J. J. Richardson:

Political Problems in Reducing Public Expenditure:
The Experience of the Thatcher Government in Britain

Artiklen tager udgangspunkt i en beskrivelse af den reaktive, konsensussogende
"policy style™, som normalt prager engelsk politik. Der gives dernast en hi-
storisk oversigt over forgsves forseg pd at f3 styr pi det offentliges udgifts-
politik, som optakt til en sammenligning af Thatcher-regeringens milsztning

og den politik, den faktisk har fert. Analysen viser, at Thatchers regering,
som alle tidligere regeringer, er blevet fanget af policy processens grundleg-
gende og traditionelle egenskaber, som bklandt andet har medfert de sadvanlige
interne stridigheder i1 kabinettet wvedrerende placeringen af de offentlige
besparelser. Konklusionen er, at regeringens policy stil og (manglende) resul-
tater pé det udgiftspolitiske omriade har waret hel traditionel. Regeringen
afwviger alene fra tidligere regeringer derved, at den i offentligheden har
skabt sig et (falsk) image som en regering, der udger et radikalt brud med
fortiden.

1. The British Policy Style and its Importance

Before moving to a discussion of the Thatcher administration
and its attempts to reduce public expenditure, it is important
to discuss the nature of the British policy process as a whole.
Spending decisions are not taken in isolation from the political
system itself, unaffected by the general political culture and
the specific values relating to policy-making and implementation.
It is hoped, therefore, that the reader will bear with an over-
long introductory section, for the experience of the Thatcher
government 1379 to the time of writing (January 1982) can only
be properly understood in the cultural context in which it has
operated. Whilst the Thatcher government tried hard to change
some values in society - for example, people's expectations of
the role of government :i_fl solving societal problems - it was,
as we shall see, as much a victim of the deeply entrenched style
of government as any of its predecessors.

The very phenomencon of the sectorisation and segmentation
of policy-making in Western democracies means that contrasting

policy processes may exist within the same peolitical system.

This paper is part of a series of studies inte the UK policy process, funded
by the Nuffield Foundation.
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Indeed in the Swedish context I have suggested that Anglo-ameri-
can observers have been at fault in their characterisation of
the Swedish policy style, partly because different policy sectors
process problems in different ways.l In Britain also, I have
suggested that different ministries may exhibit gquite different
attitudes towards policy change. For example, in the case of
water reorganisation in 1973, the Department of the Environment
consciously challenged well entrenched interests in an attempt
to introduce radical policy change. They were opposed in this
move by the more incrementally inclined Ministry of Agriculture
Fisheries and Food.2 Thus a model of the policy process which
accurately describes one policy area may be guite inappropriate
as a description of another, and gquite misleading descriptions
of national systems can result. Indeed, any one policy sector
may itself exhibit more than one policy style or its policy style
may change over time.

It may also be the case that the policy issue itself may be
a determinant of the way in which problems are 'processed' within
the political system. Thus Lowi, in what is the best known cate-
gorisation of issues, has argued that different types of policy
promote different types of political activity.3 He notes that
a variety of different peolitical behaviours (what I would term
policy styles) exist in a society and feels that he can explain
these behaviours by reference to the types of issues at stake.
Lowi would presumably dissent from the notion of a national poli-
cy style and could instead demand that the policy content would
have to be first stipulated. The Lowl scheme has appeal based
on logic. In other words, the idea that relations will vary when
the state is attempting to distribute benefits and when it is

enforcing regulations is attractive. James Wilscon, though criti-

1) See J.J. Richardson, "Policy-Making and BRationality in Sweden: The Case
cf Transport”, British Journal of Pelitical Science, July 1979, pp. 341-53.

2} See J.J. Richardson, A.G. Jorcfin and R.H. Kimber, "Lobbying, Administrative
Reform and Policy Styles: The Case of Land Drainage", Political Studies,
Spring 1978, pp. 47-584.

3} Thecdore J. Lowi, "American Business, Publie Policy, Case-Studies, and
Political Theory™, World Peolitics, Vol. XVI, NHo. 4, July 1964.




cising Lowi's scheme, also suggests that the issue affects the
politiecs - in his case suggesting that a distinction should be
made between policy innovation and policy adapticn.q

Whilst readily conceding that not all policies are handled
in the same way I nevertheless believe that it is equally true
that policies are generally not so distinctive as to prevent
them being accomodated in a basic simple typolegy of poliey
styles. In particular, it seems useful to concentrate on what
may be two primary features of pelicy-making systems. Thus many
descriptions of individual policy systems are more or less relat-

ed to two factors. (1) A government's approach to problem-solv-
ing - often characterised in terms of the incrementalist-ration-
alist debate. In trying to avoid the somewhat sterile debate

of what is incremental and what is raticonal we have elsewhereS
suggested that it is more useful to characterise approaches to
problem-solving in terms of governments adopting either an anti-

cipatory-active attitude towards societal problems, or taking

an essentially reactive approach to preblem=-sclving. (2) The
second 'primary' factor appears to be a government's relationship
to other actors in the policy-making and implementing process.
For example, how do governments 'deal' with the thousands of
interest groups in a modern society? Is a government very accom-
modating and concerned to reach consensus with organised inter-
ests, or is it more inclined towards imposing decisions notwith-
standing opposition from groups? Poclicy style can, in this way,
be defined as the interaction between (a) the government's ap-
proach to problem-solving and (b) the relationship between govern-
ment and other actors in the policy process,

Such a definition enables us to categorise societies into
four very basic 'pelicy styles'. Thus, some societies seem to
be located in a category which we might see as emphasising con-
sensus and a reactive attitude to problem-solving. Others appear

to be located in a category also stressing consensus but with

4) James Q. Wilson, Political Organisations: NY, Basic Books, 1973.

5} See J.J. Richardson, Gunnel Gustafsson and A.G. Jordan, "The Concept of
Policy Style", in J.J. Richardson (ed.), Policy Styles in Western Europe,
London: Allen & Unwin, 1982.




a set of normative values which emphasise an anticipatory or
active approach to problem-scolving. Others are seemingly less
concerned with consensus, but see the role of the state as being
rather active and being willing (even having a duty) to lmpose
policy change in the face of opposition from organised interests,
A fourth category into which most post-industrial socleties may
be moving, is where governments are increasingly reactive rather
than anticipatory in their approach to problem-solving vet, if
any significant pelicy change is to be achieved, 1t has to be
enforced against the resistance of at least some organised groups.

By concentrating on our two primary factors in the policy
process it is possible to construct a simple basic typology of
policy styles as shown below.

Key X Consensus Relationship ¥ X X XX
= a case study b4
of the policy i X H X
process X
X X X
X X
X

X
Anticipatory/Active Reactive
Problem=-Solving X ) Froblem=Selving

X
X
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Diagram 1. A Naticnal Policy Style

In Britain many observers, over a long period of time, have
suggested that, in effect, there is a very strong predeliction
for a policy style which emphasises a consensus relationship
between government and interests and that there is a reliance
on reactive rather than anticipatory approaches to problem-solv-
ing. Thus Hayward, in possibly the most guoted description of
policy-making in the UK, describes the process as follows:

Firstly, there are no explicit, over-riding medium or long

term objectives. Secondly, unplanned decision-making is incre-

mental. Thirdly, humdrum or unplanned decisions are arrived

at by a continucus process of mutual adjustment between a

plurality of autonomous policy-makers operating in the context
of a highly fragmented multiple flow of group spokesmen



to shape the cutcome by participation in the advisory process.
The aim is to secure through bargaining at least passive ac-
ceptance of the decision by the interests affected.b
Brown has also noted the same tendency and indeed goes so
far as to suggest that in the breadth of British policy-making
it is remarkably hard to find a satisfactory example of radical
policy inm::n'l..ren;J'.c‘m.-'Ir In fact it is probably more accurate to argue
that what one may see as the dominant policy style is in reality
a procedural ambition. There is a preferred type of machinery,
reflecting normative values - which is to avoid electoral poli-

tics and public conflict in order to reach consensus or 'accomo-
dation' in the labyrinth of consultative machinery (both internal
and external) which has developed. The 'game' has of course a
number of variants based on the theme of 'bureaucratic accomoda-
tion‘.B

Thie view of political life in the UK is of course open to
the objectieon that it is altogether too cosy, too complacent
and ignorant of the degree of real conflict in the system. More-
over, it might be argued that it is based on an analysis of par-
ticular types of issue - the routine, technical, low political
salience issues, where (a) there are well organised groups and
{(b) they can be easily 'accommodated' - Specifically, in the
context of this paper, it might be argued that the public expendi-
ture process - the allocation of resources - is so fundamental
in its importance as to be likely to exhibit a guite different
process to say decisions relating to the regulation of pig breed-
ing. Yet the (justifiably) most acclaimed study of the British
expenditure process by Heclo and Wildavskylﬁ stresses the very

6] See J.E.5. Hayward, "National Aptitudes for Planning in Britain, France
and Italy", Government and Opposition, Vel. 9, Part 4, 1974, pp. 328-99.

7) R.G.5. Brown, The Administrative Process as Incrementalism, Open University
Press, 1974, p. 39.

B8) For a fuller discussion of wvariations of the British policy style see A.G.
Jordan and J.J. Richardson, "The British Policy Style or the Logic of Nego-
tiatieon?", in J.J. Richardson (ed.), Policy Styles in Western Europe, Allen
& Unwin, 1982,

9) See Ralf Dahrendorf, "The Politics of Economic Decline”, Political Studies,
Vol., XXIX, No. 2, June 1981, pp. 289-90.

