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NON-TECHNICAL SUMMARY

Economic policy in the UK underwent a substantial change after 1979. Graater
emphasis was placed on supply-side reform, the priority given to efficiency rather
than equality was increased, the commitment to full employment was dropped
and a policy to reverse relative economic decline was promoted. This programme
of radical reforms has, of course, been highly controversial. This paper considers
four questions: (i) What happened to the standard of living? {ii) How good was
the UK's growth performance in the 1980s7? {iil) What were the reasons for any
improvement in UK growth? (iv) What was the overall effect of the Thatcher
Experiment on economic welfare?

Evidence from a variety of empirical studies is surveyed concentrating especially
on the distribution of income, unemployment and productivity growth,
Assessments of the padlicy’s oulcome are certain to differ, and the paper stresses
some of the reasons for this, including the importance of value judgments and
the difficulties of specifying a counterfactual policy mix. In so far as quantification
is possible, it seems that under reasonable assumptions an annual gain of as
much as 5% of GDP or a loss of as much as 3% could result.

Recent changes in living standards across countries are compared using a
concept of ‘'measurable economic welfare’ pionsered by Beckerman (1980). This
takes account of changes inleisure and income inaquality as well as GDP growth.
Inthe past twenty years imputations of this kind are shown to have a much larger
effect on rank orders of growth performanca than in the 1950s and 1960s, and
particularly so for the UK in the 1980s, where both imputations are potentially
large. Such information as is readily available on the quality of life does not
indicate particularly poor outcomes for the UK, however, cantrary to the fears of
some crilics.

A review of the evidence on productivity performance suggests that the new
policy stance had positive effects, but initially through changes in bargaining
power rather than through enhanced factor accumulation. A regression allowing
for ‘catch-up’ effects in growth along the lines proposed by Dowrick and Nguyen
{1989} supports the assessment that the UK growth rate under performed in the
1960s and was better than could have been expected in the 1980s. The sources
of the improvement probably had relatively powerful once-and-for-all
components and it is unclear that there will be powerful long-term impacts.

A conventional appreach to evalualing the main effects of the Thaicher
Experiment is likely to take higher unemployment and greater inequality as
negative impacis to set against any productivity growth gains. Any overall
assessment af this stage can only be provisional and, in any case, is contingent
on the relative weight put on these factors in the social welfare function. In the



world of a traditional neoclassical growth model it is quite possible for evaluations
to be either positive or negative, as noted earlier. If an endogenous growth model
is assumed, the chances of an overall positive judgment are potentially much
enhanced since permanent growth rate effects are then possible. Nevertheless,
the nature of faster productivity growth in the UK in the 1980s does not suggest
particularly powerful effects along the lines of a Lucas {1988} or Romer {1990)
model and it remains quite possible that the growth effects of the Thatcher
Experiment are mainly transient. If so, assessments of its welfare effects are not
likely to reach an sarly consensus.



I. Introduction

The British Conservative Government was elected in 1979
against the background of an economic performance in the 1970s widely
perceived as deeply disappointing. The decade had seen a marked
slowdown in econcmic growth, rising unswployment and record peacetime
inflation; the overtaking of British income and productivity levels by
other Eurcpean countries had becore apparent. The Conservatives under
Mrs Thatcher promised institutionat reform on the microeconomic front

and for the macro-economy a disinflation through monetarist policies.

Among the ksy elements of this new policy stance were the

following.

aj Supply-side policy moved towards increasing pressure for cost
reductions and away from the pursuit of allocative efficiency.
Government requlatory faijures rather than market failures were targeted
for policy action, subsidies were reduced, and eventually privatization
was given a high priority. This amanted to a rejection of the central

thrust of postwar industrial policies.

by The goverreent finally abandoned counter-cyclical policy in
the form of cemand menagement as practiced by the Keynesian policy-
makers of the 19503 and 1960s. The Thatcherites, if not the Wets,
accepted rapidly rising unamployment as the immediate consequence both
of seeking to establish a credible anti-inflationary policy and of
reducing the productivity gap between the UK and competitor countries.

Q) There vwas a heightened enphasis on efficiency relative to



equity in the resolution of policy conflicts. Thus, priority was given
to cutting personal taxes rather than to espanding welfare spending amd
to faster growth and restructuring industry rather than income

redistribution ar support for lame ducks.

The goverrment saw itself as escaping from "the trade umons'
veta" on econcmic reform (Holmes, 1585}, and many of the changes of the
19805 would have been regarded as inconceivable by informed opinicn an
the 1960s and 1970s - for exanmple, the reduction of the top marginal
income tax rate to 40%, the privatization of the major utilities, the
decimation of the NUM and the indexing of penefits to prices rather than
wages. Similarly, the government's re-election in 1983 and 1987
notwithstanding the very high ievels of unemployment in those yesrs fiew

in the face of the hitherto corventional wisdom.

The policy stance of the British Conservatives also contrasted
sharply with the line taken by other major Burcpean govermments. In
France, the 19805 opened with the Mitterand govexmment cammitted to
Feynesian expansion and further natiopalization. In Geomany, despite
the initial rhetoric, structural and political constraints prevented
Chancellor Kohl “from enacting more than a half-hearted imitation of the
Thatcherite modal" {Humphreys, 1989, p.128).

