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Introduction





2010 proved a milestone in British politics. The formation of a coalition government ushered in a new politics of compromise. Two distinct parties put aside their differences to tackle an immediate priority, bringing the budget deficit under control. For the next four years, the political landscape will be defined by the ability of the coalition government to manage the current financial crisis, and to reduce public spending. The deficit has become the defining feature of the coalition.


Yet what will be the future of the coalition? Indeed, will it retain any purpose once the deficit is brought under control? In particular, what will become of the Conservative Party?


It is unlikely that the Conservative Party will fight for a further five years of coalition government in 2015. Labour may have lost the last general election, but it remains a harsh truth that, while David Cameron has become the first Conservative prime minister in thirteen years, John Major still remains the last head of a Conservative government.


The Conservatives are likely to fight for their own separate mandate, reinforcing their values. What that mandate will be and the ideas that will underpin it need to be defined now.


2010 also proved to be something of a watershed for the Conservative Party itself. Nearly 150 new Conservative MPs were elected, the largest single number of new members of the party since 1931. This has provided the party with new blood and a fresh face, for the first time in decades reducing the average age of a Conservative MP to below fifty. Many of the 2010 intake have been keen to make their impact felt on the party at an early stage, dominating select committees and taking active roles within the 1922 Committee. This group will be a powerful force, whose opinions and ideas will help define the Party, and have a wider impact on British politics.


In this book, five new Members of Parliament from this group, representing a spread of constituencies, have come together to identify today’s challenges, and to explore ideas for the future to overcome them.


Politics depends on change. Politicians must constantly adapt to the needs of society and tackle new problems. As we enter the second decade of the twenty-first century, the Conservative Party must adapt to the challenges of modern society if it is to remain both distinct and relevant.


The book does not pretend to be exhaustive, but it tackles a range of important issues, not only for today but for tomorrow. These can only be met through restating our Conservative principles: that the future of Britain’s prosperity lies in its liberal and free market values, while the welfare of its citizens must be directed towards greater individual responsibility.


Each chapter in this book is largely self-contained. They can be read, sampled from or even skipped over by the reader in whichever manner is preferred. Indeed, the main thrust of our analysis can be appreciated solely by reading this Introduction and our chapter on Values. Each chapter is concluded by a summary agenda giving key recommendations. These suggestions are summarised in the Book in Brief section at the end of the book.


Our belief is that Britain should strive to be among the most competitive and pro-business nations in the world. Within the context of a thriving economy, we should continue the reform of our public services. We need a new settlement for working families that reduces regulation for business and increases flexibility for parents. The wider relationship of Britain with the world and with Europe, in particular, is vitally important.


We begin by looking at the Conservative principles that we feel are relevant to today. We assert the paramount importance of fiscal responsibility. Without a prosperous country we can never achieve our goals in society or provide an adequate safety net for our most vulnerable citizens. The last thirty years of public debate in Britain has been dominated by left-wing thinking, particularly in education and society. Although there is a Conservative-led government, there still remains a left-wing consensus. Examples of this type of thought are found in ‘identity politics’ in which an individual’s ethnicity or gender is seen as all important without any regard to the person. Statists have also ‘annexed’ family policy, claiming the means of progress is state involvement and institutionalised subsidy support. The same thinking has cramped any real discussion in education policy, where an egalitarian consensus has demonised the notion of academic rigour in state schools. Underpinning any debate about education is the notion of excellence and meritocracy leading to social mobility. The Conservative Party should reclaim the idea of social mobility and meritocracy to establish itself as a credible party of government.


The first part of the book looks at income and expenditure. Governments raise income through taxation, which comes from business enterprise and the private sector in general. We first look at issues of taxation, the role of the state in the economy, and implementing the best conditions for economic growth. This section also looks at the question of the environment within the wider context of economic growth.


As a consequence of the financial crisis of 2008, the United Kingdom faced the biggest deficit in its peacetime history. This deficit was £160 billion, since the government took in £540 billion and spent £703 billion in the fiscal year 2009–10.