10) See Hugh Heclo and Aaron Wildawvsky, The Private Management of Public Money,
London: Macmillan, Second Edition, 1981.




notions of community and compromise which elsewherell we have
identified as a dominating feature of the political landscape.
Thus even the centre of what is generally seen as a highly
centralised state, turns out to be little more than a collection
of competing interests which ultimately have to bargain and com-
promise. According to Crossman Cabinet ministers "come briefed
by our departments to fight for our departmental budgets, not
as Cabinet Ministers with a Cabinet view".lz As former Prime
Minister Edward Heath has observed, "what does happen is that
Ministers are expected by their departments to fight their own
corner and if one Minister is going to get an increase in expen-
diture, then the others will ask if they cannot have the same
thing”.l3
This is not to say that exceptions never cccur. The decision
in late 1980 to increase spending on the young unemployed saw
the Department of Employment receive £250 million while other
ministries were cut, but there were rather obvious (electoral)
reasons why the Cabinet as a whole should acknowledge this pro-
blem. When it comes to the Treasury's attempt to recoup this
extra spending, another main characteristic of Cabinet government
was revealed. There is an enduring non-identity of aims between
the Treasury and spending ministers. As the then Chief Secretary
to the Treasury, John Biffen, put it in September 1980, "it has
been the experience of all Treasury Ministers through the ages,
gquite irrespective of party affiliation, that spending departments
always have an interest a little different from the necessarily
austere view that has to be taken by the Treasury“.l4 The Cabinet
meets too seldom, with members too committed to their own inter-
ests, too busy for much intradepartmental reflection, with careers
bound up in departmental not ‘team' prestige, toc be an effective

11} See J.J. Richardson and A.G. Jordan, Governing Under Pressure. The Policy
Process in a Post-Parliamentary Democracy, Oxford: Martin Robertson &
Co., 1979,

12) R.H. Crossman, The Diaries of a Cabinet Minister, Vol. I, London: Hamish
Hamilton & Cape, 1975, p. 275.

13) Edward Heath (in conversation with A. Barker), "Heath on Whitehall Reform",
Parliamentary Affairs, Vol. XXXI, 1977-78, pp. 363-90.

14) See press reports, 15 September 1980.



mechanism for central choice and co-ordination. A system of com-
petitive sectorisation cperates cut of which a consensus usually
emerges, rather than a single coherent will being imposed.

The central thesis of this article is therefore that we should
expect the rather pluralistic expenditure process to be rather
similar on its fundamentals, to other policy processes in the
UK system. Though, ultimately, the allocation of resocurces ends
in imposition, in a technical sense, the policy which is imposed
is usually bargained. That this should be so stems from the na-
ture of the individual departments themselves. As Christoph right-
ly suggests:

The vast majority of Whitehall departments manage policies

affecting identifiable clienteles, organized or otherwise.

While part of the job of civil servants is to analyse, verify,

and cost the claim of such groups, and forward them to higher

centres of decision, it would ke unnatural if officials did

not identify in some way with the interests of their client-

eles, and within the overall framework of current government
policy advance claims finding faver in the department.l3

2. Attempts to 'Buck the System"

Notwithstanding the existence of a rather dominating policy style
affecting both sector-based and cross-sectoral problems, there
have been some strategic attempts to change this style. There
has, in fact, been a recognition that style is closely linked

to incremental outcomes. Where radical policy proposals have
been introduced (local government recrganisation and airports
policy), Britain has lacked the necessary determination to carry
them through to effective implementation against organised resi-
stance. Thus, on the occasions when Hayward's suggestion that
there is a preference for a 'humdrum' (roughly equated with in-
cremental) policy stylel5 does not hold true, it is likely that
it will hold true at the implementation stage (in other words,
groups have three bites of the same cherry. They have a great

influence at the issue-emergence stage, they are integrated into

15) J.B. Christoph, "High Civil Servants and the Peolitics of Consensualism
in Great Britain", in M. Dogan (ed.), The Mandarins of Western Europe,
Hew York: Wiley, 197%, p. 47.

16) See J.E.S. Hayward, op.cit., 1974.



the issue processing stage and often have a vetc at the policy
implementation stage).

But governments have, from time to time, come to coffice seem-
ingly determined to 'buck the system'. The Attlee government
of 1245-50 was certainly the most radical and innovative (in
policy terms) government since the Second World War (though its
programme had strong group origins) and, indeed, managed to in-
troduce the bulk of its policies in the immediate postwar period.
Since that government, Britain has seen three governments which
seemed set to show a quite different (radical) 'face' - the Wil-
son government elected in 1964; the Heath government elected
in 1970; and the subject of this article, the Thatcher government
elected in 1979. Each in different ways appeared, at the time
of its election, about to change from the dominant policy style.
The most innovative Wilson creation was the ill-fated Department
of Economic Affairs (DEA). This dewvelopment reflected Wilson's
belief that "...Britain could hope to win economic security only
by a fundamental reconstruction and modernisation of industry
under the direction of a department at least as powerful as the
Treas‘.'urjfr".]':r Some five years later, Wilson himself abolished
the DEA. Indeed, by the time Wilson left office, he was best
known for his pragmatic, incrementalist, 'beer and sandwiches'
{late-night negotiations with groups) style of policy-making.

He was succeeded in June 1970 by Edward Heath's government,
which had been foreshadowed by much planning relating to possibkble
changes 1in the machinery of government. It is not unreasonable
to see the 1970 White Paper, The Recrganisation of Central Govern-
ment (Cmnd 4504), as a landmark in attempts to make the British

pelicy style more 'rationalistic'. The main propeosals in the
White Paper were, firstly, strengthening of the centre in terms
of fewer, but larger, departments, with the new Central Policy
Review Staff (CPRS) designed to remedy the fact that governments
"may pay too little attention to the difficult, but critical
task, of evaluating as cobjectively as possible the alternative

policy options and prieorities open to them". Seceondly, it was

17) See H. Wilson, The Labour Government 1964-70. A Pergonal View, London:
Weidenfeld & Nicolson, 1971, p. 3.




proposed to develop a system of Programme Analysis and Review
(PAR) aleongside the existing Public Expenditure Survey {PESC}lB
system for monitoring public expenditure. PESC was mainly con-
cerned with the overall departmental budgets whereas PAR was

to look at the relative value of individual projects. We should
thus see the White Paper as a determined attempt 'to do things
differently' in the peolicy sphere - as the introductory paragraph
claimed, "this Administration has pledged itself to introduce

a new style of government". In total, it added up to an alterna-
tive system, which in fact presented a real challenge to vested
interests both within and outside Whitehall. With hindsight it

is certain that Mr. Heath failed to appreciate just how big a
challenge this was to the traditional and deeply entrenched plu-
ralist system both within and outside government. The 1970 White
Paper was lacking in appreciaticn of the complex political forces
which were at work in the policy process. There is now no longer
any pretence that a comprehensive pattern of resource allocation
through comparison of costed alternatives is to be developed
across Whitehall. (Though the notion of 'effectiveness' is still
in good currency with Mrs. Thatcher in the form of Sir Derek
Rayner's cost cutting 'scrutinies'). Yet again we saw the gyro-
scopic effect of policy style. Any significant deviation being
guickly corrected by either pressure from ocutside groups, or

from the Whitehall system itself. Indeed, one of the puzzles

of British politics is to reconcile the fact that Britain selects
its pelitical leaders through a lengthy 'apprenticeship' system
and yet new governments appear uniformly optimistic akout the
amount (and direction) of change that they can exert. Weverthe-
less they all have to make accommodations to reality in the sense
that many key events prove totally beyond their control, and
because the interests which prevented radical policy change under
previous governments have not miraculously disappeared as a re-

sult of a general election. This is particularly true in relation

18) Far a discussion of PESC and PAR see Heclo & Wildawsky 1981; M. Wright,
"Public Expenditure in Britain: The Crisis of Control", Public Administra-
tion, Vel. 55, Summer 1977, pp. 143=-69; M. Wright, "From Planning to Con-
trol: PESC in the 1970s", in M. Wright (ed.), Public Spending Decisions.
Growth and Restraint in the 1970s, London: Allen & Unwin, 1980; and Harold
Copeman, "Analysing Public Expenditure: (1) Planning, Control and Price",
Journal of Publie Pelicy, Vol. 1, No. 3, 1981, pp. 289-306.
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to possible changes in the alleccation of resources. Once interests
are in receipt of public resources they will mobilise to defend
the existing allocation and will thus act like a magnetic field

holding the policies in place. As The Economist observed after

only eighteen months of the Thatcher government, pragmatism soon
wins under the pressure of crisis management and the inclination
of salf-preservatimn.lg Yet as we shall see below, Mrs. Thatcher's
government, elected in May 1979, came to office determined to
radically change the course of ecocnomic policy. There is no doubt
that she herself was absolutely determined that the image of

the 'Iron Lady', which the Russians had helped to create in re-
sponse to her defence policy whilst in Opposition, would be car-

ried through to reality in office.

