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Chapter 1

INTRODUCTION

When Sir Geoffrey Howe made his first Budget speech in 1979 as the new Chancellor of the Exchequer he was able to lay out four main principles on which the Conservative Government’s economic strategy was to be built:


the need to strengthen incentives, by allowing people to keep more of what they earn, so that hard work, talent and ability are properly rewarded;

the need to enlarge freedom of choice for the individual by reducing the role of the State;

the need to reduce the burden of financing the public sector, so as to leave room for commerce and industry to prosper;

and the need to ensure, so far as possible, that those who take part in collective bargaining understand the consequences of their actions – for that is the way to promote a proper sense of responsibility. People had to understand and accept that the only basis for real increases in wages and salaries was an increase in national production. Higher pay without higher productivity could only lead to higher inflation and unemployment. (Quoted by Leon Brittan in Kay 1982 p.9).



Coupled with the main objective of reducing inflation these principles became enshrined in a philosophy that seems to have sustained the Conservative Party’s economic strategy ever since they took office in 1979. Leon Brittan, formerly Chief Secretary to the Treasury and a firm supporter of Margaret Thatcher’s ‘new line’ described these principles as offering a radical new beginning (p.10). Indeed this theme of the radicalism of the new government was not something simply celebrated by the Conservative Right. It was a theme readily embraced by the Left as well. A new era had been launched in 1974, it was argued, when Mrs Thatcher took over the Conservative Party Leadership, and ‘Thatcherism’ as a combination of ‘populist authoritarianism’ and a belief in the ‘social market economy’ came firmly to roost after her 1979 election victory (Hall and Jacques 1983). Consensus on all fronts was broken. A new direction for the economy and society was in order.

Whilst it might be objected that these kinds of comments represent the typical claims expected from the extremes of the political spectrum, in fact they are not simply to be found there. Even so called moderate or middle ground opinion has promoted these types of arguments, though perhaps with greater qualification. Thus Victor Keegan in his recent book on Margaret Thatcher’s first government (Keegan 1984), echos J.K. Galbraith’s remarks in suggesting that the UK was subject to an experiment in ‘evangelical monetarism’ over the period 1979 to 1983. Keegan wants to pitch this against the virtues of a rather orthodox Keynesianism, the re-installation of which he sees as offering a real salvation for the UK’s depressed economic condition. In addition the influential Brookings Institution partly endorsed the general view when introducing an important paper by two of the most able critics of the Conservative Government’s economic policy. The editors of the Brookings Papers on Economic Activity sum up Willem Buiter and Marcus Miller’s paper as follows: (No.2 1983)


The Government of Margaret Thatcher has drastically altered the conduct of economic policy in the United Kingdom. She has changed the ultimate objectives of policy, the way in which policy instruments are applied, and the relation between the government and organized labour. Taken together these actions constitute a revolution in economic policy making. (pIX).



In fact Buiter and Miller’s analysis offers a more qualified and cautious assessment than their editors suggest, but still along the lines of the dominant ‘radical change’ type of argument. Their position on the macro-economic stance of the economy over the period of the Conservatives’ first adminstration is discussed in Chapter 2. Here a number of important reservations to their position are offered while generally endorsing it with respect to fiscal stance and the form and effectiveness of monetary policy. However the implications and consequences drawn from this assessment are quite different to theirs and go to undermine the way they discuss the construction of economic objectives and the relationship between economic theory and economic policy.

By and large the Buiter and Miller and Keegan type critiques – as well as those emanating further from the Left – are pitched at the aggregative, macro-level of the economy. They do not look closely and in detail at the more micro aspects of government intervention – at industrial policy and de-nationalization, at personal incentives and taxation, at an incomes policy and the like. In Chapters 5, 6 and 7 below the analysis is focused on these areas to integrate them into a more complete and overall asssessment.

