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Economic policy in the UK under new Labour: the end of boom and bust? 

Malcolm Sawyer 

1. Introduction 

The Labour government elected in May 1997 came into office stressing that it was ‘new 

Labour’ and pursuing a ‘third way’. In macroeconomic terms, the emphasis was on the 

avoidance of ‘tax and spend’ policies and restraints on public expenditure along with the 

adoption of the so-called ‘golden rule’ of public finances (as discussed below). There was 

something akin to a disavowal of a Keynesian approach to macroeconomic policies and 

specifically the use of fiscal policy to help steer the economy. There was an emphasis on 

labour market reforms and flexibility, which would, in effect, lower the ‘non-accelerating rate 

of unemployment’ and thereby lower unemployment. Whereas previous Labour governments 

had pursued a range of industrial and regional development policies to stimulate economic 

growth and lower unemployment, there was a major shift from those policies to those of 

labour (and to some degree product) market ‘flexibility’.  

This approach was reflected in New Labour’s belief in a ‘flexible labour market that serves 

employers and employees alike’ (Labour Party, 1997); also that ‘The more our welfare to 

work reforms allow the long-term unemployed to re-enter the active labour market, the more 

it will be possible to reduce unemployment without increasing inflationary pressures. And the 

more our tax and benefit reforms remove unnecessary barriers to work, and the more our 

structural reforms promote the skills for work, the more it is possible to envisage long-term 

increases in employment, without the fuelling of inflationary pressures’ (Brown, 1999, p.10). 

Furthermore, ‘The sustainable rate of unemployment, or NAIRU, is believed to have risen in 

the UK during the 1970s and 1980s, but there is broad agreement that this increase has been 

partly reversed since the late 1980s. Although the magnitude of any fall is very difficult to 

estimate, most estimates of the current level of the NAIRU lie in the range of 6 to 8 per cent 

on the LFS measure of unemployment. However, considerably lower levels should be 

achievable in the long run through re-integrating the long-term unemployed back into the 

labour market, upgrading skills, and reforming the tax and benefit systems to promote work 

incentives (Treasury, 1997, p.82). However, ‘the idea of a fixed natural rate of unemployment 

consistent with stable inflation was discredited by the evidence of the 1980s, presumably on 

the grounds that unemployment and the estimates of the natural rate moved higher during the 

1980s. In effect, ‘the new government has taken a decisively different approach to 

employment policy over the past two years aimed at reducing the NAIRU’ (Brown, 1999, 

p.10).  
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This paper seeks a preliminary evaluation of the effects of the macroeconomic policies, 

which emerged from the ‘third way’, and whether they have delivered growth and stability. 

The focus of this paper is on macroeconomic policies. What may be deemed microeconomic 

policies and issues enter our discussion in a number of ways. First, microeconomic policies 

which have been intended to raise economic activity, reduce unemployment etc., have largely 

been labour market policies rather than industrial and/or regional policies. As reflected in 

some of the quotes given above, there was the notion that a more ‘flexible’ labour market 

would in itself (that is without the assistance of higher levels of demand etc.) raise the level 

of employment. Issues such as the location of industry and capacity, particularly in terms of 

their regional dimensions, were effectively ignored in contrast to the regional policies 

pursued by previous Labour (and other) governments.  

Second, the distribution and re-distribution of income (and wealth) has to be considered. 

There has been some re-structuring of the tax system, notably the introduction of working tax 

credits, with the avowed intention of modifying the distribution of income. Further, ‘the 

government has a quantified Public Service Agreement (PSA) target for child poverty in 

2004–05 to be a quarter lower than its level in 1998–99, using a poverty line of 60% of 

median income’ (Brewer, Goodman, Shaw and Shephard, 2005, p.19). The introduction of a 

national minimum wage was also an early policy of the incoming Labour government. Within 

the overall fiscal system there have been attempts (evaluated below) to re-distribute income, 

particularly at the bottom of the income distribution. 

The paper first considers (rather briefly) macroeconomic performance under the Labour 

government since 1997. It then considers the nature of fiscal and monetary policy since 1997 

and the effects which those policies may have had on macroeconomic performance. The 

following two sections consider the performance in terms of unemployment and the 

distribution of income. The final main section considers the question of whether Gordon 

Brown, Chancellor of the Exchequer throughout the period, has been a lucky chancellor in 

terms of whether the relatively good macroeconomic performance since 1997 can be ascribed 

to his policies or to the general national and global macroeconomic environment.  

2. Recent macroeconomic performance 

Table 1 summarises some of the aspects of recent macroeconomic performance.  In growth 

terms, GDP has grown at an average annual rate of 2.8 per cent over the period 1997-2005, 

slightly above the presumed trend rate of growth. In the preceding seven years it had been 

2.05 per cent, but that included the recession years of 1990/91 (not included in Table 1); over 

the previous five years of 1992 to 1997 the average growth rate was 2.9 per cent. Growth has 
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been relatively stable, and in particular there has been no period of negative growth, whereas 

in the preceding quarter of a century there had been three recessions 

(1974/75,1980/1,1990/1). Inflation has remained low and consistently met the Chancellor’s 

target of 2 per cent plus or minus 1 per cent.1 Unemployment fell continuously from 1993 

until 2005, but has been rising over the past 15 months to reach a 4 year high in May 2006.  

Table 1 near here 

Figures such as those in Table 1 are used to support the view that macroeconomic 

performance in the past decade or so has been rather good – in the phrase used by the 

governor of the Bank of England, Meryvn King, the ‘NICE’ decade – ‘Non-Inflationary 

Continuous Expansion’. The government and Chancellor, amongst others, have strongly 

promoted the idea that macroeconomic performance, in terms of the level (e.g. of inflation, 

growth) and variability (‘stability’), has been particularly good. Recent endorsements have 

come from the OECD and IMF. For example, in their report on the UK, the OECD write that: 

‘Macroeconomic performance over the last decade has been a paragon of stability: GDP 

growth has remained closer to potential than for almost any other OECD country; the 

unemployment rate has fallen to its lowest level and has been the least volatile since the 

1970s; and inflation has remained stable and close to the official target. Perhaps most 

surprisingly, in the period since the current monetary and fiscal framework has been in place, 

not only has the effective exchange rate been more stable than at any time since the Bretton 

Woods period, but it is also among the most stable in the OECD and more stable than for the 

major euro area countries.’ This performance is ascribed ‘to the strength of the institutional 

arrangements for setting monetary and fiscal policy … as well as to the flexibility of labour 

and product markets’ (OECD, 2005, p.24). It is, thus, argued that ‘Flexible labour and 

product markets have underpinned the recent impressive macroeconomic performance. 

Moreover, sectoral policies have not attempted to foster “national champions”. The United 

Kingdom is among the leading countries in the OECD in terms of liberal product market 

regulation (OECD, 2005b) and ranks highly in most aspects of labour market flexibility. 

Recent OECD work, which constructed a composite policy indicator of flexibility ranked the 

United Kingdom the highest among all OECD countries. It also found cross-country evidence 

that this flexibility is important in facilitating growth in the service sector (Kongsrud and 

                                                 
1 This refers to the current target set in terms of the HICP to which the figures in Table 1 refer. For much of the 

time the target was set in terms of the RPI and used the figure of 2.5 per cent.  
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Wanner, 2005).’ However, ‘one area where macroeconomic policy does, however, require 

attention is fiscal policy’ (OECD 2005 p. 34), and we return to this below. 