3. The 1978 Government's QObjectives

A clear indication of the new government's primary ocbjective

had emerged at least two and a half years before the election
itself. In a much publicised statement of Conservative policy,
in October 1976, the Party stated that one of the main aims of
its peolitical strategy was -"to enable the country to live within

its means, through the reduction and control of public expendi-

ture and the rebuilding of a healthy and thriving mixed economy

in which taxes can be lower and profits can fulfil their proper

function.zu The linchpin of the strategy was the view that public
spending cuts were essential if "...we are to bring the economy
inte balance, and avoid an explosion of the money supply and

an acceleration of the rise in prices...“.21 The cuts, the Party
admitted, would in some cases lead to reductions in the scale

of some public services. It is important to note that the deep
concern over levels of public expenditure was in fact not signi-
ficantly out of sympathy with the prevailing climate of opinion
in Britain - indeed, as we shall see below, a reduction of public
expenditure levels was by then a policy of the sitting Labour

19) See The Economist, 4 October 1980.
20) The Right Approach, Censervative Central Office, 1976, p. B.

21) Ibid., p. 24.



government itself. Moreover, the Conservatives felt that their
desire to reduce public expenditure was supported by "...politi-
cians and informed opinion across a very wide political spec-
trum®.%? an important aspect of the Conservatives' support for
monetarism was their ‘'natural' belief that initiative was being
throttled by the development of the modern state. Thus a clear
policy theory lay behind their determination to cut public ex-
penditure - namely that reduced personal taxation, which a cut
in public expenditure would facilitate, would suddenly unleash
a great surge of enterprise and initiative in Britain, which
would in turn lead to the rapid economic growth which had eluded
us for a quarter of a century. Leading Conservatives, (particu-
larly Mrs. Thatcher) were convinced by the theory that once taxa-
tion reached a certain level, a strong disincentive to work re-
sulted. It is important to emphasise the fundamental significance
of this belief. It was significant in at least two respects.
Firstly, it initially lead the new government to pursue guite
contradictory peolicies - namely the reduction of direct personal
taxation by increasing indirect taxation and thus pushing up
the rate of inflation, notwithstanding the fact that as a govern-
ment one of its primary objectives was to reduce the rate of
inflation. Secondly, it eventually lead to disillusionment amongst
its own supporters, when the Laffer Curve predictions relating
to the bkenefits of reducing direct personal taxation proved to
be false.23 The Conservatives' approach was thus firmly rooted
in two clearly identified and well articulated theories.
(1) That excessive growth in the money supply (resulting from
excessive public expenditure) caused inflation. (2) That there
was a direct link between people's efforts and their levels of
personal taxation.

The two theories were prominent in the Conservative General
Election Manifesto and in Mrs. Thatcher's compaigning for the
May 1979 General Election. Their presentation was in classic

nineteenth century liberal terms, with Mrs. Thatcher's own brand

22) Loc.cit.

23} For a discussion of the relationship between tax rates and incentives
see Michael Beenstock, "Taxation and Incentives in the UK", Lloyds Bank
Review, Octcber 1979, No. 4, pp. 1-15.



of populist overtones. Thus her Foreword to the Manifesto argued
that
No one who has lived in this country during the last five
years can fail to be aware of how the balance of ocur society
has been increasingly tilted in favour of the state at the
expense of individual freedom. This election may be the last
chance we have to reverse that process, to restore the balance
of power in favour of the people.
In specific policy terms the Manifesto repeated the pledge to
master inflation by 'proper monetary discipline', with publicly
r+ated targets for the rate of growth of the money supply. A
gradual reduction in the size of the government's borrowing re-
quirement was also argued to be vital:
The state takes too much of the nation's income; its share
must be steadily reduced. When it spends and borrows too much,
taxes, interest rates, prices and unemployment rise soco that
in the long run there is less wealth with which to improve
our standard of living and our social services... We shall
cut income tax at all levels and reward hard work, responsibi-
lity and success.
As Butler and Kavanagh suggest, the Manifesto reflected Mrs.
Thatcher's preference for 'the high ground"z4 During the campaign
her homespun philosophy, based on the notion of a family paying
its way was clearly evident. Thus in a broadecast on 2 April she
re-assured the electorate that the radical image which the Party
had developed did not mean tearing everything up by the roots.
"Paying your way is not tearing things up by the roots. Paying
your way is good husbandry, paying your way is planning for the
future...“.25 The tough radical image which is still with Mrs.
Thatcher in 1982, was itself a problem for Conservative campaign
managers who recognised the need to soften the leader's image
and avoid the impression of aggressiveness.
One of the greatest ironies ¢of the whole of the periocd of
office of the Thatcher government has in fact been the creation
and encouragement of a tough radical image (for its practical

importance see below section 7) in the sense of a new start,

24) D. Butler and D. Kavanagh, The British General Election of 1979, London:
Macmillan, 1980, p. 154.

25) Ibhid., p. 168.




when in fact what the Conservatives were advocating was in prin-
ciple little different from the policies of the Labour Administra-
tion which was defeated in the House of Commons on 28 March 1979.
Thus Mr. Healey as Labour Chancellor of the Exchegquer had been
trying to implement just the type of policies which the Conserva-
tives were advocating, i.e. a strict monetary policy, with pub-
lished monetary targets, cash limits in the public sector and

a policy of trying to reduce persconal taxation in order to in-
crease incentives. (Indeed, the Labour Government's 'Conserva-
tive' policies had been the very cause of the rift in the Labour
Party which continues today). The main system of cash limits,
which now covers over 60 per cent of public expenditure was in
fact introduced by Mr. Heale}r26 in 1975-6. (Cash limits on certain
building programmes were first introduced in 1974-5). Mrs. That-
cher's government has continued the cash limit system and in

1982 the system will be combined with volume planning to produce
a system of cash planning in the publiec sector. The years of

the 1974-79 Labour government in fact look strikingly similar

to the Conservative government 1979 to the present. For example,
in July 1976 Mr. Healey announced that the growth in the money
supply would be limited to 12 per cent. The total public sector
borrowing reguirement (PS5BR) would be held at £9%,000 million.

In deing so, cuts in aid to industry, defence, health and social
services, food subsidies, local authority locans would be made

and all new council house (i.e. public secter) housing contracts
were to be frozen. By September 1976 the government was seeking
additiconal credit of £2,300 million from the IMF and in December
1976 Mr. Healey anncunced public spending cuts of £2,500 million
over two years. By the 13978 Budget, the Labour government was
locking even more like a Conservative government with the intro-
duction of a £2,500 million tax cut. The tax cuts were seen as

a way of encouraging pay moderation and as increasing incentives
to industry. There was continued emphasis on the PSBR with a
forecast of £8,500 million for 1978-9. The government was anxious

to claim credit for the fact that the PSBR forecast was 5 per

26} For an excellent discussion see M. Wright, 1977. See also Cash Limits
on Public Expenditure, Cmnd 6440, April 1976.




cent of market price GDP "...a long way below the 1975-6 peak

of 9 per cent".z? The monetarist philosophy of the Labour Govern-
ment was clearly evident in July 1978 when the Treasury published
a review of the British economy since 1945. It pointed out that
an accommodating monetary policy in 1972 and 1973 (both years

of Conservative government) had "...permitted a rapid expansion
of the money supply which contributed towards the subsequent

further acceleration in inflaticon in the period from 1973 to

1‘3?5".28 Following this experience

...the focus of monetary policy is now specifically the con-
trol of the money supply for which a formal target - in the
Form of a preferred range for annual growth - was announced
in 1976. Control of the money supply, in helping to rebuilad
a climate of confidence and stability in financilal markets
and to reduce expectations of future increases in prices,

is now seen as one of the two maim strands of counter infla-
tion policy, the other beling peolicy in pay and prices.<?

This statement, with the exception of the reference to pay and
prices could equally have been issued by Mrs. Thatcher's govern-
ment some three years later (and even on the question of pay
policy the Thatcher government had pay 'norms' for the public
sector). Mr. Healey's money supply target for the vear ending
April 1979 was in the range of 8-12 per cent. By December 1981,
the Conservative government was predicting a growth in money
GDP (there was by then a deliberate de-emphasis of the importance
of the conventional definition of the money supply M3) for 1982-
3 of 11 per cent. In January 1982 it had to admit that sterling
M3 had increased by 12 per cent in the first ten months of the
target period - equivalent to an annual rate of 15 per cent
{though the figures were still being distorted by the effects

of a civil service dispute in 198l). The story was similar in
terms of interest rates. Thus under the Labour government, in
Hovember 1978 the Bank of England anncunced a rise of 2 per cent
in the minimum lending rate (MLR) to 12 per cent and the Chan-
cellor explained that "...in the light of current uncertainties,

27} Treasury Economic Progress Report, Ne. 97, April 1978, p. 4.

28) Treasury Economic Progress Report, No. 100, July 1978, p. 4.
29) Ibid., p. 45.




he thought it prudent to err on the side of caution and establish
short-term rates slightly above that then prevailing in the mar-
ket“.3u Moreover, public spending's share of GDP is now higher
than when Labour left ocffice in 1979. We should therefore be
extremely cautious in accepting the popular view that the That-
cher government did in fact represent a radical departure from
previous economic policy in the UK. Apart from its lack of a
prices policy and the fact that its pay policy only applied to
the public sector, it is more accurate to see Mrs. Thatcher and
her Chancellor Sir Geoffrey Howe as continuing the breoad cutlines
of economic strategy as attempted by her predecessor Mr. Callaghan

and his Chancellor Mr. Healey.

4, The Thatcher Government in Practice

Sir Geoffrey Howe anncounced his first Budget on 12 June 1979.

