The Thatcher legacy

Looking at Mrs. Thatcher’s legacy may not seem very appropriate as a ‘topical’ economics issue, but 2004 marked the 25th anniversary of her election in 1979 and her influence has been felt for a considerable time since. 

There is a story (perhaps with foundation) that Mrs. Thatcher thought that the money supply and the rate of interest were the same thing. In a television interview with Peter Jay, (then the BBC’s economics correspondent) she displayed little knowledge of monetarism and even later dismissed it. Peter Jay subsequently joked that explaining monetarism to Thatcher was ‘like showing Genghis Khan a map of the world’. Whatever her views and knowledge, it is clear that one part of her legacy was to bring us monetarism and then to preside over a gradual removal of many of the key planks of monetarism.

The Thatcher defence will argue that Mrs. Thatcher presided over a revival of entrepreneurial flair and vision in the UK, introduced privatisation to the world and set the foundations for our current economic prosperity. The prosecution will argue that in her time unemployment tripled from the inherited 1 million to 3 million, the UK industrial base was eroded and public services (including the railways) were starved of investment. The rich got richer and the poor poorer.

The truth is perhaps somewhere between the two, but current economic policy-making may well owe a lot to that era. In 1979 the election of Mrs. Thatcher brought harsh monetarist economics to the UK. The government published money supply and public borrowing targets in a ‘Medium-Term Financial Strategy’ and raised interest rates considerably to achieve those targets. Inflation was established as the key economic target, over and above unemployment, which had been the principal economic target for many decades. These policies were accompanied by a passionate belief in the power of markets – neo-classical economics. Deregulation and privatisation were used as supply-side policies to try to free entrepreneurial spirit and boost potential output. Exchange controls were lifted and the power of trade unions was significantly diminished with a succession of labour laws. To try to enable the private sector to drive economic activity and to avoid crowding out, attempts were made to cut public spending (though the actual success of this was limited).

Much of the previous paragraph should still be familiar to us. The incoming labour government in 1997 adopted the public expenditure targets of the outgoing conservative government and it is only since 2001/2 that we have started to see significant increases in spending. Even then, the Chancellor has tried to reduce public borrowing and adopted a ‘Golden rule’ that public borrowing over the economic cycle should only be for investment purposes. The current government still stresses deregulation, it has continued with privatisation in many areas (e.g. air traffic control and even education). Inflation is still the principal macro-economic target and the incoming Labour government in 1979 took the policy one stage further by giving the Bank of England operational independence and setting them an inflation target.

The Thatcher legacy may even be extending to Europe where privatisation and labour-market reform are increasingly being adopted. German Chancellor Gerhard Schroeder, for example, has just pushed through extensive labour-market reforms and many other countries are recognising that inflexible labour markets and an excessive reliance on the public sector and regulation may be hindering their economic progress.

The debate is sure to continue with many accusing Mrs. Thatcher of having made things considerably worse. She presided over some dramatic fluctuations in economic activity, but did she really lay the foundations for our current prosperity?

Want to find out more?

Monetarist policy and the monetarist–Keynesian debate is covered in more details in Economics (5th ed), sections 16.4 (see Box 16.6 for details about Milton Friedman and his development of monetarist theory), 20.3 and 20.4 (on monetary policy and the problems of monetary policy) and Essentials of Economics (3rd ed), sections 9.6 and 9.7 (the operation and effectiveness of monetary policy). See also p.577–8 in Economics (5th ed) and section 22.3 for details of market-orientated supply-side policies.

For more detail on Mrs Thatcher’s legacy and web links to related articles see News Item 9 in the May/June 2004 edition.
