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THE CUTS: A CRUEL DECEIT 

On 21st October 2010 George Osborne, the Chancellor of the Exchequer, announced 
planned cuts in public spending of £80 billion, averaging 19% over all departments, 
over the next four years.  

These fall on services needed by all British people: half a million public sector jobs 
face the axe. They fall most heavily, however, on those who can least afford to lose. 
An average family at the bottom fifth of the income scale will lose three times more 
as a proportion of its income (£7 out of £200 per week) than one at the top (£10 out 
of £1000).1 Communities and Local Government are to lose 36.6% over four years in 
real terms, far and away the heaviest cut. Local councils will lose 7.1% every year for 
four years. Over £7 billion is to be taken out of welfare payments with the lion’s 
share falling on housing benefits.2 

These are the most savage cuts in 50 years. According to the Institute of Fiscal 
Studies, the years 2011-2015 would involve the “deepest sustained cut to spending on 
public services since 1976-80″, when the UK was forced to borrow from the IMF. The 
Conservatives’ plans “imply cuts to spending on public services that have not been 
delivered over any five-year period since the Second World War.”3 

Changes in funding arrangements disguise further heavy burdens on British 
consumers across the board. Rail companies have been given carte blanche to raise 
fares well above inflation despite an appalling record of service provision. Student 
tuition fees will treble though, as the respected Higher Education Policy Institute 
notes, it will cost the Treasury more to underwrite the expensive new loans than to 
return to grants.4 

Contrary to government claims, the health service is not being ‘ring fenced’. The NHS 
must make ‘savings’ of up to £20bn over the next four years because inflation 
forecast have now risen and because of the failure of the coalition’s budgets to 
account for a 4% a year real rise in NHS costs due to increased population, more 
older people and new technology.  Pension contribution rates are to rise by 3% and 
payouts slashed in real terms by 20% or more, being tied to the consumer price 
index rather than the higher retail price index. And by changing the way that public 
sector pension costs are calculated, another £9-12bn5 in contributions will be added 
each year and/or benefits will be watered down significantly. 

The government has made no serious inroads at all on the system of subsidies and 
kickbacks to the private sector which reward it for failure and penalize it when it 
invests in efficiency – like the £36 billion in tax breaks it gives to private pension 
funds, £100 billion it loses in tax avoidance and evasion, or the £54 billion it plans to 
shovel into the broken privatized railway system or the £7 billion in bonuses which 
the banking sector paid itself last year. 

These cuts use the flawed economic reasoning which created the crisis: 

(1) They fail to address the principal cause of the deficit which is the loss of 
output caused by the slump. This totals £141.6bn, or over 10% of GDP, since 
the crisis began – reducing the treasury’s income by at least £35 billion, half 
what the government claims its spending cuts will claw back. The 
government’s measures, by further reducing output, will forfeit the treasury 
yet more revenue – imposing even harsher cuts in the future. 
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(2) They will increase poverty and inequality which are the real cause of the 
unnecessary benefit costs, above all housing benefits whose direct cause is a 
shortage of 1,600,000 houses – which will get worse now that private 
housebuilding has collapsed. 

(3) They will exacerbate the structural, long-term problems of the British 
economy which produced the crisis and which ensured Britain was harder hit 
than nearly every other developed country. 

(4) They fail to discipline the banks, whose conduct produced the world crisis, 
who have converted Britain into a society where inequality is now the 
highest in the OCED, draining the public purse even beyond £xxxbn spent on 
bailouts,  

(5) They will maintain a labyrinth of disguised kickbacks which hide the true cost 
of the private sector and reward it for speculation and political fixing, instead 
of investing in longterm growth. 

(6) Above all, they failed to address the underlying long-term obstacle to growth 
in the UK economy: the collapse of private investment  

What is required is a programme of growth, organized so the public reaps the 
returns. This calls for public investment in advanced creative, sustainable and 
productive services which are shaping the twenty-first century economy. It requires 
investment in equality to reduce the costs of welfare and ensure that those who 
benefit from Britain’s wealth, contribute equitably to the sources of that wealth. And 
it requires investment in the future, replacing the broken society of greed with new 
human values of respect, equality, care and sustainability. 

We propose an emergency programme of public investment to: 

(1) Create 1 million new local authority- owned homes by 2020 
(2) Create 1 million new climate change jobs by 2015 
(3) Rebuild city commuter systems under public control to construct a viable 

alternative to the car by 2025 
(4) Link UK’s major cities to Europe’s High-Speed networks to create a viable 

alternative to air transport by 2025 

We propose to put the UK economy on a sustainable track for the 21st Century 

with a strategic re-orientation of the UK economy focused on human resources: 

(1) A major reduction in inequality to replace the present culture of greed and 
construct a new Britain founded on values of public service, care, and 
sustainability, with pension, welfare and health systems to match. 

(2) Invest in Higher Education by raising UK spending to the best OECD levels – 
1% of GDP, and enrolment in tertiary education to the top quartile of OECD 
levels by 2020 

(3) A long-term export-led programme of research and development in the arts 
and science-based producer services, centred on the digital economy 

These proposals, we show, will reduce the deficit instead of expanding it, by focusing 
on the missing dimension of the government’s proposals – growth. 
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THE WORST SLUMP FOR EIGHTY YEARS 

CHART 1 UK LONG-TERM GROWTH 

 

Source: ONS National Economic Accounts 

CHART 2 UK BALANCE OF PAYMENTS 

 
Source: ONS pink book 

The real cause of the deficit is not excessive government spending but an economic 
crisis which Britain’s governments, and their advisors, entirely failed to foresee. It is 
the policies that led to this slump – and the particularly deep effect it had on the UK 
economy compared with other countries – that must be addressed. 

From the second quarter of 2007 to the third quarter of 2009, the output of the 
British economy fell from £308 billion to £288 billion, a fall of 6.5% in just over a 
year. Output has yet to recover to its pre-crisis levels, which means the slump has so 
far lasted two and a half years. It is now widely forecast that employment will not 
recover for a decade. 

There is no clear sign it is over yet. As the former Chancellor of the Exchequer 
Alastair Darling in the previous Labour government said, this is the biggest 
economic crisis in over 60 years.6 Actually, he should have said 80 years. For in fact, 
60 years ago, in 1950, following a five-year programme of government spending on 
a scale since undreamed of, the UK economy was steaming into a twenty-year phase 
of prolonged growth. 

It is no good to plead that the whole world was affected so there is nothing Britain 
could have done. Many countries continued to grow through the crisis. And even 
among those affected badly, the crisis affected the British Economy particularly 
deeply. In 1960, Britain’s was the third largest economy in the world behind the USA 
and Germany. In 2009, now fallen to number six, its real output fell so far that it 
earned 157th place out of 183 in the IMF’s league table and 186th out of 216 in the 
CIA’s. 

This was the result of accumulated structural problems which arise, fundamentally, 
from 35 years of misconceived and wrong policies that must now be reversed, if 
Britain is to set itself on the path to a stable, long-term and sustainable recovery. 