The Budget statement was entirely consistent with earlier Con-
servative statements. The new policy was presented as a complete
change in attitude towards the way in which the economy worked.
It was designed to remove the constraints imposed by the tax
system and by "the unduly large role previously played by govern-
ment - releasing initiative and enterprise". The government's
policy will be to establish sound money through firm monetary
discipline, and fiscal pelicies consistent with it, including
strict control over public expenditure.El Direct taxes (mainly
income tax) were cut by £3.5 billion with consequent increases

of £2.5 billion in indirect tax in 1979-80. The Chancellor argued
that the expenditure plans of the previous government would have
made it impossible to meet the then 8-12 per cent target range
for monetary growth without higher interest rates and taxes.

In fact he had decided to lower the target range to 7-11 per

cent in the period to mid-April 1980. This required a cut in

the PSBR, which had been forecast at E£10 billion prior to the
Budget, to E8 billicon in 1%79% (the cutturn in 1978-79 had in

fact been E9 billion). The cut represented a reduction from 5

30} Treasury Economic Progress Report, No. 105, December 1978, p. 6.

31} Treasury Economic Progress Report, Ne. 110, p. 1.




per cent to 4 per cent in the PSBR as a proportion of GDP. As

an immediate measure the MLRE was railed in an attempt "...to

deal with the immediate problem of monetary growth being above

the target ranqe“.32 4 start was to be made on expenditure cuts,
",..the first stage of a long-term programme to reduce both the
role of government and its borrowing, to re-affirm the place

of the individual and to help finance income tax cuts". The Budget
therefore included a sgueeze on the cash limits already set by
Labour and cuts in programmes, to be followed by a thorough review
of spending of the years ahead (see Table 1 below).

An important consegquence of the Budget was that it had a seri-
ous impact on the rate of inflation. Thus the government admitted
that the Budget itself would add approximately 4 per cent to
the Retail Price Index (RPI), which was the main indicator of
the rate of inflation, leading to a rise in the rate of inflation
to approximately 16 per cent in the third quarter of the year.
(Once the Budget effect had taken place it was expected that
the rate of inflation would fall back to 13 per cent in the fol-
lowing year). The justification for this hefty push to the rate
of inflation was that the tax reduction would "improve incentives
with the objective of raising the sustainable long-term growth
rate of output and productivity ... everything else being equal
this will reduce the extent to which a given rise in wages will
add to unit labour costs and hence prices".33 The government,
in an attempt to reap the advantages of the cuts in income tax,
introduced a new index of inflation - the Tax and Prices Index,
TPI. This, it pointed out, showed an increase of 13.4 per cent
in the year up to August 1979 compared with the RPI increase
of 15.8 per cent. Trade union negotiators were therefore urged
to take account of the tax position of their members in formulat-
ing new (hopefully more moderate)} wage demands. (The government
was later to de-emphasise the importance of the TPI when it was
forced to increase the tax burden suwh that the TPI rose faster
than the RPI). Initially at least the Government was prepared

to trade off its objective of reducing the rate of inflaticn

32) Ibid., p. 2.

33) Treasury Economic Progress Report, Ho. 112, p. 2.




Table 1. Expenditure Cuts in 1979 Budget

£ million at 1979 Survey prices

Housing 300
Water authorities 55
Community land 50
Urban programme 7
Property Services Agency 25
Regional development grant deferral 145
Other industry, mainly NEB &5
Training and employment 172
Education 55k
Arts, libraries and National Land Fund 4%
Increased prescription and dental charges 34
Overseas aid 50
Trade 30
Gas, electricity, BNOC and other energy 323
Transport (roads 10, railways 15) 259
Secotland 76
Wales 16
Horthern Ireland 35
TOTAL 1,468
Cut in contingency recerve 250
Defence (increase) =100
TOTAL NET CUTS 1,618

In addition to these cuts there are the effects of the cash limits policy,
expected to reduce planned programmes by £1,000 million in 1979-80, and esti-
mated receipts of £1,000 million from disposal of assets.

Spurce: The Budget 1979, Treasury Economic Progress Report, June 1979,

against its objective of reducing personal taxation in an attempt

to increase incentives.

The problem of conflicting objectives was also painfully evi-

dent in the Government's relations with the naticonalised indu-
stries. (For a discussion of the overall impact of the national-

ised industries on the government's strategy see below section

5). As we have seen, the government saw controlling the PBSER

as a central feature of its economic strategy. The PSBR had to



be controlled, so it believed, in order to keep the money supply
within the targeted limits. As it happens the bhorrowing by the
nationalised industries was deemed by the previous Labour govern-
ment to be within the PSBR. The Conservatives saw no reason to
change this decision and so the borrowing requirements of the
nationalised industries became of central importance to the govern-
ment's economic strategy. This has been a point of bitter dispute
throughout the government's terms of office. In particular the
government has forced many of the nationalised industries (par-
ticularly electricity and gas) to raise prices faster than the
average rate of inflation in order to generate a high proportion
of investment funds internally. (In effect present consumers

are being charged for future investment). This has fuelled infla-
tion, the reduction of which has become the government's primary
objective. Thus the government has trapped itself in a circular
economic argument which runs as follows. Inflation is caused

by excessive growth in the supply of meoney which in turn is caused
by excessive public spending (funded by government borrowing).
Inflation can only be controlled by use of strict monetary policy
and strict controls of the PSBR. As the natiocnalised industries
happen to be defined as being within the PSBR their borrowing
must be strictly limited. Therefore their prices must be raised,
which of course increases the rate of inflation which is exactly
what the government's whole strategy is designed to avoid. In

the case of gas and electricity the rapid increase in prices

was partly justified on the grounds of energy conservation. How-
ever, the rapid rise in the prices charged by the naticonalised
industries was such that in 1980 they rose by 30 per cent, though
by the end of 1981 the rise had been reduced to 11.1 per cent,
roughly in line with the rate of inflation.

Another area where the government's own policies contributed
to its difficulties in trving to reduce the rate of inflation,
was interest rate policy. Thus in November 1979 the government
increased MLE from l4 per cent to 17 per cent. The Chancellor
considered it was necessary to take such action "...to bring
the growth of the money supply within the target range. The in-
crease in the minimum lending rate, which demonstrated the govern-

ment 's determination to act with firmness, went beyond the rise



inlmarket interest rates at home“.34

(In fact MLR was nominally
abolished in 1981 in an attempt to allow a greater role for mar-
ket forces in setting interest rates. In practice the authorities
appear to exercise just as much control as before). The policy

of high interest rates, which has remained a characteristic of
the government's tenure of office so far has of course increased
industrial costs, accelerated the rate of bankruptcies and has
raised the cost of house mortgages, which in turn has raised

the rate of inflation still further. In fact the government did
not intend to have a peolicy of high interest rates as it initial-
ly assumed that the money supply could be reduced by other means
(i.e. reduced public expenditure). The pressure from industry,
for the government to lower interest rates, has at times been
intense and the government has therefore found a constant dilemma
in its interest rate policy of following its economic theory

or responding to its 'natural' allies in industry. As a result
{and as a result of international money market factors) there
have been considerable fluctuations in the interest rate. Each
time the rate went down it was greeted by industry as welcome
relief only to be greeted by howls of protest when it went back
up again. Thus in Autumn 1981, after a rise in rates, industrial-
ists protested that the rise had in a matter of weeks increased
industry's costs by £1,000 million.

The link between interest rates and the exchange rate for
sterling was also an issue of dispute between government and
industry. Thus the high rate of the pound was often blamed on
the policy of high interest rates and was cited as causing very
considerable difficulties for British exporters (particularly
in US markets). As a result the government was often under con-
siderable pressure to reduce the exchange rate in order to help
exports yet feared that if it did so it could add a further sti-
mulus to the domestic rate of inflation. In fact the government
had clearly stated, in its first Budget statement of 1979, that
the exchange rate was a matter for market forces, though as we

shall see it had seemingly abandoned this view by 1982 by which

34) Treasury Economic Progress Report, No. 1l&, p. 1.




time exchange rate policy had come to play a far more central
role (see section 7}.

Space does not permit a detailed review of the economic mea-
sures taken by the Thatcher government 1979 to the present.35
There were, however, two central themes throughout the period,
{1} the Government continued to insist that there was no alterna-
tive to the strategy as outlined in the Medium Term Financial
Strategy (MTFS) published with the Budget in March 1980. (There
were however 'adjustments' of the MFTS to take account of the
deepening recession, e.g. it allowed the PSBR to rise well above
target in 1980-1). The 1980 strategy reflected the policies out-
lined earlier, i.e. a progressive fall in the volume of public
spending, a substantial reduction in government borrowing as
a proportion of national income, reduced levels of taxation,
and a steady reduction in the growth of the money supply. Thus
the MTFS predicted that the target range for the growth of ster-
ling M3 would be 7-11 per cent for the period February 1980-April
1981, with a planned reduction to & per cent by 19%83-4. The PSBR
was to be reduced in 1980-1 to not more than approximately £8
billion, causing a reduction in the proportion of PSBR of GDP
from 4 per cent {in 1979-80) to 3 per cent in 1980-1. By 1983-

4 the total of public expenditure was planned to be 4 per cent
lower in real terms than in 1979-80. The projections contained
in the MTFS are summarised in tables 2 and 3 below.

Table 2. 1980 Projected Ranges for Growth of the Money Stock

[Sterling M3)*
l980-81 l281-82 1982-83 1983-84

Percentage change during year 7-11 6-10 E-9 4-8

*As explained in the Green Paper Monetary Control (Cmnd 7858), the way in
which the money supply is defined for targer purpoases may need to be adjusted
from time to time as circumstances change.

