik mddc sn b~qgx nm e khmF
“esdg 1703 “r T rg qd ne sgd m shinm~k ognctbs-*° Dudm adenqgd
sgd bahrir+ otakib rodmetm® v/~ r bkd~gkx snn ghfg sn ad rtrs hmdc
without an implausibly long economic expansion or further
s™w grdr- Btggdms fnudgm Bdms engdb rsr ots hs ~s 32-4 odg
bdms ne FCO hm 1/02,03- @ksgntfg sghr hr agn™ckx m kimd wisg
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sgd “udq fd rimbd 086/+ sgd bnBo~girnm hr mns e hg9 eng Enrs
ne sgd 086/r “mc 087/r sgd rs sd bnmsgnkkdc rv~sgdr ne sgd
dbnmnBx sg”s “qd mnv ogu”sdkx nwvmdc- Sghr Bd mr sg°s ~
knvdgq Bdcitl,sdgl s qfds ir Bngd ~oognogh™sd D odgg~or 3/,
30 odg bdms ne FCO+ wghbg hr itrs ~anud sgd ~udq” fd kdudk eng
sgd 088/r- Rn otakb rodmcimf rgntkc rsik fgnv Engd rknwikx
eqnl 1703 sg™m sgd dbnmn B x “r ~ vgnkd- Nudq sghr shBdrb~kd
plans can be drawn up in the light of a proper political debate
about what the state should and should not do.

With a tough but ambitious medium term target for public
rodmcimf ne 37,30 odg bdms ne FCO+ s w gdbdhosr Wik mddc
sn qd"bg 27-4,28 odgq bdms ne FCO- @s sghr onfimst+ sgd ogh B ~gx
rtgoktr vik ad 1 odg bdms ne FCO “mc sgd cdas ¢ sin ntfgs sn
rs”afkird- Sghr Wik gdpthqd rn B d etgsgdg rsdor sn imbgd™rd s™w
gdbdhosr- Sgd K antq fnudgm Bdmsor ok™mr rn e™q ~ Entms sn ~
new higher rate tax band and the phasing out of allowances
enq sgd gibg- Sgdrd bg mfdr whk mns ad rtesbhidms , im e™bst sgdx
ghrj etgsgdg bn Bokib™simF sgd s™w rxrsd B whsgnts rifmisb ™ mskx
g hrim¥ gdudmtdr-*® Sgd Bnmrdqu shudr g ud “mmntmbdc mn
rifmisb™ms s™w ¢ hrim® ok™mr rimbd sgdhq bnmsgnudgrh™k ognonrk
im 1//6 sn s™w mnm,cn Bhbtkdc gdricdmsr+ sgd gqdstgmr ne vghbg
“qd ghfgkx tmbdgs™hm ats bkd ™ gkx imrtesbhdms dudm sn etmc sgdhq
inheritance tax proposals.

@esdq sgd sq"t B~ ne sgd sm mbhk bgirir “mc dmrtimf gdbdrrinm+
there are serious worries about the long term growth
potential of the economy. @ bnk ord fm mudrsBdms “mc ~ grd
in unemployment risks undermining the UK’s physical and
gt m b ohs™k- Fhudm sghr ¢irj+ hs hr drrdmsh™k sg™s srb™k ok™mr
cn mns etgsgdg tmedgBimd fmbdmshudr sn tmudrs “mc hmmnu”sd-
Sgd NDBC g°r b qghdc nts gdrd gbg nm sghr ptdrsinm- Sgdx smc
sg~s bnmrniic”sinmr a” rdc tonm knwvdg rodmeimf gdko annrs FCO
fgnwvsg- Gnwvdudgt sgdx “krn “qftd sg”s hs wik ad chesbtiks sn
“bghdud "k sgd srbTk bnmrniic stnm mdbdrrTgx whsg rodmcimf
cuts alone.*® Chrbtrrimf gdudmtdr+ sgd NDBC smcrd 9Sg°s
~ Inmf s wdr+ bngong~sd s"wdr “qd sgd Enrs g gl etk eng fgnwvsg+
eniknvdc ax odgrnm™k imbnBd s wdr+ sgdm bnmrt B osinm s wdr+
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visg qdbtggdms s*wdr nm hll Bnu”akd ognodgsx g~ uimf sgd kd~rs
impact.”

