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      The State We’re In was that rare thing – a success that came out of nowhere. Nobody expected it, including its author. For six months after its publication in January 1995 – twenty years ago – a book of political economy topped the non-fiction best-seller charts, much to general amazement. An economic journalist in early middle age was plucked from the relative obscurity of the business pages of the Guardian and hailed as offering the prospectus for a New Labour government, with the Labour leader Tony Blair referring to its ideas in major speeches in the run-up to the 1997 general election. The party seemed content to allow healing the fissures of British society with a reformed, high-investment stakeholder capitalism driven forward by a newly democratised British state to be characterised as its big idea. It may have abolished Clause 4 of its constitution, which proposed to secure the full fruits of workers’ industry ‘by hand or by brain’ through securing the common ownership of the means of production. But that did not mean it accepted the merits of the market economy as fashioned by Mrs Thatcher. It would create a very different economy and society to hers.

      The consensus was that the book captured the zeitgeist. There was a weariness with Thatcherism: the commonly held view was that whatever the doctrine’s success the time had come to move on – to invest more, to build, to heal the wounds she had created in British society. The country believed in the renewal of the Labour party engineered by Tony Blair. A non-socialist but reformist agenda of the kind proposed by The State We’re In was what many were looking for, and surely in broad terms would be what his New Labour party would want to do. Blair came to office on a surge of hope.

      Twenty years on, and before another general election, is an opportune moment to review how well what I argued then holds up today and what as a country we might do now – and in passing why New Labour baulked at almost all the reforms I proposed. It was my generation’s chance and although there were some gains, in the round it was flunked. As I will argue in the pages ahead, if anything The State We’re In underestimated the catastrophic economic and social impact of Thatcherism and thus the need for a radical change of course. I certainly understood it was creating growing and potentially dangerous social divisions, and that her laissez-faire deregulation of the City of London was making the British ownership and financial system even more dysfunctional, with a disastrous impact on the attitude of British companies to investment and innovation. I warned of the ongoing relative decline of productive entrepreneurship and the value-generating part of the economy, a growing trade deficit, a cycle of amplifying credit and property booms, widening inequality and mounting social disillusion at the prospect of living within the brutalities of a market society while the social settlement frayed. I thought economic reform would also require reform of the British state and its democracy.

      What I didn’t anticipate was how financial and labour market deregulation would interact to become one of the drivers of the financial crisis. I certainly thought the gentlemanly capitalists of British finance short-termist and far too powerful – but believed they had an instinct for self-preservation; I had not reckoned that the whole system could be driven to the point of collapse as it was in 2008. I did not foresee how an extraordinary demand for credit would emerge, driven not only by self-fulfilling expectations of rising house prices so that borrowing seemed a safe bet but by ordinary people’s determination to protect their living standards as collective bargaining in the private sector collapsed, and how ready deregulated banks and building societies would be to lend indiscriminately to them in the cause of apparent risk-free profit and extravagant personal remuneration for those at the top. I was a critic of demutualisation, but again I did not foresee the degree to which former building societies like Northern Rock and the Halifax would go rogue. Looking back, if I had been told in 1994 that twenty years later five million council houses would have been sold and not replaced, that in the last ten years British companies worth £440 billion would be sold overseas, that privatisation would lead to such extensive profiteering and that one of the fastest-growing sectors would be the contracted-out public sector or public services industry, I would not have been surprised at the trends which were already discernible – but I would have been shocked by the sheer scale and indifference to fairness with which it has all been done. There has been an across the board gigantic sale of public and private assets – a ‘cashing out’ – in the name of liberalisation, deregulation, openness for business and wealth generation. There has been an astonishing lack of interest in social justice and equity. Yet scant gain has it brought. Nor would that have surprised me.

      Many of The State We’re In’s warnings have been outdone by reality. The mis-selling scandals and excesses of executive pay that I found so shocking seem small in scale by today’s standards. Then I was worried about the growth of temporary and agency work: I did not dream of zero-hour contracts. I was aware that the improvement in pension incomes would come under threat and that the next generation of pensioners would become steadily poorer: again I did not foresee the collapse of defined benefit pension schemes. Then I was worried that, in order to assuage shareholders, companies paid out too high a share of their profits in dividends: now the concern is the fixation with billions of pounds’ worth of share buy-backs. Re-reading the book, my errors were of under- rather than overstatement. Of course I did not anticipate the digital revolution – but I was aware that necessarily there would be technological change. An economy and society had to have institutions fit for purpose to exploit and benefit from whatever scientific or technological opportunity presented itself – which Britain plainly did not.

      But, as Adam Smith famously remarked, there is a great deal of ruin in a nation: a country has a considerable capacity to withstand even calamitous bungling. Britain does have a more entrepreneurial culture than it did twenty years ago. There are clusters of young, fast-growing firms, especially in the South-East – in London, Cambridge and around Heathrow – and around our great universities. There is an embrace of digitalisation. Attitudes towards women, gay people and ethnic minorities have been transformed. Having being winnowed out in the 1980s and 1990s, older people are rejoining the labour force in millions. Educational standards have risen, as has longevity. The economy is more carbon efficient. To characterise the last twenty years as a total failure would be unfair. As I say in this book, Britain still has some assets on which it can build.