This gap, known as the deficit, represented 12.8 per cent of national GDP. This proportion was contrasted to a figure of 3.3 per cent in Germany during the same period. The extent of the deficit was a consequence of Labour spending from 2001, when the then Chancellor, Gordon Brown, decided to accelerate public spending.


It is a major argument of this book that government spending across an economic cycle should, as a rule of thumb, never increase faster than the rate of economic growth in the country as a whole. To put this another way, the public sector should never grow faster than the private sector. Of course, during a slowdown, the so-called ‘automatic stabilisers’ will ensure that public spending increases faster than the economy but this should be an exception to the broad fiscal rule we have outlined. We need to wean Britain off its love of public spending and the sense of entitlement that has developed.


We propose a second fiscal rule of thumb, which is, in effect, a tighter restatement of Gordon Brown’s ‘Golden Rule’ – that budgets should be balanced across a cycle. This in fact is what Keynes envisaged. Under favourable economic conditions, governments would run surpluses to be reinvested in the economy under more difficult economic conditions. Keynes never imagined, however, that a government would have to borrow money at a time of strong economic growth. This is exactly what happened between 2001 and 2007.


More generally, the widely oscillating nature of British politics, in which Labour governments spend only to run up huge deficits which Conservative governments then have to pare down, is very debilitating to the country. The Conservative Party has to win the wider argument about fiscal management. We almost succeeded in doing this in the run up to 1997, when Labour were forced to pledge to stick to the Conservative Party’s spending plans. This discipline was abandoned after 2001. Conservative politicians need to win that argument a second time, and make it harder for subsequent governments of any political colour to spend as profligately as Labour did in the first decade of the twenty-first century.


We also believe that Conservatives should be more focused on what are called ‘supply side’ policies to boost economic growth. The history of the late twentieth century showed repeatedly that economies that had lower tax rates, like Japan in the 1950s and 1960s, Hong Kong in the 1970s and 1980s, Estonia and other Baltic states in the 1990s, grew at a faster rate than high tax economies. Cutting taxes improves the incentives for entrepreneurs.


A combination of fiscal discipline and greater incentives through the tax structure will, even in the medium term, give a country a more prosperous future than a regime of high taxes and excessive public spending. These obvious facts, it seems, need to be restated in every generation and the contributors to this volume are unabashed in their commitment to these ideas.


The second section of the first part of the book deals with public spending, more specifically the provision of public services. The three biggest slices of public spending are, in order: social protection, health and education. The second section on spending is necessarily focused on policy in these three areas.


To compete globally, we need vastly to improve education standards. Other countries are achieving not only better levels of literacy and numeracy. They are also equipping future generations with the high skill levels needed for the jobs of tomorrow.


We should place greater emphasis on school performance, rather than exclusively obsessing about pupil selection. For too long the British education debate has hinged on the quality of students attending a particular school – grammars v. Secondary Moderns on the right, ‘banded entry’ and lotteries on the left – rather than the quality of schools themselves. The ‘poor quality of students’ has been a veil behind which failing schools and failing teachers have hidden.


Of course we should give schools and students more freedom over entry criteria, but it is reasonable to expect more attention to be placed on competition between schools. We should increase quality by allowing profit making schools to enter the sector. There is also a wider cultural question about why British students are apparently less motivated and less ‘academic’ than overseas counterparts. The anti-success culture which is embedded in many schools and universities needs to be directly challenged. If 95 per cent of Japanese students are graduating schools at A Level standard, why isn’t the same proportion of British children?


One of the major problems in British education is the number of students that cut options off too early. For example, 50 per cent of comprehensive school sixth forms do not offer Further Maths A Level, which means that students aren’t able to study maths or physics at a top university. The coalition government has reintroduced setting within schools. This initiative is to be welcomed, and should be extended. The most successful school systems in the world have an ‘escalator’ policy. This compels all students to reach the base level each year (at the risk of being held down a year), but also allows students to accelerate through the system. While there should be a core that continues to 18, as students get older, there should be more options available and those of high ability should be pushed forward. Bright students from low income backgrounds should have a ‘college track’ through the system, encouraged by scholarships and prizes.