As Table 1 shows, the 1980s were a pericd of relatively poor
British performance in tewms of inflation ard unewmployment. The Misery
Index ruose slightly conpared with the 1570s on Ilayard et al's (1991)
egtimates and the UK vemained in seventesnth position in the league
table. There was virtually no improvement relative to Gemmany, although
the UK avoided the spectacular deterioration of the Misery Index

experienced in France. In fact, when the data are made cowparable, the



TARIE 1 : Inflation and Unemployment Rates (%) : A Comparative Picture

Inflation Standardized UR* Misery
Rate Dnemployment Index
Rato

(a1 1580-88
Anstralia B8.42 7.67 6.10 15.09
Rustria 4.17 3.14 2,95 7.31
Belgium 4.48 11.07 7.04 15.55
Canada 5.99 9.48 8.14 15.47
Darmark 6.92 B.56 .30 15.48
Finlanc 7.57 5.01 4.65 12.58
France 7.82 g.%8 7.81 16.80
Germany 2.99 6.07 4.04 9.06
Ireland 9.26 14.12 13.09 23.38
Italy 12.31 6.87 5.42 19.18
Japan 1.42 2.51 2.14 3.93
Netherlands 2.64 9.89 7.27 12.53
New Zealand 11.71 4.18 3.9 15.89
Norvay 6.67 2.51 2,50 9.18
Spain 10.33 17.74 14.95 28.07
Sweden g8.12 2.21 2.36 10.33
Switzerland 3.89 1.87 1.44 5.76
UR 7.62 10.32 7.92 17.54
UshA 5.00 7.38 6.36 12.38

{b} 1969-79
Australia 10.13 3.56 4.01 13.79
Bustria 5.96 1.32 0.48 7.28
Belaimm 7.21 4.53 4,82 11.74
Canada 7.85 6.44 7.01 14.29
Dermark 9.40 3.64 4.64 13.04
Finland 10.35 3.48 2.61 13.83
Frame 8.66 3.65 3.g8 iz.31
Garmany 5.42 2.13 1.87 7.55
Ireland 12.22 6.72 9.13 18.94
Italy 11.73 4,37 4.94 16.10
Japan 7.46 1.51 1.82 9.07
Netherlands 7.58 3.687 4.28 11.25
New Zealand 11.88 0.58 1.96 12.46
Norway 7.81 1.75 2.22 3.66
Spain 13.58 4.12 9.73 17.70
Sweden 8.58 1.65 1.53 10.23
Switzerland 5.0% 0.52 .83 5.61
o 12,18 4.30 5.18 16.48
Usa §.48 5.85 5.97 12.33

Sources: Based on Layard et al. (1951). 1R* is the equilibmium
unemployment rate. Misery Index is the sum of the
nfiation and unemployment rates.



19805 witnessed the worst British unemployment of any period on record.
including the 1930s (Crafts, 1981}, The 1970s stand out as a pericd of
exceptionally high inflation but 19805 inflation was high by the
standards of the early postwar period. The much used, though
arbitrarily weighted, Misery Index shows only a marginal gain for the

Conservatives in 1980-8 over the much derided ILabour years of 1574-3.

If the Thatcher guvernment is to be favourably regarded, it
would seem that such an evaluation must be based on success in improving
growth performance and, in particular, in raising productivity growth.
Hore, there is a prima facie case, as Teble 2 shows. Moreover, as
section IV suggests, the high Misery Index may in part be & corollary of
policies which raised the growth rate.

Critics of the Thatcher government’'s achievements on growth
and productivity point to a mmber of probiems and weaknesses. These
would inciude the failure to regain the mroductivity growth rate of the
1960s and the suggestion that, even though there was some improvement in
productivity performance relative to sluggish Eurcpean economies
gunerally, the price paid for this growth revival was unacceptably high.
In particular, it has been suggested that any improvement in growth was
only temporary and irmvolved large mmcreases in inequality while failing
to raise the quality of life for most pecple (Costello et all., 198%).

This suggests four questions which the memainder of the paper

will attenpt to answer.

{i} What happened to the standard of living in the UK compared
pboth with earlier and with Europe?
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How good was British growth performance in the 1980s
relatively speaking?

[ii)

insofar as there was an improvement in relative growth

(1)

performance, what were the reasens foxr this?

What was the overall effect of the Thatcher Experiment on

(i)

econanic welfare?

Tour preliminary remarks are called for before proceeding to

this agerda in order to avoid misurderstandings.

BEvaluation of the Thatcher Experiment depends in a mmber of

aj



respects on the economic mxdel which is thought applicable. Thus, the
underlying growth model (Solow ox Romer} matters as does the
interpretation of unemployment [demand deficiency or higher natural
rate) and the framework for explaining productivity change (bargaining
model or growth accounting).

] The cutcome of the Thatcher experiment was obviocusly not a
Pareto IFprovement. Attenpts to measure the impact on econanic welfare
depend heavily on value judgements. Moreover, there is no consensus on
how or whether the quality of life can be measured. Nevertheless, same
quantification can be provided following well fmown procedures along the
lines of Peckerman (1980} and Desqupta and Weale (1992). It must be
accepted, however, that there will always be scope for disagreement, as
with the rather similar cebate on the workess' standard of living during

tha British industrial revolution,

<) There is no way of specifying the counterfactual policy mix in
ways which will satisfy everyons. Far the purposes of this paper I have
in mind a "mainstream Furopean” model but the Hritish Consexvatives

would no doubt prefer a Bennite model as their anti-monds.
d} Even if it is claimed that the Thatcher Experiment was worth
it, it does not necessarily follow that other Buropean countries should

have done the sams. Differing institutions and/or anitial conditions at

the start of the 19808 n=ed to be taken into account.

Iz, Relative Pronomic Decline in Britain before 1579

From the 1870s to the 1970s the growth of ocutput and



productivity in the UK was slow by the stapdards of other advanced
countries (Matthews et al., 1982, p.31). The growth gap was
particularly prenounced in the Golden Age from 1950-73 when the British
growth rate was only about half the OECD average, although total factor
productivity growth was higher than in any previous period of British

Moreover, in the post World War II periocd British
mamfacturing productivity levels were overtaken by France and Germany,
as Table 3 reports. Up to 1939 Britain's productivity lag was relative
to the United States and, at least in temms of mamfacturing, should be
seen as a failure, in comon with other leading Eurcpean countries, to
catch up the leader of the second industrial revolution. In the 1950s

through the 1970s there was a falling behind European rivals,
particularly in mamufacturing.