      But it could have been so much better. Critics of The State We’re In dismissed my advocacy of stakeholder capitalism, my criticism of the City and my willingness to try intelligently to design better institutions to support long-term, high-investment companies rather than short-term finance. It represented, they charged, a throwback to corporatism, state meddling and an obstacle to the beneficial operation of markets. There was neither need nor demand to reform British democracy – the preoccupation of north London intellectuals – nor any need to try to build a more inclusive, modern social settlement beyond a minimum safety net. That would only be expensive and encourage ‘dependency’. Yet the dismissal of such ideas, while carrying on broadly where Mrs Thatcher left off, has led to greater disasters. The banking system did nearly collapse. We did contemplate the break-up of the UK, with the real threat of Scottish secession. Large parts of the country are defined by neglect. It is hard to imagine that anyone can believe that the course of the last twenty years was unimprovable.

      Indeed, one of the striking political realities of the summer of 2014 in the build-up to the Scottish referendum was the inability of advocates of the UK to make an emotional case to the Scots to keep the union. The building of an Empire together, dominating the world together, fighting world wars together and the creation of the 1945 settlement all lay in the past. The major achievement of the last thirty years has been the great cashing out, with the attendant rise of massive inequality and decline of opportunity. It was small wonder that the demand for self-government to strike out in a direction in which the Scottish national community might build great things together was so attractive – though in the event it was outweighed by the huge economic risks of secession, the ongoing economic advantages of union and the still strong emotional ties. We are better together and it was good the union held: divided islands worldwide do not fare well. But it served as a warning that the old order has to change.

      I am sure some critics on the right will once again dismiss the analysis in this book as anti-free market, unsound and, despite its effort to show how a reformed state must necessarily interact with the private sector for their twin benefit, in practice merely an attempt to reintroduce meddling by the state. They will dislike the call for audacious national goals and the recasting of ownership and finance, and will try to argue that mass flourishing, which all reasonable men and women must support, should rather be founded on laissez-faire individualism than the series of institutional reforms I propose, notably in education, trade unions and local government, alongside how our companies are owned, financed and encouraged to innovate. They are powerful and have held the country in thrall for most of my adult life. It may very well be that the analysis and proposals I present here gain no more leverage in the next twenty years than they did in the last. The UK will make no effort to pull together, to reframe its approach to the economy and to create more social justice. It will continue along the path set by libertarian conservatives. In that case I have no doubt the UK will break up, that it risks another banking crisis that it will be unable to afford, that real living standards will continue to be squeezed and that at some stage there will be a revolt from below as one by one the great institutions we hold in common – the NHS, the BBC, the armed services, the universities and even a fair-minded justice system – fall before the onward march of the individualist libertarian know-nothings and their cheerleaders in our highly partisan media. The blaming of immigrants and Europe for our largely home-made ills is already creating an unpleasantly illiberal, and I would say unBritish and unfair, society. Unless something radical happens – for which I ardently hope – there is all the potential for the mood to become very much worse.

      But it could be different – a moment for a change of course. How Good We Can Be was written in eleven weeks over the summer of 2014. In the first four chapters I describe, for want of a better phrase, the state we’re in now – and the last two chapters and conclusion focus on proposals about how to put it right. First I must thank the fellows of Hertford College for offering me a sabbatical in May 2014 and indulging me in the August and most of September as I scrambled to finish. I was also given varying respites from my column-writing duties in the Observer – thanks to comment editor Rob Yates and editor John Mulholland. I asked a number of friends and colleagues whose opinion I respect to read drafts of chapters. So thank you to Birgitte Andersen, Philip Augar, Eric Beinhocker, Alan Bogg, Andrew Haldane, Colin Higson, Gavin Kelly, Eamonn Matthews, Colin Meyer, Philippe Schneider, Muhtu de Silva and Keir Starmer. Paul Gregg and Jonathan Wadsworth read the chapter on inequality and reworked the numbers on the 30/30/40 society that they had prepared for The State We’re In. Hope you are both around in twenty years’ time if I try a third assessment in my dotage! Lindsay Mckie and Avner Offer read the final manuscript and offered valuable last corrections. My agent Ed Victor had long encouraged me to write a book as much as possible just following my instincts and relying on the ideas and knowledge accumulated over the last forty years; for better or worse this is the result. Richard Beswick, my editor at Little, Brown, read the entire book in draft and did what an editor should – but so often doesn’t or can’t – with multiple suggestions for improvement; so huge thanks to him for his helpful editing suggestions and always upbeat encouragement. Iain Hunt is the senior project editor who managed the book through to publication calmly against very tight deadlines, while Steve Gove copy-edited brilliantly in very short time: my thanks to both. Felicity Bryan came up with the idea for the title. It goes without saying that all mistakes and errors are mine and mine alone.

      Last but not least of course there is my family. My three children, all adult now, are a joy to their father; they have watched me write a few books now and know the routine. Jane, my partner of forty years, fought leukaemia over the whole period I was writing, and was often extremely unwell – but was as supportive of what I was doing as she has been of all my projects throughout our marriage. It was her suggestion twenty years ago that I spell out what stakeholder capitalism meant in The State We’re In; this time round she came up with the telling line about throwaway people. Nothing I have achieved in my career could have been done without the platform and love she has provided. So I unhesitatingly dedicate this book to her.

       

      Will Hutton

      10th October 2014
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