In general terms this book concentrates upon the central aspects of the Conservative Party’s economic policies in an attempt to disentangle the rhetoric from the realities of economic policy making and its implementation. The idea is not to take the exaggerated claims of either the Right or the Left at their face value but rather to assess carefully the character of any changes so far wrought in the mechanisms of the economy. This will involve an analysis of both the changing objectives of government policy and the constraints and obstacles this has encountered, as well as a look at some of the economic theory that has been suggested in support of the changed approach to the economy. Whilst it is intended that this examination should be conducted in as critical a manner as possible it is not the objective of this book to suggest an alternative package of theoretical or policy options. In addition the nature of the ‘animal’ being dealt with here – i.e. a modern integrated industrial and financial economy – means that the discussion will of necessity be selective rather than comprehensive. The focus will be upon the four main issues raised in Sir Geoffrey Howe’s speech mentioned above along with the central issue of inflation. These will be examined in the context of the question of a radical change or otherwise in the practices of economic management and regulation that have characterized the UK economy over the period 1979–1984.

The period over which this analysis is focused is important in limiting the purview of the arguments developed. It takes the five years between mid 1979 (the time the Conservatives gained office) to mid 1985 as the focus for discussion. This pushes it well past the important March 1984 Budget. Clearly events are moving fast in the areas looked at in detail in the chapters below and are likely to maintain their momentum in the medium term. This means that the analysis offered can only constitute a particular ‘interim’ one. As things progress the arguments advanced will no doubt require some qualification. Such is the difficulty of writing books with a conjunctional or policy focus. What the book offers however is an assessment of what has happened over the period which hopefully sustains a more adequate and comprehensive approach to the Conservatives’ economic policy making than has so far emerged in the literature.

Although the emphasis in this account is upon what has happened in a policy context, the book is not simply about economic policy. Indeed at certain points the object of focus switches to elements of economic theory that have also come to the fore during the period from the mid 1970s. With respect to this aspect the period dealt with has to be slightly longer. In fact some of the theoretical developments reviewed have a very long pedigree, and where it seems appropriate to refer to this such reference is made. This happens to be the case with the so called ‘rational expectations’ revolution, which is raised and discussed in Chapter 3. Most contemporary accounts of this issue concentrate on Muth’s article of 1961. But this formed the culmination of a rather lengthy discussion of expectation formation that appeared in American journals in the late 1950s and which was specifically focused around the formation of agricultural prices. This original and limited purview of the discussion is raised in Chapter 3 which argues, as a result, that a much more differentiated view of expectations formation be taken.

The point about a slightly wider brief being taken for the discussion of expectation formation serves to introduce a more general point about the approach adopted here. At times the analysis presses for a rather ‘open’ stance towards such areas as the general analysis of markets and the question of economic rationality, incentives, etc. The burden of these positions is to argue for a more differentiated approach to be undertaken towards economic analysis and the economy so analysed than is often the case in more orthodox accounts. In no way does this represent a comprehensive critical account of such orthodoxies but it is mentioned here to register an underlying difference of approach, which surfaces at times in relation to the arguments being assessed.

The reference to Muth’s analysis of expectation formation above, also raises another preliminary point. Clearly this represents a form of economic theorization about which much has been written and indeed about which much more could be said. The remarks in Chapter 3 about this add very little to what are probably already well known positions and are only designed to be comprehensible to a relatively unfamiliar reader in these matters. Similarly with other general theoretical stances adopted by the ‘New Right’ as it is termed, such as supply-side economics or Hayekian neo-liberalism as applied to economic matters. The analysis here looks at these only ‘in passing’ as it were, to highlight some of their more pertinent policy suggestions and possible connections to the Conservative Government’s approach to the economy. As we shall see these have had only a limited and uneven impact on such policy formation though they have served an important function of ideologically underpinning it.