The facts speak for themselves. By the growth-oriented standards of economic 
orthodoxy itself, Britain is a stagnant economy that is losing out to its competitors. 
Between the ‘welfare years’ of 1948 and 1974, real GDP growth averaged 3% and 
never fell below 2% in any five years. During the ‘anti-welfare’ years of the offensive 
against public services which started in 1974, growth not only averaged 2.1 percent 
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– two-thirds the rate of the ‘inefficient’ welfare years – but has been increasingly 
unstable with four two-year periods of sub-zero growth leading to the present crisis, 
unprecedented since the 1930s. 

The UK economy is becoming 
ever more unbalanced – but not 
as the chancellor maintains, 
because of the public sector. 
The financial and business 
sector now accounts for over a 
third of the economy. Genuine 
business services which sell a 
real product – such as software, 
accountancy or legal services – 
are vital to Britain’s future, but 
when the financial and business 
sector is left out, the rest of the 
economy is growing at an 
average of only 1.5 per cent. A 
mode of growth in which two-
thirds of the economy expands 
at half the rate of the remaining 
one-third is unsustainable in 

any way of thinking. And when, in addition such growth as we do have is organized 
around little more than speculation, skimming off more in bonuses than the whole 
welfare bill, and when those in charge have delivered the economy headlong into the 
biggest crisis in living memor, a different kind of ‘rebalancing’ is required from that 
which the Chancellor is inflicting on us. 

The UK economy is becoming ever less stable. Since the thirty years of 
uninterrupted positive growth which followed the war, there have been four 
successive deep crises, the latest being the deepest since 1929, with three successive 
years of negative growth, including a five percent fall in 2009. 

The UK economy is becoming ever less sustainable. The balance of trade has been 
structurally in deficit since 1974, and its recovery in the Thatcher years was due to 
the one-off bonus of North Sea Oil. Through the last cycle it has remained stubbornly 
negative. The steady rise in the positive balance of service exports points the way 
out of the crisis. But this is precisely what the coalition’s policies place in jeopardy. 
Services are activities that humans perform for other humans. They depend, above 
all else, on the workforce. The coalition’s policy is the most shortsighted imaginable: 
it is to attack the workforce. 

The economy is ever more dependent on external finance which has proven itself 
incapable of any sound judgements on the true origin of prosperity. The crisis began 
when international markets, outside any system of effective control, deserted 
productive investment for fictitious ‘assets’ which Warren Buffet rightly called 
‘weapons of financial mass destruction’. 

BONUSES AND BENEFITS 

The government claims it will recover £7bn in 
reduced benefit fraid. 

Coincidentally, this year, £7bn is to be paid out 
in bonuses to top executives in Britain’s banks, 
including the state-owned ones. The new RBS 
CEO, Stephen Hester is to get £8m in 
compensation, including £1.2m in cash. This is 
more than his disgraced predecessor Goodwin, 
who was on £3.5m. But RBS made it up to 
Goodwin – who took away a pension package 
totalling £17 million. RBS has cut 7000 jobs. 
Stephen Hester told the Treasury select 
committee that even though it was state-
owned (87%), RBS had to pay out bonuses 
because “it was the prisoner of the market” 
and must pay ‘the going rate’ to top executives. 
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They borrowed 40 or 50 times more than they had in deposits from businesses and 
ordinary working families. This ‘leverage’ laid the basis for the collapse of the global 
banking sector when the property market collapsed and the whole pack of financial 
cards started to fall. It is estimated that the banks have lost around $2.2trn in value 
of the loans and assets that they held.7  

One of the first requirements to re-balance the economy, and set it on a path to 
stable growth, is to regulate this out-of-control industry and ensure that the public 
money which has been poured into it is put to proper use rebuilding the economy. 

There is a way out of this crisis without making working people and their families 
pay, while those who caused the crisis escape scot-free. It is through an expansion of 
the public sector, not a reduction; and it is through those who caused the crisis 
paying more for clearing it up. 

NOW YOU SEE IT, THEN THEY DIDN’T 

“History will record this moment as the beginning of a new golden age for the City of 
London” Gordon Brown, January 2007 

“Why has it been that at every point since 1997 faced with the Asian crisis, the IT 
collapse, a stock exchange crash, an American recession, last year a house price bubble, 
this year rising world oil prices, why has it been that at every point since 1997 Britain 
uniquely has continued to grow? In any other decade, a house price bubble would have 
pushed Britain from boom to bust.” Gordon Brown, Chancellor of the Exchequer 2005 

“This is the worst slump for over 60 years” Alastair Darling, Chancellor of the 
Exchequer, 2009 

“A vast range of regulations on the financial services industry should either be 
abolished or watered down, including money-laundering restrictions affecting banks 
and building societies. There no need to continue to regulate mortgage provision, as it 
is the lender, not the client, who takes the risk”. David Cameron. August 2007. 

“In the good times, some people working in the financial services industry paid 
themselves vast financial rewards - salaries and bonuses beyond the comprehension of 
most of us. Now when it's all gone wrong, they have been bailed out by the taxpayer … 
on behalf of the taxpayer, on behalf of the nurse on £20,000 a year, on behalf of the 
cleaner on the minimum wage, on behalf of working families worrying this Christmas 
like never before about what next year will bring, I say it is fair and reasonable that 
those responsible are held to account for their behaviour and that we show clearly that 
in this country there is not one rule for the rich and a different rule for everybody 
else." David Cameron 15 December 2008 

(Cameron quote needed after the CSR) 
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THE CASE FOR PUBLIC INVESTMENT 

“We are now in for a ‘sober decade’ after years of ‘excess’ and we are all 
going to have to save more and spend less”. Mervyn King, governor of the 

Bank of England, October 2010. 

Britain’s public sector deficit is a symptom of the economic crisis, not its cause. Over 
time, both government income (mainly tax revenues) and government spending 
tend to rise as the economy grows.8 

CHART 3: DIFFERENCE BETWEEN UK SPENDING AND INCOME 

Chart 3 clearly shows the 
real source of the problem. 
Neither Britain’s public 
sector annual deficit nor the 
overall debt level is extreme, 
and neither have been 
growing excessively. 
Revenue has collapsed. This, 
in turn, is because of the 
crisis, and the 
shortsightedness of 
successive governments in 
the period leading up to it. 

Consequently, the steps needed to address the crisis are to restore revenue. The way 
to achieve this is through public investment. 

First of all, let us consider the argument that the public sector deficit is in some 
sense ‘too high’. By what standard? Back in 1991, John Major’s government racked 
up a budget deficit of 6.3% of GDP, pretty much the same as last year’s 7% deficit, 
even though this Great Recession has been nearly three times as severe as that in the 
early 1990s.9 

CHART 4: UK PUBLIC NET DEBT AS PER CENT OF GDP 

Last year, Britain’s public 
sector debt was £890bn, 
equivalent to 61.8% of 
GDP. Of that total, £117bn 
was to fund the bailout of 
the banks. That level of 
debt is not high by 
international standards. 
Germany and Spain are 
the only major EU 
economies with a lower 
debt stock than Britain. 
And historically, the debt 
is low.10 

 For the entire period 1916-1971, public sector debt as a share of GDP was higher 
than now. In 1947, public sector debt was nearly four times its current level, or 
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nearly 250% of GDP. What the post-war Labour government did was not to cut 
public spending. Instead it introduced large-scale nationalisation, expanded the 
welfare state and made big investments in housing and infrastructure. Because of 
the economic growth produced, the deficit halved as a proportion of GDP over the 
following ten years. 