Our public and social services face ever greater demands. We live in a society which is facing severe demographic pressure. In health and social care, an ageing population will require ever more complex services; in schools more pupils have specific needs requiring greater personalisation; in housing waiting lists remain interminable. It is clear however that the ability of the state to fund growing demands for social services may be pushed to breaking point.


The Conservative Party is fully committed to a National Health Service which is free at the point of delivery and accessible to all. However, this commitment does not mean that the NHS services should be trammelled by vested interests which have led to it becoming the third largest workforce in the world, employing more managers than doctors.


Healthcare reform is desperately needed because otherwise the NHS will simply go bust within a couple of decades. Demographic change, particularly the increase in life expectancy, will place a massive burden on its resources, 80 per cent of which are dominated by care for the elderly. We want to protect the NHS. To do this, however, we must look at how other countries have adapted to the increasing demand for healthcare.


The second axis upon which government acts is security. The first part of the second section of the book (part 3) concerns domestic affairs. We begin by looking at our justice system, and what we can do to regain the public’s confidence in sentencing, prisons and control of immigration. We next look at what can be done to protect our civil liberties, and ensure a healthy pluralism among the voices in our media.


We believe that civil liberties were grossly eroded under the last government, and we do not see any inconsistency between adopting a tough penal policy and a more liberal approach to civil liberties. The principle can be very simply expressed. British justice should be firm but fair: we should allow the citizen the widest possible freedom within the law, but we should be very firm in our condemnation when the citizens steps outside that law.


Finally, we take a look at what we could do to create a more sustainable relationship between Scotland the rest of the United Kingdom.


The concluding part of the book (part 4) is concerned with Britain’s position in the world, and treats foreign policy, our relations with the EU, and the provision for our security against external threats, namely defence.


Great Britain, because of her history, has played a significant role in global affairs during the last 300 years. Modern Conservatives are equally ambitious for Britain to ‘punch above her weight’ internationally and fulfil her historic role. In the current situation of international uncertainty, modern Conservatives believe that there should be strong and effective defence.


Providing for the security of its citizens against external threats is one of the first duties of any government. In the context of Britain’s dire fiscal situation, more commitment should be made to protect levels of spending in defence, while at the same time maintaining a disciplined approach to costs.


Defence remains a paramount concern in the second decade of the twenty-first century. We only have to see British forces committed in theatres of war in Iraq, Afghanistan, and now Libya, to see how uncertain and changeable our world remains. Despite this, it has always been a contention of the Conservative Party that we should not be the policeman of the world. If Britain ever played such a role, this part had been relinquished at least as long ago as 1945. Modern intervention will always be undertaken on a mixture of humanitarian and strategic interests. But, it must reconcile ends and means – the most basic tenet of a credible foreign policy.


It would be naive always to commit Britain’s armed forces to operations in another country on humanitarian grounds alone. Similarly, it would be an unrealistically cynical politician who only ever committed British forces to further our national interests in a narrow way.


Consequently, a pragmatic balance between humanitarian concerns and our national interests can be the only permanent principle upon which to base a foreign policy. To argue that we should never intervene on humanitarian grounds is cold hearted and, in the long run, detrimental to our national interest, as it would damage our reputation abroad.


The same pragmatism is adopted in this book in relation to questions concerning Britain’s relationship with the EU.


It is a general assumption of the contributors to this book that younger Britons identify just as readily with the wider world as they do with the continent of Europe. Gap year students, young professionals and aspirant workers are just as likely to travel to Thailand, the United States or Australia as they are to go to Italy, or France.


This cultural phenomenon should shape our view of the EU. We remain committed to a Europe in which trade can flourish, but will be determined in our opposition to further political integration within the EU.


After the Coalition aims to be a general and broad statement of the Conservative solution to the problems of British politics. It is one of the first treatments of what a Conservative Party might look like in the wake of the first coalition government since the Second World War. We firmly believe that such a restatement of general ideas, across a wide range of policy, is necessary. The fact that the coalition government is not a Conservative administration means that a reassertion of the principles of the Conservative Party itself, as distinct from those of the government, should be made. After the Coalition is a contribution to that effort. 