Sgir ir vgx wvd ognonrd sg~s sgd fnudgm Bdms hmbgd ™ rdr sgd
“Intms ne gdudmtd ¢ hrdc sggntfg ognodgsx s wdr- \/d ksg
hr Btbg Engd tmdudmkx chrsghatsdc sg™m hmbnBd+ “mc sgd
majority of it comes from housing.5® fm 1//6+ sgd sns™k u ktd
ne gntrimf v r ots ~s ¢3-2 sqkkinm egqn @~ sns”k rsnbj ne TJ
vd kg ne ¢6 sgikinm- Dudm “esdq svn xd gr ne e kmf gntrd
ogibdr+ hs ogna™akx rshkk dwbddcr ¢2-4 sgikkinm+ “mc sns™k wdksg
im "k engBr ognaakx Engd sg™m ¢4 sgknm-4 #s vntkc s jd
kdux “udq”fimF itrs /-3 odg bdms ne gntrimf u~ktdr sn g hrd O
odgq bdms ne FCO ~mmt ™ kkx-

Opponents of all wealth taxes complain that they diminish
tmbdmshudr sn tmudrs ~mc himmnu~sd- O~ rs deengsr ~s wd ksg s wdr
g~ ud entmcdgdc nm og " bshb ™k chesbtksidr->/ Bdgs ™ hmkx+ fgd™s b~qd
rgntkc ad s”jdm nudg sgd cdrifm ne “mx mdv wd'ksg s wdr
sn ~unhc tmengdrddm mdf shud bnmrdptdmbdr- Eng dw™ Bokd+ ~
kdux nm “k “rrdsr “anud " sggdrgnkct rthg “r sgs entmc im
Eq”mbd+ vntkc tmentasdckx ognud chrsngshnm™gx ~mc dmbntg” fd
du” rinm-

Ats ~ rifmisb™ms ognongsinm ne btggdms vd ksg ir “bbt Btk sdc
dhsgdq sggntfg admdssimf o~ rriudkx eqn B girim¥ gntrd oghbdr ng
uh™ tmgdgis~mbd- Mdhsgdg ne sgdrd ~bshuhshdr hr dhsgdg qdk™sdc sn
dmsgdogdmdtgrgho ng d™rx sn rghes ~bgnrr angcdgr- Sgd Tmhsdc
Rs™sdr g~hrdr ~ bnmricdg akd ~ B ntms sggntfg ognodgsx s wdr ~s
" rs”sd kdudkt whsgnts ~ mnshbd ™ akd ch B imtshnm ne dmsqdogdmdtghk
“bstuisx hm sgd dbnmnBx “r ~ wgnkd- Rn sTwimf il Bnu”akd
ognodgsx D fm nsgdg wvngcr+ gntrimf D ntfgs sn ad og bshb~k
“mc kd~ud dbnmn Bhb fmbdmshudr agn™ckx ms~bst ~r sgd NDBCqr
smchmfr reffdrs-

Vd rtffdrs svn ~oogn~bgdr- Sgd sgrs vntkc ad sn og rd nts
sgd dwd B osinm ne nvmdg,nbbtohdc gntrdr egn B b~ ohs™k £ imr
s w- Sghr ik hmsgnctbd “mnsgdq k™gfd “mc unk”stkd dkd B dms sn
sgd Dwbgdptdger s”w gdbdhosr+ “mc rn rgntkc ad sqd~sdc whsg
ogtcdmbd "rdd adknwv(- fis ntfgs sn xidkc “m ~ B ntms ne adswvddm
T ptigsdg “mc T gTke ne rs” Bo ctsx gdbdhosr+ cdodmehm® nm sgd
rs sd ne sgd B qjdst ng ¢2,5 ahkinm ontmer ~mmt kx-
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Sgd rdbnmc Bdsgnc wvntkc ad sn “knv "~ &7s ¢ sd kdux ne
to sn 0 odg bdms nm ognodgsx uktdr ~anud "~ sggdrgnkct “r ©
rtookd Bdms sn sgd bntmbfk sw9 btggdmskx+ ~ ¢1 Bhkkinm gntrd
o xrsgd r~Bd s"w “r nmd vngsg ¢4//+///- \/d qdbn I Bdmc
sg"s sgd “bst’k kdudk ne sgd s°w “mc sgqdrgnkc “qd cdbhcdc ax
bntmbtkr+ whsg bdmsq ™k Fnudgm B dms Fq~ ct ™ kx knwdgimT sgd aknbj
4" ms Im ngcdg sn engbd bntmblkr sn B~ jd to sgd cheedgdmbd- Sgd
bn B ok™hms sg~s bntmbik s“wdr ~qd o gsibtk™ gkx qdFgdrriud b~ qghdr
kdrr vdifgs he sgd atkj ne “mx imbgd~rd hr angm ax ghfgdg u~ktd
ognodgshdr- He sgd “udq”fd kdux wdqd /-4 odgq bdmst sghr Bhfgs
¢ frd ¢2,3 afkkinm ~mmt kx-°

Sgd deedbs nm rnBdnmd o~ ximF /-4 odq bdms nm =~ ¢O Bhkinm
ognodgsx “anud T ¢4//+//7 sgqdrgnkc ik ad /-14 odq bdms
D ngt he gd g~ c s”jdm =~ 64 odg bdms B ngsf™fd+ sgd dpthukdms
of a higher mortgage rate of 0.35 per cent. Without the
fnudgm Bdmsgr  fmsdqudmsinmr k“rs “tstEm+ EngsF fd ¢ sdr
vntic ad ~ fgd™s cd~k ghfgdg sg™m sg”~s D he sgdx vdgd ~u”fk™ akd
at all.