The government deficit is now rising. But that only started when the recession 
began in 2008. Before that, spending rose by an average 5.5% a year, while revenues 
rose at a 6% rate and the deficit was narrowing. Without the recession, the 
continuation of these trends would have led to spending £3.1bn lower than it is now. 
Higher unemployment has pushed up welfare payments by a small amount. But it is 
the loss of tax revenues in this recession that is the real problem, not spending too 
much. Taxes would have been £103bn higher without the recession, comprising 
two-thirds of the entire deficit of £155bn in 2010-11. The bulk of the remainder is 
increased interest payments on existing debt. The deficit has arisen because tax 
revenues have collapsed in the recession. 

So the evidence of the past shows that the way to reduce the deficit and the cost of 
the debt is restore economic growth. With growth, tax revenues will return and 
unemployment benefit costs will fall, as employment and incomes rise. Indeed, even 
the limited growth we have seen in 2010 has reduced the government’s deficit, even 
before the coalition’s cuts begin to bite. 

In 2009-10, the deficit was £155bn and the Treasury department forecast a deficit of 
£178bn this year. Instead, it is coming in at around £140bn for the financial year 
ending next March. And the reduction is overwhelmingly due a rise in tax receipts as 
current spending (including welfare) is still rising, along with interest payments 
(11). 

Indeed, the evidence shows that trying to reduce the deficit through cuts in public 
spending rather than through growth and investment only makes the deficit wider. 
When Margaret Thatcher carried out similar savage policies from 1979-86 as the 
coalition plans now, the government’s deficit rose as a proportion of GDP for the 
next seven years. Cuts lead to a wider deficit. 

Supporters of government policy argue that, irrespective of the cause of the deficit, it 
is critical to reduce it because otherwise the fate of Greece or Ireland awaits, namely 
the accumulated levels of debt and deficits are now so extreme that Britain will be 
shut out of international debt markets and forced to go to the IMF for funds and all 
that means for spending cuts.  

This is plain wrong. The British government could borrow long-term funds in the 
international markets now at average rates of around 4%. With inflation in Britain at 
much the same rate, this is free money in real terms and certainly way below the 
likely returns on, say, new council housing or transport projects. 
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But there is no need to borrow more money anyway. The official government 
estimate of the ‘tax gap’ –  taxes owed but unpaid by large companies and the rich – 
is £42bn, 40 times the official estimate of benefit fraud (12). Just collecting these 
taxes would fund a large proportion of the deficit that the government wants to 
bridge by public spending cuts. On top of that, proper progressive taxation and 
closing all the tax loopholes that the rich find to avoid paying tax would raise even 
more from people who could comfortably afford it, rather than cutting child benefit 
or raising VAT and national insurance contributions for the rest of us.  

Moreover, British taxpayers now own a large swathe of the banking sector after its 
bailout. This is a great opportunity to turn the banking sector into a public service 
that provides funds at reasonable rates for infrastructure and construction projects, 
loans to small businesses to keep them going and to households to meet their big 
tickets needs.  

The banks are awash with cash, as they continue to hoard money. The state-
controlled banks could be instructed to use this cash to invest in the key areas 
required, housing, transport, infrastructure and education.  

The subsequent improvement in growth would lead to a much sharper revival in 
taxation revenues and close the deficit faster. Meanwhile, the positive returns on the 
investment would also accrue to the banks, now owned by British taxpayers and 
provide the funds for further investment.  

Instead, both the coalition government and the Labour opposition are pledged to 
return these banks to the private sector at the earliest opportunity. In the meantime, 
they allow these publicly owned banks to pay big bonuses to top management and 
carry out lending as they see fit. The heads of state-owned Lloyds and RBS now earn 
more than the previously disgraced top executives when they were private! 

MISSING BILLIONS 

According to the Tax Justice Network, the official Treasury estimate of lost tax 
revenues is a serious underestimate. £25bn is lost through tax avoidance 
schemes while up to another £70bn is lost through evasion by large companies 
and rich individuals. Another £26bn goes uncollected because of the shortage of 
HMRC staff.  According to the tax staff union itself, employing more trained 
collection staff would bring in £658,000 per employee in taxes. 1 

Corporate tax avoidance and evasion: Britain’s telecoms company Vodafone 
owed £6bn in taxes on profits salted away in a tax haven subsidiary (registered in 
Lichtenstein). HMRC pursued the company for the money but at the last minute, 
the leading HMRC official did a secret deal with Vodafone for the company to pay 
just £1.2bn, with £800m now and the rest over five years. The reason given was 
that it was a ‘good cash settlement’. But that’s only because Vodafone was 
fighting every inch of the way through the courts to avoid a settlement (although 
it was about to lose). The public accounts committee has now stated that there 
are 190 similar disputes going on with UK companies who have put profits in tax 
havens to avoid paying.  
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WHERE TO INVEST 

HOUSING AND TRANSPORT: A TWIN CATASTROPHE 

CHART 4: COMPLETED DWELLING 
CONSTRUCTION 1949-2009 

 

CHART 5 HOUSE AND RETAIL PRICES SINCE THE 
WAR 

 

Public services are broken because private finance has failed them. At the core of 
this failure is a twin crisis of housing and transport which has become a national 
catastrophe, at the heart of all the country’s most pressing social and economic 
problems. 

The shortfall in housing, on the government’s own figures, now stands at 1,600,000. 
At the same time, as chart 4.4 shows, less houses are being built than at any time 
since the war. It is moreover the private sector which is responsible for the failure, 
with less completions in 2009 than in any year since 1956.  

Instead of building houses, the property industry has retreated into speculation. 
Since 1974 house prices have risen by six times as much as retail prices, on average 
in the UK. Moreover these price increases transmit directly to land prices. It costs 
little more than 80,000 today to build a very decent house. That means three 
quarters or more of the cost of a home today is the cost of the land. With an average 
rate of return averaging nine percent per year on simply buying and selling houses, 
the housing industry has little or no incentive to build new homes. One of the 
simplest measures the UK government could undertake tomorrow to restore house 
provision is to construct a long-overdue register of all landed property in the UK and 
implement a land value tax, as exists already even in the USA, to put a cap on land 
speculation and jump start a national programme of construction. 

The increase in housing costs lies behind countless “problems” of the welfare state. 
It is the primary cause of the rise in housing benefits, not the rise in numbers 
claiming. Housing costs are also the single biggest contributing factor to Britain’s 
rising poverty. Government figures show that 43 per cent of London’s children live 
in homes below the poverty level (update these figures), after housing costs are 
taken into account. It also bears heavy responsibility for the intense congestion of 
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Britain’s inner cities, as key workers and middle income earners alike are driven out 
of city centres by prohibitive prices (is this true outside London?).  