TAREE 3 : Mamfacturing Qutput/Person Evployed (UK = 100)
France Germany =

1913 79.3 119.0 212.9
1937 76.3 99.9 208.3
1950 83.9 96.0 262.6
1958 91.1 111.1 250.0
1975 124.0 132.9 207.5
1580 138.8 140.2 192.8
198% 112.2 105.1 177.0

Source: Broadberry (1992, Table 1); comparisonsg are
based on an incmstry of origin approach

There are sane persistent themes in the literature on relative
econcmic decline in Britain which recur in all pewiods., These include

low levals of irmvestment, inadequate management, inappropriate education



and training standards and industrial relations systems. In general,
the problems can be regardsd as coning from institutional arrengements
which wers not particularly conducive to long term investments or
effective in promoting good managerial performance and from bargaining
equilibria between firms and their workers which led to poor

productivity performance (Crafts, 1992b).

At the same time it wounld be a mistake to exaggerate the
elements of continuity in the explanations for relatively slow growth
over the cemtury to the 1970s {Crafts, 1988). Thus natwral resource
envowments and market size probably piayed a much more inportant role in
the Anglo-American productivity gap in the 1910s than the 1970s (Nelson
and Wright, 1992), while govermment interventions and distortions locmed
large as a source of relstively poor perfommance only after World War IX
{Crafts, 1991).

The weaknesses listed above were well-inown to policymakers by
at least the 1950s. Their persistence over time reflected the inability
of market forces and/or govermments to eliminate them. At bottom then,
there must have been market failures andfor political constraints
inhibiting British growth performance. In the 1%80s, however. there was
a rapid narrowing of the mamufacturing productivity gap between Britain
ael Burope, as Table 3 shows. ‘This is discussed in Section IV in the
light of the historical background.

IIT. Recent in Livi

In the 1970s it was a popular pastime to seek to modify
estimates of the gmowth of real GDP to include other aspects of living



standards in a broader measure of economic welfare. In this Section I
shall initiatly repeat an exercise of that kind for the mure recent
period before considering other aspects of the quality of life. I have
adopted the approach of Beckerman (1980} for two reasons; his
methodological pasition is as reasonable as that of anyone else in an
area where there is no consensus and this will allow straightforward
camparisons with the earlier postwar period using his results.  The
elaments added to QP for Beckerman's "measurable econcmic welfare” were
allowances for changing incane distributions and for the growth of
leisure time; in the end his gverall conclusion was essentially that GNP
is a fairly good indicator of relative growth rates of measurable
econamic welfare, i.e. vwhen other quantifiable items are added relative
performance is largely unchanged (1980, p.59).

Table 4 reflects the sharp increase in inequality in the UR in
the 1980s much stressed by critics of the government. Data on income
distribution in OBECD countries are not yet generally available for the
1980s but the estimates on poverty cumpiled by O'Higgins and Jenkins
(1890} and also reported in Table 4 suggest that the British experience
was not repeated elsewhere in the EC.

cambined to form a social welfare index, it is cuite possible to
conclude that sccial welfare fell in the UK in the early 1980s. Most

exercises of this kind have made use of the Atkinson index of inequality
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TAELE 4 : Changes in Poverty and Inequality of Incomes
{a) Poverty in the EC (% persond)

Mid 1970s . 1980 15858
Belogium 1.9 7.6 7.2
Denmark 12.4 13.0 14.7
France 19.9 17.7 17.5
Gexmarny 8.8 6.7 8.5
Greece 26.6 24.2 24.0
Ireland 6.4 16.9 22.0
Italy 10.6 9.4 11.7
7.9 7.9 7.9
Netherlands 6.6 7.9 7.4
Portugal 23.4 27.8 28.0
Spain 20.0 20.5 20.0
UK 6.7 9.2 12.0
EGR12 12.8 12.6 13.9
{b) Avera ivalent ss Incomes of UK Houssholds Decile (E£1986

per weei) and Atkinson Indices

1971 30,82 42.15 51.73 60.74 68.56 0.073 0.138
79.41 90.51 105.24 127.07 204.68

1976 35,00 48.51 59.06 69.31 79.93 0.067 0.123
91.54¢ 104.47 121.06 146.58 217.89

1981 35,00 49,38 60.79 72.63 85.44 0.078 0.148
98.53 113.41 132.92 161.13 2498.38

1986 a5.64 49.86 63.15 77.61 92.86 0.0%4 0.178
109,82 128.88 151,93 185.22 305.61

e=05 e=1.0

Seurees: Part (a) Taken from O'Higuins and Jenkins (1990); povexrty
is defined as less than 50% of average equivalent incame.

Part (b} from Jenkins (19391, Table 2).
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which allows the investigator an explicit redistribution preference.l/
Given the data of table 4(bj, Jenkins (1991) takes social welfare to be
mean income x (L - Atkinson, € = 1Y  and considers o = 0.25 ad a = 4.
In the latter case where the greater weight goes to inequality
reduction, the distributional tzends between 1976 and 1986 imply a
slight reduction in total welfare despite an increase of about a quarter
in mean real income whereas, with @ = (.25, social welfare rises by

abont 20 percent.,

Beckerman (1980) also used the Atkinson index to adjust real
@P for changes in incame distribution. He used the index directly to
compute “equally distributed equivalent income™ for several values of g,
the Atkinson inscuality aversion parameter, including £ = 0.5 and g =
1.0, which he regarded as about as far as people would accept in trading
off euality against efficiency (1880, p.56). For the countries for
which he could obtain data he found this made generally small
differences in the 1950s and 1960s with the notable exception of France.
Adopting Peckerman's procedure for the UK in the 1980s, taking the 1976

1/atkinson's aporoach to the measurement of inecuality is based on
evaluating how much total incame society is prepered to lose in order
tucax::ycutag;.mm—dwtrahztmnofim this depends on the
marginal utility of incame at different ipcome levels.  Atkinson
assumes that marginal utility of income = y-%® , Then a transfer is
acceptable if cryl/dy2 {y1/y2)* . Tws, if y; = 2ys , Aif person 2
::ece_wa cnly half of ar:yumretakenfxm:pemonl, i.e. dyy/dyvo