 





1. Values and Priorities: A Return to Responsibility


The next hundred years look set to be the century in which the rest of the globe finally catches up with the west. Across the world, long poor nations have finally left behind socialist dogma. Instead they are applying liberal, conservative lessons, and reaping the rewards. They are opening up their markets, teaching their students, building new infrastructure, and saving much of their newfound wealth for still better futures.


Unfortunately, Britain seems to be heading in the opposite direction. Both as individuals and as a nation we have racked up ever greater debts, rather than savings. The nation of shopkeepers has become a nation of shoppers. Our infrastructure is crumbling, and seems to take decades to replace. Our students are falling behind in international league tables, while our health system struggles with an aging population. Millions of our most vulnerable remain trapped on benefits, while the only new jobs are taken by more entrepreneurial immigrants. Our influence in the world is constrained by the ever growing strength of the European Union.


These problems will not be solved with a new task force or more quangos.


What is needed is a new phase of the Conservative philosophy: Britain’s historic respect for free markets, and the Conservative belief in individual responsibility.


The Thatcher reforms of the 1980s halted Britain’s long twentieth century decline, but their work remains incomplete. While the British government no longer directly owns many of Britain’s industries, its bureaucrats still exert enormous control through their new laws, quangos and regulations. The belief that markets need to be controlled by strong, central planning is still prevalent in Whitehall.


Worse, there still exist many industries which the government actively runs. As our population ages and our skilled workers become ever more important, our two leading industries are likely to be the government-run health and education sectors. As the last ten years have shown, simply giving either of these sectors more money has not been enough to stop them from sliding down the world rankings. The productivity increases of the private sector don’t seem to have occurred in their public counterparts.


In Britain today, the word ‘profit’ remains a dirty word. We can never be a confident, entrepreneurial nation as long as our politicians shy away from ‘competition’. The strange belief that public sector work is motivated exclusively through duty and that the private sector is driven solely by greed runs deep. Already, essential public sector reforms have been put at risk from the public’s prejudice against markets.


We should not be too disheartened. Britain is well placed to benefit from the economic trends of the twenty-first century. We are a creative, cosmopolitan, English-speaking people. If we can take advantage of the new possibilities from the internet and the global mass market we can achieve great successes. But in order to seize these advantages we will have to be prepared to take more risks, to experiment and, ultimately, to compete.


As well as acquiring a greater sense of purpose, each of us will have to take more responsibility.


If we are honest, the government and its politicians have not set a very good example. For too long the State has spent more than it has brought in from taxes. Politicians have been too afraid of telling voters what they don’t want to hear. They have tried to pretend that hard choices can simply be ignored. We can’t really expect voters to make new sacrifices, unless we treat them as grown-ups in the decision making process.


Nobody can fully escape their background. Nevertheless, the Statist way of thinking is naive to focus wholly on the social causes of an individual’s poverty. Individuals always have some choice. By creating systems that rob individuals of their autonomy, we are creating dependents of the state, unable to look after themselves.


The State cannot do everything. While the government can help, it can never fully solve any individual’s problems. The NHS can’t keep you healthy if you don’t exercise or eat properly. No teacher can get you the right grades if you aren’t prepared to work. The Benefits office can’t find you a job if you aren’t prepared to write a CV.


Part of this shift to greater personal responsibility will be financial. Individuals ought to save more for their future or ill health, rather than rely on the central state to do it all for them. Across the public sector we will need to see more use of personal budgets and individual decision making.


This additional responsibility is necessary to stop the government’s costs from soaring out of control, but it should not be seen solely in terms of an added imposition. Giving individuals greater responsibility is the first step to increasing their own freedom. Responsibility gives people the power to stand on their own, to solve their own problems, and to live the life they want to lead. Government should stand ready as a last resort. It should not be the first place to turn.


