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Where is the (British) centre left now 

on macro policy?

Dan Corry

To achieve the ambitions that those on the centre-left have, we need to use all the tools 

at our disposal. One of these is macroeconomic policy, the policies that at an aggregate 

level try to infl uence growth, employment, and demand in the economy.  

Even if, either as a Marxist or a neo-classical traditionalist, one believes that in the 

long run it is the supply side of the economy that really matters, macro policy can and 

must matter in the short run. And since within economics there are many arguments that 

macro conditions affect the way that the supply side develops, most would agree that 

macroeconomic policy must matter even in the longer run.

But most thinkers on the left do not really know what they think about macro policy. 

And even macro economists who are of the left are not really sure what the correct 

macro policy is – let alone whether there is a ‘correct’ macro policy in all circumstances. 

By and large most on the centre left can be classifi ed as Keynesians. This means 

fi rstly that they believe that the economy does not through its own volition always create 

enough demand to meet its potential supply, thus leading to unemployment and other 

under use of resources. And secondly, that they believe government action to stabilise 

an economy and push it nearer to the full use of capacity is desirable and possible to do 

effectively (1). This indicates that the values and the broad understanding of how econo-

mies work will be driving the left in a different direction from those driving the right. But 

in practical terms, how far can we articulate a progressive macro policy that is different 

from mainstream or right-wing macro policy?

Furthermore, where those on the left disagree on macro policy, what drives those 

differences? Are those differences about how the economy works, about what works in 

tackling economic problems, or about values and what is politically possible and advan-

tageous? And where does and where should Labour stand on all this at present?

The last time macro policy was contentious

Every now and then in the UK, macro policy becomes a huge bone of contention. This 

is not only because the left has a different perspective to the right, but also because 

within the left there are massive differences on what the correct policy is, how econo-

mies work, and how they link into the real or supply side of the economy. 

In terms of the right versus the left, the 1980s and early 1990s saw a battle between 

the monetarists and the rest (mainly but not exclusively Keynesians). This technically 

was about issues such as the role of the quantity of money in infl uencing infl ation and 

output but more fundamentally was about whether government, by purposeful actions, 

could lead us to better outcomes in term of jobs and growth, or whether the best 
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government could do was to control infl ation and then keep out of the way. Not surpris-

ingly, the overwhelming voice of the left was against the hard versions of monetarism. 

But the battles within the left camp were also vigorous and passionate. 

There were particularly marked disputes between those who believed in very active 

Keynesianism to boost growth even if it did cause infl ation; those who wanted import 

controls to allow demand to grow without sucking in imports; and those who were starting 

to argue that macro tools should mainly be used to secure stability in the macroeconomic 

conditions because it encourages private sector investment and other activity. In the mid-

1990s, when I last wrote about this topic for Renewal (Corry, 1994), this battle was still 

raging, even if the Supply Siders were gaining the upper hand within the Labour Party and 

the more radical Alternative Economic Strategy had faded well into the background. 

These different perspectives, as I tried to analyse in that paper, were about a 

number of issues. First, a difference in the weight to give to different objectives and 

disagreement as to whether there were trade-offs between some of them. The most 

important of these was in relation to infl ation. Some Labour thinkers were pretty relaxed 

about infl ation; if policies that boosted the economy boosted infl ation then so be it – a 

price, if you like, worth paying. Others worried at length about it, feeling that in the end 

high infl ation restrained growth, hit Labour’s natural supporters, and was a vote loser. 

Second, there was a difference about what a small open economy like the UK could 

do on its own and how much it had to adjust to global realities – ranging from the 

constraint that free and internationally mobile capital markets imposed to the inability to 

expand domestically, if other countries were not, without just sucking in imports in an 

unsustainable way. 

Third, there was a disagreement as to what the best macro conditions were to allow 

private sector activity to expand and fl ourish. One side felt very strongly that low interest 

rates and a competitive pound were above all the key requirements. Others believed it 

was stability – fewer booms and busts, to half coin a famous phrase. 

