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The New Political Economy of Post-War Britain

David Coates

Throughout the entire post-war period, the state of the British economy has preoccupied and constrained the British political class with a consistency and a potency unmatched by any other issue. The Attlee Government was confronted, from its earliest days in office, with the awesome consequences of the US’s abrupt cancellation of lend-lease; and it spent the remainder of its term struggling with inadequacies in economic supply, problems of overseas payments, and difficulties created by the exchange rate of sterling. So too did many of the governments that followed. From the Macmillan government’s balance of payments crisis of 1961, the devaluation battles of the 1960s and the IMF loan of 1976, through to John Major’s ‘Black Wednesday’ and New Labour’s difficulties with the economy’s entrenched deficit on its balance of payments, the British economy has been a persistent source of difficulties for its politicians. But it has also been an immense source of strength to them as well, generating as it has a rising level of general prosperity that was literally beyond the conception of both politicians and their electorate as the post-war period opened. Since 1945 the more favoured section of each successive generation has known a new plateau of prosperity: a plateau in the 1960s for perhaps two-thirds of the baby boomers in their young adulthood; and an even more bountiful plateau of prosperity in the 1990s, for the same segment of that same generation in their middle age, and for their children. The post-war British economy has thus generated prosperity and poverty among the electorate, and problems and possibilities for the politicians; and it has imposed its janus-faced presence on all aspects of post-war British social and political life. Because it has, if we are adequately to grasp the complex interplay of politics and society in Britain since 1945, it is with issues of political economy that we ought properly to begin: by looking in sequence at the changing shape of the British economy (Section I of this chapter), at its changing performance over time (Section II), and at the political projects which have competed to enhance that performance over time (Section III).
I. THE CHANGING SHAPE OF THE BRITISH ECONOMY

The British economy that emerged from the Second World War possessed a manufacturing sector stretched to full capacity, the legatee in its troubles of a powerful mixture of inter-war under-investment and wartime erosion. It was an economy in which employment was still heavily concentrated in the primary sector and in heavy industry. The civilian labour force in 1946 was just over 18 million in total. More than a million of those workers were still in agriculture, and just under three-quarters of a million worked in the mines (Cairncoss, 1985: 394). Shipbuilding, railways and textiles remained major employers of labour; and they remained so well in the 1950s. Employment in the textile industry, for example, peaked as late as 1951, at 1.1 million; twice as many as were then employed in the key motor vehicle and component industries that were later to fuel post-war British manufacturing growth. The new industries (and the new geographical centres) of major post-war employment and output growth were there in embryonic form during the Attlee years, but the bulk of the immediate post-war economy remained where the inter-war one had been. It remained centred in the northern river valleys and it remained locked in industries and companies that could trace their heritage (and their periods of greatest success) back to Britain’s brief Victorian period of world manufacturing supremacy.

Wartime levels of demand, and the immediate post-war conditions of pent-up domestic consumption and disrupted overseas competitors, gave this older British economy one last breathing space; but that respite proved both short-lived and (as we will see later) in the long term extremely costly. Thus one important element in the post-war British economic story line is the sequential run down of many of those industries as sources of employment and output growth. Cotton was the first of the old industries to contract dramatically, railways were the second, mining the third: all against a background of steady labour expulsion from an increasingly mechanised and chemical-based agricultural sector. The employment numbers for cotton fell from 200,000 to 54,000 between 1961 and 1980. Those for the rail industry fell from 649,000 to 192,000 between 1948 and 1992. By then agricultural employment was down to 134,000, and the numbers employed in mining were in free-fall. 697,000 people worked for the National Coal Board in 1956. That number was down to 287,000 by 1971. It had fallen to 184,000 by the start of the 1984-5 miner’s strike; and by 2000 (in the tiny privatized remnants of a once proud industry) was down to 13,000. In the last forty years of the twentieth century, most of the old industries on which Britain’s Victorian supremacy had been built shrunk away to a shadow of their former selves. The British mining industry just went that one stage further, and quite literally disappeared.

For a generation however, this contraction of the older industrial base was more than matched by the employment and output growth produced by Britain’s new industries. These were, in the main, located further south than their older predecessors. The centre of gravity of the new industries lay in the British Midlands rather than the British North. The new industries were also more consumer focused than the old ones – directed at mass markets both at home and abroad in a way that only textiles had been in the Victorian period. The British car industry was the flagship industry of this industrial renaissance, driving an expansion of employment and output in a series of component industries, and integrating with linked processes of expansion in the production of other consumer durables, in new science-based petrochemical and pharmaceutical industries, and in the new energy industries (electricity, oil and even to a limited degree, nuclear power). In fact, ‘nearly one-third of industrial growth in the economy in the 1950s and 1960s has been attributed to the motor industry and its suppliers’ (Church, 1994: 54). Whole new communities sprung up around its new production sites, communities which in their turn stimulated employment in the construction of houses, factories and roads. Employment in the car industry (and its linked suppliers) reached 800,000 by 1973 as manufacturing employment in total (which had stood at 4.3 million in 1946) peaked in 1966 at 9.2 million. More than one worker in three in Britain in 1966 worked directly in the UK’s expanding manufacturing sector.

The other two-thirds then worked either in that shrinking older base to which we have already referred, or in the other two great growth points in employment and output in the post-war UK economy in its pre-1973 prime. They worked in either the expanding private service sector – in retailing, and in banking (though the great expansion in banking employment was still yet to come) or they numbered among the expanding ranks of public sector welfare employment. By 1975 public sector employment had reached 7.2 million in the UK, with 2 million people working in the nationalised industries and three million in education, welfare and local government (Coates, 1984: 220). Then as employment in publicly provided services stagnated after 1975, private sector service employment soared.  Employment in distribution, hotels and catering rose between 1980 and 1997 from 4.3 million to 5.1 million. Employment in banking and finance rose even more quickly over the same period: from 2.4 million to 3.9 million (Financial Times, 2.3.98: 8). As the domestic strength of British retailing and the international standing of British-based financial institutions emerged as powerful new points of strength in the British economy in the 1980s, employment in those sectors began dramatically to outstrip that in a manufacturing sector that was by then rapidly shrinking. In fact by the year 2000 twice as many people worked in retailing and banking as in the entirety of British-based manufacturing, so giving credence to the claim that Britain had genuinely become, by then, a nation of shopkeepers.

