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Preface

This is not an economic history or an economic analysis,
although it draws upon both disciplines. It is an attempt at
political economy. It surveys the economic policies of the
Thatcher Conservatives, from their intellectual origins in
Opposition to their formulation in government papers and
their implementation through three terms of office. It seeks
to judge the appropriateness of the policies, the competence
of their execution and the degree of their success in achieving
the desired effects. Possible alternative policies are not dis-
cussed in detail, and we can now never know how they
would have turned out. Appraisal of the Thatcher Govern-
ment’s policies, however, inevitably implies something about
what the alternatives might have been, particularly those
alternatives that members of the Government themselves
seriously contemplated.

Although Mrs Thatcher herself was at all times the domi-
nant figure in formulating and carrying out her Govern-
ment’s policies, she was the leader of a team with similar
ideas, whose members held key posts. It is the actions and
words of departmental ministers acting in her name, as
much as her own words and actions, that therefore form the
subject-matter of the book. Indeed, the source material for
what the Prime Minister and her policy unit and key advisers
were saying and thinking is scanty compared with the official
papers and speeches of the main departments and their
ministers. Some of Mrs Thatcher’s remarks were in any
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case more by way of personal opposition to the line that she
had resigned herself to allowing her Government to take.

It has not been possible to discuss the blow-by-blow
details of policy implementation with the main participants,
but some have already published valuable memoirs. A politi-
cal history of this kind would have required a whole book to
do justice to each chapter.

Rather than trying to cover the entire range of economic
policies year by year, I have found it more illuminating to
separate each main policy area and survey it over the decade,
interrelating them by mecans of cross-references and in the
conclusion. Inevitably, over half the book is devoted to
policies for which the Treasury was responsible. Chapter 1
is about economic growth, for which no one in particular
and everyone in general was responsible. Chapter 2 deals
with the use of monetary and fiscal policy to control infla-
tion. Chapters 3, 4 and 5 cover public expenditure, taxation
and privatization, including home ownership. Chapter 6 is
about industrial performance and the balance of payments
and involves the Department(s) of Trade and Industry.
Chapter 7 is about the closely connected topic of the labour
market and involves the Department of Employment. Chap-
ter 8 analyses the defects and qualities of Mrs Thatcher’s
style of government as it affected economic policy-making.
It summarizes the findings of each chapter and tries to
bring them together into a coherent verdict.

I make no apologies for drawing extensively on the reports
of the Treasury and Civil Service Commirtee of the House
of Commons, whose first decade of existence coincides with
Mrs Thatcher’s period in government. It was fortunate for
the cause of open government that Mrs Thatcher allowed
the select committees to be set up at the instigation of
Norman St John-Stevas (now Lord St John of Fawsley),
even though she may subsequently have regretted her
decision. 1 apologize to the Select Committees on employ-
ment and on trade and industry, whose reports [ have used
much less, being relatively unfamiliar with their proceed-
ings.
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My work as a specialist adviser to the Treasury Commit-
tee, covering every Budget and Autumn Statement since
late 1983, has given me a precious insight into the policy-
making process. I here acknowledge the encouragement 1
have had from the two chairmen of the Committee, Sir
Edward Du Cann (1979-83) and Terence Higgins (1983-),
and the other members. The Committee’s judgements, which
seek to be tripartisan as far as possible, comment like a
Greek chorus on the tragicomedy of the Government’s econ-
omic policies. [t may be assumed that when 1 quote the
Committee’s views I am in agreement with them; it would
be tedious, if not improper, for me to specify which of them
were the direct result of my advice.

I began writing this book in October 1990. Mrs Thatcher’s
resignation the fotllowing month made it all the more appropri-
ate to attempt a summing-up of her three administrations,
even if not all the statistics for 1990 are available as the book
goes to print. Previous interim reports on Mrs Thatcher have
inevitably had to contend with unexpected turns for the
better - or the worse — after publication. Mrs Thatcher, OM,
has quickly become part of history, even if it will require the
history of the 1990s to be revealed before appraisals more
definitive than the present work can be made. In view of the
changes in ministers, and the substance as well as the style of
policy, this book should be taken as a judgement not of John
Major and his Government but of the legacy that they inherit.