The IMF write that ‘Macroeconomic stability in the United Kingdom remains remarkable. 

Over the past decade, the growth of real GDP per capita has been strong and stable. 

Unemployment and inflation have been low, and the current account deficit has been 

moderate. This impressive record owes much to good macroeconomic, financial, and 

structural policies, underpinned by sound policy frameworks and supported by a generally 

favorable external environment’ (United Kingdom—2005 Article IV Consultation 

Concluding Statement of the IMF Mission p.1, emphasis in original).2

The rest of the paper attempts to evaluate the contribution of macroeconomic policy to this 

performance, and specifically whether the policy regime introduced by the incoming Labour 

government in 1997 has made a major contribution. 

3. Fiscal policy 

The Chancellor’s Budget of March 2006 provides a recent summary of government’s 

objectives and policy instruments. ‘This Budget describes the next steps the Government is 

taking to enhance its long term goals of: 

• maintaining macroeconomic stability, ensuring the fiscal rules are met and that inflation 

remains low; 

• raising the sustainable rate of productivity growth, through reforms that promote 

enterprise and competition, enhance flexibility and promote science, innovation and skills; 

• providing employment opportunity for all, by promoting a flexible labour market which 

sustains a higher proportion of people in employment than ever before; 

• ensuring fairness, by providing security for people when they need it, tackling child and 

pensioner poverty, providing opportunity for all children and young people and delivering 

security for all in retirement; 

• delivering world-class public services, with extra investment alongside efficiency, reform 

and results; and 

• addressing environmental challenges, such as climate change and the need for energy 

efficiency in response to rising oil prices.’ (Treasury 2006, p.3, emphasis in original) 

The six goals highlighted here provide a good summary of the objectives of the government 

as they see them, and in this paper we pay particular attention to the first, third and fourth 

ones listed. 
                                                 
2 http://www.imf.org/external/np/ms/2005/121905.htm : accessed 23.12.2005 
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It boosts that ‘despite this [world] slowdown, the Government’s macroeconomic framework 

has continued to deliver the UK’s longest period of sustained and stable economic growth 

since records began fifty years ago. UK GDP has now expanded for 53 consecutive quarters. 

Moreover, the current economic expansion has now persisted for well over twice as long as 

the duration of the previous period of unbroken growth.’ (Treasury, 2005, p.3), and now 54 

quarters (Treasury, 2006, p.4). The operation of fiscal policy has been subject throughout the 

period to the operation of:   

‘the golden rule -  on average over the economic cycle, the Government will borrow only to 

invest and not to fund current spending; and, 

-    the sustainable investment rule – the public sector net debt as a proportion of GDP will be 

held over the economic cycle at a stable and prudent level’ (Treasury, 1999, p. 19). 

‘The Government's primary objective for fiscal policy is to ensure sound public finances in 

the medium term. This means maintaining public sector net debt at a low and sustainable 

level. To meet the sustainable investment rule with confidence, net debt will be maintained 

below 40 per cent of GDP in each and every year of the current economic cycle.’ (Treasury, 

2005). This refers to public sector net debt: the figure calculated according to the Maastricht 

Treaty rules is around 6 to 7 per cent of GDP higher than 40 per cent.  

In the ‘golden rule’ itself nothing is said on the extent of public investment and hence of the 

extent of borrowing). But it is well-known that an overall budget deficit to GDP ratio (d) 

would lead to debt to GDP ratio (b) stabilising at: b = d/g, where g  is the nominal growth 

rate. Hence with a nominal growth rate of around 5 per cent (real growth of 2.5 per cent, 

inflation of 2.5 per cent say), a 40 per cent debt to GDP ratio would be consistent with a 2 per 

cent average budget deficit.  

These fiscal rules are significantly less restrictive than those imposed on euro area 

governments by the Stability and Growth Pact (SGP). An overall budget deficit of the order 

of 2 per cent of GDP as compared with the balanced budget or small surplus envisaged in the 

SGP. Further there is no upper limit placed on the size of budget deficit during a recession. 

As an aside it can be noted that the UK has been criticised by the EC for exceeding the 3 per 

cent figure. For example, ‘The European commission will next week raise the chancellor's 

hackles by setting the Treasury a deadline of just 15 months to bring the government's budget 

deficit under control in a fresh row over Britain's deteriorating public finances. …The strict 

deadline for bringing the deficit below the 3% limit set by the Maastricht treaty will be 

adopted by the commission on Wednesday. Brussels no longer believes the government's 

“excessive” spending and borrowing is temporary. According to a draft recommendation 
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circulating yesterday, “the UK authorities should put an end to the present excessive deficit 

situation as soon as possible and by financial year 2006-2007 at the latest”. Britain, formerly 

hailed by the commission as a model of sustained growth and sound finances, is now being 

placed in the same camp as France and Germany, with the deficit expected to breach the 3% 

limit for four years in a row. … 

The commission estimates that the deficit, which was 3.3% of GDP in 2003 and 3.2% in 

2004, will have risen to 3.4% last year and will be 3.3% in 2006. It will decline to 3% in 

2007, but still be above the Maastricht ceiling. … 

The Treasury disputes the commission's estimates, arguing that the chancellor remains on 

course to meet his “golden rule” over the economic cycle and that Britain has below-average 

levels of debt and deficit, with the bulk of increased borrowing designed for investment.’ 

(Gow, 2006). 

The OECD have commented that ‘Over the past few years, fiscal policy has moved from a 

significantly expansionary to a slightly contractionary stance. Nevertheless, the general 

government deficit, on a Maastricht basis, continues to exceed 3% of GDP and only a very 

gradual narrowing in the cyclically-adjusted deficit is expected by the OECD, so additional 

revenue or expenditure measures would be needed to reduce the deficit more quickly. In 

comparison, the official budget projections suggest that the deficit will narrow more rapidly, 

thanks to faster growth in corporate tax revenues than projected by the OECD. The 

government also estimates the cyclically-adjusted current budget deficit to be smaller than 

that of the OECD due to a larger output gap estimate. Whether or not the government meets 

the golden rule fiscal objective depends heavily on output gap estimates as well as on the 

dating of the business cycle, both of which are uncertain and vulnerable to data revisions. In 

the medium to longer-term, ageing-related spending pressures may point to the need for 

further fiscal consolidation combined with structural changes to the pension/benefit system.’ 

(OECD, 2006, p.119) 

The magic 3 per cent figure (of the Stability and Growth Pact) has been exceeded and at a 

time when the economy is relatively buoyant, though the output gap figures of the UK 

Treasury (as illustrated in Figure 1) suggest that the economy is currently at the trough of the 

cycle. The OECD’s measure of the output gap for the UK for 2005 is -0.5 per cent and 

forecast gap for 2006 of -0.8 per cent (OECD, 2006).  