For by the 1980s the earlier expansion of employment in manufacturing in the mass production consumer industries of the British Midlands had given way to substantial de-industrialization. In the wake of the first oil crisis, and lower levels of output and productivity growth in the global economy as a whole, the depth and range of international competition in manufactured goods intensified, and British-based producers found themselves increasingly threatened in first export and then domestic markets. Occasionally, whole British-based industries succumbed to that competition: for a period, that was true of the British motor-bike industry, and of British-based white goods and television production. Foreign-owned transplants would, in the 1990s, restore some of that British-based output; but for two decades at least British-based manufacturing industries that were geared to mass consumer markets shrunk (in both output and – more dramatically – in employment) under a gale of foreign competition. The British car industry was the major casualty of that gale. It reset its centres of ownership from British companies (and for a time, the British state) to foreign ones (not just American, as in the past, but also French, Japanese and briefly – with BMW’s disastrous purchase and later sale of Rover in the 1990s – German companies too). It also dropped its employment levels from 505,000 in car assembly in 1971 to 280,000 in 1993  and to 218,000 by 1999. Not all sectors of British-based manufacturing lost out in this way. Pharmaceuticals did not. Aircraft production did not; and in both those sectors  Britain remained the home base of leading edge companies in the global economy. But overall, domestically-based manufacturing suffered a significant shrinkage in world strength and in local employment. Overall indeed British manufacturing shed employment – particularly full-time employment – at an unprecedented rate. In the 1980-82 recession in particular ‘manufacturing employment fell from 7.4 million to 5.4 million – a reduction of 2.0 million or 27% of the 1979 manufacturing labour force’ (Wells, 1989: 25). A further 1.8 million jobs were lost in the 1989-92 recession, though this time that job loss spread south as well, taking in not just Northern and Midlands manufacturing jobs, but also service jobs in the hitherto prosperous and recession-immune South East: to leave British manufacturing employment by 1993 at 4 million. By then, only 18% of  British workers were employed in manufacturing, against 51% in the non-governmental service sector, and 15% in public service; and the manufacturing sector, which as late as 1979 had contributed 30% to total GDP, contributed only a modest 21% (Beavis, 1997:1)
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This changing pattern of performance between economic sectors over the post-war period as a whole had three main consequences. It changed the economy’s spatial and industrial centres of gravity. It triggered fundamental shifts in ownership and control; and it created whole new sets of economically-based social and political actors.

Shifting Centres of Gravity

The spatial rearrangement of the economy’s centre of gravity in the post-war period was particularly stark, leaving as it did once prosperous areas in decay and decline. Over the last 50 years the broad movement of prosperity in post-war Britain has been south and east. Immediately after the war, industrial activity remained largely the business of northern England, Scotland, Northern Ireland  and southern Wales. Britain in the 1940s was still an economy based primarily on coalfields, located in river valleys, and positioned alongside major ports. By the 1960s however all that had changed. The new industries of the long-post war boom were largely Midlands-based and electricity-powered. As Newcastle and Glasgow slipped in prosperity, Birmingham and Wolverhampton rose. But by the year 2000 much of that prosperity too had gone. Now the new industries strung themselves out along the M4 corridor (and in Scotland’s ‘silicon glen’), or huddled together around the financial institutions and large corporate headquarters firmly fixed in London and the South East. For by then both the earlier industrial leaders (textiles and coal) and the later ones (cars and steel) had been replaced in dominance by new knowledge-based industries and by financial institutions, industries and institutions that no longer required either northern coal or midlands semi-skilled labour. By the end of the century the successful parts of Britain’s manufacturing base were primarily those within/alongside the military industrial complex (particularly aero-space and defence electronics), or those re-implanted into greenfield sites by foreign investment (Japanese car plants being the major example). The economy by then had world-quality companies only there, and in petroleum, in pharmaceuticals and chemicals, in food, drink and tobacco and in international financial services (Porter, 1990: 484-94; Walker, 1993: 168-9; Coates, 1996a: 14-17). This new distribution of leading sectors left Britain as a whole regionally unbalanced – with pockets of high prosperity outside the South East (particularly in those parts of Scotland possessing the new oil and computer industries), but with the bulk of the nation’s prosperity heavily concentrated well south of a line from the Humber to the Wash.