The coalition and this book


The authors of this book are fully supportive of the coalition government. Indeed, we believe that not only is the coalition essential in order to break the shackles of Labour’s dangerous addiction to debt, but it makes and will continue to make real differences to the lives of millions. We are removing hundreds of thousands of the lowest paid workers from paying tax; immigration has been capped; we are beginning to reform the benefit culture that has wasted lives and crippled our public finances. In one year, the coalition has made real progress in undoing thirteen years of damage that Labour inflicted on Britain’s finances.


Our mission is simple. We want to see David Cameron re-elected as a Conservative prime minister leading a Conservative government.


History teaches us that coalitions are never built to last. They serve a temporary need, often at times of crisis. Once that crisis has passed, they dissolve to become a chapter in the annals of political history. Likewise, we must understand that the current coalition is one which meets a temporary, but nevertheless important need, to pay off the fiscal deficit. Once this has been achieved, the coalition will have achieved its purpose. Political parties may once again be able to offer voters a choice between which party they believe should be entrusted to guide the future of Britain.


Many of the most popular policies of the coalition that resonate with the silent majority of the British public are in fact Conservative policies. Our values of rewarding those who work hard are reflected in Iain Duncan Smith’s Welfare Reform Bill and Michael Gove’s free schools and academies programmes. Theresa May understands the public’s overwhelming desire that immigration be tackled fast and effectively.


We also believe that by 2015, as the Conservative Party, we will need to be able to distinguish ourselves from the coalition. We will need to be able to face the public and ask for another term, not as a coalition, but as a single party of government. To achieve this, we recognise that the most important task we have is to repair our broken economy.


Yet no government can simply rely on its past record; it must present a vision of the future and how it is determined to shape that future for the better. Above all, it must set out its vision in clear and simple terms to the public.


As Conservatives, we need to explain to the public what we would do differently from the coalition. And as Conservatives, we need to have the confidence in our own beliefs to establish a distinct platform of what a new Conservative government could offer.


In the second decade of the twenty-first century, we are not interested in preserving the divisions that wrecked the Conservative Party in the late twentieth century. We understand that the Conservative Party is a broad church that reflects many strands of political opinion, but what unites us is a belief in freedom. As we argue, there is nothing wrong with aspiring to a better life. Indeed it should be encouraged, rather than crushed in the interests of the State. 


Conservative values


Under its current leadership, the Conservative Party has successfully shaken off negative associations and earned the right to be heard. Changes in the world give credence to the Conservative analysis. The development of technology has empowered people and groups at the expense of hierarchies and entrenched institutions. Globalisation has delivered increased prosperity, but regulation and intervention has created unease about windfall rewards. The egalitarian structures of post-war Britain are crumbling – unable to bear the weight of their own expectations. Conservatives need to be leaders in the progress of Britain, where our beliefs in markets, liberty, meritocracy, responsibility, and patriotism are translated to the modern era.


The new Left emerged in the 1960s and 1970s with a form of identity politics that grouped people together to form a rainbow coalition: women’s groups, gay rights and black and minority ethnicity citizens. In contrast, the Right cherished the uniqueness of the individual and shared values over this static approach.


On entering government, Conservatives have found a maze of self-defeating processes and procedures warping the underlying values and convictions supposedly driving them. Child poverty targets, waiting lists, school results and climate change targets dominate departmental inboxes. These targets form the basis of a view which sees the individual as less important than the system which created them. Ministers are expected to pull levers on this energy-consuming machine to deliver a utopia in the wider world. But the utopia doesn’t exist and, as Tony Blair found to his cost, the levers aren’t connected to an outcome.


Meanwhile the things we value like beauty and merit are diminished in a world driven by systems and processes. Managerialism has been very effective in parts of industry, driving down the costs of production in car manufacture and leading to more efficient farming practices. But it can only work up to a point. No system can fully replace the need for individuals to take responsibility for their own lives, their families, and doing their work well.


Debate on our criminal justice system centres on the economic outcome of the prisoner and how they can be managed through the system. People are now seen as a product of their background and experiences – not as free agents. Where there is no free will there can be no responsibility. This pervades our society: the leader of social services who believes a ‘no-blame’ culture should prevail; the teacher who knows that diluted qualifications will not benefit students, merely push up rankings in the league tables; the school child who writes a brilliant essay which the examiner is forced to mark down as it hasn’t ticked the boxes on the mark scheme.