Here we draw an important distinction between two levels of the policy making process – the level of policy ‘promption/determination’ and the level of policy ‘formation/implementation’. Policy ‘promotion/determination’ has more to do with abstract objectives that those advising the relevant policy makers may wish to promote, or even that those policy makers may themselves wish to achieve. Policy ‘formation/implementation’, on the other hand, describes more the resulting way in which such objectives either coincide with, juxtapose against, or become articulated with, both the instruments of policy and, perhaps more importantly, with the constraints on any actual change. Policy promotion/determination thus looks ‘backwards’ as it were, to the ‘principles’ and theoretical arguments used to justify or promote a particular piece of policy advice or course of desired action, while policy implementation/formation looks ‘forward’, as it were, to ‘outcome’ (rather than to objectives) and to the processes which intervene and ‘form’ the actual course taken. As we shall see these two aspects of the policy making process need have little connection in actual practical instances.

A further aspect to the question of theoretical ideas and their purview with respect to the analysis and descriptions offered in subsequent chapters, is that theory can be discussed at at least two levels here. On the one hand theoretical arguments can be pitched at an abstract level and with respect to general theories. On the other they can be focused on a more mundane, ad hoc and partial level. In the case of the problems being confronted in the book, involving as they do policy question and practical issues, this latter aspect provides the predominant focus for the analysis. The period with which this book is concernedcoincided with the rapid development of econometric models of the economy designed to test and simulate alternative policy scenarios. This has produced a very active and mushrooming economic policy ‘environment’ in which different forecasters argue and vie between themselves over both where the economy has got to and where it is likely to go. Table 1.1 lists the most important of the forecasting teams who make use of such econometric models. There is no space to review even the more important of these models in this book. In any case they have been comprehensively discussed in Posner (1978) and in Ormerod (1979). However a number of the more practical theoretical developments at this level, that lie behind the emergence of such models are referred to, again rather in passing, where their pertinence is useful to elaborate a point in connection with policy formation.

Table 1.1: Organizations Conducting Detailed Economic Policy Assessment of the U.K. Economy.







	Henley Forecasting, London Business School, National Institute of Economic and Social Research, Treasury, Cambridge Econometrics (C.P.G.), Liverpool University, Bank of England, Data Research Inc., Staniland Hall, Oxford Economic Forecasting, Phillips and Drew, Confederation of British Industry, James Capei, Simon and Coates, Hoare Govett, Laing and Cruckshank, Grieveson Grant, Wood MacKenzie, Capel-Cure Myers, OECD.
Source: Financial Times April 5 1984.





Of course these two levels of theory are not independent of one another. Rational expectations for example was something taken up in the explicit context of model building – it specifies a way of representing the inflationary process in general -but it also connects up to a way of analysing the wider role of markets as mechanisms of resource allocation and co-ordination. However for analytical purposes it is useful to separate the theory of markets in general, for instance (of which rational expectations is admittedly a part) from those aspects of theoretical model building involving an explicit reference to the construction of behavioural relationships to test and simulate various policy regimes.

In addition to these references to theoretical and ‘semi-theoretical’ developments, a good deal of emphasis in the chapters below is given to the changing historical features and conditions for economic calculation to take place and for such theoretical stances to emerge and to connect. Thus the approach adopted here situates the re-emergence of particular general theoretical schemes and new empirical techniques of estimation in the context of the conditions in the economy which stimulated these and ‘allowed’ them to appear and to take hold. Thus one of the features of the analysis is to emphasize the real conditions of the economy that provided the context in which different rationalizations for economic policy appear and are conferred with a legitimacy. In particular developments in the international economy and in financial and monetary matters are emphasized. This is not because such ‘monetary’ matters are any more important than developments in the economy’s ‘real’ features, but rather because the monetary and financial features focused upon have been relatively underemphasized in most accounts, and because they constitute the immediate determinants of much of the changed approach to economic theory and policy making that has developed since the mid 1970s.