Shifting Structures of Ownership

These changing patterns of performance and employment both triggered (and were then accentuated by) changing patterns of ownership within the post-war British economy. Under-performance by particular industries (and in the 1970s even individual companies) triggered a changing pattern of public ownership. The boundary of the public and the private ebbed and flowed persistently in the post-war period. Public ownership expanded in two great waves. It expanded first in the 1940s, with the nationalisation of a series of industries hitherto starved of extensive investment (mining, rail and road transport, and eventually the steel industry). It expanded again in the 1960s and 1970s, as both new industries came into public ownership (steel once more, ports and shipyards, even sections of the car industry) and as individual large but struggling firms were bought by the state (most notably Rolls Royce and Ferranti). Then, of course, the whole expansion process was sent into reverse by the Thatcherite privatizations of the 1980s: privatizations which (as in coal, and in steel) were then followed by significant reductions in employment and production outlets. The resulting boundary lines of public and private ownership are captured in Table 2.
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Alongside this ebb and flow of public ownership, the British private sector went through its own process of ownership restructuring. The 1960s and 1970s in particular witnessed a merger boom of unprecedented proportions. By 1980 the British economy still retained a significant small and medium size business sector in which even its micro-businesses (those employing 10 workers or less) still provided 28% of all employment (Storey, 1994:20). But by then the entire economy was nonetheless dominated by a series of large companies – six or less in each of the 22 industrial sectors listed by the Department of Employment – which were collectively responsible for probably two-thirds of the economy’s output as a whole. In fact, as early as 1976 ‘a mere 87 giant enterprises were responsible for over half of British exports’ (Harris, 1985: 12); and by 1986 over one and a quarter million British workers – some 5% of the total – had jobs with the largest 40 largest manufacturing firms in the UK (Coates, 1995: 83). By the 1990s a significant element of those large companies had themselves become foreign owned. Japanese, German, Swiss and American companies were all big players in the British economy by 2000: to the point at which that probably ‘one in seven workers in manufacturing is [now] employed by a foreign-owned firm’ (Auerbach, 1989: 263). Behind the surface of company names, large degrees of cross-ownership were by then evident; and leading British banks had at long last begun to link blocs of companies together in complex networks of ownership and control. By as early as 1980, London’s four major banks, seven insurance companies and nine merchant banks between them had a controlling interest in ten of Britain’s top 50 manufacturing companies (Coates, 1989: 26); and many of the familiar industrial names in the post-war British economy (ICI, Unilever, GEC and the like) were already transforming themselves from local concerns into genuinely global companies – and ones with a developed propensity to relocate employment and production out of Britain into Europe, the United States and East Asia. Karel Williams and his colleagues calculated that their sample of 25 of Britain’s largest companies created some 200,000 jobs abroad between 1979 and 1989 while shedding more than 300,000 jobs at home – in a veritable ‘hollowing out’ of British manufacturing that continued apace through the 1990s (Williams et al, 1990; 472).

Shifting Patterns of Class

These changes in location and control had profound effects too on those who worked in the post-war British economy, and on how those working there defined their own position and their relationship to others. In the broadest sense the rise of large private companies, the development of extensive service provision, and the expansion of public sector welfare bureaucracies expanded dramatically both the number and proportion of workers who occupied managerial positions or worked as administrators and clerks. Britain in the post-war period, that is, like other major industrial economies, experienced a rapid growth in white collar employment. It also experienced the destruction of skilled and semi-skilled manual work in declining industries, and the creation of new skill categories and new semi- and unskilled positions in the new industries and in the expanding service sector. Most of the jobs lost in that process (certainly those lost in the 1980s) were full-time jobs, traditionally filled by men. Many of the new jobs created were part-time or even temporary ones – many now filled by women.  7.3% of all jobs by century’s end were of a temporary nature (fixed contract, temping, casual and seasonal), where two decades before the figure had been only 5% (Philpott, 1999: 1,3). In 1971 the British economy employed 21.6 million workers, 18.3 million of whom worked full time. A generation later, in 1993, the total was down to 20.7 million, of whom only 15 million worked full time; and by 1997, after half a decade of recovery, the numbers were still only 22.8 million and 17.1 million respectively. In 1997 83% of the by then 5.7 million part-time jobs were filled  by women workers, and 44% of all women working for wages in Britain were doing so on a part-time basis (Employment Audit, 7, 1998: 8) .

The cumulative result of all these changes in employment was the creation of a more complex and socially divided labour force than that which had initially emerged from the Second World War. The end-of-century British labour force was divided between two or even three working classes: an old one predominantly northern, unionized, and in traditional industries; a Midlands working class heavily unionized and largely dependent on the car industry; and a new southern working class that in general was less unionized, and more based in new industries and service employment than its northern equivalents. The end-of-century British labour force also included a much expanded white collar and new middle class sector: a white collar sector of routine office workers, and a middle class that was itself divided between the managerial strata of the large private firms and public-sector semi-professionals in education and health care. And it was a labour force that was still heavily divided by gender and ethnicity: with a core of white male employment and a periphery of less well-paid and less secure jobs disproportionately filled by white women and by Afro-Caribbean and Asian workers. By century’s end the glass ceiling holding women in subordinate employment positions was easing slightly (Walby, 1999: 197-8; Desai et al, 1999: 175-6) but that holding ethnic minority populations in insecure employment and disproportionate unemployment had shifted hardly at all. In fact Britain ended the old century more spatially divided in social terms than it had been in 1945. By the year 2000 it had become a country of middle class suburbs and urban ghettos: one divided – in Will Hutton’s telling phrase – into a 40/30/30 mould (40% of its population affluent and secure, 30% in employment without job security, and 30% in marginalised unemployment and poverty) (Hutton, 1995:105).  Theirs was a poverty tied directly to that other key feature of post-war Britain’s political economy - not so much the shape of its economy as its performance – to which we now need to turn.

II. THE CHANGING PERFORMANCE OF THE BRITISH ECONOMY

Measured solely against its own past the post-war British economy has been a huge success story, generating a level and range of output, and a scale and quality of employment, never achieved in Britain before. The resetting of the centres of gravity of the economy from heavy industry to light, the shift in its basic energy sources from coal to electricity and oil, and its full participation in first the semi-automated production systems pioneered by the US car industry and later in computer-based technologies, all had one major effect. They transformed qualitatively the productivity of both labour and capital across the British economy as a whole. Between 1950 and 1980 GDP in Britain more than doubled, and consumption per head rose 80%; and in the next twenty years GDP grew by more than one-third again. Year on year from 1950 to 1973 the economy grew on average at 3.7%, from 1974-79 at 2.4%, in the 1980s at 2.6% and from 1992 at variously 2.0%, 2.5% and even (in 1997) 3.8% per year. The economy did not expand every year – 1974-75 were particularly bad years, as were 1980-81 and 1989-92 – but overall the economy remained on a consistently upward growth trajectory; and in the process completely transformed the material and social experience of the entire population.