Fourth, there was disagreement on defi cits and debt. The defi nition of it in those 

days, the Public Sector Borrowing Requirement (PSBR), had become a big issue not 

least because the right-wing monetarists claimed that it was bad not only because of 

the stifl ing need to repay the resulting debt but because the PSBR affected the money 

supply. The left’s arguments were more focused on the extent to which fear of high debt 

should be a constraint on fi scal policy.

A broad consensus – or so it seemed

The coming of Tony Blair and especially Gordon Brown saw an end to such debates in the 

Labour Party – they pushed on with what I called in 1994 the ‘Supportive Keynesian’ 

approach. But it was not just them. In academia and across the word, macroeconomic 

policy seemed much less divisive. Broadly speaking, for much of the so-called ‘NICE’ 

period (‘non-infl ationary consistently expansionary’), macro debate became muted. Loud 

debates on macro policy were replaced by important but less fundamental ones on growth 

theory and the optimal design of stable policy institutions. The new consensus across the 

spectrum was that macro policy should be used for stability and micro policy was where 

the action was. So in different ways keeping infl ation down became the top priority and 
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doing this was entrusted to independent central banks; nobody argued much anymore that 

there were trade-offs whereby you could ‘buy’ higher growth and lower unemployment for 

a bit more infl ation in the medium or long-term. And fi scal fi ne tuning was no longer much 

talked about, as longer term fi scal goals were prioritised. In addition, the defi cit, apparently 

so worrisome in 1994, had melted away as a concern by 1997. Much of this consensus of 

course refl ected the benign economic times; the debates over how to respond to really 

diffi cult economic conditions were submerged rather than resolved. 

The centre left version of this was perhaps best played out in the way President Bill 

Clinton and his team approached economic policy – so called ‘Clintonomics’. Clinton 

made a virtue of getting the fi scal position under control, not least as it would lead to 

lower real interest rates, thus boosting private sector investment. Active supply-side 

policy, for instance in the labour market, was used. But the argument that the defi cit 

had to be kept under control and that monetary policy was not about Keynesian boosts 

took hold more widely.  

This approach seeped into the New Labour approach pretty quickly – not least 

because there was a search for a fresh narrative after yet another defeat in 1992. Right 

from the start of New Labour the most common point made was the need to end the 

debilitating extremes of the business cycle – to end boom and bust (Balls and 

O’Donnell, 2002).

There were some who doubted this approach in UK academic and other economic 

circles, but their voices were not that loud and were certainly not much heard by policy-

makers, especially as unemployment did fall, infl ation kept low, defi cits and debt were 

under control, and growth just kept on going. There was little to get excited about from 

a left perspective on macroeconomic policy. 

Debate such as there was on macro policy in this period tended to be about 

whether the UK ought to join the single European currency, and what the economic 

circumstances should be to make it worthwhile – leading to the infamous fi ve conditions 

for joining that were established in 1997. Some of this debate refl ected concerns that 

the UK exchange rate was very high in the later 1990s and early 2000s, which was 

taking a toll on British manufacturing especially in the Midlands, and a hope that we 

could join the euro at a lower exchange rate to overcome this. 

Then along came the banking crisis 

In 2007 I was asked to give a lecture. It was about how I had found that the economic 

theory I had studied infl uenced policy-making within government (Corry, 2008). It was 

mainly about microeconomics. As I was drafting it, I also added an aside that macro 

policy was now a bit boring. Yet by the time I gave it in October 2008 I had had to 

change that part! The whole edifi ce came crashing down with the onset of the banking 

crisis in 2007 but really hit home in 2008 with the collapse of Lehman’s. Suddenly, 

rather than purring along gently, the major countries all saw growth collapse, unemploy-

ment rise, defi cits soar, and real wages cut. Macro economists argued about what 

should be done to see off the worst of this. How could macro policy best play its role – 

and what was the role of monetary versus fi scal policy? This was in addition to doing 

what was possible on the micro side to help, with the charge in the UK led by the newly 
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established National Economic Council (Corry, 2011a). Policy-makers had to act in real 

time and there was little opportunity to argue about principles and theory when banks 

were collapsing and fi rms going under.

There were then issues about what should be done given that policies to support 

the economy meant that big defi cits would inevitably – and were being – racked up. 