=2, tm.sm.llbealm.ght;f e =1 . Higher values of £ irply a
g:aaterdagreeofimqualityaversisnazﬁt!msagmaterwmngness
to sacrifice total income for the sake of equality. This paramster is
chosen by the investigator and can then be used with data cn the whole
income distribution to estimate the total incare which if egually
distribated would provide the same utility as the actual unecually
distributed income. Thus in Table 4{by for & = 1.0 the figure for
the Atkinscn index of 0.129 (0.178) in 1876 (1986} means that, with
this degres of inequality aversion and the Atkinson utility function,
an equally distributed total incare amounting to 87.1% (82.2%) of
actual total income would have yielded as mxch utility., Beckemman's
adjustment to measured growth uses the Atkinsom index in each year to
calculate the growth of equally distributed incore - a rTise in the
Atkinson index over time lowers this growth rate.



distribation of income as applicable to 1979 and 1986 distribution for
1989, would significantly impact on measured growth. If € = 1.0, a
2.1% growth rate is reduced to 1.5% or to 1.B% if £ =0.5.

This adjustment is entered in Table 5 together with
Beckerman's imputations where available for 1950-73. Until new data
becaones available it is not possible to adjust other countries growth
farchanghgircaredistrih;tionintherecentpasthxttbeevid&me in
Table 4(a) suggests that any adiustment would either be mich asmaller

than for the UK or even, as with France, tend to raise the estimated

qoath rate.

Table 5 alse includes imputations for changing leisure time.
As ig well- , the method used to deal with this aspect of economic
grmthhaspctentiaﬂyverylargeeffe:tsonnaasumdemamﬁcwelfam
and can seriously impinge on apparent relative performance. Key
decisimsmqui;edmmemwhethertovaluethew?nleofleisurecrjust
the change between base and current years and what to assume about the
productivity of leisure time. Since a substantial part of the changes
in work years per member of the labour force in the recent past has cam
from unewployment, a decision must also be made as to whether this time
implies an increase in utility to be valued at the wage rate. My
assumptions are listed in the notes to the table and follow in essence
Beckerman {1980} Method A. Maddison (1991) reports large changes in
working hours in the past 20 years and simply ignoring these does not
seam good enough.

Several points come from Table 5. First, in the recent period
rankings of growth performance are much more sensitive to imputations
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TRELE § : Growth of Measurable Econemic Welfare/Head (% per year)

fieal cOB/ Ieisure Inequality BEW/
Head = Imouoted | Adjustment | Bead

(a} 1850-73
Balgium 3.6 -0.1 na 3.5
Denmark 1.5 0.2 na 3.7
France 4.3 -0.2 1.1 5.2
4.6 0.1 0.1 4.8
italy 4.6 2.7 na 7.3
Netherlands na na na na
UK 2.4 -6.6 -0.1 1.7
(b} 1973-89
Belgium 2.0 1.0 na 3.0
Demnmark 1.7 -0.4 na 1.3
France 1.9 0.9 na 2.8
Germany 2.0 0.7 na 2.7
Italy 2.6 .3 na 2.9
Netherlands 1.3 1.1 na 2.4
fhii 1.9 0.5 -0.3 2.1
{c} 1979-89
Belgiim 1.9 1.2 na 3.1
Denmark 1.8 0.2 na 1.6
France 1.6 1.1 na 2.7
Garmany 1.7 0.3 na 2.0
Italy 2.3 0.3 na 2.6
Netherlands 1.0 0.9 na 1.5
ji::4 2.1 0.5 -0.6 2.0

Sources: 1950-73 derived from Beckerman (1980_}. The leisure
imputation excludes pensioners' leisure, assumes no
pxmuntymsamlasuetmmallmm only for
marginal increases in leisure. The inequality adjustment
embodies an Atkinson adjustment with ¢ = 1.0.

1973-73 and 1979-89 are new calculations. The leisure
impataticn uses data on hours and participation rates from
Haddisem (1982) (1931), excludes leisure of pensioners and
unemployed persons and assumes no productivity increase in
leisure. Changes in leisure are valued using wage data
from Eurostat {1991). The inequality adjustment for the
K uses data £rom Jenking {19%1) and Beckerman's method
with £ = 1.0. Real GOP/Head growth is from QECD (1591cC).

than in the 1950s and 1960s. Second, although in general with these
assurptions the estimated slowdown in growth since the 1960s is similar
to that in GOP, the UR actually does better in 1973-8% than in 1950-73.
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TARLE 6§ : Survey Evidence on Dissatisfaction with the Erwironment
{Rank Order, 1 = least dissatisfied)

HWater Hoise Alr Haste
Quality lution Dispos
Belgium 6 ki & 3
Dermrark i 1 1= 1
France 7 5 5 2
Germany g 11 11 &
Greece 10= 12 12 12
Ireland S 2 3 9
Ttaly 12 ] i0 10=
4 6 g 4
Nether)ands 2 4 4 7
Portugal 8 9 7 10=
Spain 10= 10 ] 8
K 3 3 i= 5
Access to Landscape Borda Ranking
Open Space Pamage
Belgium 7 5 7
DPermark 1 1 1
France & 4 4
Garmarty 8 7= 9
Greece iz 12 12
Ireland 3= 2 3
Italy 9 11 11
2 = &
Netherlands 5 g 5
Portugal 50 & 8
Spain 11 10 10
UK = 3 2

Source: Based on Eurcbarometer 1988 survey reported in
Purostat (1991, p.106). The Borda Rule ranking is an
ordinal aggregator and simply ranks on the basis of
the sum of the individual camponents' rankings.