The plan of the rest of this book is as follows. The next chapter looks at the macro-economic developments broadly speaking in the context of the Conservatives’ Medium Term Financial Strategy. Chapter 3 raises a number of issues concerning changes in the international context of the UK economy particularly the implications of floating exchange rates. In this context the theoretical responses to the uncertainties that floating exchange rates produced are reviewed and the whole question of markets and their role discussed. Chapter 4 provides a framework for moving from the macro-environment to the micro – one in terms of the policy promotion/determination initiatives that the Conservatives had made. The policy formation/implementation stage broadly speaking forms the focus for the following three chapters. In Chapter 5 competition policy in all its facets is looked at. This is followed by a more detailed discussion of taxation and social security matters and initiatives in Chapter 6. In Chapter 7 the Conservatives’ approach to industrial policy and de-nationalization is reviewed. Finally, there is a short concluding chapter.

In general terms this book argues 
against
 a well known or even dominant position in the debate about the Conservative Government’s economic policy. It argues that continuities in economic policy making are still stronger than radical changes. It does not suggest that nothing has changed nor that more significant radical alterations in direction could not emerge. But it is sceptical of the totally ‘new brush’ ideology that the Conservatives have themselves floated and which has been taken up by most commentators. The chapters outlined above offer the reader a series of essays on contemporary issues which go to substantiate this claim. They are not essentially structured, but rather, are loosely connected to this end. Thus readers may dip into this book as they wish, picking topics which interest them in an order determined by themselves.
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Chapter 2

THE ‘MEDIUM TERM FINANCIAL STRATEGY’ AND MACRO-ECONOMIC REGULATION

1.      INTRODUCTION

Perhaps the centre piece of the Conservatives’ economic strategy at a macro-economic level has been their ‘Medium Term Financial Strategy’ (MTFS) launched in March 1980 soon after they took office. This has been paraded as an innovative financial policy that attempts to set targets for a range of intermediate monetary variables in the economy, particularly those connected with the money supply (Ms) and the Public Sector Borrowing Requirements (PSBR).1 The main idea here is to control the economy largely via financial or monetary means; fiscal or budgetary policy is allocated a secondary position in this management framework. Formally at least this latter aspect is subsidiary to financial or monetary policy. This provides the main connection to the supposed demise of Keynesianism as a management framework and its replacement by monetarism. Inflation became the primary policy problem for governments and employment levels were relegated to a secondary or ‘residual’ position. In fact it was argued that ‘real productive’ employment could only result from such a policy as is made clear below. Thus what is formally foregrounded in the strategy is the necessity to deal with inflation (a ‘monetary’ phenomena) via the instruments of monetary policy in the first instance: namely by controlling the monetary level of public expenditure (so called ‘cash limit’ planning and monitoring the PSBR) and using the money supply as the main targeted variable to effect the levels of credit and money circulating in the private economy. A Keynesian ‘budgetary policy’ approach is displaced by a monetarist ‘financial policy’ one. Such a policy also relies upon the characteristic monetarist assertion that there is a close, if lagged link between the money supply and the price level, and the change in the price level or inflation. Controlling the money supply thus controls inflation.

In this chapter a full scale theoretical elaboration of these ideas is not undertaken. It concentrates instead on the policy implications and problems that have arisen in the context of the Conservatives’ attempts to implement such a strategy. This has formed a central plank on which the Government have staked a great deal in terms of their ‘new broom’ ideology. It therefore provides a crucial test for the character of this strategy. In fact the chapter argues that the reduction in inflation achieved by the Conservatives during their first five years in office had less to do with the supposed monetarism of their MTFS and more to do with the deflationary ‘real’ fiscal stance and accommodating tight monetary policy that they pursued, which was in turn quite compatible with an underlying Keynesian type framework.