Clearly they had, at some time, to be paid back. How fast to do that, when to announce 

it, how fi rm to be on time paths, which policies to enact? What role should monetary 

policy play? And how could one avoid debates about debts and defi cits completely 

dominating the centre-left’s advocacy of growth and full employment? 

Finally, there are issues about how we should operate macro policy in the future. 

After all, if macro policy cannot tell us how to avoid events like the Great Depression of 

the 1930s and the Great Recession from around 2008, then what is the point of it all? (2) 

The debate among economists 

The argument about what had gone wrong divided economists. Clearly the proximate 

cause of the crisis was the banking crash, which focused attention on fi nancial regula-

tion, why it was too light touch, why macro models had no fi nance sector, why lending 

had become too easy and risky, and why banks that were ‘too big to [let] fail’ had been 

allowed to emerge. 

From another perspective attention focused on the fact that the supposedly benign 

macro situation that had endured for the best part of a decade and a half in the UK had 

relied too much on private consumption and household borrowing to drive it. Was this 

something that should have been stopped earlier – and if so how? If it had been, would 

Britain have enjoyed a more ‘virtuous’ sort of growth that was export and investment 

driven? Or is this a false choice? Analysis also suggests that the corporate sector went 

into defi cit quite early in the New Labour years and stayed there, something that in 

retrospect should have given pause for thought to macro policy thinkers (Kenway, Corry 

and Barwick, 2012). Here we see a modest return to an old left obsession with sectoral 

balances, with the old focus on the trade balance being replaced by others.

Finally, a great deal of attention amongst macro economists has been focused on 

the global imbalances that had started to arise – essentially with the West (and the US) 

running defi cits fi nanced by growing countries like China. This helped generate a too 

long period of low interest rates which added fuel to the consumer-led boom. What, 

then, should be the left’s response to these debates?

Disagreements within the centre left 

The left split on all these issues: the causes; what to do initially; and most of all, how to 

get out of the recession and to cope with the debt build up. 

There were strong polemics against the consumer and credit driven society that the 

Labour government was said to have encouraged, or at the very least ignored. One 

strand of thinking said that New Labour had been seduced by the glamour and tax 

revenues of fi nance and so had let it do what it wanted in a sort of Faustian pact with 

catastrophic consequences (Wickham-Jones et al., 2012, 60). Since the 2010 defeat, 
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very few defenders of the previous government have emerged, partly because the 

actors have kept their counsel and partly because the politics of the day require a 

degree of separation from that period, even from those still active who were then 

involved (see Corry, 2011b for such a defence). 

Probably the least disagreement was on what to do when the crash struck. 

Almost nobody on the left argued anything other than that fi scal policy needed to step 

up to the plate. In technical jargon this certainly meant allowing the automatic stabi-

lisers to act without worrying too much about the short run impact on borrowing. But 

fi scal policy was loosened in an expansionary and deliberate way on top of this too, to 

try to make up for the sharp downturn in private spending. Cash spending plans set in 

the good times of 2007 were adhered to (despite infl ation being lower than anticipated 

so real spending was higher); capital expenditure was accelerated; tax reduced (both 

directly for households through VAT cuts and for fi rms through tax delay schemes, for 

example the Time to Pay scheme for smaller fi rms: Corry, 2011b; Wren-Lewis, 2013a). 

In addition nobody argued with the idea that monetary policy – now controlled by the 

Bank of England not the Treasury – should try to support activity as much as possible. 

Bigger arguments came after the immediate crisis. How quickly does one need to get 

the defi cit and debt down? What are the parameters on this and what are the 

constraints? 

To try to understand this internal debate, we can break macro thinking on the left 

into different groups. One starting point is to distinguish between the relative strength of 

fi scal and monetary policy. Here I take everyone on the left to be essentially Keynesians, 

since they all see economies as being liable to periods of underemployment of 

resources and as requiring a strong role for policy in addressing this. 

However, carrying out this exercise demonstrates that views often differ between 

‘normal’ times, when Keynesian policy is needed to try to smooth out the ups and 

downs of the regular business cycle, and ‘crisis’ times when the economy has been hit 

by a very big shock, and is in severe recession – periods like the Great Depression of 

the 1930s or the so-called Great Recession that began in 2007/8. In general, and as we 

have seen above in the discussion of the earlier macro consensus, there is not that 

much debate in ‘normal’ times. The differences emerge when things are looking bad.