In relation to living standards, economic growth of that scale and length did two things. It completely transformed the level of personal consumption, raising it to heights unimaginable at the start of the post-war period; and it completely transformed the range of goods and services consumed, introducing into conventional consumption an ever expanding stream of new products and services. Over the post-war period as a whole in Britain, some of that consumption took the form of a rising social wage – a steady improvement in the quality and availability of publicly provided education and health services, unemployment benefits, pensions and social assistance. But that social wage was always a contested one: never enough to equalise consumption, always too burdensome to be easily sustained by generalised taxation, and always prone to be understood by the bulk of the population (Hutton’s top 40% or 70%) as an unwelcome drain on their ability to expand their private consumption. In fact that private purchase and consumption of an ever expanding supply of goods and services was the single most striking consequence of the prolonged productivity growth of the post-war British economy. People coming into young adulthood in Britain in 1945 still faced a decade of acute shortages – the rationing of basic foodstuffs, the absence of manufactured consumer goods, housing shortages and the paucity of resources in the newly created public welfare networks. But decade on decade all that changed. By the 1950s the long post-war housing boom was well underway: first a boom in publicly-provided housing, and from the 1960s increasingly a boom in private housing. By the 1960s the first wave of consumer durables was beginning to transform daily life in significant numbers of both middle class and upper working class homes: televisions, washing machines and fridges, telephones and cars. A decade later more and more people began to add foreign holidays to their regular consumption pattern, and from the 1980s participated enthusiastically in the contemporary explosion of electronic equipment, leisure goods and domestic services. 

As we will see next, access to this perpetually expanding stock of wealth was never equal. It was always structured by class, by ethnicity, by gender and by age. Relative poverty remained a huge feature of British life throughout the period – poverty known disproportionately by the very old and the very young, by women bringing up children alone, by ethnic minorities cut off from employment options, and by manual workers subject to industrial down-sizing. But for Hutton’s more fortunate 70%, consumption became – over the post-war period as a whole – the leisure activity they participated in most: a consumption bonanza made progressively easier down the years by the parallel revolution in modes of payment. Shopping in the 1950s was, except for the very rich few, an exercise performed with cash, out of a weekly pay packet. Shopping in the 1970s, for significant parts of the expanding middle class, an exercise performed by cheque and bank account; and by 2000 it was an exercise largely lubricated by ‘plastic’. As Janet Ford put it, ‘in the mid 1960s bank credit cards were unknown’ but a generation later there were thought to be some 6 million retail cards in circulation. Certainly by as early as 1986 the average family in Britain ‘owed 1500 pounds and spent 6% of its income servicing the agreements’ (Ford, 1988:3).

But to stop the story here would be seriously to distort the record. For the post-war expansion of the British economy, though striking by its own previous standards, was problematic – in comparative terms - in at least two key ways. Its bounty did not extend to everyone within its own territory, and its performance did not match that of economies territorially located elsewhere. Rising prosperity in post-war Britain came hand-in-hand with persistent poverty, and with entrenched economic under-performance; and must be understood in relation to both.

Certainly Britain remained scarred by serious inequalities of income and wealth throughout its post-war years of generalised economic growth, and those inequalities actually intensified as the half century progressed. The initial post-war welfare settlement established a more systematic safety net beneath the vast numbers of working class poor than had hitherto been provided by the pre-war mixture of limited state assistance and variable private charity. But that settlement could not by itself dent the inherited inequalities of housing, income, education and social contacts characteristic of the social order of mid-century British capitalism; and indeed those inequalities persisted, generation on generation, in spite of the generalised prosperity of the post-war period as a whole. Free schooling to age 15, then 16, produced a social revolution of sorts; but still the children of the middle class monoplised the selective grammar schools and the universities as these expanded. Health care spread systematically through the UK as a whole, but still the actual consumption of publicly provided health care was skewed by class, and private health care remained the preserve of those with income and authority. The post-1973 downturn and subsequent restructuring of the UK economy then accentuated these inequalities, adding large scale unemployment to the sources of renewed poverty in the 1980s and creating new sectors of low paid service employment that trapped their occupants in paid labour and relative poverty at one and the same time. By the mid 1980s, official reports were recording anywhere between 17 and 29% of the population living at or just above Supplementary Benefit level, with as many as 12 million people close to poverty and at least 2.6 million living in acute poverty. During the Thatcher years income inequality in Britain actually widened, so that by 1991 as many as 4 million children in Britain were living in households whose total income was less than half the national average. By the end of the century the latest official figures were showing about one in five Britons living in poverty, as against one in ten in 1979 (Burgess and Propper, 1999: 259); and the British economy stood alongside the US and Canadian in its propensity to generate poverty through low wage employment. In Belgium, Finland and Sweden, less than one worker in ten was in poverty because of low wages, and in Germany one worker in seven. But the OECD found that in 1996 ‘low-wage employment [was] most prevalent in the United Kingdom where about one in five full-time workers is low-paid, and in Canada and the United States, where this fraction is about one in four’ (Employment Audit, 10, 1999:18).

If the persistence of poverty constitutes the post-war British economy’s most acute internal failure, the economy demonstrated an external failure as well. Over the post-war period as a whole, its rate of economic growth failed to match that of other leading industrial economies, and in consequence British standards of living began to slide in international terms. The post-war British economy grew, but it did not grow as quickly as others. In 1950 the UK stood 6th in real GDP per head, marginally behind Canada, Australia and New Zealand, and with a living standard roughly 20% less than that of Switzerland and two-thirds that of the United States. By 1970 it had slipped to 10th, by 1975 to 15th, and by l985 to 19th in that same league table; and by 1995 had clawed its way back merely to 16th, still two-thirds short of the USA, but now behind a whole string of European economies too (the Scandinavians, Germany, the Low Countries, France and Italy) and behind Japan (Bain 1997:17; Coates, 2000:3). The productivity levels achieved in the British economy over the post-war period as a whole continued to fall short of those achieved in the US, Japan and Germany (the McKinsey Institute still had British labour productivity 40% lower than in the US, and 20% lower than in Germany, as late as 1998); and the capacity of British-based firms to hold on to world-market share of manufactured exports persistently fell. British-based firms held a 25.4% share of all manufactured exports from the world’s eleven leading industrial nations in 1950; but that figure was down to 9.1% by as early as 1971 and was only 7.9% by 1992 (Crafts, 1997:30). The percentage of trade in manufactured goods captured by British firms fell particularly rapidly between 1950 and 1973; and yet it was only after 1973 that the weakness of the manufacturing sector began particularly to show. As the Select Committee on Trade and Industry reported in 1994