The first step in reconstructing Britain’s public services is an emergency programme 
of public investment in housing and transport of yyyy. This will pay for itself in ten 
years, will create xxxx jobs, and will reduce unemployment by xxxx. 

It will fix the ‘broken’ benefit system by bringing housing and transport costs within 
the reach of the low and middle paid, ending the wasteful diversion of finances into 
property speculation. And bringing to an end the out-of-control social costs 
engendered by the vicious circle of declining housing supply, rising house prices, 
out-of-date and failing transport systems, and intractable urban poverty with all its 
associated problems of crime, deprivation, and the consequent endless drain on a 
welfare system that is simply plugging the gaping holes which four decades of 
private neglect have created. 

Returning responsibility for public services to the public purse will slash the 
wasteful drain of benefit payments on treasury resources by attacking poverty at its 
roots: by reducing living costs, above all housing costs; by creating wealth through 
employment, and thereby attacking the social causes of crime, ill-health, and benefit 
dependency at their core. 

HOW TO INVEST AND HOW NOT TO INVEST: THE CASE FOR PUBLIC 
CONTROL OVER PUBLIC TRANSPORT 

Transport is the private sector’s second biggest casualty. It is a supreme irony that 
the death-knell of the notorious part-privatization of the London Tube Lines was 
announced – with commendable ideological pragmatism – by a conservative mayor 
when on November 15th he finally “put an end to the Public Private Partnership that 
has caused huge disruption and has been able to secure unprecedented levels of 
investment, despite the toughest of economic backgrounds, which will remedy these 
problems, add 30% capacity to the Tube and protect the economic prosperity of the 
capital.” This brought little relief, as Londoners found out when they came back from 
a snowy break to fare increases topping 40 per cent. 

This final verdict on the disaster that was PPP is only one instance in a long 
catalogue. The irony of Britain’s doctrinaire reliance on privatization at any cost is 
clear. At the same time that the taxpayer pumps vast amounts of money into a 
system allegedly run ‘independently’ by the private sector, the private sector 
providers given free reign to raise fares without limit. No system of control prevails. 
Transport is a natural monopoly and so there are no competitive pressures to 
reduce prices and enforce efficient use of resources. But the taxpayer has no control 
over the providers and cannot use the alternative mechanism which democracy 
places in our grasp, namely, to sack the people responsible for the chaos and appoint 
better managers.  

Finally, because transport is an essential public service, not even the discipline of 
bankruptcy prevails. No government is going to close a railway line because the 
private owners cannot make a profit. Private ownership of a public service 
monopoly is a licence to print money. 
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The most criminal and dangerous consequence of the doctrinaire belief in market 
forces has been Britain’s long-term addiction to oil, which has led it not only into 
pollution and resources depletion as a national way of life, but into two unwinnable 
and destructive wars. 

TABLE 2 DEPARTMENT OF TRANSPORT FORECASTS OF EXTRA DEMAND REQUIRED BY 2014 

 

Britain is a densely-settled, highly urbanized part of Europe. The Thatcherite dream 
of a car-owning democracy is if anything less realizable and more destructive than 
the fire sale of public housing. There simply is not room for a car-based mass transit 
system for the UK’s cities. The only rational arrangement is public transport, as 
many less crowded European capitals have recognized. The Department of 
Transport’s own 2007 projections for the enhanced capacity required by 2014 
demonstrate the scale of the problem. 

The problem is however that this extra demand was entirely predictable and should 
have been accommodated decades ago. While Paris built no less than five Crossrails, 
Britain had embarked on a different course: the promotion of the motorcar. The 
result is a legacy of petrol-dependency, pollution, and urban congestion which will 
now require substantive additional investment to overcome.  

This cannot be delivered under the existing failed privatized system. The cost to the 
taxpayer has not been reduced. Billions are poured into the transport system: as the 
Comptroller’s report in 2010 noted “the 2007 White Paper estimated that the rail industry 

(Network Rail and train operators) would need £55.4 billion cash between 2009-10 and 2013-14 at 
prices of the day to run the existing railway without capacity increases. It estimated revenue from 
fares, car parks and property rents at £43.0 billion2. Government was prepared to make available up 
to £15.3 billion of taxpayers funds providing some £2.9 billion to support investment in capacity 
increases. The White Paper assumed a further £6.1 billion would be borrowed, giving a total 
programme for capacity increases of £9 billion.”  

This means the government is in effect pouring money directly into the hands of the 
owners of a private monopoly. The standard argument for marketisation – that it 
introduces competition – simply does not apply to a transport network which is a 
natural monopoly. The private operators react as any monopolist, by hiking fares in 
response to every problem. The difference is that, under state ownership, the public 
have the option to call those concerned to account and if need be, sack them. Not 
only is it impossible to enforce efficiency improvements on rail operators, the public 
cannot even find out what they are doing, as the Comptroller’s report noted: 

“The Regulator’s own work and that of others indicate that infrastructure 
costs within the rail industry are high. While the Regulator reduced Network 
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Rail’s costings and established incentives for it to improve efficiency, we are 
concerned that the level of detail available to the Regulator on costs restricts 
its ability to judge the potential for efficiency gains by Network Rail looking 
forwards, or its realisation of that potential looking back. 

Put the control of the transport much more directly into the hands of those who 
have to use it: the commuters. Hand over ownership of suburban networks to city 
administrations including commuter networks that terminate within major cities.  

A MILLION CLIMATE CHANGE JOBS NOW 

(section still to be brought together, using the arguments in the Million Climate 
Change Jobs pamphlet, some of which are mentioned at various points throughout 

this pamphlet. We should bring together at this point all the various arguments 
relating to climate change investment including transport and new skills, thus we 

get all the investment plans in one section) 

INTO THE 21ST  CENTURY: A HIGH-SKILL, HIGH-WAGE SERVICE ECONOMY 

CHART 6: PROPORTION OF EMPLOYEES 
IN THE SERVICE INDUSTRIES IN 
INDUSTRIALISED COUNTRIES 

 

CHART 7: PROPORTION OF EMPLOYEES IN 
MAJOR SECTORS, CHINA  

 

 

The government has proclaimed, with a considerable flourish, its commitment to a 
hi-tech creative Britain. Nowhere, however, is its failure to break with doctrinaire 
and outdated 20th-century thinking clearer than in the haphazard, incoherent and 
downright destructive measures it is actually implementing, beginning by 
undermining the key resource that Britain will require to make good this 
commitment – its workforce. What is actually required is 

• An educated and informed public that will create a sound domestic market 
for the cultural and creative products in which Britain already excels 
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• A diverse and multicultural workforce whose skills and talents will be sought 
out by the world’s leading companies creating a permanent, stable incentive 
to invest and produce in Britain 

• Anchor research and Higher education institutions in all major British cities 
around which the new creative economy can be constructed 

This is because of a fundamental change in the nature of the economy shown in 
charts 6 and 7, to which the government has paid no attention whatsoever – towards 
an economy that makes wealth by producing services using humans instead of 
products using machines. Of course, machines and technology are every bit as 
necessary as before. But, just as agriculture having raised productivity to the point 
where it employs only a tiny portion of the workforce, manufacturing is now so 
productive that it is no longer the engine of modern economic growth. Even the 
most successful manufacturing companies, like Sony, are those that have moved 
from an economy of resource-ntensive mass cheap production to one of high-value 
added, content-intensive production. In the UK, the growth of manufacturing 
industries in the creative sector completely outstrips those outside it. 