I wish to acknowledge the opportunity that Lloyds Bank
has given me to develop my ideas about economic policy in
the Lloyds Bank Economic Bulletin, which began life in
January 1979 and has thus covered the full span of three
Thatcher terms. As well as inviting me to play the game of
guessing in advance the contents of each Budget - a useful
exercise in Treasury mind-reading - Lloyds Bank gave free
rein to my comments on government economic policy. The
bank - whatever that is - does not nccessarily agree with the
views expressed in this book, whose publication follows
hard on the heels of my retirement from the post of the
bank’s Chief Economic Adviser.
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In particular, 1 thank Patrick Foley, the Deputy Chief
Economic Adviser, Teresa Fletcher, the Librarian, and her
staff, Marcia Howard, my secretary, and David Thornhill,
the chart artist, for their help with the book. I would also
like to thank my publishers at Penguin: Andrew Franklin,
who brought out Measuring the Economy in 1988 and encour-
aged me to write another book, and Ravi Mirchandani, who
has given a welcoming reception to the idea of The Economy
Under Mrs Thatcher 1979-1990. My wife, Anne, has sup-
ported me wonderfully, putting up with a husband who
works all day at the office and all evening and all weekend at
home.

A few notes on style for the reader are needed. I have
deliberately not used footnotes because they disturb the
narrative. Sources are either given in the text or should be
easily identifiable from the references for each chapter at
the end. The references should be taken not as a full survey
of the voluminous literature on each topic but as lists of
those sources referred to in the text or of particular signifi-
cance in my own background reading. When a pair of years
is given covering changes, it must be understood that the
base year is the year before the first year of the pair. Thus
the growth rate for 1980-89 is measured from base year
1979 to final year 1989, and 1980 is the first of the series of
vears in which the growth took place. Fractions are used to
denote a number to the nearest one-quarter as opposed to
decimals to one place, which denote it to the nearest 0.1,

Christopher Johnson
January 1991



I Economic growth:
can one succeed without really trying?

“There always have been economic cycles, and there
always will be economic cycles.’
Nigel Lawson, MP, Hansard, 23 October 1990

Ofrver Twist asks for more

All governments want economic growth. This does not
mean that they want the maximum quantity of growth in
the short term at any price. The quality, the stability, the
durability and the composition of growth are important
subsidiary objectives. While voters are interested mainly in
jobs, personal incomes and consumer spending, these are
correlated with the growth of the economy as a whole. In
any case forms of expenditure other than personal consump-
tion, such as current government spending on services and
capital investment in new products, also contribute to con-
sumers’” welfare to some degree.

The Conservative Gavernment at first appeared to be the
exception to the rule of ‘growthmanship’ because it adopted
a roundabout strategy for growth in view of what it con-
demned as the failure of previous, more direct, approaches
by its predecessors. The stability of growth was stressed in
1977 in The Right Approach to the Economy, which called
for ‘the provision of a more stable economic climate with as
few sudden changes as possible’. This was understandable
in the light of the change from 7.4 per cent growth in 1973
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to — 1.5 per cent in 1974, The 1979 manifesto, not to beat
about the bush, called simply for ‘an expanding economy’.

In June 1979 Sir Geoffrey Howe, the new Chancellor of
the Exchequer, always a somewhat underrated practitioner
of what might be called philosophical economy, sounded an
agnostic note in his first Budget speech: “There is a definite
limit to our capacity, as politicians, to influence these things
for the better ... The notions of demand management,
expanding public spending and ‘‘fine tuning” of the economy
have now been tested almost to destruction.” He set out a
four-point strategy ‘to check Britain’s economic decline’.
He clearly meant relative, not absolute, decline. The aim
was to raise the UK’s growth rate again at least to the
international average.

1 Incentives were to be strengthened by changes in the tax
system, starting with the switch from income tax to VAT
in that same Budget.

2 There was to be more freedom of individual choice and a
reduction of the role of the state in the economy. There
was thus to be a switch from public- to private-sector
growth. This was argued for on the political grounds of
greater market freedom and on the economic grounds of
improved efficiency. It obviously precluded the use of
the public sector to prime the pump for the growth of the
economy as a whole, even in the good cause of offsetting
the fluctuations of the private sector.

3 The burden of public-sector finance was to be reduced
‘so as to leave room for commerce and industry to pros-
per’. The elimination of financial ‘crowding out’ aimed to
lower interest rates for the private sector by reducing the
public sector’s call on the same financial markets.

4 Tt was necessary ‘to ensure that those who take part in
collective bargaining understand the consequences of
their actions’.

This amounted to a switch of emphasis from demand-side
to supply-side policies. It was only about halfway through
its decade in office that the Government began to add
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education and training to the list of supply-side policies
needed to improve the growrh performance of the economy.

The Government’s immediate preoccupation was to
reduce rising inflation rather than to revive flagging growth.
Its growth forecasts were extremely gloomy. ‘After the reces-
sion forecast for 1980,” said Howe in his Budget speech in
that year, ‘the economy will grow by an average of only 1
per cent a year up to 1983-84.” Ministers made a virtue of
necessity, arguing that lower inflation, far from being inimi
cal to higher growth, was a precondition of it. The point
was spelled out in the first version of the Medium-Term
Financial Strategy (MTFS) in the March 1980 Financial
Statement and Budget Report (Red Book), for which Nigel
Lawson, then Financial Secretary to the Treasury, had a
particular responsibility: “The Government’s objectives for
the medium term are to bring down the rate of inflation and
to create conditions for a sustainable growth of output and
employment.” Clearly, growth had to be a medium-term
and not a short-term objective. ‘The process of reducing
inflation almost inevitably entails some losses of output
initially, though it promises a better growth of output in the
longer term.’

