The economic
consequences of Mr Brown
For ail]ﬁs élajrns;.n have singlehandedly engineered

British growth, Gordon Brown is the architect of policies that
undermine his desire for a better society, writes Irwin Stelzer

ardon Brown might be over-
stating s ¢ase when  he
igniores his Thiatcherite inher-
ilance and a bepign global
coonomic eavironment, and
takes sole credit for Britain's mther good
ceanemic performance during his tenure
it Mo, 11 But, asked whether they are bei-
ter off now than o decade apo, most Britons
would hive b agree that ain material terms
(heir lives have improved durning Brown's
tenure ol the Treasury, and that his deci-
stons o keep Bitain out of the coro and (o
prant a sor of independence 1o the Bank
of Englund [Brown still selects the Bank's
mflation target, and decides whether the
Ciovernor is to be reappointed or let out to
pasture ) were pood policies indeed.

And the Prime Minister’s oritics might be
overstating their own case whgn they claim
that Brown's policies have led us to the brink
of o collapse of the financisl system, but
they are cerlainly right that we are entering
a penod of financial strun and slower eco-
nomic growth with the nation’s finances in
worrying condition, and have a reasonable
argument that al least some of today's prob-
lems are the consequences of the tax, spend-
ing and borrowing policics pursucd by the
Prime Minister when at the Treasury,

Thire s no denying that ten years of New
Labour's cconomic managemenl are now
severely limiting policymakers” freedom of
action. 1t is interesting in this regard 10 com-
pare the tax-and-spend policies of Gordon
Brown with those of George W, Bush, who |
is. contemplating the fliscal stimulus that |

is beyormd Brown's reach. Both launched |
spending sprees o support their visions of |
an expanded welfare state, Brown concen-
trating on the NHS, Bush on prescription
drugs for all elderty (olks. Brtain’s chancel-
lor attempted to fund his spending spree by
launching & serics of tax-rasing measures;
Amenca’s President cut taxes, in the belief
that the incentive of greater rewards for
wirk and risk-taking would increase the LS
Treasury’'s lake. Gordon Brown's divorce
from prodence converted a balanced budget
into s dehon thet exceeds, in relation o the |
size of the respective economies, America’s,
Both Brown and Bush proved 1o be hig
spenders, but the Amercan President’s tax
cuts contnbuted to a much faster increase
in receiplts than did the British Chancellor’s
tax increases, and to a decline, rather than
an increase, in the deficit relative to the size
of the nation’s coonomy.

But these are mere numbers. And num-
bers merely reflect the policies and mind-
set they reflect. Bush believes that certain
lax culs increase incentives to work and
take risks. He s night. Brown rejects Bush's
notion, and does not belicve that raising the
portion of national wealth taken by the goy-
ernment reduces incentives o create wealth.
He is wrong. I

So it is fair 1o say that the economic con-
sequences of Gordon Brown include an
entarged state, both in absolute size and rel-
ative to the sze of the UK economy, higher
taxes and a deterioration in Britain's finan-
cial conditon. While increasing the size of
the state, Brown has simultaneously over-
seen a redistribution of income from the
high-productivity. wealth-creating middie
classes to lower-productivity workers direct-
lv employed in the public sector, of whom
there are mow 600,000 more than when
Brown moved imto Noo 11 (nol counting
consultants, contractors and others feeding
on the taxpaver), and 1o the work-shy. We
can’t be certain, but that just might explain
the refative rise in UK unit labour costs, and
Britain’s decline in the inlernational com-

| petitiveness league tables,

What we do know with greater cortainty is
that as a consequence of 8 massive increase
in spending. and more red ink than shouold
have been spilled during a period of growth,
Britain is less well positioned than it would
ptherwise be to cope with the impending

| slowdown. Instead of being in a position

to finance Keynes-siyle stimulative spend-
ing increases, the government finds itself
pledged to rein in the growth of speading,
Nor are tax cuts available as an anti-slow-
down tool: tax receipts will anyvhow decline
as the City bonuses that have been pour-
ing 50 much into Treasury coffers shrivel,
and the long-run consequences of Brown's
new attack on enirepreneurs and non-doms
(foreigners resident in Britain but planning
an eventual return to their home countrics)
unfolds. But on the plus side of Brown's ledg-
er is the fuct that his policies have contrib-
uted to the strength of corporate and private
balance sheets, perhaps sufficiently t enable
them o weather the approaching storms,