The combined capitalization of the world’s seven media giants now exceed all but 
the largest oil companies. The success stories of the modern world are companies 
like Google, Apple, Facebook and the countless others – such as the UK’s £36 billion 
fashion industry, hailed by Ed Vaizey as a great British success – whose source of 
income is the value added by design. The government announces with a flourish its 
intention of investing in ‘hi-tech’ Britain – happily ignoring the fact that the most 
important technical innovation of the age, the world-wide web, was entirely located 
in design and software and involved not a single new machine or physical product 
whatsoever. 

The skill and creative content of all services is steadily rising. Fire fighters have 
always known that true service does not come just from wielding machinery. It 
comes from knowing what humans need. Even in the so-called low-paid service 
trades such as retail, hospitality or security, employers are experiencing an ever-
increasing demand for a educated, understanding and socially aware staff. 

Britain excels in creative production, being the second largest exporter of creative 
and cultural products in the world. But you wouldn’t know it from government 
policy. It has concentrated the whole of its research funding in so-called STEM 
(Science,Ttechnology, Engineering and Medicine) and savagely cutting arts budgets. 
At the same time they are cutting the funding of Higher Education – already at the 
bottom end of the OECD spectrum – to levels which, their own figures show, are 
actually reducing the enrolment of UK students in tertiary education at a time when 
this is the largest area of expansion in the rest of the world. In China, supposedly the 
home of cheap manufacturing and low wages, it has doubled in the last five years 
and is now the largest in the world. 

UNIVERSAL HIGHER EDUCATION: A KEY STRATEGIC GOAL 

 Nowhere is the doctrinaire shortsightedness of government policy visible than in its 
approach to higher education. This has saved the taxpayer no money at all and will 
to the contrary increase the burden on the public purse – disguised, however, as 
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with so many government backhanders, as an advance to the private loan providers 
which does not count as an ‘expense’. 

Higher education in the UK has now become among the most expensive in Europe. 
Under the coalition measures, the cost of higher education is to increase for each 
student as the government contributes less to the cost of higher education than 
before. Under the old system, the government contributed £21,820 per graduate, 
while the student contributed £16,080 for the three years of higher education. 
Under the coalition plan, universities will be allowed to increase fees to up to £9000 
a year. And most colleges will put it up to £7,500 a year. The contribution from the 
government will drop to £16,750 (on a £7,500 tuition annual fee) and to £18,950 
(£9,000 fee), while the contribution from each student will rise from £16,080 to 
£25,020 (£7,500 fee) or £27,200 (£9,000 fee). So students will have to pay back 55-
75% more in debt repayments than they did before.  

TABLE 6: COMPARATIVE COSTS OF HIGHER EDUCATION IN EUROPE 

France Most universities almost free (€174 a year), 26% of 
HE students get generous bursaries 

Germany €100-200 per semester 

Netherlands €1620 a year under the age of 30  

Sweden, Norway, Denmark All Universities free for all EU students 

Spain Average total fees €800-1000 

Britain £25,020-£27,020 depending on the fee charged 

Source: Claude Carpentieri November 14 2010 Liberal Conspiracy) 

Students from the poorest 30% of households will pay significantly more than under 
the previous system, simply because fees are going up. And students from middle-
income families will be seriously worse off because they fall between the two stools 
of grants and loans. Half of all graduates will be paying back their debts for 30 years 
and some will pay back more than they borrowed! There is no free higher education 
for even the poorest students. That is the bottom line. 

But should graduates who might earn more by getting a degree, pay fees for their 
higher education. As more half of young people do not go to college, why should they 
pay through taxes for the other half to go for free? Why should anybody who has no 
children pay for education in taxes at all? Well, as a result of free higher education, if 
larger numbers of young people start to earn more in salaries than others, then a 
proper general taxation system would cater for that. A finely graded progressive 
income tax would mean that the more you earn, the more you put back into the 
public purse.  

And then there is the ‘public good’. There are many ‘externalities’ or gains that 
society gets from a better educated population: not only more productivity, skills 
and innovation, but also more civilisation. All benefit from that. 

A really progressive income tax regime would make New Labour’s ‘graduate tax’ 
proposal unnecessary (and anyway, they still propose to have tuition fees). Higher 
education for all, free at the point of use, paid for out of progressive general taxation 
would be the most equitable and efficient system, just as it is for all public services.  
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According to the OECD, every £1bn invested in higher education in a modern 
economy increases government finances through higher taxes and lower welfare 
payments by £3.3bn. Investment in higher education pays for itself. 

The 21st Century world is clearly moving towards a society in which higher 
education is universal. In the last six years alone, the proportion of Britain’s workers 
with a degree or higher has risen from 25 to 30 percent. The top three occupations 
of management, professional, and associate professional, which between them 
employ nearly half Britain’s workforce, already require a large majority of 
graduates. In the professional occupations – which now account for 2,700,000 jobs – 
eighty percent of workers are graduates and nearly a third have postgraduate 
qualifications. 

TABLE 5 PROPORTION OF WORKFORCE QUALIFIED TO DEGREE LEVEL AND ABOVE 

2001 2002 2003 2004 2005 2006 

25.2 26.2 27.2 27.9 28.5 30 

This highlights the fundamental weakness in the ‘market’ argument. The Browne 
report bases its arguments on an elaborate calculation separating the public and 
private benefits to higher education, and concludes that since the students receive 
the lions’ share of the benefits of higher education, they should pay the costs. 

TABLE 4 HIGHEST QUALIFICATION OF EMPLOYEES IN THE UK 

  Thousands 

of 

employees 

Postgraduate 

qualification 

Undergraduate 

qualification 

HE qualification 

of some kind 

Managers & senior officials 3,181 10.50% 37.80% 48.30% 

Professional occupations 2,699 32.90% 49.00% 81.90% 

Associate 

professional/technical 

3,020 8.80% 45.80% 54.60% 

Administrative & secretarial 2,539 2.30% 21.40% 23.70% 

Personal Service cccupations 1,591 1.80% 18.50% 20.20% 

All others 9,746 2.94% 13.56% 16.51% 

Unemployed 1,080 4.30% 14.60% 18.90% 

Inactive 5,616 3.40% 13.40% 16.80% 

But the primary beneficiary of higher education is the employer. An educated worker 
is paid higher salaries not out of philanthropic respect for learning but because they 
create more value for their employer than an uneducated one.  

Second, if Higher Education is becoming universal, it makes no sense to charge for it. 
The money can be recouped from higher taxes which in turn will arise because an 
educated workforce will make more money for the British economy, showing up in 
higher exports and and enhanced standard and character of life. 