The table below sets out the different options for a crisis period and gives some 

titles that we can then work with. It simplifi es drastically the differences between view-

points to enable contrasts to be drawn (3). 

Table 1: Different views of fi scal and monetary policy during a crisis

FISCAL POLICY

Powerful Less powerful

MONETARY

POLICY

Powerful Full Keynesians Monetary Keynesians 

Less powerful Fiscal or Traditional 

Keynesians 

Weak, Supply Side or 

Supportive Keynesians
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Full Keynesians think that both fi scal and monetary policy are powerful and should be 

used to the maximum to enable demand to remain at a level that enables all resources to 

be employed. They are fl exible as to which is more important. Commentators such as The 

Observer’s William Keegan and, at a more international level, Paul Krugman might fall into 

this group. Monetary Keynesians emphasise the use of monetary policy of all types to 

boost demand, while Fiscal or Traditional Keynesians put a great deal of their focus on 

fi scal measures. Weak, Supply Side, or Supportive Keynesians believe the key to a decent 

economy lies on the supply side – they are not convinced that either monetary or fi scal 

policy can really change things that much as a rule. While they would be in the same 

camp as the others in arguing for macro activism now (in a deep recession), they want to 

get back very fast to being tough on macro policy and believe that there must be rapid 

and strong consolidation once recovery begins. Some of this thinking is refl ected in the 

writings of the ‘In the Black Labour’ group, who are relatively supportive of market-based 

supply-side policies (Cooke et al., 2011; Corry, 2011c). However there are other, more 

anti-market left positions that also play down the role of macro policy. Such distinctions of 

course become complex, especially in times of crisis. For instance some who are pretty 

moderate and conventional Keynesians in normal times, such as National Institute for 

Economic and Social Research Director Jonathan Portes, or the Oxford economist Simon 

Wren-Lewis, argue currently for radical action, but when the worst is over would want to 

then return to moderate policies and back to the macro consensus before the crisis in 

terms of largely market-orientated policies. 

If we use this typology, we can then go on to examine some other issues to see 

whether the differences are about how economies work or about values and politics. 

The table below summarises them.

Table 2: Macro policy differences during a crisis

FULL 

KEYNESIANS

TRADITIONAL 

KEYNESIAN

MONETARY 

KEYNESIANS

SUPPLY SIDE 

KEYNESIANS 

Fiscal multipliers 

strong?

Monetary policy 

works fast? 
_ 

Credibility on fiscal 

policy is genuine 

constraint?

Supply side trumps 

everything?

Economy able to 

bounce back?

Importance of 

stability as aim of 

macro policy?

Equality created by 

full employment?
_

Renewal 21.2-3.indd   39Renewal 21.2-3.indd   39 28/08/2013   16:01:1728/08/2013   16:01:17



RENEWAL Vol 21 No. 2/3

40

Fiscal policy multipliers

Not surprisingly, some of the major arguments concern the effectiveness of fi scal policy. 

The issue of how well fi scal policy works to boost the economy has been long running. 

The right has often argued that it cannot really work since it implies future tax rises to 

pay for the extra borrowing involved (so-called ‘Ricardian equivalence’). In ‘normal’ 

times, however, most on the left felt fi scal policy could work a bit, with its strength and 

desirability varying across the cycle, and there was a general consensus that automatic 

stabilisers should be allowed to work. In the aftermath of the crisis, however, the debate 

became ferocious. ‘Establishment’ opinion tended to argue that it was not strong – and 

so that moving fast on a negative fi scal boost (i.e. cutting spending fast) would not have 

major costs to growth (4). Indeed, some argued that policies that led to too big a debt/

GDP ratio were bad for growth in and of itself. Keynesians tended to disagree with this 

and received a boost when some of the key work that had been taken to justify that 

conclusion (Reinhart and Rogoff) turned out to be fl awed (see Davies, 2013 for a good 

summary). In particular, fi scal multipliers turn out to be large when monetary policy is 

doing everything it can and interest rates have been cut virtually to zero, as in the 

present situation. This means monetary policy cannot ‘make up’ for fi scal tightening by 

loosening more. On this, most shades of left thinking agree, and this is a major unifying 

force in advocating fi scal action and being wary of ‘cutting too deep and too fast’ 

across different shades of Keynesianism at present.