Taking [those] last two decades as a whole, the UK is the only major industrial country whose manufacturing output…remained virtually static, although there [was] some catching up in respect of France and Germany [from] the early 1980s. Not until 1988 did UK manufacturing output recover its peak level of 1973, and in 1992 it was [still] less than 1% higher than in 1973, whereas output increased by 27% in France, 25% in Germany, 85% in Italy and 119% in Japan during the same period (Select Committee, 1994: 16)
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The Retreat of British Manufacturing

By the late 1980s, that is, the British economy had lost its capacity to produce what Wells called ‘a sufficient volume of manufacturing capacity capable of producing the sort of products which people require in both overseas and domestic markets’ (Wells, 1989:58). Since British consumers continued to desire such manufactured goods, the result of this diminished international competitiveness and stagnant overall output was a sizeable and persistent deficit on the UK balance of payments. Though the output of the British economy may have fundamentally shifted from manufacturing to services through the 1980s, the structure of British demand did not. British consumers at the end of the 1980s were still spending the same percentage of their income on manufactured goods, and the same percentage on services, as they had in 1979 (before the deep cuts in manufacturing employment of the 1980s). They actually increased their total demand for manufactured products by 30% in that key decade while manufacturing output remained broadly unchanged (Wells, 1989:36,46). The British economy became in consequence a net importer of manufactured goods for the first occasion in peacetime in 1983, and throughout the second half of the 1980s and the1990s the economy’s overseas trade account remained in deficit. Throughout the 1980s and 1990s the British economy balanced its books – and protected internal living standards – only by holding interest rates higher in London than elsewhere in the world system. The persistence of poverty at home was matched by improvidence abroad – and the price of that was expensive money in London, and hence yet another barrier to easy investment in the economy’s weakening manufacturing base. The UK’s current balance of payments – which was in deficit consistently from 1988 to 1995 but which had been pulled back into surplus by 1998 – ended the decade once more in deficit, forecast, on the government’s own figures, to rise from 15.5 billion pound in 1999 to 28 billion pounds by 2002 (Observer, 26.3.2000).
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The origins and causes of this pattern of economic performance are immensely controversial. Indeed, as we will see, different understandings of why the British economy slipped from its 1961 position (as still the second most productive large scale economy in the capitalist bloc) to its present position in the second division of world economic players, are still the key issue dividing dominant political projects on offer to the British electorate. The Thatcherite explanation that took hold in the 1980s placed responsibility for prolonged under-achievement firmly at the door of trade union power, excessive state spending and the absence of a proper enterprise culture. More centre-left explanations both before and since have located the sources of under-performance elsewhere: in long-standing deficiencies in the financing of British industry, in inadequacies in managerial training and expertise, in the preference of state elites for imperial adventures and global policing, and in underlying deficiencies in state education. For some critics of British economic performance, decline set in as early as 1890 (Hobsbawm, 1968). For others the lost opportunity to restore economic fortunes occurred later (Pollard, 1982). For some it lay in the privileging of welfare provision over industrial investment supposedly characteristic of British state policy in the second half of the 1940s (Barnett, 1986). For others it lay in the failure of the Labour Government attempts at industrial modernization after 1964 (Marquand, 1988); and for yet others in the Thatcher Governments failure to seize one last opportunity at industrial reconstruction before the intensification of global economic inter-connections squeezed out the space for nationally-triggered economic repositioning. (On this literature, see Coates, 1994; Cox, Lee and Sanderson, 1997). What Angus Maddison referred to as ‘the ultimate causes’ of economic performance are therefore, in the British case at least, in fierce dispute (Maddison, 1995: 86). 

The Investment Record

What is less contentious however are what Maddison would term the ‘proximate causes’ of weaking international competitiveness. For it quite clear that, whatever else was wrong with British economic institutions and organisation throughout the post-war period, at the very least those institutions were short of investment. UK manufacturing industry suffered throughout the period from an incapacity to attract to itself the share of GNP for investment purposes characteristically attained by its key competitors. Gross non-residential investment as a percentage of GDP ran at 26.5% in Japan between 1960 and 1973 and at 24% between 1980 and 1993. The German figures were 19.6% and 16.2%, the British only 14.6% and 13.7% (Crafts, 1997:35). The result was that by 1989 capital/worker hour in British manufacturing was only three-quarters that of American German or French manufacturing, a gap likely to widen ‘as, through cumulative causation processes, the expectation that the manufacturing sector is not investing becomes self-fulfilling’ (Kitson and Michie, 1996:201).

The British economy suffered in consequence from what some have termed ‘flawed Fordism’ (Jessop, 1992:20), the inability fully to exploit the productivity potential released by the generalised application of semi-automated production processes to key sections of manufacturing industry in the first half of the post-war period. It suffered too from the resulting cumulative loss of international competitiveness, finding itself excluded from the ‘virtuous circles of growth’ enjoyed by economies with high levels of investment, productivity and profits, trapped instead in a mutually reinforcing trajectory of low investment, low productivity, low competitiveness, low profits and low investment. That trajectory deepened decade on decade, as British-based manufacturing firms relocated overseas, as the distribution of investment funds in Britain shifted from manufacturing to services (especially financial services, but also retailing), and as the volume of foreign direct investment attracted into the British economy by its key position within the affluent markets of the European Union were offset by the greater outflows of British-generated capital to industrial investment opportunities in Western Europe, Asia and North America. Manufacturing firms and financial institutions had never established the close working relationships characteristic of more successful capitalisms elsewhere (particularly those in Germany and Japan). Indeed the gap between industry and finance in Britain had long been a key feature of economic under-performance (Hutton, 1994); and certainly by the 1980s a weakened manufacturing base proved incapable of attracting sufficient investment funds from what was by then becoming a truly global set of financial lenders.