Thivd, in the Thatcher period there are two generally offsetiing and
large imputations for the UK... the positive leisure component and the
negative inequality one, With curvent assumpticns they virtually cancel
out but with different assumpticms about leisure productivity or a
different degree of inequality aversion this need not be the case.
Fourth, it seems probable, nowever, that most economists complling an

_indox of measurable economic welfare would conclude that the UK's



irprovement relative to other Buropean countries since the 1960s is

appreciable.

Radical cxritics of the UK goverrment stress that Consexrvative
policy relied too mich on markets and was driven too much by profits
{(Costello et al., 1983). Such suggestions would seem to imply that
tajcing emvironmental damage/standards into account could also affect cur
perceptions of relative economic performance. GDP does not taks account
of the output of pollutants as a bad and in principle an adjustment
would be required if welfare measures are desired, as has been
recognised in the classic standard of living debate (Williamson, 1990)
and by pioneers of adjusted national accounts (Norchaus and Tobin, 1972).
At present the data does not exist to perform this kind of calculation
adequately. Table 6 suggests, however, that the cutcame of the Thatcher
Experiment left British citizens relatively satisfied with ervirormental
corditiong and tends to question the desirability of making large
reductions in relative British growth performence due to envirommental
problems.

Discussions of the quality of life generally consider
mortality conditions to be important and these are reflected in Table 7.
Table 7{a) suggests that takenm as a whole mortality experience by the
mid 1980s was very similar in major Euwopean countries., The first half
of the 1980s shows virtually identical cutcomes for France, Germany and
the UK, for instance. HNevertheless, the Thatcher Experiment involved a
wedkening of trade unions and it has been comvincingly argued that in
mamefacturing, given the ineffective policing of safety standardds, such
& change in bargaining power led to an increase in accidents, including
fatal accidents (Nichols, 1990). A precise evaluation of this arguememt
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{a) life Expectancy at Birth

1950 1670 1980 1986
Balgimm §2.0 67.8 0.0 na
Denmark 65.8 70.7 71.1 71.8
France £2.9 68.4 70.2 71.8
Germany 64.6 67.4 70.2 7.8
Greece 63.4 70.1 72.2 72.6 (198%)
Ireland 64.5 68.8 70.1 71.0
Italy 63.7 69.0 70.6 72.6
Taemboury 63.4 67.1 69.1 70.6
Netherlands 70.6 16.7 72.7 72.2
Portugal 56.4 64.2 67.7 70.6 (1988)
Spain 59.8 £5.2 72.5 73.1
K 66.2 68.7 70.2 T1.7 (1985
{b) Fatal Accigients at Work/1000 Emnioyed

Harmfacturing All Sectors

196569 1975-9 1985-9 1985-9
Belgium 0.131 0.098 §.065 0.070
Denmark na na 0.035 0.030
France 0.117 0.088 0.059 G.079
Germarny 0.152 0.117 0.075 G.080
Greece 0.115 na na 0.058
Ireland 0.074 G.070 0.162 na
Italy 0.093 0.080 0.033 (.084
Laenbouryg na na na na
Netherlands 0.033 0.029 0.021 0.016
Portugal na na na Ta
Spain 0.063 0.112 0.131 0.138
UK 0.040 0.033 0.018 0.018

Soupces: Part {a) from Eurcstat (1990); part (b} from ILO
{varicus years].

is left to Section Vi as far as levels of fatal accidents are concernad,
fable 7(b) compiles the available evidence. Intezmaticnal comparisons
of these statistics are surely not very relisble tut, as far as these
data show, reductions in fatal accident rates were achieved in the TR
during the 1980s and both at the beginning and end of the pericd the UK
campares favourably with most other Furcpean countries.
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TABLE § : Rank Qrder of ‘Quality of Life' (1 = best)

Indox Accs.,

{ai Rankings in the Tate 1980s

Belgium 1 5 4 3 B 4
Dermark & 3 8 = 3
France 7 3 5 2 = 5
Germary 3 6 1 4 s 7
Italy 4 8 7 5 = §
Netherlands 2 4 2 1 = i
Spain B 7 8 & 1 8
UK 5 2 6 7 = 2
(b} Rankings in the Tate 1970s
Balgium 4 [5] 3 2 7 6
pPenmark 6 £1] 5 7 3 3]
France 7 {31 4 3 5= 5
Germany 2 {61 L 4 8 8
Italy 8 (81 5 5 4 4
Netherlands 1 {41 2 1 = 1
Spain 8 7 8 6 = 7
UK 3 2] 7 8 e 2
(c) Borda Indox
Late 19805 Iate 1970s
All  Hithout All  Without
ol 3.4 Col 3.4
Belgium 2 4 3 5
Demmazk 3 3 2 3
France 6 6 6 &
5 7 5 8
Italy 7 5 ki 4
Netheriands 1 1 1 1
Spain g 8 8 7
UK 4 2 4 2

Sources: Basic procedure follows that of Dasgupta and Weale (1852).
Data derived from Tebles I, 4, 6, 7 and for output per person
employed (col.4) from Burostat (1991). Enviromment is the
Porda index of Table 6 and has besn assumed to be the same for
the late 1970s in the absence of amy specific infommation.

Dasqupta and Weale (1992) use the Bowmda rule to congute an
overall ranking of the gquality of life. Their concern is with

developing countries and different categories are required to assess
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Eurvpean countries effectively. Neverthsless, their method provides one
way of comparing countries by aggregating ordinal rankings and I have
used it in Table 8 as a way of summarizing and assessing the earlier
tables in the paper. Table 8 suggests three cbservations, First, it
would be wrong to be unduly pessimistic about the British gquality of
life campared with other countries either at the start or the end of the
Thatcher period. Second, the UK tends to come out better in non-
macToecenomic aspects of the quality of life., Third, for this group of
advanced countries the rank order of relative productivity is not all
that closely correlated with the rank arder of the averall cquality of
life.

It nust be stressed that these are only preliminary findings.
In particular, a research programme to widen the list of attributes in
Table 8 (to cover, for example, crime and health care) is highly
desirable and might well chanre the results.