Bnmrdqu~shud ok™mr eng ~ k™ qfd bts hm imgdgis mbd s™w rgntkc “krn
ad rgdkudc- @s ogdrdmst “mx rtoonrdc chrimbdmshud sn wngj
eng sgd odgrnm adptd sgim¥ wd ksg hr Bngd sg™m ntsvdifgdc
ax sgd gdctbdc tmbdmstud sn wvngj eng sgd hmgdgisng ne sg”s
wealth.>! Etgsgdq B ngd+ sgd vd ksgx admdss Bnrs eqgn B btsr hm
inheritance tax.

Sgd Bnmrdqu~shudrg ok™mr sn ~ankirg s wdr nm r~ulmfr imbn B dr
eng knwdg,q sd s wo~xdqr ~qd “krn gdfgdrriud “mc tmmdbdrr”gx-
Sgd odnokd vgn vntkc admdss Enrs egnl sghr ognonr ™k “qd
those near the top of the wealth distribution who already
dminx ~ ¢ mfd ne mbdmshudr sn r-ud-2 An OECD study has
entmc sg”s s w,mbdmshud rbgdBdr kjd HR@r etk sn hmctbd
rifmisb™ms mdv r~umf- Sgdgdengd+ sn ~ fqd™s cdfgdd sgdx itrs
qdogdrdms = sq mredq ne wdksg sn ~ e untgdc hmsdgdrs fgnto-52
Ehm~Koc+ r-utm®r g sdr ~qd hmbgd ™ rimF “mxv " x+ whsgnts ~ etgsgdy
imbdmshud+ “r gntrdgnkcr bgnnrd+ ng “qd engbdct sn gdctbd
their debts or build up their assets after the credit crunch.
Sgd ognakd B ne onng gntrdgnkcr mns r umf dmntfg rgntic
be addressed by redirecting existing schemes rather than
ognctbimf mdv nmdr sg~s Wik k™ qFdkx admdss sgd gibg-
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Sgd Bnmrdgustudr g ud gdbdmskx cdrbgiadc odnokd wisg
rifmisb™ms r-um®r “r Shmmnbdms uhbsiBr€ ne sgd gdbdrrinm+
otmhrgdc eng sgdhg ogtcdms adg~ uhntg whsg tme hgkx knv hmsdgdrs
g sdr- @r rtbg sgdx hBokx sg™s sgd wd ksgx g ud ~ kdrrdg
ctsx sn gdko gdo™x sgd m~sinm™k cdas- Ats sgdqd ir mn b~ rd eng
“rrdgsim® sg”s s"wdr nm wdksg “qd tmitrs- Sgd dwodmriud ats
mdbdrr~gx rsdor s~ jdm sn ogno to sgd sm mbh k rxrsd B+ trimf
otakib rodmchmf sn ~arnga sgd rgnbj ne sgd gdbdrrinm+ g ud
admdssdc nwvmdgr ne vdksg “r Bthbg “r “mxnmd+ “mc mns itrs
sgnrd cdodmcdms nm sgd otakib rdbsng- G c sgd Fnudgm B dms
sgidc sn khllhs sgd fgnwvsg ne otakb cdast sgd bnmrdptdmbdr
vntkc g ud addm chgd enq dudgxnmd+ hmbktchm® r udqr wvgnrd
cdonrhsr vntkc g~ ud addm s ghrj- @ etgsgdqg gdetr "k sn bnmrhcdg
agn~c “mc rifmisb™ms sTw girdr wvntkc BEngd Kjdkx kd“c sn
hims~sinm sg™m sgd rodmchm® btsr gnodc eng ax sgd gifgs- Sghr
vntic g ud ~ e"q Bngd cdu rs simf deedbs nm r udqr sg"m
year or two of low rates.