Instead, in the key decade of the 1980s, manufacturing investment within Britain (for the purchase of new factories and machinery) rose by just 12.8% ‘whereas investment by the financial and business services sector (new officers, computers etc) grew by 320.3%. In 1979 investment by the latter sector was around one-third of investment in manufacturing: in 1979 it was around one-third more than manufacturing investment (with financial investment alone over one-half that of manufacturing)’(Glyn, 1992:84-5). That, inspite of the by then general recognition (underscored by the report of the Select Committee on Trade and Industry) that manufacturing still mattered: that ‘manufacturing, though only around 20% of GDP, provides over 60% of UK exports, compared to less than 25% in the case of services’, that ‘the UK’s share of world export of services’ was currently declining ‘faster than its share in manufactured exports’, and that ‘given the composition of the UK’s exports, every 1% decline in exports of manufactures requires more than a 2 ½% rise in exports of services to compensate’ (Select Committee, 1994:21-22). The shortfall in the trade balance that resulted from this pattern of investment was, by the century’s end, financed by an inflow of short-term capital, attracted to London by the strength of sterling and London’s internationally high rates of interest; but it was not financed by any long-term net inflow of funds. On the contrary, the British economy closed out the century as a net exporter of capital on a considerable scale, as the table below demonstrates.

Insert Table 4

Work and Wages in a Weakening Economy

A pattern of capital investment of that kind had consequences for both political projects and the British labour movement.  As far as labour was concerned, the years of persistent under-investment produced wage levels that were, by European and North American standards, increasingly inadequate. The British economy began the post-war period as a relatively high wage economy. It ended it as a low wage one. Indeed by as early as 1970 it had become ‘the industrialised country in Western Europe with the lowest labour costs, with the sole exception of Ireland’ (Ray, 1987:71: Nolan, 1992:112). It also ended the century as the main economy in northern Europe in which the working of long hours, and intensifications of the work process, most compensated for the absence of internationally adequate levels of investment in new plant and equipment. That work intensification was a key consequence of the Thatcherite assault on trade union power and full employment in the 1980s. The 1980s did see a ‘productivity miracle’ of a sort, and a narrowing of the productivity gap between the British economy and its leading Western European rivals (Lansbury and Mayes, 1996:21) . But it was a gap in unit labour costs that was narrowed less by investment than by downsizing and work intensification (Nolan, 1992:101-121). At century’s end British workers still worked the longest hours in northern Europe for the lowest wages, and experienced unprecedented levels of job insecurity (Toynbee, 2000:13). By then, 3 million of the 7 million workers in the European Union who regularly worked in excess of a 50 hour week did so in Britain; and significantly, those working the longest hours earned less than those who did not (Employment Audit, 10, 1999:13). The British economy in the 1990s produced more jobs (and hence lower unemployment) than its main European rivals. In that the 1990s marked a distinct change, and an improvement, on the high unemployment of the decade before. Late in 1999 the level of employment in the British economy ‘for all people aged 16 and over was 27.6 million, higher than at any time since 1973’ (Employment Audit, 10, 1999: 4). But the bulk of those new jobs remained predominantly low paid, and low skilled, and in the service sector (British manufacturing actually shed 20,000 more jobs in the three months to September 1998); and in all those ways the last decade of the century saw the persistence of a pattern which, thus far, none of the political projects canvassed for economic reconstruction has managed to rupture.

III. POLITICAL PROJECTS AND ECONOMIC PERFORMANCE

Politics in Britain since the late 1950s have been dominated by a developing awareness – in both policy circles and the wider electorate – of this diminishing international competitiveness of key sectors of the British economy. Parties in government and parties in opposition had addressed themselves consistently to the adverse internal consequences of the economy’s international slippage, and have regularly generated programmes designed to redress it. The Macmillan Government was the first post-war government systematically to do so, opening a phase of economic intervention by successive governments (both Labour and Conservative) that persisted (with only a brief hiatus in the first half of the Heath Administration) right through until 1979. The Thatcher Government, persuaded of the inappropriateness of state intervention of the kind pioneered by the Macmillan Government and extended by the Labour administrations of first Wilson and then Callaghan, then reset economic and industrial policy on entirely different lines, bringing into British politics what we can now see was a ‘second way’ to economic recovery. Currently the Labour Government led by Tony Blair is pursuing its own ‘third way’. 

At the heart of the Macmillan-Wilson ‘first way’ was the deployment of the state as an active (though in comparative terms still a ‘cautious’) agent of industrial modernisation. In the 1960s much of this was neccessarily tentative, as governments moved into policy territory that was new to them, and as the severity and depth of the task they faced only incrementally became clear. For much of the 1960s, policy was directed at effects rather than causes: concentrating on exchange rates and levels of demand, and struggling to balance an over-valued currency with a labour movement reluctant to engage in income restraint. In the early phases of that ‘first way’, politicians and civil servants were themselves touched by inherited attitudes – deep in the British state system – that argued against any detailed intervention by public institutions into the peacetime workings of private industry. The ‘first way’ was slow to build momentum in part because of an ingrained ‘liberal militarism’ in the British state system, a tradition allowing governments to establish a hands-on relationship only with industries producing military (and military-related) commodities and allowing governments to regulate industries producing for the civilian market only in times of war (Edgerton, 1991; Coates, 1996b). But by the late 1960s, with the creation of the Ministry of Technology, and after the 1972 and 1975 Industry Acts, successive administrations did make a sustained if belated attempt to facilitate the reconstruction of an internationally-competitive manufacturing base. They took industries and firms into private ownership. They funded industrial investment. They provided regional aid. They restrained the export of capital. They opened new markets by entry into the European Economic Community. They ‘picked national winners’, and through complex structures of consultation with both sides of industry sought to strengthen their competitive position in particular. They funded industrial retraining, provided help with the redeployment of labour, and endured considerable political damage holding down welfare provision and sustaining wage-cutting incomes policies. And, of course, they failed.