The rule of law has changed from clear principles and predictable rules to be applied by the courts in concrete cases, into a series of complex regulations which are themselves liable to obfuscation by further judicial legislation. Everywhere the right decision is obscured by the complexity of the system; government departments end up implementing policies they don’t believe in, fearful that they will be judicially reviewed. Businesses who want to recruit staff are tied up by yards of red tape. A company won’t hire candidates because it will be so difficult to fire them if they do not perform.


As well as failing to blame, the system fails to reward according to desert. Freely available Central Bank money has created windfall rewards that have been snapped up by the lucky. The baby-boomer generation, sitting on large amounts of equity in their houses reaped the benefits of inflation. The result is that the already skewed distribution of wealth has become more so. Bankers, lawyers and managers in major corporations have hidden behind ‘innovative financial products’ and opaque practices to cover up their subsidy from the rest of the economy. Risks that should have been borne by those who took them have been socialised by the government. In some cases directors’ accountability to shareholders has weakened, dislocating pay from performance and wider scrutiny of the Board. A Victorian railway investor whose track failed to make money would have lost his shirt. A modern banker walks away with a golden handshake.


The culture of entitlement is not limited to those who claim welfare. From school children who are mollycoddled rather than inspired, to pensioners who are guaranteed that after thirty years of input into a pension pot, they can claim thirty years of pension. Risks have been taken away from the bearer and put on to a regulator, infantilising the bearer and protecting them from the impact of their own actions. Our society treats children like adults, and adults like children.


A society that fails to hold people to account and to reward or blame cannot promote merit. Instead it promotes a determinist attitude to the future: what will be, will be. Politicians have embraced the strand of popular culture that shows truculent distaste for intelligence and endeavour. In this culture, hard-working school children are dismissed as geeks, and celebrities are extolled. School pupils are encouraged to think that they have to secure a lucky break to become the next Cheryl Cole rather than work hard to achieve more substantial goals. A growing number of aspirational parents secretly tutor their own children. The system devalues endeavour and belittles important subjects like sciences and languages, promoting prizes for all and pretending that all subjects are ‘equally valid’.


Since the pre credit crunch noughties, there has been less concern about just and fair outcomes. There was broad public support for the government spending more money, partly because many believed that the milk and honey would flow forever. Now there is less money to go around, questions of fairness and justice become acute. Yet politicians continue to react more slowly than public opinion to this new environment.


The economic system is not seen as meritocratic or fair. Altruism is damaged as we are forced into paying for others. Patriotism is dented by a lack of common feeling and a sense that we are not a cohesive society.


Human judgement and character should command a greater role in public life; not just in the case of politicians but also civil servants, community groups and business leaders. By strengthening the role and responsibility of the individual, we are helping them provide for others, their family, and their community. However, Conservatives should not be dogmatic about the structures in which people live, provided they are taking responsibility for themselves and their dependents. Conservatism has been caught up in defending traditional models of living as society moved on. For example, a married couples’ allowance should apply equally to one-earner and two earner families with children under sixteen, irrespective of sexuality. In parts of our society this failure of responsibility became chronic. The riots of summer 2011 showed how fragile some elements of our society were, and how easily they could descend into utter lawlessness. The riots represented nothing less than our decades-long failure to pass on the ethic and culture of responsibility to all in our society, and in particular to our young. There has been a systematic failure in our schools, our justice system, our culture and our families. Simplistic theories of grievance and multiculturalism have been allowed to stand in place of holding the wrong to account.


Asking more of people necessitates greater transparency and individual accountability – social pressure to do the right thing. Senior public servants and business leaders should be as visible as politicians. Leaders should be encouraged to adopt an enlightened and far-sighted view of their responsibilities. Individuals who fail to deliver should be named and held to account.


We need not be defeatist. We can restore British values of hard work, fair play and responsibility. But to do so, any future Conservative government must be prepared to state and follow its own values. If Britain’s historic values are good enough for newly growing Asian economies, they should also be good enough for Britain today.