2.      THE MONEY SUPPLY AND THE PSBR

In the UK context one of the main supports for the MTFS has been the argument about the close relationship existing between the money supply and the PSBR. This relationship has been most forcefully advocated by economists initially working at the London Business School (LBS). An explanation of this can best be undertaken in the context of the ‘credit counterparts’ which make up the components of the money supply. These can be generated from the balance sheet identity between the assets and the liabilities of the banking system as a whole (see LBS Economic Outlook February 1980, June 1980 and October 1980). This identity can be specified and stated as follows:








	[image: images]
	(1)





The equation says that a change in the money supply (Δ Ms) is equal to the PSBR, minus any change in the non-bank private sector’s lending to the public sector, or the public sector’s borrowing from the non-bank private sector (Δ Gp) plus any changes in the banks lending to the non-bank private sector (Δ Lp), and finally plus any net external financing (EF) which comprises net borrowing and lending abroad. The items on the right of the equation are the ‘credit counterparts’ of the money supply appearing on the left of the equation.

The PSBR is one of the credit counterparts to the money supply shown in this equation. Thus as the concern developed with controlling inflation, and as this was increasingly theoretically linked to the control of the money supply, equation (1) offered a link between controlling inflation and controlling the PSBR. In effect it was argued that a change in the PSBR would lead to a change in the money supply which would eventually lead to a change in the price level (ie Δ PSBR Δ Ms ΔP). But such a relationship between the PSBR and the money supply is not an instantaneous nor automatic one it is stressed. Any change in the PSBR could be offset by sales of public debt to the non-bank private sector (Δ Gp), by changes in bank lending to the non-bank private sector(Δ Lp) or by changes in external finance (EF), all linked together as in equation (1). What a change in the PSBR does, it is claimed, is set up a series of complicated portfolio adjustments into which various lags will be built. The movement between stock concepts and flow concepts is thus dependent upon a theory of portfolio balances and adjustments which is expressed in the appropriate behavioural equations of the econometric models used by forecasters. It is these behavioural equations that effectively convert the identity shown as equation (1) into a behavioural theory involving a chain of causation leading from the left to the right of the relationship. Given that the money supply (itself the ‘cause’ of inflation) is shown to be dependent, at least in part, on the PSBR, the control of inflation implies putting downward pressure on public expenditure. Thus the level of public expenditure emerged as a prime ‘cause’ of inflation, if indirectly via its link to the PSBR and the money supply.

In addition this equation can be used to point to another consequence of the analysis. Arguments were advanced for the idea that public expenditure ‘crowded out’ private expenditure. Attached to this was a further consideration, namely that public expenditure was less productive than was private expenditure. Thus it was an ‘unproductive’ (public) expenditure that was crowding out or displacing a more productive (private) expenditure, and this was argued to be one of the causes of the poor performance of the economy. To show formally how this argument worked we can refer once again to equation (1). Supposing we assume that the external position is constrained so that we hold EF constant. In addition let us assume that the negative item in the equation, Gp, is also held constant, i.e. that changes in the private sector lending to the public sector via Gilt purchases is also constrained in the short-run. Thus we can interpret equation (1) as:
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In this case, if we want to control the money supply, Δ Ms, by maintaining it at a constant level for instance, the PSBR and ΔLp – or bank lending to the private sector – are substitutes for one another. To increase the PSBR is to decrease lending to the private sector. Thus the PSBR ‘crowds out’ lending to the ‘productive’ private sector under these circumstances. A reduction in the PSBR could allow more bank lending to the private sector while still maintaining the money supply constant and under control.

Finally we can use equation (1) to explain the character of another theoretical development that arose in the early 1980s namely the so called ‘monetary approach to the balance of payments’ (MAP). It is argued that the characteristic Keynesian approach to the balance of payments is one centred- upon ‘expenditure switching’ and ‘expenditure absorbing’ policies. These are used to maintain both an internal and an external balance for the economy, as connected through relevant internal expenditure multipliers and import/export elasticities. It was these ‘real’ variables that concerned ‘Keynesian’ policy makers and formed the context in which the external balance (via exchange rate manipulation) could be maintained at the same time as an internal balance (via fiscal policy) managed – if with difficulty at times (Caves and Jones 1973, Chapter 18).