The Thatcherite reaction to that failure, and to the problem of Britain’s ‘decline’ out of which it arose,  was distinctly different. The post-79 Thatcher Government dismantled the complex structures of consultation and abandoned the state-led pursuit of national champions. It looked to market forces to resuscitate the UK’s international economic position, and was not over-concerned initially about whether that position needed to be built around a strong manufacturing sector. The Major Governments of the 1990s came to believe so again, whereas the Thatcher governments of the mid 1980s were more content to see the service sector flourish alone. But in both decades, Conservative administrations looked to international competition to trigger economic modernisation. They allowed the export of capital and courted foreign direct investment; and they sought to create a favourable environment for capital accumulation by cutting what they identified as high rates of income and corporate taxation, privatizing large sections of the publicly-owned manufacturing base, restraining the growth of the welfare sector, and curbing trade union rights to negotiate and strike. Between 1982 and 1989 such a dramatic shift in policy seemed to open a renewed period of economic recovery, but the depth and length of the 1989-92 recession dented that optimism. In the event, the British economy in the 1990s remained significantly short of investment, not simply in plant and equipment, but also in a skilled labour force able fully to exploit the new information-based production systems then developing in the US and Asia; and eventually popular support for the neo-liberal ‘second way’ eroded as that for Old Labour’s ‘first way’ had eventually done.

The New Labour ‘third way’ sees itself as a synthesis of what was best in each of those preceding packages, and as a strategy capable of succeeding where they had failed precisely because of its awareness of the pitfalls associated with each of its predecessors. The policy distance is greatest between Old Labour and New. That between Thatcherism and New Labour is more subtle and nuanced. New Labour has set its face against the picking of winners, the extensive subsidisation of industrial investment, or any return to direct public ownership. It has also kept its trade union allies firmly at a distance, with their rights as organisations and as workers largely unchanged from the Thatcherite settlement imposed upon them in the 1980s.  New Labour’s enthusiasm for market solutions to economic under-performance, its belief in to the opportunities provided by global trade and the flow of foreign direct investment, and its determination to leave British business free of government regulation and taxation, is at least as great as that of the Conservative governments which preceded it; but New Labour has a passion for education and training, as the key long term solution to the lack of economic competitiveness, that was largely absent from the Thatcherite (if not from the Major) policy litany (Hay, 1999: Coates and Lawler, 2000).

For understandable political reasons, many of the advocates of these three projects tend to emphasise the discontinuities in British economic policy over time: treating 1979 and 1997 in particular as key moments of policy realignment. And in one sense it is right to do so, since each date marks that point at which a new cohort of politicians took office, determined to change dominant understandings of how best to revive the economy’s flagging fortunes. But in another sense it is not wise to draw lines in time so sharply as that; for across those dates powerful strands of policy continuity remained. Certainly much of Margaret Thatcher’s initial monetarism was foreshadowed in the post-1976 policy stance adopted by Labour’s then Chancellor of the Exchequer, Dennis Healey; and many of the dominant themes of New Labour’s current industrial and employment policies were embryonically present in the policy mix developed by Michael Heseltine’s DTI during John Mayor’s long tenure as Conservative Prime Minister (Coates, 1999). Table 5 demonstrates one important aspect of that later policy continuity: the shared determination of both the Major and Blair governments to combine limited regulation of private industry with systematic support for investment (in both research and development, and in human capital) as their route to economic growth. Indeed Table 5 makes clear that the New Labour targets for educational achievement, for all the ‘hype’ surrounding their launch after 1997, were actually slightly more modest than those adopted more quietly by the Heseltine-led DTI prior to 1997. And perhaps this should not surprise us, given how powerful are the imperatives imposing policy continuity on British governments trapped between a still weak economy and the strictures of an increasingly globally dominant neo-liberal discourse. 

Insert Table 5

For here is the rub. Successive generations of British politicians have now spent more than half a century presiding over an economy in internationally-competitive decline. It was a decline that the first post-war generations of politicians failed to stem even during capitalism’s so called ‘golden age’ when the battery of policy instruments available to them was, at least by later standards, both wide and effective. Certainly the Japanese state had its successful ‘development’ moment in those years, as the British state did not (Abe and Gourvich, 997; Brown, 1998). Contemporary British politicians now live in the shadow of that past failure; while simultaneously facing an international economic order whose governing ordinances and understandings militate against the deployment of the very range of policy instruments once used to fundamentally reset growth paths. Against the scale of the problems they have inherited, the policy instruments currently being canvassed by today’s generation of economic ministers seem puny indeed; making it hard to avoid the conclusion that New Labour’s ‘train and reskill’ panacea will be no more capable of lifting the British economy on to a new and higher growth trajectory than were the Thatcheritre ‘deregulation’ or the Wilsonite ‘planning and subsidy’ ones. After all, the British economy has been locked into its particular global position now for over half a century, and the institutional forces and practices keeping it there have throughout that period proved totally immune both to ambitious political rhetoric and to modest state reform.  It is not clear why suddenly they should change now. Of course, there is no iron law dictating that past failures must always repeat themselves, and a chapter like this cannot arbitrarily foreclose on what is an on-going process. So perhaps it is safer (certainly it is more neutral) merely to conclude with the observation that whether New Labour’s ‘skills revolution’ can reverse this half-century pattern of economic under-performance is still the central unanswered question of contemporary British political economy. On the success or failure of that ‘skills revolution’ turns not simply the electoral fate of the New Labour Government, but also the living standards, social rights, and possibly civil peace of those that New Labour currently governs. There is therefore much at stake, as ever, in this interplay of economic performance and political project; and it would be good to think that perhaps at last the political project being canvassed is up to the task. The jury is still out, and time alone will tell; but the portents are not good. As they say about the quality of my golf , sadly this still may not be the time to give up the day job!
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Table 1: Structure of Employment

%


Agriculture
Industry
Services






1951
8.9
43.6
47.4

1961
6.6
44.3
48.7

1971
4.3
42.9
52.8

1981
3.2
35.3
61.5

1991
1.9
26.9
71.2

1998 (Nov)
2.0
22.0
76.0

Sources: Glyn and Booth (1996) p.279 & Employment Audit 10, (1999)p. 4

Table 2: The Changing Boundaries of the Public Sector



To public ownership


 
To private ownership

1946-9 railways, road haulage major

airlines, coal, gas, electricity

steel, plus the Bank of England

1953 road haulage, steel

1967 steel

1971-3 Thomas Cook, Carlisle 

Breweries

1973

Rolls-Royce

1975-8 British Leyland, British National

National Oil Corp., British

Shipbuilders, British Aerospace, 

ICL and INMOS, plus holdings in

Ferranti, Amersham International

Cable and Wireless….