35) The most convenient source i1s the series of monthly Treasury Economic
Progress Reports. Excellent summaries are to be found in Stephen Lewis
and Anthony Harrison, “Public Spending. A Failure of Control”, Public
Mnnez, Vol. 1, No. 1, June 198Bl. See alsoc The Economist, 21 November 19B1,
pp. 104-05. The most detailed scurce for the Government's expenditure
plans are the Annual White Papers on Public Expenditure.




Table 3. 1980 Projections for Public Sector Borrowing

£ billion at 1978-79 prices
1978-79 1979-80 1980-81 1981-82 1982-83 19B83-84

Toetal expenditure 74.0 7d% 74% 73 71l 70%
Total receipts -65.0 -66 -67% -67h% -69% -71
Implied fiscal adjustment - - - - 2% 2%
General Government bor-
rowing reguirement L 8k 7 5% 4 3
Public sector borrowing
requirement (PSER) coe & 2 ) 3 2
PSBR

5 as percentages of 5k a 34 334 3 2k 1%

GDF at market prices

The Medium Term Financial Strategy concluded with a reiteration
of the Government's faith in monetary theory, namely that "...there
would be no gquestion of relaxing the money supply policy, which
is essential to the success of any anti-inflation strategy".

The optimism of the Strategy was based on the assumption that
public expenditure could be cut in the following areas - industry,
energy, employment programmes, housing, education, and in the
provision for net borrowing by the nationalised industries. Two
points are particularly worthy of note in the context of the

areas earmarked for cuts. Firstly, the Government's view that

"by the end of the periocd the projecticon is that nationalised
industries in aggregate, will be making net repayments of borrow-
ing, as current losses are reduced and underpricing of electrici-

d"36 was tremendously optimistic by any

ty and gas is eliminate
past standards. Secondly, the view that expenditure on employment
measures could be reduced was also tremendously coptimistic in
view of the evidence of a long term trend of rising unemployment
in the UK. On both counts events proved far more difficult to
manage (see below section 5).

In fact by the end of 1981 it was not unreasonable to suggest

that the Medium Term Financial Strategy (even as later adjusted

i6) Treasury Economic Progress Report, No. 120, p. 7. See also Cmnd 7H41,
March 1%280.




to take account of the deepening recession) was wvirtually in
ruin. Thus the rate of inflation, which the government had hoped
to reduce to single figures by the end of 1881, was still some

12 per cent (compared to the then average for industrial countries
of 10.1 per cent). The money supply, on the sterling M3 defini-
tion, was hopelessly off target with an annual growth rate of
approximately 16 per cent in the period February-December 1981.
In fact it is a very difficult technical guesticon as to whether
the money supply policy had been tight or wvery lax. The political
debate certainly assumed a tight monetary policy with the govern-
ment proud of its attempts to control money supply and its oppo-
nents critical. There was, however, very real technical difficul-
ty in actually knowing what the money supply was and rival defi-
nitions abounded. On the conventional M3 definition the policy

of tight control had not been implemented but using other moneta-
ry indicators, e.g. private sector ligquidity (PSL2) it was pos-
sible to argue that there had in fact been a tight monetary poli-
cy. For example, by 1981 the government was talking of growth

in output in money terms GDP as indicating that a successful
brake had been applied. Indeed, one of the academic architects

of the government's monetary policy publicly confessed in Decem-
ber 1981 that the government's restrictive monetary policy was

to blame for bringing about the worst recession since the 1930s.
He was reported as saying that the adherence to its monetary
targets had pushed up interest rates and thus the exchange rate
to unwarranted heights. He had come to reject the view, original-
ly held by the Government, that once the monetary target was

set, everything else should just follow in its train, even if
that meant high interest rates and high exchange rates. The Go-
vernment's policy of reducing the tax burden had also been a
failure and it had to admit that the tax burden had actually
increased since it took office (as a result of tax changes not
taking full account of inflation). Indeed taxes rose more sharply
in the UK in 1981 than in any other leading industrialised nation,
according to the 0ECD.3? Thus tax revenues, including soccial
security contributions, rose by 2 per cent from 34 to 36 per

37) See The Times Business News, 28 October 1981.




e

cent between 1979 and 1980. As a result of the 1981 Budget, in
which in addition to refusing to raise tax allowances in line

with inflation, the Chancellor increased taxes on beer, tobacco,
petrel and increased national insurance centributieons, the Govern-
ment had increased the direct tax burden on the average taxpaver
to levels higher than when Labour left office in 1979, i.e. incen-
tives had been reduced. For example the 1981 budget meant that

the average family paild 26.8 per cent of their earnings in tax

in 1980 but this had increased to 28.% per cent in 1981. (In

fact the UK was eleventh in the OECD table according to the per-
centage of GDP taken in taxes). The Government had thus traded
its policy of increasing incentives by reducing taxation for

its attempt to keep the money supply (via controlling the PSBER)
under some form of control. On the public expenditure front,

the Government's record locked equally disappointing when measured
against its stated aims. Thus public expenditure by the end of
1981 was actually higher in real terms than when the government
took office in 1979. Whereas the government had planned that

the volume of expenditure in 1982-3 would be 3 per cent lower

than when Labour left office it is likely to be over 4 per cent
higher.

Bs the Financial Secretary to the Treasury, Nigel Lawson,
stressed to a meeting of bankers in Zurich in January 1981, the
achievement of the government had been in reducing the planned
increases in public expenditure, as inherited from the previous
Labour government. Reducing the planned increases had of course
been peolitically unpopular, though he was then still hoping that
by 1983-4 public expenditure would be some 4 per cent lower than
in 1979-80 and would by 1982-3 be 11 per cent lower than the
planned figure for 1982-3 as put forward by the last Labour Go=-
vernment. Hope it seems, still triumphed over experience!

For details of the expenditure trends in the main programmes,
see Table 4 below.

Essentially the Government had fought (and continues to fight)
a number of bruising battles in some areas, e.g. esducation, only
to find that gains (in terms of cuts) in one sector were over-
whelmed by increases in ancther area, e.g9. costs of unemployment

benefits. The political debate was therefore structured in terms



Table 4. Trends in Main Programmes

1976-77 1977=-78 1978-79  1979-80 1980-81

Defence 98.4 96,2 95.7 98.5 103.3
Overseas aid 96.2 101.8 113.9 111.5 113.6
Contributions to EEC 1,756.0 3,950.0 4,837.5 5,162.2 2,375.0
Other overseas 98.2 121.9 97.6 100.4 102.6
Agriculture 60.5 47.8 41.0 42.6 48.5
Industry 89.2 58.8 72.8 60.4 B0.4
Transport 89.3 75.5 73.7 75.1 71.4
Housing 96.8 83.9 77.9 81.2 T0.1
Other environmental 91.8 88.7 89.9 86.1 B82.2
Law 102.2 100,0 100.9 104.9 110.1
Education 99.7 95.6 97.3 98.0 94.6
Health 101.0 101.5 104.1 104.5 105.2
Social Security 103.2 108.6 118.5 121.4 1258.%
Other 93.2 89.8 89.3 91.0 92,0
Common 101.8 99,2 98.2 101.4 101.7
Scotland 98.5 95.2 97.2 98.7 95.9
Wales 100.4 97.2 98.4 99.6 95.8
Northern Ireland 99.7 99.0 107.2 106.0 107.5

Source: Public Money, Vol. 1, NHo. 1, June 1981, p. 53.
Note: All tables are in Ebn at 1980 survey prices; those in index form use
1975/76 as base = 100.

of the Government's damaging expenditure cuts, when it was ac-
tually cutting, in real terms, relatively few areas but was try-
ing to cut back on planned increases. It is appropriate at this
point, therefore, to consider the main areas where the Government

had real difficulty in trying to reduce public expenditure.

5. The Areas of Greatest Difficulty

In very broad terms it seems reasonable to argue that the Govern-
ment's main setbacks were in three key areas: 1) public sector
pay: 2) borrowing by the nationalised industries; 3) the costs
of rising umemployment. The Government itself would argue that
a fourth area, local government expenditure, was also a key fac-

tor in creating problems on the expenditure front.



The question of pay in the public sector proved to be a very
early setback toc the Government. The gowvernment in fact inherited
both a rising rate of inflation from Labour and a series of
'bread today and jam tomorrow' public sector pay settlements
which had been entered into by Mr. Callaghan's Government during
the so-called 'winter of discontent' prior to the 1979 election.
The Labour Government had set up a Commission to compare public
and private sector pay. This comparability exercise (the 'Clegg
Commission') proved to be a central factor in raising the lewvels
of public expenditure because during the election campaign the
Conservatives pledged to honour the comparability awards. In
this sense (apart from simple electoral considerations) the Con-
servatives fell into the trap of the policy style described ear-
lier. Thus the Commission reflected a belief that difficult pro-
blems, like pay in the public sector, cculd actually be ‘proces-
sed' successfully through setting up a committee or commission.
As public service pay amounts to some 30 per cent of total govern-
ment expenditure it was a fatal error of judgement to agree to
hand pay determination over to any independent commission. (In
the civil service too there had been a leong=-standing 'fair compa-
rison' system which the Conservatives eventually abandoned, lead-
ing to a protracted civil serwvice strike. It also, eventually,
abolished the Clegg Commission). The damage caused by the Clegg
Commission and civil service comparability machinery was readily
illustrated by figures published by the Treasury in December
19813% which showed that during the 1979-80 pay round the 'Clegq
awards' helped push public sector pay well ahead of rates in
the private sector. The Confederation of British Industry preoduced
its own estimates of the same period39 which showed that pay
to central and local government had increased by 25 per cent
in 1979-80, with figures of 17.6 per cent in the nationalised
industries and 16.7 per cent in private manufacturing in the
same period. But in the 1980-81 pay round the public and private
sector settlements came much closer together and indeed central
and local government settlements were slightly lower at 8.1 per

i8) See Treasury Economic Progress Report, No. 140, p. E&.