It can first be noted that there is a notion here of a regular(ish) business cycle, and although it 

is not anywhere spelt out it would seem that the expectation is of a cycle of the order of 4 to 8 

years in length. It can be seen that the ‘golden rule’ seeks to build in the notion of a balanced 
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current budget position over the business cycle, which runs counter to the precepts of 

‘functional finance’ which ‘rejects completely the traditional doctrines of “sound finance” 

and the principle of trying to balance the budget over a solar year or any other arbitrary 

period’ (Lerner, 1943, p.355). There is a sense of viewing fiscal policy in passive terms as an 

‘automatic stabiliser’, with budget surpluses emerging during the upswing and deficits in the 

downswing. Cyclically adjusted budget deficits are regularly calculated on such a basis in 

that adjustments are made to the actual budget deficit to allow for the effects on public 

expenditure and tax revenues of the difference between the actual level of economic activity 

and that, which would occur at a specified level of activity.  One matter, which is not clearly 

laid out, is what is perceived to be the mechanism underlying the business cycle. If the cycle 

were driven by government expenditure, then deficits would appear in the upswing, and 

hence it must be presumed that the cycle is perceived to be driven by swings in private 

expenditure. The old-fashioned Keynesian style explanation would come from an accelerator-

multiplier type mechanism whereby the business cycle would be driven by investment 

demand. From the equation of G – T = S – I + M – X, fluctuations in investment (I) would 

impact on the budget position such that high levels of investment and low levels of savings 

would be associated with budget surpluses.  

Table 2 near here 

The Chancellor has recently argued that ‘The Budget 2006 projections for the public finances 

are broadly in line with the 2005 Pre-Budget Report and show that the Government is 

meeting its strict fiscal rules: 

• the current budget shows an average surplus as a percentage of GDP over the current 

economic cycle, even using cautious assumptions, ensuring the Government is meeting the 

golden rule. Beyond the end of the current cycle, the current budget moves clearly into 

surplus including, by the end of the projection period, the cyclically-adjusted current budget 

in the cautious case; and 

• public sector net debt is projected to remain low and stable over the forecast period, 

stabilising at a level below the 40 per cent ceiling set in the sustainable investment rule.’ 

(Treasury, 2006, p.3) 

From Table 2, it can be noticed that the current budget is projected to return to surplus from 

2008/09 onwards. This return to surplus is based on two crucial assumptions. On the revenue 

side, tax receipts rise relative to GDP by around 2 percentage points between 2004/05 and 

2006/07 and thereafter a rise by 0.5 per cent through to 2010/11. On the expenditure side, it is 

based on real public expenditure rising at 1.9 per cent per annum from 2008/09 onwards, 
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significantly below the trend rate of GDP growth (cf. Treasury 2005, p.213). The source of 

the revenue rises is not increased tax rates and comes from an assumed buoyancy of 

corporation tax and the success of anti-avoidance measures. The expenditure side suggests an 

intended squeeze, particularly when compared with the recent rises in public expenditure. 

Figure 1 near here 

Figure 1 [chart 2.5] indicates the presumed nature of the current business cycle, namely that 

(as measured by output gap), the cycle began during 1997/98, peaked during 2000/01 with a 

negative output gap from 2001/02 onwards, with an upswing forecasted for the next two to 

three years, with the output gap forecast to end in 2008/09. The forecast effects on the 

(current) budget deficit are shown in Figure 2 [Chart 2.6], with the reduction of the output 

gap bringing the current budget position back into surplus such that broadly over the cycle 

from 1997/98 to 2008/09 the current budget position will have been in broad balance. 

Figure 2 near here 

‘Some slowdown is, however, to be welcomed, given signs of capacity constraints. OECD 

measures of the output gap, as well as those based on survey evidence, suggest the economy 

is operating at, or slightly above, capacity …; however, the government’s view is that the 

economy retains some slack.’ (OECD, 2005, p.26). 

There has been much recent debate as to whether the ‘golden rule’ has been met and whether 

the present size of budget deficit at over 3 per cent of GDP is consistent with the future 

achievement of meeting the ‘golden rule’. The argument is over how the budget deficits 

should be cumulated (e.g. in nominal or real terms and then summed, in percentage terms). 

More significantly has been the issue of the dating of the business cycle. ‘If the deficit were 

not to improve in line with the official forecast, then adjustments to current plans may be 

needed to ensure that the Government meets its own fiscal rules. Meeting the government’s 

“golden rule” – that over the course of the cycle the public sector should only borrow to 

invest – depends on the timing of the cycle. Following substantial revisions to national 

accounts data the Treasury recently revised its judgment regarding the beginning of the 

current economic cycle; it now judges that the cycle began in the first half of 1997 rather than 

in mid-1999 …. Combining fiscal years 1997 and 1998 the government current budget was in 

surplus by the equivalent of 1% of GDP. If the cycle is judged to finish at the end of 2005 as 

assumed by the Treasury, then on OECD projections the average current balance over the 

cycle will be close to zero by the end of fiscal year 2005 …. On the other hand, if the current 

cycle has already finished (as suggested by OECD calculations) then the golden rule has 

already been met.’ (OECD, 2005, p.30). 
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‘Given that the margin by which the golden rule will be achieved (or not) over the past cycle 

is likely to be small, a binary “success” or “failure” judgement seems inappropriate. A more 

important implication of the OECD projections is that the persistence of a deficit on the 

current balance of around 1% of GDP suggests that action will be needed to avoid 

substantially missing the golden rule over the next cycle, as well as to significantly reduce the 

overall government deficit below 3% of GDP.’ (OECD, 2005, p.31) 

The historic record on budget deficits and debt is given in Table 3. It can be readily seen that 

budget surpluses accrued in the early years of the Labour government under the impact of 

restraints on government expenditure, falling savings and booming investment.  

Table 3 near here 

Given the extent of the budget surpluses in the early years, the ‘golden rule’ has so far had 

little constraining effect on the operation of fiscal policy. However, from the present position 

that would no longer appear to hold.  

The Private Finance Initiative (PFI) has been given a substantial role in stimulating public 

investment For example, Paul Boateng, then Financial Secretary to the Treasury argued that 

‘for the future we plan 100 new hospital schemes - including 26 new PFI hospitals to be up 

and running by mid 2005 - eight already up and running, 15 more at various stages of 

construction. An investment in our nations health that would not have been possible without 

finance from the private sector’ (Boateng 2001). We have discussed elsewhere (Sawyer, 

2003, 2005) the desirability or otherwise of the PFI, and specifically pointed to the spurious 

nature of the argument that PFI increases public investment. Here, we focus on its 

implications for the budget deficit and public debt. The PFI in effect replaces expenditure 

financed by debt with the consequent future interest payments by expenditure undertaken by 

private firms for which they are repaid by leasing agreements over a period of up to 30 years. 

At the time at which the investment in capital equipment is undertaken by a private firm, 

there is no public expenditure incurred, but rather the future stream of public expenditure is 

increased (by the leasing and management charges). The overall effect of a move from 

‘traditional’ public sector investment to PFI is to increase public expenditure over the life 

time of the project (essentially because the implicit cost of finance under PFI is higher than 

the cost under ‘traditional’ financing through sale of bonds) and to understate the scale of 

public liabilities. The obligation to make future payments (for leasing, maintenance etc.) 

under PFI is a liability of the public sector and as such should be included in the public debt 

(as it would be in a comparable situation in the private sector). The outstanding obligation 

under PFI as of December 2005 amounted to £143.6 billion, and applying a real rate of 
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discount of 2 (3) per cent amounts to a debt of £117.5 billion (107.2 billion)3. The public 

sector net debt position at the end of 2004/05 was £416.7 billion. The inclusion of PFI would 

then raise the public debt position by the order of one quarter and put the debt to GDP ratio 

closer to 50 per cent (and under the Maastricht Treaty definitions around 5 plus per cent). The 

use of the PFI has fluctuated but generally reduced the budget deficit by the order of 0.3 per 

cent of GDP. Over the next few years the estimated payments under PFI contracts rise from 

£6.4 billion in 2005-06 to £7.2 billion in 2010-11, which is of the order of 0.5 per cent of 

GDP. 