In his 1981 Budget speech Howe made the same point,
angled towards the growth of the private sector. His aim
was to ‘sustain the fight against inflation, and help redress
the balance of the economy in favour of business and indus-
try. It is only by giving priority to these objectives that we
can strengthen the basis for sustained economic advance.’

The change in policy towards growth was sharpened into
an intriguing paradox by Lawson in his Mais Lecture in
June 1984, a year after he had taken over from Howe as Chan-
cellor.

The conventional post-war wisdom was that unemployment was a
consequence of inadequate economic growth, and economic growth
was to be secured by macro-economic policy - the fiscal stimulus
of a large Budget deficit . . . Inflation, by contrast, was increasingly
seen as a matter to be dealt with by micro-economic policy - the
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’paq‘oply of controls and subsidies associated with the era of incomes
puliéff‘. .. There 1s indeed a proper distinction between the objec-
tives of macro-economic and micro-economic policy ... But the
proper role of each is precisely the opposite of that assigned to it
by the conventional post-war wisdom ... It is the conquest of
inflation, and not the pursuit of growth and employment, which is,
or should be, the objective of macro-economic policy . .. And it is
the creation of conditions conducive to growth and employment,
and not the suppression of price rises, which is, or should be, the
objective of micro-economic policy . . . This fundamentally impor-
tant role reversal implies a major change in the nature of the macro
and the micro policies themselves . .. Instead of monetary policy
simply accommodating increased budget deficits . . . fiscal policy
has to be in harmony with declining monetary growth ... And
instead of micro~economic policy consisting of increasingly numer-
ous forms of intervention and interference with market forces, its
role is now seen as removing controls and allowing markets to
work better.

The Government was already departing from Nigel
Lawson’s role reversal of policies before he had publicly
proclaimed it as Chancellor. By late 1982 inflation had
fallen, and economic growth was beginning to recover. In
his 1983 Budget speech, in the run-up to the general elec-
tion, Howe could not resist the temptation to declare victory
in a battle in which he had previously declined combat;
‘Domestic demand has been growing at almost 3 per cent a
year in real terms. This is a stronger growth of demand than
in most other industrial countries.” Lawson continued to
make similar claims during his next four years as Chancellor,
which culminated in the proud boast of the 1987 general
election manifesto: “We have moved from the bottom to the
top of the growth league of major European countries.’
(The league did not include the more rapidly growing USA,
Japan and some minor European countries.)

Although demand was back in fashion, from 1984 onwards
the Government’s objectives were set in terms of nominal,
monetary demand, which includes both real growth and
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inflation, thus conveniently linking two main policy goals.
The policy as stated in the March 1984 Red Book was thus
consistent with that adopted at the outset of the MTFS in
1980: ‘Lower cost and price inflation within a given financial
framework makes room for faster growth of output and
employment.” In 1985 the Government began the annual
publication, in the March Red Book, of four-year projections
of money Gross Domestic Product (GDP), which were to
take over from targets for the growth of money itself as the
main guide to policy. In the 1987 Red Book Lawson was
able to put money GDP into the framework of his Mais
Lecture: ‘Monetary and fiscal policy are designed to reduce
the growth of money GDP, so bringing down inflation.
They are complemented by policies to encourage enterprise,
efficiency and flexibility. These policies improve the division
of money GDP growth between output growth and inflation
and help the creation of jobs.’

Money GDP was to be minimized, in contrast to real
GDP, which was to be maximized. It was thus a fundamen-
tally different kind of objective, based on a controversial
proposition in economics. The Government, while not neces-
sarily seeking to increase the rate of real growth once it had
recovered to a sustainable medium-term figure of 23 per
cent, did not wish the deceleration of money GDP to bring
about a corresponding slow-down in real GDP. The conflict
had to be resolved by bringing down inflation — measured in
this case by the GDP deflator —~ which would both arithmeti-
cally aliow real growth to be higher within a given increase
in money GDP and actually cause growth to rise by a
benign economic mechanism.

In the 1984 Red Book it was held that a lower saving ratio
by consumers, due to the reduction in the inflation rate,
would stimulate growth. This was a demand-side argument
in the Keynesian tradition, which was to be offset a few
years later by supply-side lamentations about the lack of
savings to finance investment. It was also argued more
consistently that, once inflation had come down, interest
rates would fall and would thus stimulate growth in the