This section turns to questions (ii)a.nd(iii) posed in the
introduction, namely hew good was British growth performance in the
1980s relatively speaking and what were the reasons for any improvewent.
Both are egsential ingredients in any attempt to evaluate the overall
results of the Thatcher Experiment. I now retum to considering the
corventional estimates of real GDP growth rather than “measurable
econcmic welfare”. It will be recalled from Table 2 that there is prima
facie support for an ymmovement in British preductivity growth frem the
Thatcher Experiment.
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In order to assess this in its historical context, it 1is
wmportant to allew for differential scope for productivity growth
botwean countries and also over time, as suggested by the infivential
literature on "catch-up" in CECD countries (Abramovitz, 1986: Dowrick
aryl Nguyen, 1989). T experimented with a mamber of variants of Dowrick
and Nguyen's econaretric approach to obtain estimates of productivity
performarnce normalized for ‘“catch-up effects".2/ The results of a
rypical regression are shown in Table 9 where positive residuals
indicate relatively good performance after allowing for the included
variables. The UK seems to have improved in the recent past. a finding
which is stromger if the equation's results are applied to sub-periods.
Thus, the UK residual is ~0.53 in 1960-73 but +0.84 in 1979-88 whereas
Germany was 1.97 in 1950-60 but only 0.09 in 1979-88.3/

Cbvicusly, the rise of the UK up the relative growth league in
the 1980s is aided by the exhaustion of catch-up elsewhere but neither
the relatively slow UK growth in the early postwar years nor the
recovery of the Thatcher period is fully explained by the catch-up model
in its ‘paive form'. This should not be surprising because writers like
Abramovitz have always stressed that catch-up is not an automatic
process and that potential is sometimes not fully realized; thus
shramovitz argued that “"Secial capebility [for catch-up)] deperds on more

2/the inclusien of the Ioglag variable allows this. The regression's
prediction thus takes account of the effect of the initial
productivity gap on growth performance. ‘This can be thought of an
normalizing for ‘catch-up' potential - the negative coefficient on
Loglag indicates that -the bigger was the initial produstivity gap, the
higher was the growth rate ceteris paribus.

3/1t should be noted that this better. UK growth in the 1980s does not
appear to be the result of Horth Sea oil, North Sea oil output
measured in 1985 prices was sbout 4.5% of GDP in both 1979 and 1988.
T!%slargaaritlmticiupactofoilonneasuedgmwthwas & phenomenon
of the 1%70s.
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TAELE 9 : Regression Estimates of Catch-up Effects and Residuals
from the Equation

0-1973 1973-1987
Catch-Un  Residual Catch-Up Residual
France 1.5 0.4 0.5 0.5
Germany 1.8 0.7 0.6 0.4
Japan 3.0 1.4 1.1 -0.4
Netherlands 1.3 -0.3 6.3 0.5
UK 1.2 -0.7 0.5 0.4
USA 0.0 0.3 0.0 1.1

Sources: The eguation estimsted for a sample of 16 advanced
countries for pooled data on the perieds 1900-13 (only 11
chservations), 1923-38 (only 12 cbservations), 1950-80, 156073

and 1973-87 is
A¥/Y = 6.054 + 0.090 I/Y + 0.861 Emptgr - 1.350 Loglag
(5.231)  (4.685) (7.751) (-2.9a1)
+ 1,218 RELYPW - 1.282 RELYPWSQ
(1.722) (~2.509)
+ (1.450) DuwmyS0s  + 2.280 Dumy60s  R° = 0.827

where I/Y is the investment ratio, Emptgr is the growth
rate of labour inputs measured in hours, Ioglag is the logarithm
of the ratic of GIP per hour worked relative to that in the USA in
the initial year of each period measured at purchasing power
parity, RELYEW is incane postwar relative to prewar multiplied by
a dummy variable = 1 for 1923-38 and 1350-60 to capture
reconstruction  effects and the dummy variables are for 1950-60
and 1960-73. Data are taken from Maddison {1989), t-statistics in
parentheses. (Catch-up is estimated from the impact of loglag on
the growth rate compared to the United States. The
justification for this basic approach can be found in Dowrick and
Nguyen (1989). Growth of hman capital effects are not modelled
explicitly.

than the content of education and the organization of firms... it is a
cquestion of the obstacles to change raised by vested interests,
established positions and customary relations among firms amd between
employers and employess” (1986, p.389).

Human capital and stock of imowledge variables are not

included in the regression so it is aporomriate to ask if these could be
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TARIE 10 : Comparisons Relating to Iong Term Investments
{(a} R+D Expenditure as g Share of GDP (3}

1970 1980 1989
France 1.91 1.84 2.32
Gaxmany 2.06 2,41 2.88
Japan 1.85 2.18 3.04
UK 2.18 2.24 2.20
TSA 2.65 2,39 2.92
(b} Share of Patents Granted in the USA (%)

1958 1873 1379 198
France 10.4 9.4 7.9 6.8
Germany 25.6 24.2 22.7 17.4
Japan 1.9 22.1 27.8 41.3
K 23.4 12.8 10.8 8.1
{¢1 Labour Force with Intermediste Vocational Qualifications (%)
1979 1388

France 32 40
Garmary 61 64
UK 23 26
{d) Years of Formal Schooling of Population, 13-64

1950 1973 1989
France 8.2 9.6 11.6
Garmany 8.5 9.3 9.6
Japan 8.1 10.2 11.7
TK 9.4 10.2 11.3
USA 3.5 11.3 13.4

Sources: R+D data from Englander and Mittelstadt (1988, Table 14}
and OECTD (3991a, Table 5). Patenting derived from
Pavitt and Soete (1982) and QECD (1991b, Table 21).
Vocational qualifications from Steedman (1930).
Schooling from Maddison (1987, Table Ai2) and Maddison
{1991, Table 3.8).

responsible for the relative improvement in British productivity growth.
The literature is fairly unanimous in rejecting this possibility,
although thare would be a small effect of longer years of schooling in a
corventional growth acceamting framework such as Maddison (1991).
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Eisevhere in Table 10 the evidsnce stubbornly fails to give any sign of
relative British isprovement. O'Mahony {1992) using a production
function framework for mamufacturing found that for 1987 human capital
(approximated by measuring the skill structure of the lsbour force and
weighting by relative wage levels) accounted for 12 percentage points of
the gap between British and German labour productivity; in an attempt to
replicate her estimate for 1979, I found it accounted for 14 percentage
points whareas between the two dates the total fall was 28 percentage

points.