It can be seen from above that the net debt position is currently around 36 per cent of GDP 

and is projected to rise toward 38 per cent over the next few years, against a ceiling of 40 per 

cent. The inclusion of an allowance for the debt obligations under PFI would take the 

outstanding debt position well over 40 per cent. 

Fiscal policy has been operated since 1997 in a clear framework with an underlying view that 

fiscal policy should be operated subject to constraints on budget deficits, and specifically the 

current budget position balanced over the cycle. The close-to-achievement of the ‘golden 

rule’ owes much to the surpluses generated in the late 1990s by the investment boom and 

lower savings, to reduction in nominal interest rates lowering interest payments on public 

debt, to use of the PFI and to the re-dating of the cycle.  

4. Monetary policy  

The first economic decision of the incoming government was on monetary policy in the form 

of moving interest rate decisions from the Treasury to the Bank of England. Monetary policy 

is now operated by an ‘independent’ Bank of England (strictly the Monetary Policy 

Committee) with the objective of achieving an inflation target. Initially the target was cast in 

terms of the retail price index at 2.5 per cent +/- 1 per cent, and later the HICP was used and 

the central figure modified to 2 per cent. There would seem to be two sets of reasons for this 

decision. First, it could be seen as a ‘signal’ that the incoming government gave the control of 

inflation as its first priority, seeking to assure the City and financial markets that rising 

inflation would not be a problem (in contrast with the previous period of Labour 

government). Second, acceptance of the arguments for an ‘independent central bank’ in terms 

of the enhanced credibility of such institutional arrangements with favourable impacts on 

inflationary expectations through the perception of greater commitment to low inflation.  

Figure 3 near here 
                                                 
3 Calculated from Treasury, 2005a, Table B25 
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The inflation record can be seen from Table 1 and also from Figure 3. The immediate 

impression could be that the policy has been successful in the sense that inflation has 

remained within the target range throughout the period (in contrast, for example, with the 

record of the ECB where inflation in the euro area has persistently exceeded, albeit by a 

relatively small margin, the inflation target range). But two further features stand out from 

Figure 3. First, inflation over the period since 1997 has been rather similar to inflation after 

1992. This conforms to a more general finding that the inflation record of countries adopting 

inflation targeting (which the UK policy since 1997 has been) is rather similar to those, which 

do not adopt inflation targeting (see Arestis and Sawyer 2005). Second, one significant 

feature of the post-1997 situation is the fall in the expectations of inflation (as compared with 

1992-1997)4. The achievement of lower inflation is then much enhanced by these lower 

inflationary expectations. 

A quick look at Table 3 suggests that within a general climate of low inflation, the UK’s 

inflation record since 1997 (on the HICP measure) has been similar to, and perhaps a little 

better than, inflation in USA and euro area. However, Table 4 suggests that nominal interest 

rates in the UK have been consistently higher than in the USA and euro area over that period 

(and real interest rates even more so).  

Tables 4 and 5 near here 

Figure 4 near here 

A major reason for doubting that monetary policy and how it is conducted has much impact 

on the rate of inflation (and more generally on the macroeconomy) comes from the results of 

simulation exercises undertaken on macroeconometric models. A recent illustration of this 

comes from the Bank of England’s new macroeconometric model. Figure 4 is reproduced 

from Bank of England (2005) and illustrates the effects of a 1 per cent increase in nominal 

interest rates held for a year (and then with interest rate policy following a simple Taylor’s 

rule). The small effect on inflation (maximum decline in inflation of 0.3 per cent) is evident. 

This result is in line with other finding, which we have surveyed in Arestis and Sawyer 

(2004). This conclusion may be modified by the reflection that ‘The simulation shown in 

Figure [4] is based on the assumption that the unexpected change in interest rates does not 

affect agents’ long-run inflation expectations. But the response of the economy to a change in 

                                                 
4 It can be observed from the inflationary expectations survey conducted by Barclays Capital that the 

inflationary expectations of the public have not declined to the same degree. For example, in the first quarter of 

2005, the average expected rate of inflation of the public was 3.7 per cent. 
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interest rates depends on the credibility of the inflation target. In particular, as inflation 

expectations become more firmly anchored around the inflation target – the target becomes 

more credible – a change in the short-term interest rate is likely to have less impact.’ (Bank of 

England, 2005, p.131). This can be linked with the argument that the success of monetary 

policy with an ‘independent’ Central Bank comes from the creditability in the achievement of 

low inflation, the belief that the authorities will and do act to restrain inflation and the 

favourable impact which these have on inflationary expectations. Figures along the lines of 

Figure 4 can be produced to support this argument. 

At one level, monetary policy over the past nine years could be judged a success in that it was 

set a single objective in terms of a target rate of inflation, and the actual rate of inflation has 

been within the permitted +/- 1 per cent of the target throughout the period. In this regard, the 

Bank of England’s track record is clearly superior to that of the ECB where inflation in the 

eurozone has often been above the 2 per cent upper limit set for inflation. Clearly the 

question is whether the conduct of monetary policy and its institutional framework can take 

the credit for that achievement, and to answer that question would require the setting of some 

counter-factual episode of what would have happened under some other form of policy. We 

are not able to construct that counter-factual but offer the following comments. The 

inflationary climate (as illustrated in Table 4) has been favourable, particularly when 

compared with the climate in the 1970s and 1980s. Most countries have experienced low 

inflation, and this does not appear to be related to the institutional arrangements (and 

specifically when a country has adopted inflation targeting, see Arestis and Sawyer, 2005). 

The effects of interest rates on inflation, as discussed above, appear small, and the effects of 

say a ¼ per cent change in interest rates (which has been the typical change) would be 

miniscule. The policy regime change in 1997 inherited a benign inflationary climate (cf. 

Table 4), and it may have helped to consolidate low inflationary expectations, which in turn 

fostered lower inflation.  

5. The (un)employment record 

Table 1 has indicated the continuous fall in unemployment from 1991 to 2005. The rate of 

unemployment on the basis of the unemployment benefit claimant count in 2004 at 2 ¾ per 

cent was lower than at anytime since 1974. The figures on unemployment on the ILO 

definition of those actively seeking work were not quite so impressive, but had fallen below 5 

per cent in 2004 though with a subsequent rise. In their report on the UK, the OECD wrote 

that ‘[i]n international comparison labour utilisation rates are high, with activity rates only 

clearly exceeded by a small number of Nordic countries where female participation is 

12 



particularly high. However, while the unemployment rate has fallen to its lowest level in 

three decades and by nearly 7 percentage points from a peak in the mid-1980s, there has been 

little fall in the inactivity rate (Figure [5]). Indeed, while the activity rate of women has risen 

substantially, the male inactivity rate has shown a consistent upward trend accompanied by a 

similar rise in men reporting long-term sickness or disability as the main reason for inactivity. 

In 1980 the number claiming disability-related benefits was less than the number claiming 

unemployment benefit, whereas currently the former are three and half times as great. While 

increasing numbers on disability-related benefits is common in many OECD countries, the 

United Kingdom stands out as having a relatively high concentration of disability among 

prime-age males.’ (OECD 2005, p.39) 

Figure 5 near here 

Table 6 near here 

‘Seven per cent of the 25-54-year-old men are now inactive outside the labour market, many 

more than three decades ago. Solid growth since the late 1990s has brought down 

unemployment but not inactivity, with 2½ million currently claiming incapacity benefit.’ 