We also know that the &4 per cent increase
in spending (about 30 per cent alter cor-
recting for inflation) under Mew Labour
has not procdoced commensurate increases
in the guality of service offered by schools,
hospitals and other public services, despile
Brown's insistence in 2002 that one of the
‘pillars’ of his fiscal policy 15 *better planned
publie spending which Tocuses on the qual-
ity of public service provision. ., The key
here s Cplanned’, for Brown Believes, or
perhaps but not certmnly more accurately,
until now has believed that bener planning,
ol competition  and  widened  consam-
er choice, 15 the route o the provision of
high quality healthcare and education serv-
wes. When Chancellor he held 1o the view
that parents and patients do pol have sul-
ficient information 0 choose schools for
their children or hospitals for themselves,
Unfortupately, experience suggests (o most
observers that he is quite simply wrong, and
that the Prime Mimster's laudable inten-
tions to relieve child poverty, make educa-
tion more widely and equally availible, and
improve the efficiency of the wellare state
have been ill-served by the methods he has
thus far chosen o achieve those objectives,
Which might just explain what seems 1o be
his recent willingness to concede a greal-
er role 10 patient choice and competition
from private-sector providers in the provi-
sion of healthcare services. Note, however,
that Andrew Haldenby, of the ever-reliable
think-tank Reform, doubts that the newly
announced policy will actually defiver choice
because ‘profound barriers” prevent private
sector providers from being included on the
choice menu (o be offered patients.

These are not the enly effects that Brown
has had on the long-term ahility of Britain
to thrive in an increasingly competitive
world, Britain's future suecess will depend
in part on its ability to create the incentives
necessary to capture the entroprencunial
talents of its own citizens, and the finan-
cial and other skills of forcigners. Brown
as Chancellor secemed to understand this,
witness his long-standing refusal o move
against ‘rich” forcigners, and his tax breaks
for entreprencurs. That was then, this is
nowe, Brown now favours taxing non-doms
on income and capital gains we earn outside
of the UK, and increasing by a whopping 5}
per cent the capital gains tax paid by entre-
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preneurs when they sell their businesses.
The first of these moves will hardly enhance
Britain's attractiveness as 3 destination for
mohbile bankers, investors and such: no less
an authority than Ed Balls recently told the
MNew Steresmran that *high achicvers are very.
very mohile people. We don't want to send
a signal that we are a society which doesn 1
welcome talent and expertise ... The boost
in eapital giing taxes is another disincentive
to anyone contemplating tuking the risk of
starting oF financing a new business.

Then there are the policies that affect
the atmospherics so imporiant 10 exceu-
tives deciding where 1o Jocate and expand
husinesses. New York City spun into decline
when its most productive residents (led
beeause they could not safely suoll the
streets o count on the schools 1o cducate
their children, Along came Rudy Giuliani,
and no-erime-ton-small policing, and New
Yirk bechme vne of the safest and econom-
ically attractive cities in the world. No such
luck in Britain, This nation’s fewer armed
police are po mateh for the well-armed
s That have taken control of many of the
mtion's streets, while police concentrate on
meeting targets set by well-protected inhah-
itants of Nos, 10 and 11 Downing Streel,
Money that might have been allocated 1o
pulicing has instead been used 1o finance o
miassive incredse in spending on young men
and women ‘disabled” by the “striess”™ assocl-
uted with seeking and holding a job,

Giuliani arrested people who made the
streets  unsafe; the Brtish  government
moves violen! eriminals 10 open prisons,
or releases them because Brown refused to
fund the needed increases in prison capac-
ity. Even now, the government will release
funds only for studies of suitable sites for
new prisons; the much-touted ‘SUper-pris-
ons’ won'l be built until 2012 at the carliest.
The government has, in cffect, privatised
some of the cost of crime: think of the mil-
lions of pounds spent on anti-theft devices
in automobiles and anti-burglar systems in
homes to make up for the deficiencies in the
pulilic sector,