39) See CBI Monthly News, January 1982, No. 1, pp. 6-7.



cent than private manufacturing (9.1 per cent}. In the current
pay round the government has been trying to implement a 4 per
cent pay 'norm' in the public sector, though in a number of cases
it has had to tolerate much higher settlements. For example,
local authority workers received 7 per cent, the police received
13 per cent, the firemen 10 per cent, water workers. % per cent
and the miners over 9 per cent. In a very real sense the failure
to control public sector pay was one of the greatest defeats

for the government's avowed strategy so far. As the 198l White
Paper on Public Expenditure assumed a 4 per cent pay increase

in the public sector, even this more moderate pay round could
seriously upset the expenditure plans for 1982-3.

The second main area where it has encountered really severe
problems has been with the nationalised industries. Typical of
the problems has been the steel industry. Thus, shortly after
taking office, the Secretary of State for Industry, Sir Keith
Joseph, announced that the government would not fund British
Steel's losses beyond March 1980. (In fact in 1978-9 BSC has
lost £309.4 million and during 1979 the position continued to
weaken). This has proved to-be a hopelessly unrealistic target,
The Corporation lost a massive E545 million in 1979-80. By the
end of the year Government support for BSC had mounted to 971
million. In 1981 the Corporation's borrowing limit was increased
to £6,000 million with a total of €1.28 billion in aild for BSC
in the period 1980-2. The Government faced similar problems in
other nationalised industries such as British Leyland, British
Airways, the railways, and the coal industry. Indeed, the Prime
Minister's personal frustration led her toc ask the Central Policy
Review Staff (CPRS) to examine the whole guestion of the relation-
ship between government and the nationalised industries. As The
Economist reported, she complained that "I scrape around for
savings of £l million here or £5 million there, and this lot

S Basically

come back looking for hundreds of millions more".
the Government could not escape from the long-term financial
problems of the industries, although it has intreoduced a number

of 'privatisation' (partial denationalisation) measures which

40) See The Economist, B August 1981.



will produce once and for all benefits to the Treasury. (The
most notable example being the sale of a significant proportion
of the assets to the British Wational 0Qil Corporation, planned
for 1982. Other 'privatisation' schemes included British Aero-
space and Cable and Wireless}.41 An added benefit, apart from
the revenue from the sale of assets is that the resulting compa-
nies (part public, part private) can be considered to be cutside
the PSBR. The issue of the financing of the remaining public
corporations (the wvast bulk in fact) continues teo be a gquestion
of bitter conflict between the corporations and the Government.
The third area where problems have been severe is the direct
result of the recession - namely funding the costs of the unem-
ployed, and funding the ceosts of various programmes designed
to keep people off the labour market. Some one-third of the total
of public expenditure is demand determined and therefore not
subject to the cash limit system. In February 1981 the Treasury
estimated that for each 100,000 increase in unemployment the
cost to the Excheguer was £340 million. By January 1982 the total
unemployed in the UK had risen to over 3 million compared to
1.3 millicon in 1979. The sheer cost of funding this ever increas-
ing burden was, therefore, bound to have serious effects on the
level of public expenditure. In November 1980 the Chancellor
had estimated that over El billion had then been added to the
PSBR as a result of the recession being deeper than expected.
The costs of funding those actually unemployed had, of course,
to be added to the cost of various job protection and job creation
schemes funded by the Government in an attempt to moderate the
rate of increase in unemployment. In particular the young unem-
ployed were a sensitive political issue and one of the leading
moderates in the Cabinet (see below) James Prior, when Secretary
of State for Employment, was successful in securing increased
expenditure for the job creation programme. The Government is
now, even under a so-called hard-line Secretary of State for
Employment, committed te a £1,000 million training programme
for the young unemployed in an attempt to guarantee every 16

yvear old a job, a basic industrial training or further education

41) See A.G. Jordan, Privatisation: Variations on a Theme, 24 pp., University
of Aberdeen, 1981.




for September 19%83. Basically the Government had recognised that
it would be political suicide to face an electorate (by May 19384
at the latest) with a very high percentage of school leavers
unemployved - hence the scheme to remove all 16 yvear olds from

the labour market for two vears. Indeed, the mounting levels

of unemployment present the greatest electoral threat to the
government and to its financial strategy and it is to be expected
that as the election draws near, further concessions will have

to be made on this front as the unemployment guestion is now

of course an issue of tremendous political salience,

The question of local authority expenditure has also developed
into a major political issue with bitter conflict between Govern-
ment and the local authority associations. So bitter has the
conflict been that the Government has in fact formulated proposals
which could fundamentally change the relationship between central
and local government in the UK. The Government's view has all
along been that local authority spending is 'too high'. Thus
for example, as early as July 1979, Mr. Heseltine, the Secretary
of State for the Environment, issued a circular to local authori-
ties which gave them a clear and early warning of the need to
cut expenditure (local authority expenditure accounts for approx-
imately one-third of total public expenditure). The public battle
between Mr. Heseltine and the local authorities and their support-
ers has continued throughout the Government's period of office.
The normally well-regulated local government policy community
is now characterised by deep and bitter conflict rather than
the consensus and compromise of earlier years. Mr. Heseltine's
position is that despite a series of cuts {(one issue has been
a dispute over just how big the cuts have been)} local authority
expenditure 1s still too high. The central issue has been the
fact that a number of local authorities (particularly Labour
bot not solely) have failed to cobserve the spending 'targets'
set by central government. A whole series of disputes over the
targets have resulted (including legal action which ruled that
the Minister had acted unlawfully in cutting the rate support
grant of six London boroughs). This dispute has culminated in
an attempt by Mr. Heseltine to secure a means of controlling

the power to raise rates (local property taxes) by local authori-



ties. Having failed to secure the desired degree of control by
using the traditional rate support grant system (whereby central
government funds approximately 60 per cent of local government
spending) Mr. Heseltine introduced the Local Government Finance
Eill in the autumn of 198l1. This proposed that a local authority
sheuld have to hold a local referendum if it wished to introduce
a 'supplementary' rate increase, once the rates had been set

for the financial years (there has been an increased tendency
for local authorities to issue supplementary rates over the last
few years to cover increased expenditure during the year). This
proposal was seen by the local authorities (both Conservative
and Labour) as striking at the very foundations of local govern-
ment in Britain. They received support in this view, not only
from the official Opposition but alsc from very many Conservative
MPs., Eventually the measure was withdrawn in the face of this
bitter cpposition {(and after a Commons revolt by some of the
Government's own supporters) and it has been replaced by a bill
propeosing to ban supplementary rates altogether. It remains to
be seen whether this measure will in fact be passed. Mr. Hesel-
tine has alsc modified the rate support grant system in an attempt
to force councils to spend less on services and more on capital
investment. This detailed intervention is alse proving highly
controversial. (In fact a common feature of both central and
local government expenditure over the last two years is that
capital expenditure has been hit very severely - thus hitting
British industry - whilst the politically more difficult job

of reducing expenditure on labour intensive services has been

to a large degree avoided. Though it should be noted that the
Government has had success in reducing the numbers employed in
the central civil service).

One great difficulty in assessing the conflict over lecal
government spending is that the debate has been largely structured
around the Government's view that local authorities have been
irresponsible and have failed to control their expenditure. In
fact the local authorities have probably been much more successful
in controlling their expenditure than has the central government
itself. The battle has arisen because local authorities have

not cut their expenditure as much as the Government had planned.



It is extremely difficult to disentangle the spending figures
but the most reliable estimate suggests that local government
managed to reduce its expenditure by some 3 per cent in real
terms since 19?9-30.42 Local government capital and revenue ex-
penditure has fallen from 29.9 per cent of total public expendi-
ture in 1975-6 to 25.6 per cent in 1980-1 and was planned to
fall to 24.2 per cent in 1981-2, i.e. local government spending
has been falling while central government spending has been ris-
ing. Between 1975-6 and 1981-2 central government expenditure
increased (in terms of 1980 survey prices) from E£54,377 million
to £58,655 million. Over the same period local government spending
fell from €24,686 million to E19,200 million. In real terms cen-
tral government expenditure over the period increased by & per
cent whereas local government expenditure fell by 21 per cent.43
It is difficult, therefore, to escape the conclusion that central
government, having failed to control its own expenditure, turned
towards local government to save the day for the Medium Term
Financial Strategy. In fact the political power of the local
authorities began to re-assert itself by the end of 1981, In
December it was clear that the local authorities had won their

2 year battle with the Conservative Government when it was an-
nounced that they would be allowed to spend £1,000 million more
than laid down in the White Paper on Public Expenditure earlier
in the year. As The Times reported, the government gave way be-
cause "it could not face the political consequences of the chaos
and damage that would be caused by forcing authorities to reduce
staff and services by nearly a tenth in a single year“.44 Local
authorities were, like other public sector organisations adept
at cutting those services which had the greatest political sa-
lience, e.g. help to the aged, books for schoolchildren. Whatever
the level of cutbacks imposed (either real reductions or reduc-
ticns in planned increases) there seemed to be an unwritten rule

42) See George Jones et al., Local Government Chronicle, 11 September 1981.