1980-89 British Petroleum, ICL, 

Ferranti, British Aerospace,

British Sugar, Cable and Wireless, Amersham International, Britoil, British Ports, BR hotels, INMOS, Sealink, British Telecom, British Shipbuilders, British Gas, Rolls Royce, Water Authorities

1990-95 Electricity generation and

Distribution, British Rail, British Coal, National Power and Power Gen

Figure 1: Manufacturing Output 1960-92 

(1960=100)

Source, Select Committee on Trade and Industry Report 1994, p. 16

Table 3: The British Economy’s Balance of Payments

Current Balance

(pounds millions)

1988 -16475

1989 -22398

1990 -18746

1991


-  7954

1992


-10133

1993


-10295

1994


-  1425

1995


-  3211

1996


     136

1997


   7140

1998


  1912

1999

          -15,500

Supplement with Figure 2 (attached) on the trade balance in goods and services from 1970, showing shortfall after 1982. The line can be extended by figures for post 94 as follows

1993

-6696

1994 -4563

1995 –2809

1996 –4189

1997    -68

1998 –7920

Sources: NIER October 1997 (p.117) and July 1999 (p. 1l6); and Observer 26.3.2000

Table 4: Long term capital transactions, 1979-92 

(pounds billion)

                  DIRECT INVESTMENT           PORTFOLIO INVESTMENT    TOTAL

                  Outward    Inward       Balance      Outward    Inward      Balance      Balance

1979-80
-5.4
3.7
-1.7
-2.1
1.5
-0.6
-2.3

1981-83
-5.2
3.1
-2.1
-6.5
0.6
-5.8
-7.9

1984-86
-8.7
3.4
-5.3
-16.3
7.7
-8.6
-13.9

1987-92
-15.1
13.0
-2.1
-20.2
17.1
-3.2
-5.2

Source: Radice, 1995:p.238

Table 5: White Papers Compared


Competitiveness: Forging Ahead

(1995)
Our Competitive Future: Building the Knowledge Driven Economy

(1998)

Problem
‘In a market economy, the primary responsibility for improving competitiveness must lie with firms; this is recognised by business itself…when market imperfections limit the scope for firms to improve competitiveness, the Government may need to intervene. The Government creates the climate within which business can improve its performance by:
‘Britain’s goal must be to reverse a century of relative economic decline by raising the sustainable rate of growth. To achieve this, more British businesses have to match the best in the world….Business must lead this process of modernisation by responding to the spur of competition and by exploiting market opportunities. In addition to establishing macro-economic stability and improving education standards, the Government has a key role to play as a catalyst, investor and regulator to strengthen the supply-side of the economy….To strengthen the UK’s capability to compete in the modern economy, the Government will

Policy towards capital
· providing the stable macro-economic environment based on low inflation, sound public finances and competitive tax rates, which is essential to give business confidence to invest

· maintaining and developing open and competitive world markets and fighting to bring down barriers to trade

· removing unnecessary burdens on business through deregulation, aimed particularly at SMEs

· making markets work better through liberalisation, sharpening incentives by the reform of personal and business taxation, and extending markets through privatisation

· helping business help itself through better informed decision-making and the spread of best practice

· ensuring a favourable environment for inward investment; and 

· improving value for money and standards in services, such as education, which are best provided by the public sector

· with the private finance initiative in the forefront
· invest…in partnership with the Wellcome Trust to modernise the British science and engineering base

· vigorously promote the commercialisation of university research

· help…small businesses to harness information and communication technologies to compete more effectively in the digital marketplace

· launch a new round of the Foresight programme

· create a new Enterprise Fund

· Improve the help given to start-ups

· change the insolvency laws to give businesses in difficulties a better chance of turning around

· back proposals to…drive up performance among suppliers

· back the CBI’s campaign…to encourage a massive increase in the number of companies adopting best practice

· set up a public-private action team to promote clusters in biotechnology

· provide funds for the Regional Development Agencies

· examine the planning system to ensure it encourages enterprise and promotes the needs of industrial clusters 

Problem
‘To improve the UK’s international competitiveness by raising standards and attainment levels in education and training to world class levels by ensuring that - by the year 2000
‘Successful modern economies are built on the abilities of their people. People are at the heart of the knowledge-driven economy. Their knowledge and skills are critical to the success of British business. People are the ultimate source of new ideas. In a fast moving world economy, skills must be continually upgraded or our competitiveness will decline’. So by 2002

Policy towards labour
· By age 19, 85% of young people to achieve five GCSEs at grade C or above, an intermediate GNVQ or an NVQ level 2

· 75%of young people to achieve level 2 competence in communication, numeracy and IT by age 19; and 35% to achieve level 3 competence in these core skills by age 21

· By age 21, 60% of young people to achieve 2 GCE A levels, an Advanced GNVQ or NVQ level 3

· Life-long learning: 60% of the workforce to be qualified to NVQ level 3, Advanced GNVQ or two GCE A level standard……
· 50% of 16 year olds should have five GCSEs (grades A-C)

· 60% of 21 year olds should have a level three qualification (2 A levels or equivalents)

· 50% of economically active adults should have a level 3 qualification

· 28% of economically active adults should have a level 4 qualification