SUMMARY AGENDA




	Individuals, organisations and governments need to take more responsibility for the success and failure of their own actions.


	We need to challenge today’s cultural consensus that free markets, profit and competition are inherently bad. These virtues lifted Britain and much of the rest of the world out of poverty and into the modern era.






















SECTION ONE


MAKING MONEY AND


SPENDING MONEY

























I Economy and Business





2. Economy: The New Golden Rule


The current financial crisis has sharply illustrated debt’s power to undermine nations’ ability to control their own destiny. Governments may have deeper pockets than any individual, but they too cannot keep spending forever. Markets are only prepared to lend to any country so long as they believe it has the will and ability to pay them back. That will has looked less resolute in recent months.


On the continent, the Eurozone threatens to collapse as its elites struggle to meld together different cultures and welfare states under a single currency. Some countries such as Greece have been grossly irresponsible in their spending. Others, such as Ireland, were unlucky in suffering the fallout from the European Central Bank’s bubble. Many are losing any ability to set their own taxes, and to decide what public services their governments should pay for. Every other objective is overtaken by the greater demand of avoiding an all-devouring financial crisis.


Meanwhile, the US political system is paralysed by arguments over the country’s debt. Dangerous political games are played over extending the country’s self-legislated debt ceiling, threatening to downgrade the US’s credit rating and spread further chaos through the financial markets. Behind the short term arguments lie more fundamental disagreements over how to meet rising costs in the future.


The UK has been more fortunate than that most. Equipped with its own currency, it has avoided the traps ensnaring Ireland and Greece. The coalition government has ended the debt denial of Gordon Brown, and made the early, hard decisions to win back the credit markets’ trust.


When New Labour came into power in 1997 the national debt was falling. Gordon Brown promised to be the ‘Iron Chancellor’ under which there should be no return to ‘boom and bust.’1 Instead the three new pillars of his macroeconomic policy would ensure a stable economy: a new independent central bank to manage demand, a new Financial Services Agency to watch over the banks and new fiscal rules to ensure prudence.


The first rule was the so-called Golden Rule: ‘over the economic cycle, the government will borrow only to invest and not to fund current spending.’2 Then there was the Sustainable Investment Rule, that ‘public sector net debt as a proportion of GDP will be held over the economic cycle at a stable and prudent level.’3 That prudent level, it was suggested, was a total debt of no more than 40 per cent of GDP.


Fourteen years later, the cumulative results of Brown’s economic policy are clear to see. The independent central bank is accused of failing to spot an asset bubble, and having kept interest rates too low for too long funding a debt boom. The Financial Services Agency proved utterly incapable of regulating the banks adequately.


Worst of all has been the increase in debt. However you measure it, the UK’s current fiscal position is dire.


At the start of the economic crisis, the UK found itself with the worst deficit in the whole of the G20, at 11 per cent of national income.4 The UK’s deficit is currently 10.4 per cent of GDP, worse than the troubled European economies of Portugal and Spain, at 9.1 per cent and 9.2 per cent respectively.5 Estimates suggest that total debt will rise from 67 per cent to 77 per cent of GDP by 2015.6 This is more than double the level in 2003.7 Over this parliament, debt will likely increase by over £500 billion, or £19,000 for every household.8 More disturbingly, the National Institute for Economic and Social Research estimates a failure to tackle current debt would leave a child born today with a tax bill of £200,000.9


No issue is more central to government than control of the public finances. Without budgetary responsibility, it is impossible to make the investments needed in our health, education or police systems. Taxes end up funding foreign bondholders rather than much needed public investment. When trapped in debt, a country has little flexibility to cut taxes or spend more on benefits in difficult economic times.


It would be wrong to claim that budgetary irresponsibility is solely a province of the UK or parties of the Left. In the United States as well as Britain, deficits continued to expand even in times of economic growth. George Osborne’s observation that they did not ‘mend the roof when the sun was shining’10 could equally apply to George W Bush’s Republicans as Gordon Brown’s Labour party.