431) See Tom Caulcott, "The Unreal World of Spending Controls", Municipal Re-
view, December 1981, Ho. 620, p. 152,

44) See The Times, 2 December 1981.



that the affected organisations would trim those areas of their
activity most likely to inflict political damage on the govern-
ment. Early on in the life of the Thatcher government the term
'waiving the shroud' (prompted by Health Authorities making poli-
tically sensitive cuts in areas such as care for the handicapped)
gained wide currency within Government circles. It was a recogni-
tion of one of the fundamental weaknesses of the Government's
position - namely even if it could persuade its own ministers

to cut their programmes {which it generally could not) the actual

implementatioﬁ of the process lay in the hands of other agencies

anxious to defend their sectors by any means, fair or foul,

6. Cabinet Conflict and the Emergence of a More Flexible Approach

The continuing conflict between the Government and the local
authorities was of course echoed by a similar conflict within

the Government itself and amongst its parliamentary supporters.
In fact the most central feature of the Government's period of
office to date has perhaps been the well publicised battles with-
in Cabinet between what have become known as the 'wets' and
'dries'. (A 'wet' is someone who is a consensus politician, wed-
ded to the process of compromise, not heavily influenced by ideo-
logy, and who does not support the monetarist theories of Mrs.
Thatcher and her supporters. The wets in the Cabinet were basic-
ally keen or at least willing to see increases in public expend-
iture). Indeed Mrs. Thatcher's much publicised Cabinet reshuffle
in September 1981 was predictably cast by the media in terms

of the by then well-warn scenario of wets vs, dries. Thus Mr.
Prior, who had emerged as the leading Cabinet spokesman for the
wets, was unwillingly moved to the post of Northern Ireland Secre-
tary. Ancother prominent wet, Sir Tan Gilmour, who had publicly
challenged the Government's monetary strategy, was sacked, as
were two other wets, Lord Soames (Lord President of the Council
and Leader of the House of Lords) and Mark Carlisle (the Secre-
tary of State for Education and Science). Somewhat earlier MNorman
St John Stevas, also a leading wet, had been dropped from the
Cabinet, after publicity for his anti-monetarist wviews. Many

observers saw the September 1981 re-shuffle as a re-assertion



of Mrs. Thatcher's personal power and as a victory for the hard-
liners in the Cabinet. David Watt, writing in The Times was much
nearer the truth when he saw the change as perhaps the high water
mark in the power of Mrs. Thatcher and the 'dries' against their
opponents in the Cabinet. It was more indicative of the limits
of their power.45 Even after the re-shuffle the 'wets' were still
in the majority and in January 1982 Mrs. Thatcher agreed to a
full Cabinet meeting to discuss strategy for the forthcoming
budget. This was an almost unigque occasion as Cabinets are not
normally afforded such an opportunity. In fact the histeory of
the Cabinet under Mrs. Thatcher was little different from the
history of previous Cabinets - namely a struggle between the
Treasury team on the one hand and the spending ministries on
the other. As it happens Mrs. Thatcher had been particularly
unlucky in one of her spending ministers, Sir Keith Joseph as
Secretary of State for Trade and Industry. He was certainly one
of the more fundamentalist of the monetarists in the Cabinet
and a strong personal supporter of Mrs. Thatcher. The talk on
his arrival at the Department was of its gradual run-down as
Government progressively withdrew from its interventionist role
in industry. In fact Sir Keith was one of the greatest failures
of the Government and left the Department with a reputation as
the last of the big spenders. (He is now at Educatlon and Science
where he has 'softer' external groups with which to deal, e.49.
universities, and may achieve greater success as a result}. More-
over, she had operated with a Cabinet very similar to that formed
by Mr. Heath in 1970-4 and which was responsible for a very rapid
increase in public spending. As always, the FM has to form a
Cabinet not too unrepresentative of the party as a whole and
it was therefore inevitable that the Cabinet would reflect the
continuing conflict within the party as a whole over her own
monetarist beliefs.

It was of course never clear at any given time whether the
'wets' or 'dries' were in the ascendancy but the results in tota-
lity do seem to confirm the view that the Cabinet was, like its

predecessors, as much a prisconer of the fundamental nature of

45) See The Times, 16 September 1981.



the policy process (and of international developments) as it

was master of its own destiny. As different ministers alsoc had
different views of the desired destiny this wvirtually guaranteed
that a process of trading, incremental bargaining and adjustments
and a 'fudged' compromise would result. The particular issues
changes, but the process was following a fairly well trodden
path. Thus when defence was threatened with cutbacks in planned
growth (the Conservatives had pledged to increase defence spend-
ing in their manifesto) the Secretary of 5tate for Defence, Fran-
cis Pym (in fact also a 'wet'), successfully mobilised the De-
fence Chiefs and Conservative backbenchers to defend his budget.
(He was later moved sideways and replaced by Jochn Neott, said

to be much tougher on spending). In other cases the Prime Mini-
ster herself was ready to make concessions which inevitably in-
creased public expenditure. For example, in February 1981 the

FM was personally involved in the decision to give way on the
guestion of the National Coal Board's plan to close uneconcomic
coal mines. In effect the threat of a miner's strike caused the
EM to change her mind and agree to increase expenditure to cover
the cost of not closing a number of pits. One of her closest
colleagues, John Biffin was honest enough to admit at the time
that when faced by tough pressure the Government would back down.
He did not, he said, enter politics to be a Kamikaze pilot. The
Government was, he said, 'at heart very Tory and pragmatic'.46
More specifically the climbdown on pit cleosures illustrated a
fundamental weakness in the cash limits policy. In theory the
policy was designed to aveid political difficulties by distancing
Government from day to day issues. Thus in the case of coal the
Government had set a cash limit and had decided that the coal
industry should break even in 1984. Yet faced by the possibility
of industrial trouble from the miners it increased the cash limit
for coal by £300 million, (Though in the case of the civil ser-
vants it felt on much firmer ground and eventually withstood
industrial action fairly successfully). By June 1981 it was evi-
dent that the whole of the Cabinet, wets and dries alike, could
not exhibit the traditional Tory pragmatism to which Biffen had

46) See The Times Business News, 24 February 1981.




earlier referred when it backed away from a further attempt to
reduce taxation in favour of supporting the plan (referred to
above) to provide every school leaver with either a job, train-
ing, or further education until the age of 18. By the end of
1981 the Treasury was seemingly resigned to the fact that the
preceeding two years uf brusing battles with spending Depart-
ments (caused by several attempts to reduce expenditure) had
probably squeezed as much as was politically possible from the
Departments and their vociferous client groups. In essence it
had to accept that there would be an overrun on public spending,

Y and its efforts were apparently confined

48

from planned totals
to 'damage limitation'. Events too have had their impact. For
example, extreme violence in some of the inner cities, such as
Liverpool, has produced Government money as has the severe winter,
in terms of aid to hard-hit local authorities.

Outside the Government, its own backbenchers have also become
increasingly restive as their constituents lose their jobs and
as industrialists have applied pressure for an easing of the
hostile economic climate in which they operate. Throughout the
period of office there has.been vociferous pressure from some
of the Government's backbenchers. They now have sacked Cabinet
Ministers, such as S5ir Ian Gilmour and Norman St John Stevas,
{as well as former Prime Minister Edward Heath) to articulate
a counter-policy to that of the Chancellor, Sir Geoffrey Howe.
Towards the end of 1981 there were very clear signs that the
backbenchers had been pushed too far by the Government's succes-
sive attempts to cut expenditure, contrel the money supply and
by its policy of high interest rates. Thus, as indicated earlier,
the local authority referendum proposal had to be dropped. Four-
teen government backbenchers abstained in a vote on Sir Geoffrey
Howe's unpopular mini-budget in December (see below) and the
proposal to reduce the real value of unemployment benefit by
2 per cent is also likely to be dropped as a result of such pres-

sure (the Cabinet itself had rejected the Treasury's proposal

47) There has, howewver, been a problem of underspending on certain programmes
in the past. See Government Economic Service Working Papers, MNo. 31 and
No. 4.0.

48) See The Times Business News, 26 October 1981.




to reduce benefits by 5 per cent and the 2 per cent reduction
was the compromise which had resulted). Though there were also
revolts against other measures (not directly linked to expendi-
ture questions) the real effort was to defeat the Treasury's
proposals. As The Economist noted at the turn of the year, the

Treasury had lost all the significant battles since the public

spending round (i.e. process) had commenced in September. By

January this year Mrs. Thatcher was admitting, in a radio inter-

view, that she would have cut expenditure more severely if her

party would have let her. The significance, as one observer sug-

gested, was that by the end of 198l the fierce battles appeared

to be wvirtually over. "She would have liked to secure deeper

cuts than have been achieved every year since she came to office.

What was different last autumn was that she accepted fairly early

on that she could not get the cuts she wanted. For once the Cabi-

net did not tear itself apart over public expenditure“.qg Even

Sir Keith Joseph was claiming that it was inaccurate to talk

of public spending being cut. It was rising less fast.50
The pressures to retreat from the amended Medium Term Financial

Strategy, which embodied the Government's primary economic policy

objectives, was also felt outside government and parliament.