TABLE 5: GROWTH IN HIGHER EDUCATION WORLDWIDE 

 2007 enrolment 

ratio 

growth in graduate enrolment 

2003-2007 

China 22% 75.8% 

Denmark 80% 14.4% 

Netherlands 60% 14.3% 

United States of America 82% 9.9% 
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Italy 67% 5.3% 

France 55% 2.1% 

United Kingdom  59% 1.8% 

Norway 76% 0.1% 

Japan 58% -1.1% 

Sweden 75% -1.9% 

Enrolment ratio: the proportion of the population of qualifying age which enrolls in 
tertiary education 

(Source: UNESCO. Note: US figures not borne out by other data, need to check. 

This is a world wide trend, one on which the fortunes of the UK’s major rivals are 
based. The growth in graduate provision in the rest of the world puts the UK to 
shame.  

Tuition fees have not saved money. Britain spends less on Higher Education than 
nearly all OECD countries at 0.7%. Even in US government spends 1% of GDP. So 
what is the reason for tuition fees? The answer is, quite simply, doctrine. It has little 
if anything to do with balancing the books. As the Higher Education Policy Institute 
explains: 

The government’s entire economic strategy is based around reducing public 
borrowing. Borrowing to give grants to universities counts as public 
borrowing. Borrowing in order to make loans to students does not count as 
public borrowing, to the extent that the government can show a stream of 
income to offset the loans. It is smoke and mirrors, and it provides an 
extraordinary reason for changing the whole basis for the financing and 
organisation of the university system. 

The government appears largely to be withdrawing from investment in higher 
education teaching, and the Committee appears to endorse this as a matter of 
principle, rather than an unfortunate consequence of the economic crisis.11 

In other words, the government is not only concealing its reason for tuition fees, but 
also what it is doing with the money. It is cooking the books. 

But there is more in this cookbook. The demand for UG places is not increasing 
despite claims to the contrary. The long term trend is shown by the DfES’s ‘Higher 
Education Initial Participation Rate’, which is the basis for its Public Service 
Agreement and underlies its target of 50% in HE by 2010 (a target that has now 
been abandoned). This measures participation in HE by the under thirties 

TABLE 4: CHANGES IN THE HIGHER INITIAL EDUCATION PARTICIPATION RATE 

1999-2000 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06 2006-07 

39.2 39.6 40.2 41.1 40.2 40.1 42.5 39.8 

2006-7 participation is in fact at its lowest since 2001, and in this year the number of 
entrants actually fell, from 281,000 to 269,000.  
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HOW TO PAY FOR IT 

The main feature of the current economic crisis is the collapse in investment, 
specifically private sector investment. In the Great Recession, the British economy 
lost £90bn after inflation, but around half that fall came from a drop in investment, 
even more than the fall in household consumption (which is 70% of spending in the 
British economy). 

National output is recovering but it is still below £54bn below its peak before the 
crisis. And growth in output is still slower than the average of the past 20 years and 
not back to where the economy would have been without the recession. National 
output is still below its peak for one main reason: private sector investment has not 
recovered and is still a drag on growth. 

Total output lost in the recession was £88.6bn (real, 2006). £34.3bn of that has been 
recovered since recovery began in q4 2009, leaving a shortfall of 54.3bn. But 
because recovery is weak, if we assume trend growth to be real 2.5%, total loss of 
output is £141.6bn, or over 10% of GDP.  

CHART 6: CHANGES IN COMPONENTS OF GDP 

The slump in 
investment now 
accounts for £37bn of 
the overall 
contraction in the 
British economy, or 
nearly 70% of the 
total. But during the 
recession, 
government 
investment rose. It is 

the private sector that is responsible for the aggregate collapse in investment. In the 
last two years, private sector investment has fallen by £45bn, equivalent to 82% of 
the fall in investment compared to the previous peak. This recession is a private 
sector investment slump. 

The private sector is engaged in an investment strike. It is either unwilling or unable 
to increase investment. The most spectacular decline is revealed in housing 
construction. This is still 25% below its peak level (pathetic as that was), driving up 
housing waiting lists, already at 1.76m households in England alone.12 At the same 
time, 284,000 construction jobs have been lost in the last two years.  

As the current plight of Greece and Ireland shows quite clearly, cutting public sector 
spending in the name of ‘sound finance’ will make things worse, not better. 

Britain’s problem at the moment can be characterised thus. While domestic private 
savings is (once again) positive, domestic public savings is negative (the budget is in 
deficit) while foreign savings (the current account deficit) is high. So if both the 
government and current accounts are to move to zero, export growth must recover 
strongly and private investment must shoot up by 2015 must match the pool of 
domestic private savings. 
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According to the government, by 2015, the overseas trade deficit will have shrunk to 
near zero (ie, foreign savings will be negligible). For the period from the beginning 
of 2011 to the end of 2015, exports are assumed to growth by 33% and imports by 
only 18%. The forecast for the current account in 2015 is the most favourable since 
1983. This is totally at odds with the current trend. In the past decade, imports have 
grown faster than exports. Moreover, despite a nominal devaluation of 23% since 
2008, export growth in 2010 was still negligible. 

With the budget assumed to be in balance by 2015, government savings is zero. 
Household savings are expected to decline somewhat as a percentage of GDP. 
Although corporate savings do not appear explicitly, these can be calculated and 
their GDP share is seen to fall by about 10%. Such a result is important since 
corporate savings are such a large proportion of total domestic savings. But 
corporations have been busy ‘deleveraging’; ie, rebuilding savings. In reality, it is 
difficult to see why corporate savings would fall for the period in question. 

TABLE 3: KEY MACROECONOMIC AGGREGATES 2009-2015 (FIGURES IN £BN AT CONSTANT PRICES) 
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2009 825.5 288.8 182.4 323.3 353.4 1264.6 62.1 -30.1 

2010 827.5 293.9 196.6 337.2 373.2 1279.3 61.3 -46.0 

2011 837.8 290.5 208.9 355.8 380.8 1309.2 61.1 -35.0 

2012 852.1 284.8 225.3 378.1 391.1 1346.3 58.3 -13.0 

2013 869.9 278.2 244.7 401.3 405.4 1385.7 55.5 -4.0 

2014 888.9 269.8 264.1 424.8 421.4 1423.3 52.7 +3.4 

2015 908.7 264.1 282.1 448.9 438.9 1462.0 51.9 +10.0 

Change 

2010-15 

81.2 -29.8 85.5 111.7 65.7 182.7 -9.46 40.1 

%change 9.8 -10.1 43.5 33.1 17.6 14.3 -15.4   

Source: Table 1.11 and Table 1.6 (and Table 1.3 for household savings rate) of Office for 

Budget Responsibility (2010), and calculations (for household savings) based on those 

Tables. 

Crucially, it will be seen that investment is assumed to rise by 44% between 2011 
and 2015. UK gross investment (including public investment) at present is slightly 
less that 14% of GDP. The Treasury assumes that it will reach over 19% of GDP by 
2015. This is higher than at any time in the past decade, and is to be achieved 
despite cuts in public sector investment. The resulting annual GDP growth rate 
forecast for the period 2011-2015 is 2.7%, higher than the underlying trend growth 
rate in the past decade. 