Mnmd ne sgdrd s™w bg mfdr vntkc rifmisb mskx tmcdg B hmd sgd
tmbdmstud sn vngj “r Bthg “r " ¢ird im B gfim™k timbn B d sTw-
s sgdgdengd B~ jdr rdmrd eng sgd fnudgmBdms sn hmsgncthd
sgd I tm bn B aim™shnm whsg ~ ok™m sn qd B nud sgd 4/0 s”w a ~mc-
Sghr ntfgs sn ad bgd™~o Fhudm hsr knwv xidkct “mc whik B~ jd sgd
onkishb ~kkx chesbtks s rj ne rdkm¥ sgd s"w bg mfdr d”rhdg- Hm
sns”kt rtbg ~ rvisbg snvgcr sTwdr nm ognodgsx vntkc ~bghdud
sgd Btshokd “hBr ne hBognuimf dbnmnBhtb hmbdmshudr “mc
rs”afiisx+ B~ jmF sgd s"w rxrsd B ehgdg “mc otssimF sgd otakib
sm mbdr nm ~ rntmcdg ennsimf-

An increased role for wealth taxes challenges a future
Bnmrdqu~siud fnudgmBdms sn bnmegnms nmd ne fsr bngd
bnmrsistdmbhdr- Ats sgd nsgdg o~ gshdr Wik mddc sn cn sgd r~ B d-
Sgd frrtd ne U@S hr ~ b~ rd tm onims- OtssimF U@S to sn 1/ odqg
bdms g™ r rdudg”k “cu ms” fdr sn gdbn B Bdmc hs- L.nrs nautntrkx+
hs ¢ hrdr ~ kns ne gdudmtd pthbjkx9 odgg or ¢02 alkkbnm ng "k nrs
0 odg bdms ne FCO- #s ir mns bg~gfdc nm imudrs Bdms fnncr+
“mc rn cndr mns ¢ B~ fd dmsqdogdmdtgh™k tmbdmshudr- Hmrneq
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“r hs bg mfdr dbnmn Btb adg~uintg+ hs dmbntq™ fdr rulmf nudg
bnmrt Bimf+ vghbg fr hm sgd knm¥ sdq B ‘sgntfg mns rgngs sdg l (
interest of the country.

Lnrs ne sgd ahf tmbgd rdr m U@S g ud addm hmsgnctbdc
ax Bnmrdgu siud FfnudgmBdmsr “f hmrs noonrhshnm eqnll
K antq “mc sgd Khadgq k CdEnbg sr+ vgn “gqftd sg”s sgd s™w
chrognongshinm~sdkx ghsr e~ Bkdr nm knv tmbn B dr- Sghr fir sqtd9 ~
ghrd hm U@S wvntkc g ud = md ¥ shud deedbs nm hmbn B d imdpt ™ kisx-
Gnwdudgt rn B d ne sgir vk ad bntmsdg~bsdc ax nsgdg s™w ghrdr
vghbg g ud fdmdq kx ghs ghfg d gmdgr B ngd- ks hr “krn sn ad
gnodc sg”s sgd knwdrs imbnBd cdblkd+ vgibg o™ xr sgd Enrs
U@s+ vikk ad Bngd rghdicdc eqn sgd hmbn B d deedbsr ne sgd
gdbdrrinm+ adb™trd fs gdbdhudr nudg 4/ odq bdms ne hsr imbn B d
eqn I admdssr-

Onudgsx edkk B ngd ctgmf K antgr sqrs+ srbkx ogtcdms sdgll
than it did in the period of high public spending that followed.%
Eng sgd srb kkx bnmrsq imdc odginc ~gd ct Fnudgm Bdmsr \hkk
“F7hm g~ ud sn bnmbdmsg~sd nm h B ognuim¥ d B oknx B dms ognrodbsr
eng sgd onngt g sgdg sg™m gdchrsghatsinm sggntfg sgd s"w “mc
admdss rxrsd B+ he sgdx “qd sn B~ jd hmgn~cr imsn dq”chb™simf
onudgsx-

S”jdm “ksnfdsgdgt mdv vd ksg s wdr “me " ghfgdg q”sd eng U@S
ntfgs sn g hrd s wdr dpthu kdms sn 0-2,0-4 odq bdms ne FCO
D nqg Btbg BIngd vgdm bnBo~gdc sn Bnmrdqu shud ok™mr sg~s
“bstudkx ognonrd btssim imgdgis mbd “mc r~uim® s wdr-%° S~ jhmf
sghr gntsd ntfgs sn “knwv sgd mdws Fnudgm Bdms sn rbg o sgd
imdesbhdms 470 s”w a™mc vghkd rshik agmfimT s™w gdudmtdr ~anud
28 odq bdms ne FCO- @s sgir kdudkt “mc whsg otakib rodmcimf
sqgdmehm® cnwm snv " qer 3/ odg bdms+ otakib cdas rgntkc ad ots
nm ~ cdbkmim¥ o~ sg ctgm® 1/03,07- Ats sn qgd I “hm rtrs™im~akd
hs ir hBongs™ms sg~s etstqd Fnudgm Bdmsr ogdudms sgd N rdkudr
from unbalancing the public books during the next boom.

im = ogdutntr o~ Bogkdst vd “gftdc sg°s fnnc srb™k onkibx hr
that which “leans against” the economic cycle.®® With the
onrrhakd dwbdosinm ne Fdgll “mx+ edv fnudgmBdmsr im sgd
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