However, with the advent of floating exchange rates and the growth of new forms of international monetary instruments (like Eurocurrencies), coupled with the progressive integration of money and capital markets on a world scale, and with the development of large OPEC surplus, capital movements within the international economy began to dominate balance of payments and exchange rate considerations. Speculative capital movements on a very large scale began to undermine national systems designed to control capital movements, and individual governments found it increasingly difficult to resist pressures for de-control. Added to this was a growing awareness of inflation as a significant and entrenched ‘problem’ for individual countries which itself affected their ability to withstand speculative pressures and capital movements into and out of their currencies.

A number of these developments are considered in greater detail in the next chapter, but as far as their impact on conceptions of the balance of payments is concerned this gave rise to a change from this being fundamentally seen as determined or caused by ‘real’ factors to it increasingly being thought as determined or caused by ‘monetary’ flows and considerations. This shift of concern can also be represented with the aid of equation (1).

If we aggregate the first three items on the right hand side of this equation, these are the domestic counterparts of monetary growth and they can be termed domestic credit expansion (DCE). In addition, the EF item on the right hand side will appear as a capital item in the form of the central bank’s holdings of gold and foreign exchange reserves (FA). Thus (1) can be rewritten as:
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	(3)





If we now make an assumption about the relationship between money supply and money demand (Md) such that Ms = Md (i.e. the money market clears) then (3) can be rearranged as follows:
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	(4)





The equation forms the basis of the monetary approach to the balance of payments. It turns what was previously an identity into a behavioural equation which can now be used to develop an argument about the causal connections between the three items specified in equation (4): The change in foreign exchange reserves (FA), or what amounts to the same thing the balance of payments, is equal to and determined by the change in the demand for money (Md) less the increase in domestic credit expansion (DCE). Thus the balance of payments is caused by monetary factors, in the first instance, and here lies the meaning of the ‘reverse causality’ argument. Instead of the real features causing the monetary ones in a Keynesian fashion, it is monetary features that now cause real features of the balance of payments. It is approaches based upon this equation that have tended to dominate in the late 1970s and early 1980s. Any ‘disequilibrium’ between money demand and ‘money supply’ (DCE) will thus appear as a change in the external accounts.

3.      CONTROLLING THE MONEY SUPPLY AND THE PSBR

Given the above framework the issue becomes one of working on two fronts: on the one hand directly controlling the PSBR via a more stringent control over (or even reduction in) public expenditure and, on the other hand, a control over the money supply itself to defeat inflation and in turn to put downward pressure on the PSBR.

With respect to the PSBR it is important to note that this concept is a relatively new one to economic debates. It was a term hardly heard of in the 1950s and 1960s. Only in the mid 1970s did it become significant in the context of economic policy. As Table 2.1 demonstrates this coincided with a period in which PSBR both increased as a percentage of overall government expenditure and as a percentage of GDP. The reason it became a significant ‘problem’ in this period was that it became a problem to finance. It appeared as a central indicator of the confidence of the private sector financial markets in the economic policies of the government of the day from about 1973/74 onwards (see Thompson 1985).

In addition if we now look at government expenditure levels as a percentage of GDP these also peaked in the mid 1970s, as Figure 2.1 shows. The picture here is one of growing trend over the twenty year period between 1963/64 and 1983/84.

In terms of the absolute levels of government expenditure this has continued to grow in real terms under the Conservatives despite a rhetoric of cutbacks and retrenchment. This is shown in Table 2.2. (See also Chart 1, HMSO (1984) p.5). When appropriate adjustments are made to the published expenditure figures as issued by the government to present them on a comparable year by year basis and to convert them into constant cost terms it can be seen that general public expenditure increased by nearly 10% over the period 1979/80 to 1983/84 (12.3% from 1978/79). It is interesting to note from this table that in terms of expenditure by economic category, fixed investment is the only one to show a fall in real expenditure while total grants and subsidies (to consumption mainly) and expenditure on current goods and services increased at an above average rate.