Monetary policy

Similarly, and given other constraints on fi scal policy, some believe that monetary policy 

is more the way to go. It works fast, is generally less distortionary than fi scal policy (5), 

and does not involve the crowding out that fi scal policy can cause. Nonetheless, for the 

moment at least monetary policy has been doing what it can – even if the Bank of 

England was slow off the mark. In fact, there is not much disagreement on monetary 

policy since most agree that there is little more that monetary policy can do at this point. 

Debates do exist regarding the best use of what is known as ‘conventional uncon-

ventional monetary policy’ (QE), especially as it does not seem to have got business 

lending going, and so–called ‘unconventional unconventional’ monetary policy (for 

example saying that interest rates will stay low for X years or until growth is at X: 

Bowdler and Radia, 2012). 

A bigger debate might examine changing the infl ation target of the Bank of England 

to make it a bit more pro-growth. The new remit for the Bank includes considering 

growth alongside the infl ation target and some advocate more of a move to nominal 

GDP targets instead of pure infl ation ones (Corry and Holtham, 1995). But with excep-

tions there are not that many left debates on this issue, especially outside the real 

specialists (6). Indeed, the left seem to get more excited about fi scal policy (which alters 

the size of the state) than about monetary policy, which tends to act on private sector 

decision-making. 

 A last element to note here is the regulation of the banking sector. There is little 

disagreement on the need for much tougher regulation (including much higher capital 
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ratios) and to get competition into banking if at all possible. There are some differences 

between those who would go for a full separation of retail and investment banking 

activity and those who can live with a less radical structural approach as long as there 

are possibilities of a full separation if the banks do not play ball. Perhaps a bigger differ-

ence is how fast all this should come in. The rules aim to prevent 2007/8 happening 

again – avoiding an unsustainable boom pumped up by too lightly regulated fi nance. At 

present it is argued we actually need banks to lend and to be active, so some argue that 

these measures should be delayed or postponed. 

Constraints the markets impose on fi scal policy 

This then loops back into the issue of what the constraint on using fi scal policy is. How 

real is the danger of a downgrading by credit rating agencies and the markets taking 

fright and how much does this matter? This is a tricky question. As I know from experi-

ence, when you are setting policy you know there must be some place where you go too 

far, but where that is is very hard to tell: the markets themselves do not really know 

where they are, so no wonder policy-makers cannot tell. If you think the costs (economic 

and political) of crossing that barrier are very large and potentially catastrophic then you 

are risk averse. On the other hand, when, as in the UK, you have your own currency, your 

debt has a long-term maturity, and there is confi dence that the government can take 

action when it needs to (unlike say Greece), then you have more room than some think.

A way of giving oneself space for fl exibility and sensible expansionary policy while 

keeping markets confi dent that you have not lost your will to get debt down when it is 

possible, or that you even care about it, is the use of fi scal rules. This was indeed part 

of the tactic that New Labour tried with its Golden Rule on the annual defi cit (borrow 

only to invest) and its sustainable debt rules (7). However, despite there being a lot of 

common sense and good economics about them, these turned out to be so fl exible and 

malleable that they lost credibility (Mulheirn, 2013, 9). Some kind of new rule would, it is 

generally agreed, be helpful, but the search for one that combines credibility with fl exi-

bility is not easy. To counter this, several leading progressive macroeconomists argue 

for a much stronger OBR – a Fiscal Council – that would judge the policies in terms of 

the sustainability of public fi nances without the need for a crude rule (Wren-Lewis, 

2013b). This seems a very sensible avenue to pursue. 

Constraints from the supply side

Expansion of demand is somewhat futile if the economy cannot cope and all it does is 

lead to infl ation. Harder Keynesians tends to see the economy as demand constrained, 

able to bounce back if demand comes through. Further, they see the potential output of 

the economy being massively reduced the longer the wrong macro policy is undertaken. 