Similarly, it seems unlikely that growth discrepancies betwesn
Britain and Germany before 1979 are readily accounted for simply by the
acommilation of factors of production emphasized by the new growth
theory. Thus, Crafts (1992a} finds that an allowance for a Lucas-type
human capital externality has no role at all in Anglo-German growth
differences over 1950-73 while Crafts (1992b) locks at econcmetric
estimates of the impact of R+D stock growth amd equipment investment
shares and concludes that they leave about half of the Anglo-German
gresth rate difference in 1960-73 unexplained.

At the same time there is evidence of a ’behavicural’
mroductivity gap between Britain and Gemmany resulting from structures
of industrial relations and from the political economy of the postwar
period (Crafts, 1992b). This appears to have affected both levels
{Pratten, 1976) and rates of growth of productivity (Praxs, 1981).
Indeed the consensus in the literature now appears to be that the
British productivity surge of the 19805 - concentrated in mamufactoring
where cutput per worker rose by 50% between 1979 and 1988 - owed little

to greater imvestment in plant, peaple or research but came rather from
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more efficient use of existing factors of production and a shake-out of

the insfficiencies which had accumilated in earlier decades.

feonometric studies have suggested that this productivity
advance in manufacturing can be quite well explained along the lines of
a model in which adverse employment shocks and declining product market
powar of fizms lead to new bargaining equilibria in which ovexrmanning is
reduced and/or work effort is increased (Bean and Symons, 198%: Machin
anct Wadhwani, 1989; Metealf, 1989). It may well be that this stems from
the idipsyncrasy of British industrial relations as path Crafts (1992c)
and Weiskopf {1987) found that rises in unemployment have a strong
productwityeffectinthetmmtmtmz‘mmeorsemany. Thus a
trade-off existed for the Conservatives under Mrs Thatcher between
unemployment and productivity improvement which does not seem to have
existad in the same vay for the Christian Democrats under Herr Kohi.

Indeed. it might be more generally argued that the policy
stance of the Conservatives on growth had some beneficial effects there
vhile at the same time having an adverse impact on the Misery Index. By
adopting the style of subjecting British industxy to a ‘cold bath'
demand deficient and mismatch unemployment were raised {Layard et al..
1931) amd de-regulating capital markets in pursuit of greatew efficiency
-resulted in the exrcess demand and inflation of the late 1980s in the
absence of other offsetting demand management strategies (Allsopp,

Jenkinson and Morris, 1991).

The poor performance of the 1970s and fortuitous political
circumstances gave a radical British goverrment an extended ‘window of

oppartunity to reform British productivity pexformance. The mnew
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policies led to changed bargaining equilibria with weaker twade unions
and 2 major shakecut of inefficiencies. Other longstanding weaknesses
and unfavourable institutions remained, notably in education and
training and in short termism in investment decisions. The changes
were, initially at least, more in conduct than in structure.
Reverthaless, obstacles to ‘catch-up' in Britain wers reduced and
relative econcmic decline was ended for the time being. It is much
harder to be confident that relative decline has permanently ended

{Crafts, 199i1).
v. Was_the Thatcher Expewiment Worth It?

In the light of the preceding sections, I shall interpret this
question as follows. Were any gains in productivity attxilumtable to the
new policy stance post 1979 sufficient to cutweigh the costs accruing
through higher unemployment, reduced industrial safety and increased
inequality of incames? As noted in the intxocducticn, the answer to this
question depends on what social welfare function is adopted and
assmumpbions about the counterfactual path of both the economy and

economic policy.

Of the three neqative effects identified, I shall argue that
industrial safety can be regarded as unlikely to be a sericus issue.
Nichols (1990, p.328) gives regression evidence to suggest that
declining bargaining power of workers raised industrial accidents in
manufacturing by about 16% per year in the first half of the 1980s, i.e.
about an additional 32 deaths per year. His argument inmplies that non-
fatal accidents in mamfacturing would also have increased but data

problems prevent effective measurewent of this. Recent evidence on
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workers' vatuations of safety (Marin and Psacharopoulos, 1982; Gegax et
al., 1991) suggests that £100m. {0.02% of 1983 (DP} might willingly be
paid to avoid these increased safety risks. However, any such costs are
surely mere than offset for workers as a whale by the de-
industrialization of employment resulting from the Thatcher Experiment.
Mamufacturing employment fell by about a third while expansions of

employment were in the mch safer sexrvices sector.

The unempioyment cost is potentially a seriocus one. I shall
regard it as having two conponents and shall seek to establish an upper
bound estimata., The Thatcher policy package can be thought of as
producing more severe deflation and more structural change than that of
the average Buropean government. Consider the extra demand deficient
component to be the value of UR - UR* for 1980-88 shown in Table 1
compared with the average for other North European EC countries.
Consider the extra structural unemployment element of UR* in the UK to
be the 1.54 percentage point rise in mismatch estimated by Layard et al
(1991, p.446). ‘Together these would add wp to an average Thatcher
Experiment effect on unemployment of about an extra 2.5% of the labour
force relative to & ‘'mainstream Furopean’ policy counterfactual,
Evaluating the cost of this at average Jlabour prodoctivity implies an
anrmal loss of the same fraction of GDP per person. fThis is likely to
be an overestimate of the costs of unemployment because it values
leisure of the unemployed at zero, because the unskilled
disproportionately became unemployed, and because it assumes ro rise in

mismatch absent the Thatcher govermment.