(OECD 2005, p. 99). Table 6 indicates recent trends in the number of recipients of incapacity 

benefits. The significance of the numbers receiving incapacity benefits arises from the 

general perception that one method used during the 1980s to keep down the figures on 

unemployment (based on the benefit claimant count) had been the encouragement of placing 

some of those without employment and with poor prospects of securing employment on the 

then form of incapacity benefits. It has also been argued that the proportion of people  

receiving incapacity benefits is higher in regions of higher unemployment. Both of these 

suggest that incapacity benefits can to some degree take the role of unemployment benefits, 

and that many (but by no means all) of those on incapacity benefits could be considered as 

‘hidden unemployed’.  

The record on unemployment appears laudable. We would argue that full consideration does 

though need to be given to the measurement of unemployment, and that there is at least a case 

for considering perhaps half of those receiving incapacity benefits as ‘hidden unemployed’. 

The doubling of those receiving incapacity benefits since the mid 1980s is unlikely to reflect 

a worsening health situation in the UK, though it clearly could reflect a more relaxed 

approach to the award of such benefits (e.g. application of less stringent medical tests). 

Particularly when regard is given to the inactivity rate (as mentioned above) the record on 

unemployment is not quite so good.  
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A particular important question is why did unemployment (as recorded) fall continuously 

from 1993 to 2004 (with some upward movement in the past 15 months). The two competing 

explanations would be the aggregate demand one and labour market ‘reforms’ and increased 

‘flexibility’. We could first note the lack of cross-country correlation between labour market 

‘flexibility’ and unemployment (see, e.g. Baker et al., 2004). Indeed, we may generalize the 

argument by referring to more recent evidence on the degree of labour market flexibility in 

Europe and economic performance. A recent OECD study (Brandt, Burniaux, and Duval, 

2005), makes the point vividly. In Table 7 we cite the degree of labour market reforms 

(score) and the ranking in view of the score, in a number of European countries. Given the 

UK’s economic success, perhaps at the top of this group of countries, its 11th position in so 

far as labour market reforms does not sit comfortably with the argument that the two are so 

strongly correlated if at all! Moreover, Germany and Italy, to take another obvious example, 

with their relatively high position in Table 7 cannot claim much of an economic performance 

recently. We can also note that the decline in unemployment is consistent with what was 

happening to demand in that there were no marked changes in productivity growth. There are 

also specific episodes, notably in the recent years, when the rise in employment can be 

clearly linked with expansion in public sector demand for labour. 

Table 7 near here 

6. Income distribution and poverty 

The policy towards the redistribution of income has sometimes been described as the ‘policy, 

which dare not speak its name’. The previous Labour government had emphasised the 

redistribution of income, reflected in ‘squeezing the rich until the pips squeak’ (Denis 

Healey), the establishment of a standing Royal Commission on the Distribution of Income 

and Wealth and the manner in which incomes policies were constructed and the introduction 

of the Equal Pay Acts. In the intervening period, the inequality of the distributions of income, 

of earnings and of wealth as well as the extent of poverty had increased substantially, 

particularly during the period the Thatcher government 1979 to 1990. Although it has not 

been a policy which has been trumpeted by the Labour government, there have been two sets 

of measures which have been specifically targeted to the redistribution of income. First, the 

introduction of a minimum wage. Second, the adoption of a target for the reduction of 

poverty, specifically amongst children, and the pursuit of a range of fiscal measures such as 

raising child benefits, introduction of working families tax credits. ‘Reducing poverty 

amongst pensioners and families with children has formed an important part of the Labour 
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government’s agenda, particularly during its second term in office.’ (Brewer, Goodman, 

Shaw and Shephard 2005, p.14).  

The national minimum wage (NMW) was brought into effect in April 1999, and the rates for 

the minimum wage are given in Table 8. The adult NMW has tended to be around 85 per cent 

of the earnings of the lowest decile. It is estimated that ‘since April 2004, 1.1 million jobs 

have directly benefited from the 2004 upratings but crucially many more may have received 

the benefit of an anticipatory wage increase before April’ (Low Pay Commission, 2005, 

p.15). The NMW has been fairly effective with ‘ONS data show[ing] that some workers are 

being paid below the minimum wage. The Annual Survey of Hours and Earnings (ASHE) 

estimates for April 2004 show that 272,000 jobs were held by people aged 18 or over with 

hourly pay below the appropriate National Minimum Wage. This represents 1.1 per cent of 

the total number of UK jobs.’ But ‘the figures should not be used to calculate the number of 

workers being denied their legal right to the minimum wage. Some workers may legitimately 

be paid below the minimum wage and it is not possible to tell from the data whether an 

individual is entitled to the minimum wage.’ (Low Pay Commission, 2005, p.13). It is widely 

accepted that any effects on employment have been minimal. ‘Overall, employment has 

increased among the groups of workers and in the sectors most affected by the National 

Minimum Wage. The main exceptions to this have been agriculture and the textiles, clothing 

and footwear sectors (the decline is a long-term trend attributable mainly to external factors) 

and young workers. … But commissioned independent research found minimal negative 

impact of the minimum wage on employment.’ (Low Pay Commission, 2005, p.xii). 

Table 8 near here 

The recent trend in the distribution of earnings is summarised in Table 9. The only detectable 

change in that distribution is the increase in the earnings of the top 10 per cent (relative to the 

median). The minimum wage at best raised the earnings of the bottom 10 per cent by 1 

percentage point relative to the median with a relative wage increase for the bottom 10 per 

cent of the order of 2 per cent.  

Table 9 near here 

The recent trend in overall poverty is illustrated in Table 10. The increase in poverty under 

the Thatcher government is indicated, but of more concern here is that the extent of poverty 

has basically not moved since 1996/97, and as with the distribution of earnings, there has 

been no over turning of the increases in inequality under the Thatcher government. This fits 

with the conclusion that ‘despite a large package of redistributive measures, the net effect 
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after seven years of Labour government is to leave inequality effectively unchanged.’ 

(Brewer, Goodman, Shaw and Shephard, 2005, p.1)  

Table 10 near here 

However, ‘relative poverty has fallen amongst pensioners and children under Labour. In 

2003–04, there were 700,000 fewer children in poverty than in 1996–97 on one of the 

government’s most commonly used poverty measures, cutting the proportion of children in 

poverty from 33% to 28%. On the same measure, there were also about 800,000 fewer poor 

pensioners in 2003–04 than in 1996–97, cutting the proportion in poverty from 28% to 20%. 

By contrast, poverty has risen slightly amongst working-age adults without children. 

The government has a target for child poverty in 2004–05 to be one-quarter lower than its 

1998–99 level, on two different poverty measures. Sampling error means that little can be 

inferred with certainty from a single year’s data, but the likelihood that the government will 

hit its targets seems a little lower now than it was a year ago. Measured before housing costs, 

child poverty should probably fall to levels close to the government’s target. But measured 

after housing costs, even additional spending on tax credits in 2004–05 and the ironing-out of 

administrative problems in their delivery do not alone seem sufficient for child poverty to 

meet its target.’ (Brewer, Goodman, Shaw and Shephard, 2005, p.1) 

Table 11 reports some results of seeking to simulating the effects of policy changes on 

poverty. Table 11 indicates (cf. lines 2 and 3 with line 1) that the policy changes have 

reduced overall poverty by the order of 20 per cent (slightly less using BHC, before housing 

costs, rather more using AHC, after housing costs). The reductions in poverty, not 

surprisingly given the nature of the policy changes, have been focused amongst children and 

people of pension age. 