Maturally the Labour Party and the trade unions opposed the Govern-

ment's policy as did virtually every client group in the UK {even

university Dons marched on parliament in protest against expendi-

ture cuts!}). That kind of pressure was cf ceocurse to be expected

and was indeed politically damaging. Of greater significance

was the developing pressure from industrial interests for a change

in policy. By the end of 1981 the pressure for a lowering of

the exchange rate and for lower interest rates, which had been

present throughout the term of cffice, was transferred into a

more generalised demand for a stimulation of the economy and

for specific policy changes {such as the advocacy of the removal

of a national insurance surcharge paid by employers - effectively

a tax on employment)}. As early as March 1981 the CBI had produced

its own economic programme advocating an expansion of government

49) See The Times, 16 January 1982,
%0) Report in The Times, 10 November 1981.



spending by £1,500 million a year for each of the next four years.
It predicted that if the government did not change its policies
output would grow by less than 1 per cent a year by 1985, unem-
ployment would rise to well over 3 million, inflation would fall
only slowly and company profitability would remain weak. The
£1,500 millien per year package would primarily be. designed to
stimulate major capital investment programmes, such as rcads,
railway electrification which would directly benefit industry.
(The CBI was at the same time suggesting cuts in public sector
employment and this of course distanced it from the TUC. However,
the CBI Annual Conference in 1981 did pass a resclution calling
for a joint CBI/TUC initiative to help deal with rising unemploy-
ment.ﬁl The Association of British Chambers of Commerce alsc added
its wvoices in calling for a £2,000 million investment package
in defence, telecommunications, roads and railways, with positive
support for industry through the introduction of two-tier inter-
est rates and other specifice measures.52 The pressure for some
stimulus to the economy was of course both public and private.
Industrialists were certainly more willing to criticise the go-
vernment in public, but there is no doubt that Conservative MFs
have come under increasing pressure in their constituencies from
industrial interests. The likelihood is that this developing
pressure will re-enforce the Government's own pelitical instincts
when a general elections draws near.

Current signs are that significant U turn of the December
1981 mini-budget will be the start of a U turn in the image of
the Government in an attempt to regain the centre-ground of Bri-
tish politics (particularly in the face of the advances by the
new Social Democratic Party). Though the mini-budget had some
'tough' aspects (for example increased medical prescription
charges) it increased public expenditure by E5,000 million above
planned levels., Moreover the Chief Secretary to the Treasury
{by then Leon Britton, as John Biffen had been moved to Trade)

was publicly arguing that the increase in public expenditure

51) See J.J. Richardson, "Priwvate Sector Responses to Unemployment in the
UK: The CBI Initiatiwve" (forthcoming).

52) See The Times Business News, 10 December 1981.




showed that the Government was prepared to be flexible. The in-
crease, he argued, showed that the Government was neither inflex-
ible nor blinkered. The decision "...disposed effectively of

the notion that the government refused to adjust its plans to
respond to changed circumstances |and was| a conscious, deli-
berate, collective response by the Government to the realities

of our present position".53 Cther Government spokesmen also began
to emphasise those indicators where the Government could claim
some success. For example, Terry Burns, the Treasury's Chief
Economiec Adviser, pointed out that the PSBR, as a percentage

of GDP, had falled from & per cent to 4 per cent and that the
1982-3 target of £9 billion locked attainable. (In fact it looks
as though the £10.5 billion target for 1981-2 will be met thanks

to buoyant revenues).

7. Conclusicon. Radical Image and Traditional Policy Style

The fact that broadly speaking the Government's actual behaviour
did not really match its stated objectives, together with the
fact that more recently ministers have been proclaiming their
flexibility, is in very stark contrast to the public image of

the Government - particularly Mrs. Thatcher herself. Throughout
her Premiership she has gone out of her way, in public, to stress
that she was being radical and tough and intended to continue
that way. Thus shortly after taking office she was asked what
have you changed and replied "I have changed everything". She

has been particularly anxious to avoid the accusation that she
was making the kind of peolicy 'U turns' for which her Conservative
predecessor, Mr. Heath, had become famous. Her speech writers
were singularly successful in inventing catch-phrases which em-
phasised the tough unbending approach. Thus, in addressing the
1980 Conservative conference she assured her audience that "this
lady at least is not for turning"” and on another cccasion replied
to her crities that "I'm not turning, you turn". She alsoc con-

stantly insisted that There Was No Alternative to the Government's

strategy and as a result acquired the nickname TINA. Even as

53) The Financial Times, 1! December 1981.




recently as the 1981 Conservative conference she was still insist-
ing that the Government would stick to its path. "If ever a Con-
servative Government starts to do what it knows to be wrong be-
cause it is afraid to do what is right, then that's the time
for the Tories to cry 'stop'. But you'll never need to do that
while I am Prime Minister". The result of this tough, abrasiwve,
inflexible image, which as I have suggested was guite unrelated
to the reality of the Government's actions, was that Mrs. Thatcher
{and her Goverment) have become extremely unpopular. By the au-
tumn of 198l she was the most unpopular Prime Minister since
polls began. (She was, however, more popular than the Opposition
leader Mr. Foot, but only because he was the most unpopular Oppo-
sition leader since polls bEgan“54}.

It is the greatest irony of Mrs. Thatcher's Government that
the myth of tough radical change, which hid what was in general
the traditional peolicy style described in section 1, should both
be the cause of the Government's unpopularity and at the same
time was probably the cause of its greatest success. Thus in
the midst of much policy failure the Government had managed to
create a climate of opinion in Britain which was in many sectors
conducive to change. In particular British industry, amidst pub-
lie eries that the industrial base was being destroyed by the
Government's econcomic strategy, has for the first time since
the second world war, really begun to increase its competitiveness
and has made rapid progress in reducing the gross overmanning
which had become a central feature of Britain's industrial de-
cline. The hostile climate has encouraged managers to take tough
decisions and has encouraged workers to accept radical changes
in industry. Even in the public sector, where the naticnalised
industries have played a central role in reducing the Government's
monetary targets, there has been very rapid de-manning. For ex-
ample, the British Steel Corporation has shed some 70,000 jobs
in two years, Publicly owned British Leyland has also gone through
a similar de-manning exercise. It is a little difficult to fully
explain why for the last two years industry has started to make
the painful adjustments which have been long recognised as neces-
sary but which have hitherto been avoided. But there is little

54) See Ivor Crewe in The Times, 9 October 1981,



doubt that a widespread belief has emerged that Mrs. Thatcher
really was tough and that as a result, Government would not step
in to rescue every enterprise or subsidise continued overmanning.
British Leyland is perhaps the classic case where the Chairman,
Sir Michael Edwardes, has implemented a wvery tough management
style and has been able to do so because, for the first time,
Leyland workers believed that the Government really would let
the company go into liquidation. So in cases like steel and Bri-
tish Lewyland, the Government has, at very great financial cost,
secured a much needed de-manning exercise. Moreover, the fact
that the Government did not panic inte a large and rapid stimulus
to the economy, but has so far allowed unemployment to rise to
very high levels, has had a very salutory effect on everyone
who has a job. In essence the Government has had some success
by not doing things as the world recession tock its effect.

This non-activity has had three specific effects. Firstly
wage demands have moderated considerably as workers, particularly
in the private sector, began to recognise the link between wage
rates and employment levels in their own enterprise. Secondly
the strike record has improved dramatically. Thirdly, and most
important, the productivity of British industry has shown a mark-
ed improvement. Thus between the fourth quarter of 1980 and the
third quarter of 1981, output per person in manufacturing rose
by almost 10 per cent, and output per perscon hour by 8 per cent.SS
The high levels of unemployment, which the Government has so
far tolerated, together with the general effects of the reces-
sion, have both helped to reduce inflation and to increase effi-
ciency. And there are no signs of the start of an industrial
recovery.

In conclusion one might say that the Thatcher Government has
found it impossible to cut the total level of public expenditure
and has in general not been a radical innovative government.

As The Economist observed after the December 1981 Budget the

Government under Mrs. Thatcher has been as 'rigid as an EEl'.EE

55) See Treasury Economic Progress Report, No. l4l. See also C.F. Pratten,
"Mrs Thatcher's Economic Experiment”, LLoyds Bank Review, January 1982,
No. 143,

56} See The Economist, 5 December 1981.




The Government's attitude towards unemployment can be seen as

a break with tradition. However, unemployment was already at

a historically high level when Labour took office and the postwar
policy of maintaining full employment had therefore already been
abandoned (Jim Callaghan had as PM warned the country that unem-
ployment weould continue to rise until inflation was sgueezed

from the system), Mrs. Thatcher has been unusual in the extent

to which she has been prepared to withstand political unpopulari-
ty and pressure for a large reflationary package to 'deal' with
unemployment. The difficulty with this poliecy is that eventually
she has to face the electorate (this time with a new and so far
very popular moderate, consensus party, the SDP, in the field).
It seems inconceivable that, faced with the prospect of electoral
defeat, that Mrs. Thatcher's Government will not further amend
its policies in order to reduce unemployment to more acceptable
levels. To do so will, however, prove difficult without even

more specific and costly Government intervention. Even as the
economy begins to pick up (as it appears to be doing) it 1s high-
ly unlikely that firms will readily return to the previously
excessive manning levels of the past, i.e. the link betwesen growth
and employment has probably been broken. If this is true then
only massive, publicly funded schemes for the unemployed can
produce electoral success for Mrs. Thatcher. Her policy of allow-
ing expenditure to rise above planned targets, the de-emphasis

of monetary tagets (the Governor of the Bank of England has for
example recently stated that the Government's approach to moneta-
ry policy has become more pragmatic) and the return to managing
the exchange rate which has become so evident recently, all sug-
gest that Mrs. Thatcher, like her predecessors, can be as pragma-
tic as is necessary when the time comes. As one observer has
noted she may not be keen on U turns but she is certainly on

an upward learning curve.



