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Economic success has made Britons smug. That's dangerous

Adapted form The Economist, 25th November, 2004. 


It took about 20 years to repair the damage done to the British economy in the 1960s and 1970s. First came microeconomic reforms in the 1980s—privatisation, deregulation and laws to restrict the trade unions. Then came macroeconomic stability—handing over monetary policy to the Bank of England in 1997.
By the standards of most rich-world countries, Britain's economy, which should grow by 3.2% this year, looks pretty good. France will grow by around 2.4% this year, Germany by 1.5%, Italy by 1.1% and the euro area as a whole by 1.8%. Unemployment is running at 4.6% in Britain and 8.9% in the euro area. 

At 42.6%, the state's share of GDP in Britain still contrasts favourably with the euro area's 48.4%. But euro-area governments understand that their high spending and consequent high taxes have undermined competitiveness, and are therefore cutting the state's share of GDP and quickly catching up with the UK.

Questions

1 What are the key macroeconomic issues and how have these changed over time?

2 Will the UK’s shift towards a greater public sector share of GDP detrimentally affect GDP growth and inflation? 