Table 11 near here 

Table 12 indicates how the growth of real income was concentrated on the richest under the 

Thatcher government, and the tendency for growth to be evenly spread under Blair with the 

poorest tending to gain during Blair’s second term.  

Table 12 near here 

We would suggest two conclusions come from the figures presented above. First, the Labour 

government has achieved very little in reversing the dramatic rise in equality which took 

place under the preceding Conservative government, when the UK went from being one of 

the less unequal industrialised economies to being one of the most unequal. This is one 

important area (amongst many) where it could be said there is a consensus between political 

parties, that is the overall level of inequality is acceptable and that the post-war consensus 
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which pushed in the direction of lowering inequality and certainly involved a much lower 

level of inequality than currently exists has once again been broken.  

Second, that there has been some success in reducing poverty and implementing a national 

minimum wage. At first sight this conclusion may appear at odds with the previous one. But a 

significant reduction in the numbers recorded as poor can be achieved at rather low cost. 

Consider, for example, a poverty line set at 60 per cent of median income. Those who are 

poor on that basis will often fairly close to but of course below the poverty line : to illustrate 

consider a group amounting to 5 per cent of the population who are on 55 per cent of median 

income. Raising that group out of poverty could be achieved with a targeted increase 

equivalent to 5 per cent of median income, though it would raise their income by over 9 per 

cent. Eliminating poverty of that group would require a transfer of income equivalent to less 

than 0.25 per cent of national income (the transfer would be equivalent to 0.25 per cent of 

median income per household, and mean income is significantly greater than median 

income).  

7. The lucky chancellor ? 

There are at least two ways in which ‘luck’ can be considered. The first is whether a 

combination of the inherited economic conditions and the general world economic climate is 

favourable. In terms of inflation that has clearly been the case. The inherited economic 

conditions (cf. Table 1) were generally good and rather better than the conditions, which 

previous Labour governments had inherited. The investment boom of the late 1990s was a 

further favourable factor. 

The second is whether policy decisions taken for essentially political reasons have turned out 

to be good economic decisions. An example of the reverse situation from a previous Labour 

government comes to mind. The Labour Party rather unexpectedly formed a government in 

March 1974, and came into power with a commitment to increase public expenditure and 

with an inherited commitment on indexing wages. In the immediately aftermath of the sharp 

oil price increases in late 1973 these may well have been inappropriate policies. The new 

Labour government came into office with a commitment to maintain the previous 

Conservative government’s spending plans for the coming two years, even though those 

spending plans were very tight. It is likely that the Conservative government would not have 

kept to those spending plans if they had continued in office. The effects of restraining public 

expenditure in macroeconomic terms depends on the buoyancy of private expenditure, and 

we will argue below that Brown was fortunate in that the restraints on public expenditure did 
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arise when private expenditure was booming. In a similar vein but in the opposite direction, 

public expenditure, particularly on education and health was boosted from 2001 onwards.  

It can be seen from Tables 13 and 14 that there was a substantial squeeze on public 

expenditure in the second half of the 1990s. Total expenditure (last column of Table 13) 

indicates a fall in the ratio of public expenditure to GDP from 42.3 per cent in 1995/96 to 

37.0 per cent in 1999/2000. The slow annual growth (and indeed decline in 1997) of public 

expenditure on goods and services is clear in Table 14.  

Tables 13 and 14 near here 

Exports and investment expenditure could be seen as having maintained the expansion of 

final expenditure. Some more detailed figures on investment are given in Table 15.  

Table 15 near here 

The fall in the household savings ratio (cf. Table 16) has also been instrumental in 

maintaining the expansion of expenditure, which raises questions on the future expansion of 

consumer expenditure. 

Table 16 near here 

The growth of exports is noteworthy as it was taking place against the background of rising 

exchange rate (cf. table 17). When the growth of investment and exports was particularly low 

in 2002 and 2003, those years saw the highest rates of growth of public expenditure in the 

past 15 years.  

Table 17 near here 

‘An expansionary fiscal policy has been an important factor supporting demand since the 

global downturn; between 2000 and 2004 the cyclically-adjusted balance declined by 4½ per 

cent of GDP, which was only exceeded by the United States. Over the same period over half 

of new jobs have been created in the public sector, which has experienced average 

employment growth of 2% per annum (about six times the growth rate in private sector 

employment).’ (OECD, 2005, pp. 29-30). 

Our general argument here is that Brown has been a lucky Chancellor in two related ways. 

First, whilst the varying growth rates of public expenditure have been driven by some 

political imperatives, they have been complemented by the varying growth rates of private 

expenditure. When the growth of public expenditure was restrained (as in the early years in 

office), investment and consumer expenditure were particularly buoyant. When public 

expenditure growth speeded up, this came at a time when private expenditure was slowing.. 

Second, fiscal policy rules were set (as detailed above) which appeared to place significant 

constraints on the size of budget deficits. However, in the outturn there does not seem to have 
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been an effective constraint on the fiscal deficit as compared with what would be required to 

sustain a high level of employment. The budget deficits in 2004 and 2005 were at levels 

(relative to GDP) comparable to those of the 1980s and were only low by comparison with 

the figures of the early 1990s. From a ‘functional finance’ perspective the appropriate budget 

deficit is one, which supports the highest achievable level of demand. On occasions (perhaps 

in the late 1990s) when investment expenditure is high and savings low, then a budget surplus 

can arise (and be appropriate). The large swings in the net savings position of the private 

sector are clear from Table 18, accompanying the large swings in the budget position. The 

test for the ‘golden rule’ is likely to come over the next few years. Starting from the present 

position of a budget deficit exceeding 3 per cent of GDP with output gap close to zero 

suggests that over the whole of a cycle with the present fiscal stance the budget deficit would 

average close to 3 per cent, and significantly away from zero. Further, any significant slow 

down in economic activity would lead to substantial increases in the budget deficit. A budget 

deficit position compatible with the ‘golden rule’ would require some combination of rise in 

investment, fall in domestic savings, or improvement in the current account.  

Table 18 near here 

We could also add that there has been a third way in which the Chancellor has been lucky – 

the UK has not been a member of the euro area. If the UK had been, then monetary policy 

would have been conducted in a less transparent manner. But more significantly the Stability 

and Growth Pact would have been in operation, and the UK would clearly have broken the 

budget deficit rules of the SGP. It could, of course, be argued that since France and Germany 

similarly ran budget deficits outside of the rules and no effective action was taken against 

them – though they were censured, and a smaller country Portugal was forced to cut public 

expenditure with a consequent rise in unemployment.  