Crime also has significant psychic costs
— ready for a nice relaved evening walk on
4 deserted strect in # major city, the son
of thing that was a routine pleasure a dec-
ade ago? Probably not, which is why 60 per
cent of those surveyed say Britain is & worse
place in which 10 live than it was five years
ago, largely because of mounting “antisncial
behaviour’, as ¢rime has come to be called,
compared with only 12 per cent who think it
a better place. And is part of the reason why
207,000 Brtish citizens emigrated in 2006,
the largest number since record-kecping
began in 1991, 1t s difficult to measure the
effect this has on the long-term attractive-
pess of Britain as a husiness pentre. as we
will never know who among the internation-
ally mobile work force decided agaimst com-
g here, But stories of “Rolex muggings’ are
mutking the ronnds in the LS,

Which brings us o education. Brown is
well aware that a poorly educated work-
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fisrce 1s an internationally pon-competitive
warkforce. But he can’t guite get himself
to unleash the creativity of the hundreds of
cducators and headmasters at least partially
freed by Blair from centralised control. So
Brown's protége, Ed Balls, has set about
undermining the independence of the new
academies, and issuing cradle-to-asdulthood
instructions on education and upbringing. T
remains 10 be seen whether this newly tight-
ened control-from-the-centre can reverse 4
decline that has scen British 15-year-olds

fall from eighth to 24th in maths attainment
in the past six years, from seventh o 171h in
reading, and fourth to 14th in science. This.
despite a massive Increase in povernment
spending on education — from 29 billion to
aver 77 hillion (2 55 per cent increase after
correcting for inflation) — since Labour
came [0 power.

Then there i the conseguence of Gordon
Brown's tax policics on the nution’s culture.
Most social scientists have accepted that
fatherless homes contribute b0 an increase
in erime and other social lls. Neverthicless,
Gordon Brown has tilted the wx structure
1o favour what one expert calls “the stiand-
alone mother as the fundamental Tamily
form’. with the consequences evident on e
streets and in the nation's schoals:

Finally, and perhaps the most imparkant
ceonomic consequence of Mr Hrown is the
ane he must most regret the strengthen:
ing of the dependency culture that keeps
millions of British workers an their couch-
es rather than on the jub, while skilled and
unskilled  immigrant workers pour into
Britain in their hundreds of thousands. No
ane doubts the Prime Minister’s beliel in
the ennobling natare of work, nor his desire
b get what are called the economically imac-
tive into work. Unfortunately, his laudable
but msplaced compassion prevents him
from taking the one step that would drive
the hundreds of thousands on the welfare
rolls o work: after reasonable notice, cul
all benefits for everyone capable of any
wirk — no interviews with social workers;
no offer of tmining programmes that are
proven fatlures. Bill Clinton, hardly o hard-
hearted reactionary, even deficd his formi-
duble wife 1o put such a reform in place in
America, os the state of Wisconsin had done
carlier, It worked,

All {5 not lost, however. The catrepre-
neurial spark lit by Brown's early reforms
of the tax system might not be complete-
ly extinguished by his new more punitive
approach to capital gains, small family busi-
nesses, and foreigners, The financial servic-
s sector has sufficient economies of scale
and scope. and the gifts of the English lan-
guage and a world-straddling time zone, (o
SUTvive.

In the end, Britain's fulure will depend
on what the historian Michael Howard calls
its ability 1o ‘manage what is now the most
important balance of all’, that between the:
creation of wealth and its use 1o fashion a
society capable of continued advances hath
in productivity and material wellbeing, anid
in social cohesion. Brown as Prime Minister,
freed from the contrist tug of his eollcague-
cnemy, Tony Blair, might be tipping the
halance so far from incentives for wealth
creation that he will find himself without the
resources to achieve his goals of a healthi-
er. better-educated, more secure and farer
spciety. That would be a pity, indeed.
trwin Stelzer is divector of ceonomic policy
stuilies at the Hudvon Insttte eod o coliinie
ist for the Sunday Times
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