Supply Siders in contrast are more worried that productivity and the potential output of 

the economy have been decimated by the recession and that there is little spare 

capacity (Corry, Valero and Van Reenen, 2011). Supply Siders then think of macro policy 

as being about how to create stable conditions so that the supply side can work, private 

investment and innovation increase, and economic growth be generated. 
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This also helps explain a slightly different set of emphases on political goals. Full 

Keynesians tend to think getting demand up, and growth and full employment secured, 

will help solve many of the equity issues that the left cares about. Supply Siders tend to 

think that other, underlying issues like the structure of benefi ts and lack of modernisa-

tion of public services are equally if not more important and cannot be ignored. 

International Keynesianism

Keynesianism rarely works well when confi ned only to one country, leading to beggar 

my neighbour policies with regard to demand and exchange rates. After the crash there 

was a great deal of activity on the international front, stemming from a belief that only 

by working together through a co-ordinated global demand expansion could recovery 

happen fast (8). However, the steam went out of this, partly as nobody replaced the 

energy of Gordon Brown and partly as domestic debt burdens began to take top billing. 

Similar issues were clear at the EU level. The framework for the single currency had 

enforced fi scal rules that were unhelpful in the circumstances now faced.

All sides of the British left have been pretty quiet about this debate recently. There 

is surprisingly little discussion of UK policy towards the exchange rate and the balance 

of payments. Virtually no-one is arguing for us to join the single currency, with a pretty 

much free-fl oating approach to the exchange rates reigning unchallenged. This is a 

major change from older left traditions.

Conclusions and directions 

Sometimes the left has great tensions over an issue when the details lying behind it 

shows the two sides are not that far apart – at least on the substance rather than the 

positioning. It feels like the differences on the future direction of macroeconomic policy 

at present refl ect differences over the relative weight to give to different factors. Great 

anger and even abuse is thrown between those who see themselves on the fi scal 

conservative wing of the Labour Party and those on the more expansionist wing, as well 

as those on the wider left. This ends up affecting the rhetoric about where we have 

been, where we are now, and where we need to go.

These are crucial debates but we must not forget that on the underlying issues the 

centre left is very united: there is a distinctive centre left macro view at present, which is 

hostile to the extreme right-wing idea that in some way austerity could be expansionary, 

and also to cutting too deep and too fast. Crucially there is no disagreement that the 

state has a responsibility to use macro policy to support activity in the economy and 

that growth is needed. The reality is that apart from some outliers there is not that much 

difference on the underlying understanding of economics across the centre-left factions 

– much less than there has been in the past. 

There are certainly important differences about the impediments to operating a 

higher growth policy and exactly how fast an economy needs to reduce the defi cit and 

debt, but the differences on prescriptions for macro policy at present are mainly about 

other things. 

From the Supply Siders’ perspective, there is a sometimes shrill desire to wean the 
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left off its tendency to think that leftism equates to your debt/GDP ratio when it is clear 

that the last Labour government spent a lot but did not always achieve what it might 

have. Supply Siders, a little like some on the right (although for different reasons), want 

to use the crisis to undertake reform. More than that, they want to play sensibly to a 

public opinion that worries about defi cits and which they believe has lost confi dence in 

Labour given the popular myth that it lost control of the fi scal aggregates. Being fi rm 

here, with a focus on tough fi scal choices, and being less vociferous in pushing for 

immediate growth and full employment, is the way they think Labour re-establishes 

credibility. 

From the Full Keynesians there is alarm that to bow too much to these factors will 

lead to a period of low growth, countless lives being destroyed, and Britain moving 

further away from being a ‘good’ society. They believe that the constraints and impedi-

ments of all sorts are over-played, even more so now that several years of tough 

austerity do not seem to have produced the growth the right-wing claimed it would. 

Growth, after all, is the major route to debt reduction in their view and they feel that the 

public can be persuaded on that point (9). While they probably would sign up to fi scal 

expansionism through boosting spending power of any kind, they would certainly go for 

a major boost to infrastructure spending now (Fic and Portes, 2013). 