The UK would have probably gone through a similar experience. However, at the same time, 

the UK would have gone through a round of embarrassing pressures to lower the budget 

deficit, without at the same time the independent Bank of England being able to help in any 

way whatsoever. Evidence of the argument advanced here is the current demand by the 

European Commissioner of the UK Chancellor, Gordon Brown, to breach the UK deficit 

below the 3% SGP limit (believed to be 3.4%). This despite the UK Treasury insistence that 

‘This year we expect to have a treaty deficit of 3%, falling to 2.7% next year, and down to 

1.5% by 2010’, and that ‘The UK continues to have the lowest average debts and deficits of 

any other major European economy’; also “We make no apologies for investing in vital 

public services’ (reported in the Guardian, 12 January, 2006). Despite the UK deficit being 
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less worrying for the European Commissioner (12 countries out of 25 in the European Union, 

and a number of them members of the euro area, are now running deficits in excess of the 3% 

of GDP limit), the UK is now considered as having ‘excessive deficit’ and will asked to 

correct it. Such directives would not be applied in the case of Germany and Italy, which 

although have higher deficits these are now justified by the new SGP rules. 

8. Conclusions 

We have argued in this paper that the NICE period in the UK might be due to luck rather than 

to the effectiveness of the economic policies pursued over the period. In any case, there are 

serious problems looming on the horizon. The main force behind the economic growth since 

1997 has been aggregate demand, and consumer spending in particular; its faltering in 2005 

is the main reason of the current slowdown (GDP growth is expected to be 1.75% for 2005 as 

opposed to a trend GDP of over 2.50%). The rise in consumer spending, however, has been 

responsible for the unparalleled expansion in consumer debt at the back of a boom in house 

prices. This development contains the seeds of a potentially serious downturn should interest 

rates increase sharply. The budget deficit and the current account of the balance of payments 

deficit are evident. This is actually a familiar story for the US (where the current account 

deficit reached $800bn or 7% of GDP, easily financed by over $2bn per day flows from the 

rest of the world from both the public and private sectors), with one difference. The growth of 

output per hour is on a downward direction in the UK and in the rest of Europe for that 

matter. The US is on an upward productivity growth. The recent UK experience differs from 

the rest of Europe where there are signs of a recovery without at balance-of-payments 

problems, but with high unemployment rates, which are evident for some time now. 
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Table 1 : Summary macroeconomic data 

 

 Growth rate Inflation rate Unemployment 
(claimant count)

Unemployment (ILO) 

1992 0.28 3.76 9.18  

1993 2.43 1.57 9.80 10.38 

1994 4.41 2.49 8.88 9.50 

1995 2.85 3.41 7.63 8.63 

1996 2.73 2.41 6.95 8.05 

1997 3.16 3.16 5.30 6.95 

1998 3.24 3.42 4.50 6.25 

1999 3.03 1.51 4.13 6.05 

2000 4.03 2.97 3.58 5.45 

2001 2.22 1.78 3.18 5.08 

2002 2.00 1.69 3.08 5.18 

2003 2.52 2.90 2.98 5.03 

2004 3.12 2.98 2.75 4.75 

2005 1.80 2.84 2.75 5.0 

 

Source: Calculated from Economic Trends Annual Supplement and Economic Trends June 

2006 
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Table 2: Meeting the fiscal rules 
 
Per cent of GDP 
Outturn Estimate Projections 
 2004-05  

 
2005-06  
 

2006-07  
 

2007-08  
 

2008-09  
 

2009-10  
 

2010-11 
 

Golden 
rule 
 

       

Surplus on 
current 
budget 

-1.6 -0.9 -0.1 0.0 0.5 0.7 0.8 

Average 
surplus 
since 
1997-1998 

0.2 0.1 0.0 0.0 0.1 0.1 0.2 

Cyclically-
adjusted 
surplus on 
current 
budget 

-1.3 -0.3 0.4 0.7 0.7 0.7 0.8 

Sustainable 
investment 
rule 
 

       

Public 
sector net 
debt 

35.0 36.4 37.5 38.1 38.3 38.4 38.4 

 
Debt at end March; GDP centred on end March. 
 
Source: Treasury (2006) 
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Table 3  Budget deficits 

All expressed as per cent of GDP 

 Public sector 
current 
budget  

Cyclically adjusted 
surplus on current 
budget 

Public sector 
net borrowing 

Cyclically adjusted 
public sector net 
borrowing 

1989/90 1.4 -1.4 -0.2 2.6 

1990/91 0.4 -1.2 1.0 2.6 

1991/92 -2.0 -1.5 3.8 3.3 

1992/93 -5.6 -3.6 7.6 5.6 

1993/94 -6.2 -4.1 7.8 5.6 

1994/95 -4.8 -3.5 6.3 4.9 

1995/96 -3.4 -2.7 4.8 4.0 

1996/97 -2.8 -2.3 3.5 3.1 

1997/98 -0.2 0.0 0.8 0.7 

1998/99 1.2 1.1 -0.4 -0.3 

1999/2000 2.2 1.9 -1.7 -1.4 

2000/01 2.2 1.6 -1.7 -1.0 

2001/02 1.0 0.8 0.0 0.2 

2002/03 -1.2 -0.8 2.3 1.9 

2003/04 -1.9 -1.4 3.1 2.7 

2004/05 -1.6 -1.3 3.3 3.0 

2005/06 
(estimate) 

-0.9 -.03 3.0 2.4 

 

Source : Treasury 2006 Tables 2.5 and C25 
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Table 4   Comparative inflation rates 

 

 UK USA euro area 

1991 7.5 4.2 1.8 

1992 4.2 3.0 4.6 

1993 2.5 3.0 4.0 

1994 2.0 2.6 3.2 

1995 2.7 2.8 2.9 

1996 2.5 2.9 2.4 

1997 1.8 2.3 1.7 

1998 1.6 1.5 1.2 

1999 1.3 2.2 1.2 

2000 0.8 3.4 2.2 

2001 1.2 2.8 2.5 

2002 1.3 1.6 2.3 

2003 1.4 2.3 2.1 

2004 1.3 2.7 2.1 

2005 2.0 3.4 2.2 

2006 
(forecast) 2.2 3.3 2.1 

 

Notes: HICP measure used 

Source: OECD Economic Outlook, June 2005 and June 2006 
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Table 5  Interest rates 

 

 UK USA euro area 

1991 11.5 5.9  

1992 9.6 3.8 11.2 

1993 5.9 3.2 8.6 

1994 5.5 4.7 6.3 

1995 6.7 6.0 6.5 

1996 6.0 5.4 4.8 

1997 6.8 5.7 4.3 

1998 7.3 5.5 3.9 

1999 5.4 5.4 3.0 

2000 6.1 6.5 4.4 

2001 5.0 3.7 4.3 

2002 4.0 1.8 3.3 

2003 3.7 1.2 2.3 

2004 4.6 1.6 2.1 

2005 4.7 3.5 2.2 

2006 
(forecast) 4.5 5.1 2.7 

 

Source: OECD Economic Outlook, June 2005 and June 2006 
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Table 6 

 Severe Disability and Invalidity Benefit Invalidity Benefit 

 Number  
(thousands) 

Percent of working  
age population  

Number  
(thousands)

Percent of working 
age population 

May 1997     

Claimants 2507.7 7.3 2192.8 6.4 

Beneficiaries 1887.6 5.5 1560.4 4.5 

February 2005     

Claimants 2638.4 7.4 2386.9 6.7 

Beneficiaries 1695.6 4.7 1444.8 4.0 

 

Source: Incapacity Benefit and Severe Disablement Allowance Tables from website of Office 

of National Statistics 
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Table 7 Europe Labour Market Reforms  
 

Country                      Score                    Rank    

 