If modern Conservatism is about encouraging greater responsibility, then we must make sure to increase government responsibility as well. It is not enough to trust politicians of any party to do the right thing. Instead we must put in place the right institutions to create a more sustainable fiscal policy.


In this chapter we will look at what such institutions might look like. How can we put in place a ‘Golden Rule’ that would not fail so utterly?


The legacy of John Maynard Keynes


All discussions of fiscal policy are dominated by the thought of John Maynard Keynes, and the impact of his ideas in the 1930s Great Depression. It turns out, surprisingly, that even in Keynes’s own terms, we should be balancing the budget.


It is important to distinguish between what Keynes actually said, however, and how politicians over the years have chosen to interpret it. Keynes’s The General Theory of Employment, Interest and Money is a subtle work, open to more than one interpretation. In the neoclassical economics that had dominated before Keynes, it was assumed that the only reason unemployment could exist in any economy was that prices and wages were ‘sticky’ – they would not adjust downward quickly enough to give everyone who wanted one a job. When faced with unemployment, the recommendation of classical economists was that the government should focus on removing obstacles to falling wages, such as trade union power or minimum wages laws. By contrast, Keynes argued that there were a variety of other mechanisms that could keep the total demand in any economy too low. If this ‘aggregate demand’ was too low, then unemployment would necessarily persist.


There are two methods a government can try to increase aggregate demand and restore an economy to full health. The first is through what is known as ‘monetary policy’. The more money that is flowing through an economy, the more consumers buy, the more employers hire and companies invest. The second method is ‘fiscal policy’. If the government can cut taxes, it leaves individuals with more of their own money which they then spend in turn in the wider economy. Alternatively, if the government increases its own spending, it can replace lost private sector demand itself.


It is important to understand the context of Keynes’s recommendations in the 1930s. Worldwide, economies were not only in a severe recession but in what Keynes called a ‘liquidity trap’. If interest rates are already zero, Keynes argued, it is impossible to lower them further and spur on the economy through monetary policy. Instead we have to make use of fiscal policy to boost aggregate demand: government should spend more and tax less.


As the years went on, these special circumstances were often forgotten. Too often, the idea of Keynesianism became reduced to what economist Arnold Kling has called ‘folk Keynesianism’11 – the government must always keep spending to support the wider economy. The special conditions that made fiscal policy in one particular case more effective than monetary policy were forgotten. Politicians were understandably keen to have a theoretical backing for their eternal desire to spend more and tax less.


The other side of Keynesian thought, that in an economic boom government should cut spending and raise taxes, was similarly ignored. This fundamental imbalance has led to a long term tendency for national debt to rise across the developed world.


American economist and former adviser to President Obama, Christina D. Romer has argued that the roots of this irresponsibility began in the 1960s.


In the 1950s, governments largely thought of running a balanced budget as essential. Even under conditions of foreign war in Korea, or the creation of massive new entitlements such as the National Health Service, both President Truman and Clement Attlee trieed to keep their budgets balanced. Keeping such a balance was seen not just as morally right, but essential for long term economic growth.


By the 1960s however, governments began instead to believe that deficits could be a useful tool, promoting growth, decreasing unemployment and in time ‘taking care of themselves’. In his 1964 Budget, President Kennedy argued that, ‘The choice … is between chronic deficits arising out of a slow rate of economic growth, and temporary deficits stemming from a tax program designed to promote fuller use of our resources and more rapid economic growth.’12 President Johnson’s 1966 Report argued that ‘in focusing on balance of the economy, this policy strategy cannot give top priority to balance in the budget’.13


The results of this attempt at permanent stimulus were sadly predictable. The US budget remained in deficit ‘in every quarter from [1965] to [1979], except for eleven quarters in the periods of strongest growth in the mid and late 1960s’.14 The record on inflation was even worse. At the beginning of the Kennedy administration it was close to 1 per cent. By the end of the 1960s it was over 5 per cent. Over the course of the 1970s, it was over 10 per cent. Only a small part of this phenomenon was the fault of the oil price shocks of the decade.15
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