Both are points of view backed up with legitimate arguments, although each also 

has the feel of an ideological position wrapped up in the language of constraints, 

economics, and markets. One has the danger of moving us too far away from the goals 

of the centre-left – growth and full employment – while the other tends to dismiss too 

lightly any objective constraints to expansionary policies. Whatever the merits, it is 

however not possible to run both at the same time. How then does Labour pick its way 

through this diffi cult terrain, at a time when much of the press is hostile and simply 

wants to ask it how much it will cut, when and where? 

Keeping to the middle ground must be the place to be. The path through must 

surely put the centre left forward as the advocates of growth and full employment. This 

both allows and calls for some immediate moves on infrastructure spending either 

funded by increased borrowing or – copying the Coalition on its rather ill-advised 

various mortgage schemes – by using the government balance sheet to offer guarantees 

and take on risk. However, this has to be combined with tough messages on getting the 

debt down over time, as the Labour leadership has been starting to articulate more 

recently (Balls, 2013), with the outside constraints to ensure this happens strengthened. 

Possible measures here include a much tougher OBR as well as the creation of some 

sort of body to pursue aggressively effi ciency and productivity in the public sector. 

Monetary policy remains in the hands of the Bank, but without sacrifi ce to sustaining 

low infl ation over the medium-term Labour should make clear it supports Governor 

Carney if he feels the need to act sensibly to support growth. And it is time Labour got 

back to thinking about a policy for Europe and beyond which would support its objec-

tives and help the world avoid debilitating and self-defeating austerity (Corry, 2010). 

Purists might ask in vain for the exact theory that underlies all this. But such a 

mixture would continue the pragmatic approach to macro policy that can both work to 

generate growth and jobs as fast as possible and be electorally sellable. And that would 

not be a bad outcome.
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Notes

 1.  Apart from some very hard liners, many on the right also think the economy won’t always 

self-correct quickly, but they tend to play down the potential for disequilibrium (arguing for 

instance that more of unemployment is ‘voluntary’ than the left would); they worry about it 

less than the left on ‘equity’ grounds; and in any case they believe that government action 

is more likely to exacerbate the problems, at least in the medium or long-term, than it is to 

solve them.

 2. One should not overplay the failure of conventional Keynesian thinking here though: a lot 

of learning just got lost. As Richard Lipsey said: ‘there is little that happened to the macro 

economy during these last years that would be a surprise to Keynesian economists of say 

1955, given only the added knowledge of the institutional changes that have occurred since 

that time, particularly in the fi nancial sector’ (Lipsey, 2012).

 3.  A slightly different take on this is given in the excellent diagram produced by the Social Market 

Foundation: http://www.smf.co.uk/fi les/4313/6377/3326/20130320_growth_options.pdf.

 4.  Some even argued that cutting spending was expansionary since it would free the private 

sector to grow.

 5.  This is because it alters ‘prices’ for everyone. But monetary policy can and has led to house 

price booms and other asset bubbles while the rate of interest and infl ation has implications 

for the relative well-being of different groups (e.g. pensioners versus workers). 

 6.  See Barker 2012 for some sensible ideas. More radically, another former MPC member 

Adam Posen has argued for the Bank to boost mortgage lending by directly buying securiti-

sations through quantitative easing.

 7.  As Clift and Tomlinson point out, New Labour used rules to ‘reconcile both the securing 

of credibility with international fi nancial actors and substantial fi scal policy space to 

pursue domestic economic policy of a broadly Keynesian character’. Ed Balls called this 

‘constrained discretion’, which allowed macroeconomic ‘coarse tuning’ if not the fi ne tuning 

of old (Clift and Tomlinson, 2006, 47-8, 53). 

 8.  Keynesianism ‘had been at its highest between the G-20 summits in November 2008 and 

March 2009, when Gordon Brown, along with Strauss-Kahn, Obama and others were 

singing the praises of international co-ordinated fi scal policy to stave off global depression’: 

Clift, 2012. 

 9.  As Jonathan Portes puts it: ‘A few years of 3 per cent growth – and given the amount of 

spare capacity in the UK economy, there is no reason that should be infeasible, given good 

policy both here and in the eurozone – and much of the problem will simply vanish, as tax 

revenues rise and some spending falls’ (Portes, 2013). 

Renewal 21.2-3.indd   45Renewal 21.2-3.indd   45 28/08/2013   16:01:1928/08/2013   16:01:19



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