In summary, if private investment does not growth as rapidly as forecast, if export 
growth does not quickly outpace that of imports and if domestic savings do not fall 
enough, it will not be possible to balance the budget. This is not a matter of 
conjecture but of national accounting definitions. George Osborne’s gamble looks 
problematic indeed.13 
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And now the coalition intends to cut the government’s own capital expenditure from 
£68bn to £47bn by 2015. In real terms, this is a cut of £41bn by the end of this 
Parliament (14). Net new public sector investment, (that’s after replacing old 
structures and equipment) will fall from £49bn to just under £18bn, a real decline of 
£21bn. 

In addition, the government plans to cut current spending on education by £2bn in 
real terms over the same period, or 3.3% (15). Given rising school rolls, the real cuts 
per pupil will be closer to 10%. And then there are vicious cuts in higher education 
and the accompanying fee increases. 

Yet what caused the recovery, such as it was, so far? Government spending. As 
stated, there has been a £34.3bn recovery in output from the low-point of the 
recession. In the course of the recession government current spending rose £12.5bn 
and the government contribution to GFCF rose £8.9bn whereas total GFCF fell by 
£31.1bn (so that private sector investment was -£40bn, or three-quarters of 
remaining total fall in output). Taken together government current spending and its 
GFCF amount to £21.4bn, or directly 62% of the recovery. Given that other 
components' contribution such as construction and personal consumption were 
dependent on G, it is fair to say that G is entirely responsible for the recovery to 
date.   

This is the clue to the direction required for a recovery – government spending, but 
not however just on ‘demand’ but directly on revenue-earning investments. Housing, 
infrastructure, transport and education are the key areas required for investment. In 
these areas there is chronic under-investment. Britain is 33rd in the world for the 
overall quality of its infrastructure14, 35th in tertiary education enrolment rate, 21st 
in firms’ use of technology and 53rd in government procurement of advanced 
technologies (as well as 133rd in the soundness of its banks!) (16).  

As with education, government investment in each of these sectors could yield a 
surplus return, which could either be used to finance further investment and/or to 
pay down the deficit. Public sector investment would finance itself over time 
through increased tax revenues and lower welfare payments.  

But we can redirect public spending now without waiting for growth. First, we can 
cut things we don’t need to spend on: the renewal of the Trident nuclear missiles at a 
cost of £80bn; bringing our troops home from Afghanistan, saving £Xbn; reducing 
the use of private sector consultants; and ending the outsourcing of central and local 
public services.  

So billions could be saved now without waiting for the returns from new public 
investment. Money saved could be redirected to fund investment in areas where it 
matters. People whose jobs are threatened in the defence industries, quangos and 
outsourced services could be offered jobs and retraining in the new public sector 
projects. 

Above all, we need more public investment to replace the failure of private sector. That 
will bring more growth and that means more jobs and incomes, more tax revenues 
and less social spending to close deficits. The state can recoup up to 92% of the cost 
of creating public sector jobs through lower benefits and higher tax revenues 
according to Tax Research (17). 
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Over a million climate change jobs could be created through better housing, 
renewable energy and public transport, including high speed rail, bus networks and 
electric car manufacture (18). Britain lags behind other European nations on all 
these fronts. Only 2.2% of UK energy comes from renewable sources compared with 
9% in Germany, 11% in France and 44% in Sweden (19)! 

To work, more public investment needs planning and control. Far from selling back 
the banks to the private sector, we need to put all banks into public sector; turn 
them into public services for lending to small businesses and households and to 
support public infrastructure projects.  

 

And we need to bring back into public ownership all the major utilities: water, gas. 
electricity for a national energy plan. For example, this could stop the gas price rise 
scandal taking place this winter. And we need to get proper control of the running of 
the airports after their failure during the big freeze. We could also end the ludicrous 
and costly fragmentation disaster that is the ‘market economy’ applied to the 
railways, buses and airports. With these key areas of the economy under public 
control, it would be practical to draw up a national plan for investment that is also 
environmentally right for the economy.  

HOW TO SAVE PUBLIC MONEY WITHOUT ATTACKING THE POOR 

All contracts for welfare programmes are now outsourced. Yet the parliamentary 
Public Accounts Committee found that Jobcentre staff did a better job of getting 
people back to work than any private agencies. A4E is currently tendering for the 
massive Work Programme, which will be entirely delivered by contractors. The last 
official audit report into A4E’s schemes found they had “universally failed by 
considerable margins to meet their contractual targets for helping claimants” and 
“performed worse than Jobcentre Plus areas”.  

The PAC also highlighted Defence Ministry controls Nine brand new Nimrod 
surveillance aircraft, which cost taxpayers £3.6bn have turned out useless and will 
be scrapped. Only one has ever left the ground. 

The defence ministry’s research department was hived off to Qinetiq, a company 
formed by the top managers of the department. These managers pocketed £107m 
for an investment of just £500,000 in share purchases. Staff at Qinetiq are now 
having their pay frozen. 

Another scandalous waste of public money has been the development of Private 
Finance Initiative schemes that milk the public sector and put profits into the banks 
and consultants. PFI has been lambasted by the PAC for "over-reliant on expensive 
bank finance"; failing to "use its negotiating position" with the lenders; and 
"locking-in" successive governments to "high-financing cost for up to 30 years". 
During the crisis, banks increased the cost of financing of 35 PFI projects by 
between 20-30%. Margaret Hodge MP, chairman of the PAC, said: "At the very time 
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INVESTING IN CIVILISATION 

The Tories are cutting public spending because it encroaches on private profit not 
because it is the best way out of the crisis of the market economy. They talk of a ‘big 
society’. Apparently, we are to rely on voluntary agencies and charities and our own 
initiative. But enlarged and democratically controlled public services are the only 
real way to deliver a big society. Only that way, can basic rights for all citizens be 
established. And by basic rights, we mean social as well as political rights. 

MEDICAL CARE AND THE HEALTH SERVICE 

Free medical care at the point of source: end internal markets; dentists and optical 
fees; price control of pharma; more democracy in NHS. 

WHICH WAY FOR PENSIONS?15 

Public sector workers are wrongly portrayed as “gold-plated fat cats”. Yes, we know 
about the huge salaries and pension pots that the top chief executives in local 
government, various quangos and some NHS managers, school head teachers and 
civil servants ‘earn’. But they does not reflect the reality for the vast majority of 
public sector workers.  

Public sector pensions in the UK are the lowest relative to earnings in the OECD! The 
replacement rate (value of pension payout to income) is just 31% in Britain 
compared 39% in the US and 59% for the OECD as a whole.  

The average pension payment in local government is just £4000 a year, in the civil 
service it is £6000 a year and in the NHS, £7000 a year. The average across all public 
sector schemes is just £6200 a year. And the average public sector pensioner 
receives only slightly more than minimum income standard in retirement, according 
to the Joseph Rowntree Foundation.  

And public pension schemes are not more generous than private ones. The average 
payout in public pensions schemes was 33% of pensionable pay while it was 32% in 
private sector schemes. The total contributions in public pension schemes from 
employers and employees was about 21% of pensionable pay, the same as in the 
private sector. Indeed, contributions are much higher in the fire, police and armed 
forces. Already raising the pensionable age and moving from ‘final salary to career 
average’ payouts has reduced the value of public sector pensions by 25%! 
Firefighters have seen the value of their pension payouts fall from 35% of pay to 
24%. 

