THE EVOLVING RELATIONSHIP BETWEEN GOVERNMENT AND THE ECONOMY

The historical basis for Britain’s political economy is liberalism, the philosophy that emphasizes political
and economic freedoms for the individual and the market. Yet liberalism in Great Britain has been reshaped
over the years, particularly in recent decades. The recession that began in late 2007 has deepened the eco-
nomic issues that preoccupy the government, as unemployment rates have gone up and business earnings
have decreased. The state-owned Bank of England, which is the central bank for all of Britain, responded
to the economic crisis in September 2008 by cutting interest rates and by buying government bonds and
corporate debt.

Since the end of World War 11, the British government has redefined its relationship with the economy sev-
eral times. Until the 1970s, the collective consensus philosophy was based on social democratic values
that support a great deal of government control of the economy, including the nationalization of many major
industries. The approach taken is called Keynesianism (after British economist John Maynard Keynes),
in which the government took action to secure full employment, expand social services, maintain a steady
rate of growth, and keep prices stable. Then, Margaret Thatcher reversed this trend by emphasizing neo-
liberalism, a revival of the old political and economic philosophy of liberalism that had guided Britain in
earlier years. Thatcher’s policies moved toward a free market economy and denationalization of industries.
Since then, the government has tried to establish a middle way, but the correct balance between state control
and the free market is a matter of great dispute.

During the Blair years (1997-2007) the prime minister teamed with Gordon Brown, the chancellor of the
exchequer (treasury), to craft the direction of the political economy. By 2001 the Blair-Brown team had
succeeded in bringing Britain’s “misery index” (inflation plus unemployment) down to a new low. While
holding income tax rates steady, the government still managed to fund a variety of welfare programs, in-
cluding those intended to improve living standards and job opportunities for the poor. This balancing act is
illustrated by the current debate over what to do with the National Health Service (NHS). Many support it,
saying that the British population is much healthier than it used to be, and that the British working class has
especially benefited. However, the system is challenged by the aging population, a general trend in most
mature democracies today. Others criticize the service for its increasing expense to the government and for
its long wait lists for medical treatment. Private medical care is becoming more common, but many Britons
want to keep the NHS, especially if it can be reformed.

In late 2008 a cabinet member, James Purnell, issued a white paper that revealed the government’s efforts to
address welfare reform. One area of concern is unemployment insurance, and the government has looked to