Table 2.1: The PSBR as a % of Total Public Expenditure and of GDP. 1960 – 1979









	Year
	% of Total Public Expenditure
	% of GDP



	
	(1)
	(2)



	1960
	      7.55
	



	    61
	      6.82
	



	    62
	      4.96
	



	    63
	      7.22
	3



	    64
	      7.75
	3



	    65
	      8.52
	3



	    66
	      6.27
	2



	    67
	    10.63
	5



	    68
	      6.69
	3



	    69
	  0
	−1  



	1970
	  0
	0



	    71
	      5.64
	2



	    72
	      7.48
	3



	    73
	    12.90
	6



	    74
	    15.11
	8



	    75
	    19.31
	10  



	    76
	    16.35
	7



	    77
	    9.3
	4



	    78
	    12.2
	5



	    79
	    16.1
	6





Source: Column (1): Tomlinson (1981) Table 1 p.388; Column (2) : National Income and Expenditure Blue Books (various years).
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Figure 2.1: The Growth of Government Expenditure as a % of GDP 1963/64 – 1983/84





While these figures represent grossed up totals, Table 2.3 shows a more disaggregated and functional breakdown in the growth of public expenditure programmes, for the year 1983–84 compared to 1980–81. It can be seen that, again, after suitable adjustments, overall public expenditure increased by 9.2$ (the final line) though within this there have been some significant variations2. This table can also be used to pick out one or two pertinent points that go to underline a number of current issues within popular political discussion. In the first place it can be seen that while ‘Defence’ and ‘Law and Order’ show strong real increases these are by no means the front runners on this score. Secondly the figures for net EEC payments go some way to show why Mrs Thatcher has been so adamant on the EEC budget payment issue. But reducing these payments may well simply throw a good deal of the agricultural support element back onto domestic expenditure and hence inflate the domestic agricultural budget even further. In the Appendix to this chapter the issue of the Government position on the EEC payments issue is further discussed.



Table 2.2: The Growth of Public Expenditure 1978–79 to 1983–84 and Forecasts for 1984–85 to 1986–87 (All in real terms)

[image: image]
Note: For the purpose of these calculations the following assumptions have been made:
(a) a GDP deflator increase of 4.25% has been assumed for 1985–86;
(b) a GDP deflator increase of 3–75% has been assumed for 1986–87;
(c) unallocated local authority expenditure is assumed to go entirely to salary and wages.

The adjusted planning totals allow for the effect of progressive changes in national insurance surcharges, the changed treatment of housing and sickness benefits, and the negative effect of special asset sales, and net debt interest. The fixed investment figures for 1984–85, 1985–86 and 1986–87 are adjusted to allow for the privatization of British Telecom, which will no longer be included as part of the public sector from 1984–85 onwards.

Source: Table 1: Treasury and Civil Service Committee 3rd Report: The Governments Expenditure Plans 1984–85 to 1986–87. HCP 285 March 1984.





Thirdly the figures for social security expenditure could help explain why the Conservatives launched an extensive review of the social services in the early part of 1984. It was stressed at the time however that this did not necessarily imply the object of such an exercise was deliberately to cut back on expenditure in this field though this looks likely to be the outcome. The complex issue of social security is discussed again in Chapters 5 and 7 below.

Finally it is interesting to note that expenditure on the Health Services increased over the period by 5.8% and is even planned to increase by another 2.5% in real terms to 1986–87. Whilst modest and certainly not sufficient to provide for all the urgent and necessary requirements in this field it does somewhat undermine the cry of the ‘destruction of the NHS’. In Chapter 5 this issue is discussed in greater detail.
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