Yet, the government and their ‘experts’ say that public pension schemes are 
becoming too costly and must be reduced. The argument is that, as they are 
‘unfunded’ ie not invested in financial markets, so the taxpayer has to make up the 
difference in costs after employee and employer contributions. The cost to the 
taxpayer is forecast by the government to rise from £4bn a year now to £10bn by 
2016. But the main reason for this growing deficit is not that not because public 
sector pensioners are paid too much or public sector workers contribute too little. It 
is because 3m employees have left the public sector since 1991 due to privatisation 
and cuts in services, a fall of 45%. Indeed, with the coalition’s pay freeze and 
planned further reductions in the public sector workforce, pension contributions 
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will fall further behind the growth in the cost of the pension payouts. Indeed 44% of 
the rise in the gap to 2016 is due to this. Just a 15% increase in the number of public 
sector workers (rather than a reduction) contributing to the schemes would close 
that gap. 

The UK spends just 5.7% of GDP on pensions (state, public and private) compared 
with 7.2% in the OECD. And yet we have 27% of our working population aged over 
65 compared to 24% in the OECD. Britain’s pensioners have the fourth-highest level 
of poverty in Europe, worse off even than Romanian and Polish pensioners in 
relative poverty terms. Nearly one in three British pensioners are ‘at risk of poverty’ 
compared with just 19% for the EU average.  

The government now proposes to impose a compulsory contribution scheme on all 
employees of 4% of pay. This will be given over to private pension fund managers to 
invest. The financial crisis is the main cause of the growing deficits in public (and 
private) pension schemes. It is not that they are too generous. The financial collapse 
has led to losses or lower returns in ‘funded’ schemes that are invested heavily in 
the stock market. Of Britain’s private and public sector ‘funded’ schemes, 60% are 
invested in the stock market compared with only 36% in the OECD average. This is 
what ruins funded schemes: their returns depend on the vagaries of the stock and 
bond markets. 

Moreover, unfunded schemes are much cheaper to administer than funded schemes, 
public or private. In the private sector, it costs £41-47 per member per year to 
administer the scheme (ie pay fees to managers). In unfunded public schemes, it is 
as low as £7 a member. Because local government schemes are invested through 
pension fund managers too, they cost £360m a year in fees. 

And then there is the state pension. There is no need to raise the retirement age, 
reduce the value of pensions or raise contributions, if the UK economy grew fast 
enough to meet the rise in the numbers of older people. If the growth rate of UK 
economy’s productivity per worker were raised by 1% pt a year from its current 
level, that would deliver enough pension contributions to allow for a 50% rise in the 
state pension without raising its cost as a share of GDP. Even the recent Turner 
report admitted that the cheapest, most equitable and effective pension scheme 
would be a universal taxation-funded state pension for all without means testing 
and doing away with costly private pension fund managers.  

Democratic control of the public sector: local councils, quangos, whistleblowers 

Like any investor, the state can make mistakes. Investments need to be scrutinized 
to ensure they provide value for money. But unlike a private investor, who can just 
walk away from failure, a public servant who makes a bad investment can be held 
accountable and sacked.  

Need to have a short section on genuine public accountability? In the age of the 
internet, possibilities for user control and audit enormously greater. Public 
regulation by the public. Explore this. 
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HOW TO MAKE IT HAPPEN. 

In this pamphlet, we have argued that there an alternative to the austerity measures 
being imposed by the coalition government. It is not the way out of this mess – 
indeed it will make it worse. And it makes those who did not cause the crisis pay for 
it, while those who did can avoid the consequences. 

The coalition and even the opposition Labour leaders peddle myths about the need 
for the austerity package. First, that government debt is way too high and must be 
reduced. We have shown that the level of national debt in the UK is much lower than 
it was in the 1960s even after this Great Recession and it is lower than most in the 
OECD. Moreover, it is perfectly financeable.  

The second myth is that public spending must be cut to get the government deficit 
down and allow the private sector to expand. We have shown that trying to cut the 
deficit by reducing government spending can often increase the deficit by reducing 
investment. Government investment is to be slashed under the coalition proposals 
by 40% in real terms over the next four years and yet private sector investment is 
flat on its back.  

The third myth is that Britain is a high tax economy and we cannot raise taxes to pay 
reduce deficits and debt. On the contrary, British corporations pay the lowest tax 
rates in the world’s top seven economies, while the top fifth of the population have 
very low tax burdens by international standards. More investment and growth will 
increase revenues and so would a more equitable tax regime.  

Fourth is the myth that the government is making all necessary savings to reduce the 
deficits and the debt. The truth is that it continues to spend on its pet ideological 
projects (nuclear missiles, the war in Afghanistan, PFI schemes for the banks, 
consultancy fees etc). Cutting these could save money to spend on those areas that 
would really benefit the economy and most Britons: transport, housing, education, 
health and social services and energy conservation. 

In this pamphlet we have outlined a new strategic aim: a society based on human 
capital and social values: an economy that could become a world provider in 
advanced creative services.  

We outline a programme that will drastically and rapidly reduce the costs of 
unemployment, of the sky-high house prices and creaking urban transit systems that 
breed rampant urban poverty side-by-side with uncontrolled abuse of wealth.  

It will return the health service to its core values of preserving and enhancing the 
well-being of all society instead of the rich few, provide for an active, dignified and 
extended old age, and, by providing employment for all those who want to work, 
generate the resources to care for those who genuinely cannot. 

It will lay the basis for a long-term transition to a new type of society: one that 
corresponds to a world in which 87% of workers in the advanced countries are 
engaged in services. These include both manual occupations like transport, fire 
services, caring, security, retail or hospitality, and desk-based, high value-added 
‘knowledge-based’ industries at the forefront of modern development such as the 
creative economy, sustainable energy, the digital economy in all its forms, science-
based industry, and including the commercial and legal services which are the real 
and stable foundation of Britain’s transient financial ascendancy.  
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In all of these Britain’s export potential is huge. It is located at the crossroads of 
trade between five continents, contains the only major world capital that is 
permanently open for business in all three time zones, and possesses an open, 
diverse, multicultural workforce that attracts over £60 bn per year in direct foreign 
investment. 

To make this transition, however, Britain has to understand that its workforce is its 
primary asset. From firefighting to fashion, all modern service industries require an 
increasingly skilled, educated, creative and healthy workforce. We can neither 
compete in the world market for advanced 21st-Century producer and consumer 
services with a 20th Century infrastructure, nor with 19th Century social values. 

It is not too late to reverse the austerity measures. We need united action by the 
trade union movement on agreed policies to oppose the measures and to explain the 
alternative. That means mobilising the millions of trade union members and others 
outside the movement to put pressure on the politicians to reverse policy in 
parliament. And we must take action to defend jobs and conditions when they are 
threatened in the workplace by the austerity policies.  

The resources and the skills of the British people are available to turn the economy 
around in the interests of the majority who have to work for a living and their 
families. There is an alternative and it is not a dream. 
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