Over the period 198¢-88 even this upper-bound estimate of
unsmployment cost is, however, probably outweighed by the induced
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procuctivity gain in manufacturing from Thatcher Shock effects. The
evidence for this includes improvements in ‘residual growth' shown by
the cross-section regressions of Table 8. Also, there are the positive
effects of emplaoyment falls and campetition increases generally noted in
the literature (Crafts, 1991) and the regression results in Crafts
{1992c) which indicate productivity gains inchiced by the new willingmess
to let unswployment rise. These all suggest a fairly substantial short~
run impact on mroductivity.  Other explanations for productivity

increase are unpersuasive.

If the 15% improvement in productivity in manufacturing
relative to the aversge of France and Geomany shown in Van Ark {1980} 1s
regarded as a plansible lower bound quess. then the productivity gains
from the Thatcher Experiment are worth at least 4.5% of annual GDP by
1988 with more than half occurring by 1984. A more generous
interpretation of changes in relative prodoctivity growth, assuming a
continuation of the 19603 negative residual in the Table 9 regression -
{i.e. below normal productivity growth after allowing for catch-up and
factor accoumulation) -~ as the counterfactual, could gquite pessibly
triple this figqure.

Whether such gains ocutweigh losses from a greater inequality
of income depends, of course, on the investigator's degree of
“insquality aversion' and the extent to which the greater inequality
stemmed from the new policy stance., Table 4 suggests that welfare may
have been reduced by about 5.6% of GDP by rising inequality not
experienced elsewhere in Burcpe if the Atkinson/Beckerman approach is
-adopted with € = 1.0 or about 2.9% if ¢ = 0.5.
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Tt should be noted that there were big changes in inequality
of original income and that the tax and transfer system operated
somewhat to mitigate the impact on fimal income: the Gini coefficient
for ariginal income rose from 0.45 to 0.52 between 1979 and 1986 and for
final income from 0.32 to §.36 (Crafts, 1991, Tabie 5). Moreover, it
has been argued forcefully that the welfare state survaved little
changed through at least 1967, the main difference from earlier being
that its Increase relative to other areas of the econamy stopped (Ie
Grand, 1990}. There may, therefore, be some doubt as to the extent of
the responsibility of the new policy stance for rising inequality of

1nCanes.

Nevertheless, the Conservatives' willingness to promote
reductions in personal incame taxation, their tightening up of aspects
of the benefit system, their acceptance of a return to a greater role
for market forces in wage/salary determination and their tolerarce of
nigh unempioyment make it likely that changes in economic policy
relative to a "mainstream European® stance played a large role in the
move to greater inequality of incame in the 1980s. A provisional
analysis by Johnson and Webb (1992) attributes about 80 percent to the
rise in inequality of incomes in 1980s Britain to these factors, with
tax and benefit changes having by far the largest impact.

The implication of these various considerations is that
evaluations of the Thatcher Experiment will differ: it would seem
likely, however, that the majority of estimates based on these types of
effect would fall in a range of plus 5% to mimus 3% of GDPF for the
average anmzl effect in the mid 1980s. The pessimistic estimate wouid

take. a reduction of 5% for greater ineguality plus 2.5% for greater
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unemployment offset by 4.5% for productivity. The optimistic
calculation would have the inequality loss equal to about 3% of GDP, the

unemplayrent loss at perhaps 2% and the productivity gain at, say, 10%
of GDP.

Such calculations might need amendment, however, 1f a new
growth theory view of these developments were taken rathexr than the
implicitly Solow-type view which I have adopted thus far. If the
-changes of the early 1980s were to lead to permanently faster txend
growth, then virtually everyone is likely to conclude that the present
value of this welfare improvement would be worth the short run
unemployrent and inequality costs. It is exactly such possibilities
that are contemplated by endogenoms growth theory.

Two well-known variants of this approach are proposed in Lucas
{1988} and Romer (1990). In these models a pexmanent re-allocation
towards higher human capital formation ard research and development
respectively will permansmtly raise the growth rate. Neither of these
eventualitisey appears to have been the result of adopting British rather
than German style economic management during the 1980s and I am not
optimistic that the Thatcher Experiment can be vindicated in this way.
A third argument based on Remer (1986) would simply be that
externalities to physical capital formation are large encugh to obviate
diminishing margina! productivity. If so, a positive productivity
shock, which lowers the cepital to cutput ratic and raises the growth
rate of capital as a result, has a permanent growth rate effect. The
available evidence seans, however, to refute this hypothesis (Crafts,
1992b}. Overall then, it may be better at this point to accept the
ambiguous result of the Thatcher Experiment on welfare implied by a
Salaw-type warld.
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VI. Summary and Conclusions

In sum, the overriding impression is that both the claims of
Thatecher enthusiasts like Matthews and Minford (1987) and critics like

Costello et al (1989) are greatly overstated.

More specifically, the findings of the paper are as follows.

{3y UK productivity growth improved relative to comparator
countries in the 1980s campared with the pericd of the long postwar boom.
This improvement carries over into the growth of measurable eonanic
welfare on a Beckerman~type approach.

(i4) British economic performance in the 1980s included better
growth but also higher unemployment and rising inequality of incames.
These latter may be regarded as costs of the Thatcher approach to faster
growth. On the other hand, the ‘'quality of life! in Britain still
compared reasonably well with that elsewhere in the EC.

{(iii} There were positive impacts of the new policy stance on
productivity perfomance in the UK which were largely unavailable for
cther Furcpean countries. It seems unlikely that these would have had a
large permanent effect on the growth rate persisting into the 13305 and
beyond,

{iv} Assessment of the welfare effects of the Thatcher EHxperument
depends critically on-the degree of "ineguality aversion" of the
inmvestigator. Unless permanent growth rate effects can be established,
most estimates are likely to be in an annual range of plus § to minus 3%
of GDP.
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