Denmark                      29.3                            1 

Netherlands                 25.7                            2  

Finland                        25.0                            3 

Germany                     23.9                            4 

Italy                             21.7                            5 

Belgium                      21.4                            6 

Austria                        17.8                            8 

Ireland/Sweden           17.4                            9 

UK                              16.7                           11 

Portugal                       15.9                          12 

Norway                       15.2                           13 

Luxembourg               14.4                           15 

France                         14.5                           16 

Greece                         13.8                           17 

Spain                            10.5                         24 

 
Source: Brandt, Burniaux, Duval (2005) 
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Table 8 Level of national minimum wage 

 

Adult Rate  

(for workers aged 22+) 

Development Rate  

(for workers aged 18-21) 

16-17 Year Olds Rate* 

1 Apr 1999 £3.60 1 Apr 1999 £3.00 - - 

1 Oct 2000 £3.70 1 Oct 2000 £3.20 - - 

1 Oct 2001 £4.10 1 Oct 2001 £3.50 - - 

1 Oct 2002 £4.20 1 Oct 2002 £3.60 - - 

1 Oct 2003 £4.50 1 Oct 2003 £3.80 - - 

1 Oct 2004 £4.85 1 Oct 2004 £4.10 1 Oct 2004 £3.00 

1 Oct 2005 £5.05   1 Oct 2005 £4.25 1 Oct 2005 £3.00 

1 Oct 2006 £5.35   1 Oct 2006 £4.45 1 Oct 2006 tba 

 

Source: Low Pay Commission (2005) 
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Table 9 
 
Gross weekly earnings 1998 1999 2000 2001 2002 2003 2004 

Lowest decile relative to median 53.9 54.8 54.5 54.5 54.8 55.1 54.8

Lower quartile relative to median 71.1 71.8 71.5 71.3 71.4 71.3 71.2

Upper quartile relative to median 139.8 140.2 139.8 140.4 141.2 141.7 140.8

Upper decile relative to median 189.8 191.2 190.9 194.5 196.4 196.6 195.9
 
Source: Calculated from Patterns  of  Pay:  Results  of  the  Annual Survey of Hours and 
Earnings 1998 – 2004 By Clive Dobbs published by Office for National Statistics 
 
Earnings refer to those of full-time workers 
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Table 10  Recent changes in poverty 

  Percent below  
 50 per cent 60 per cent  

 
70 per cent

 of contemporary median income 
1979 5 12 21 

1987 7 17 26 

1996/97 10 18 27 

2003/04 9 17 26 

2004/05 9 16 25 

 

Source: Source: Department of Work and Pensions, Households Below Average Income 

2004/05 Table H1 

Note: figures before 1994/95 are from Family Expenditure Survey and cover United 

Kingdom: other figures from Family Resources Survey and cover Great Britain. Figures refer 

to proportion of individuals in poverty based on income before housing costs. 
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Table 11 

 
 
Source : Sutherland, Sefton and Piachaud (2003) 
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Table 12  

 
Source:  Brewer, Goodman, Shaw and Shephard (2005) 
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Table 13 Trends in public expenditure 

(all expressed as percent of GDP) 

 Public sector 

current expenditure 

Public sector net 

investment 

Public sector 

gross investment 

Total managed 

expenditure 

1989/90 35.7 1.2 4.0 39.7 

1990/91 36.1 1.4 3.9 40.0 

1991/92 38.4 1.8 3.9 42.3 

1992/93 40.2 2.0 3.9 44.2 

1993/94 40.0 1.6 3.4 43.4 

1994/95 39.7 1.5 3.3 43.0 

1995/96 39.1 1.4 3.2 42.3 

1996/97 38.3 0.7 2.3 40.6 

1997/98 36.8 0.6 2.1 38.9 

1998/99 35.8 0.8 2.2 37.9 

1999/2000 35.1 0.5 1.8 37.0 

2000/01 35.9 0.6 1.9 37.7 

2001/02 36.2 1.0 2.3 38.5 

2002/03 36.9 1.1 2.4 39.3 

2003/04 38.0 1.2 2.5 40.5 

2004/05 38.6 1.6 2.9 41.4 

 

Source : Treasury 2005, Table B31 
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Table 14  Growth of components of demand 

 

 Growth of 
consumer 
expenditure 

Growth of 
investment 
expenditure 

Growth of public 
expenditure on 
goods and services 

Growth 
of 
exports 

Growth of 
final 
expenditure 

1992 0.59 2.25 0.73 4.32 1.55

1993 3.10 2.43 -0.71 4.38 2.60

1994 3.07 8.63 1.04 9.21 4.69

1995 1.66 2.66 1.38 9.26 3.44

1996 3.63 3.20 1.06 8.72 4.29

1997 3.59 8.22 -0.49 8.25 4.67

1998 3.99 13.25 1.09 3.11 4.58

1999 4.43 2.93 3.97 4.25 4.09

2000 4.56 2.70 3.66 9.14 5.13

2001 3.03 2.83 1.70 2.90 2.82

2002 3.46 0.98 4.44 0.24 2.58

2003 2.55 0.97 4.49 1.17 2.35

2004 3.61 5.06 3.06 3.44 3.67

2005     

 

Source: calculated from National Income Blue Book, Table 1.3 
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Table  15    Investment trends 

 

year Investment/GDP (in current prices) Investment/GDP (in constant prices) 

1990 20.2 15.2 

1991 17.1 13.8 

1992 16.2 14.1 

1993 15.8 14.1 

1994 16.5 14.7 

1995 17.0 14.8 

1996 16.3 14.8 

1997 17.0 15.6 

1998 18.2 17.1 

1999 17.9 17.0 

2000 17.5 16.8 

2001 17.3 17.0 

2002 16.8 16.8 

2003 16.3 16.5 

2004 16.7 16.8 

 

Source: Calculated from National Income Blue Book, 2005 
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Table  16  Savings ratio 

year Household savings  
as percent  
of disposable income  

1990  

1991 9.4 

1992 11.5 

1993 11.0 

1994 9.4 

1995 10.3 

1996 9.4 

1997 9.2 

1998 6.2 

1999 4.9 

2000 5.0 

2001 6.3 

2002 4.8 

2003 5.3 

2004 4.2 

 

Source: National Income Blue Book 2000,2005, Table C 
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Table 17  Effective exchange rate of sterling  

 

1991 84.9 

1992 82.8 

1993 76.6 

1994 79.0 

1995 76.4 

1996 78.1 

1997 91.1 

1998 97.0 

1999 97.4 

2000 100.0 

2001 99.0 

2002 100.2 

2003 96.3 

2004 100.8 

 

Source: OECD Economic Outlook, June 2005 
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Table 18 

year Savings minus Investment 

(Private Sector) 

Budget deficit Capital account

1991 1623 -9997 8374

1992 23704 -33786 10082

1993 34032 -44650 10618

1994 39049 -40507 1458

1995 30508 -34253 3745

1996 20297 -27621 7324

1997 12496 -14282 1786

1998 -7386 3372 4014

1999 -36731 12471 24260

2000 -40117 15698 24419

2001 -33528 11343 22185

2002 -2485 -14000 16487

2003 14529 -31280 16751

2004 8998 -32099 22975

 

Source : Calculated from National Income Blue Book, 2000, 2005 Sectoral Accounts 
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Figure 1 

 
Source: Treasury 2006 
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Figure 2 

 

 
 

 
Source: Treasury (2006) 
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Figure 3 

 

 
 

Source: Treasury 2006 
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Figure 4 

 

44 



Figure 5 

 
Source: OECD (2005b) 
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