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last three years of the current Parliament, additional resources have been 
allocated. Expenditure will grow annually by 5. 1 %  in real terms as compared 
with a 0.3% reduction in the two years between 1 996/7 and 1 998/9. ln the 
National Health Service the Conservative introduction of ' internal markets' 
has been reversed . As to finance: between 1 993 and 1 997, real annual 
expenditure growth averaged 2 . 1  %, rase only marginally in the following two 
years but is planned to rise to 4.7% in the years 1 998/9 to 2001/2,  weil above 
the expected increase in national income,6 an at least 5% real increase on 
education and health expenditure is expected to be maintained over the 
longer term. Public sector workers generally, whose earnings have dropped 
far behind those in the private sector, will in 1 999 have an increase 
exceeding the rise in inflation. So will teachers and nurses, a modest first 
step in addressing the acute d ifficulties experienced in  recruitment and 
retention. 

2. The Welfare State 

However, it is the welfare state that has been attracting particular attention. 
lts reconstruction is at the heart of the government's agenda, but it is also 
recognised by Tony Blair as 'perhaps the most controversial area of 
reform' .  7 That is why this article focuses on welfare and so inevitably no 
more than touches on other pol icy areas which are equally vital to an 
understanding of New Labour and its Third Way. 

When the postwar Labour government created the welfare state, it was 
associated with an inclusive social insurance system and in a wider sense 
with comprehensive and free health care and education. Real ising that 
success depended on a positive development of the economy, Labour built 
into its vision an effective commitment to high Ieveis of economic growth 
and employment. 

The socio-political Establishment opposed such an 'interventionist' game 
plan but at first was unable to put up effective resistance, d iscredited as it 
was by its (mis)management of polity, economy and society in the dismal 
1 930s. The traditional el ites became reconciled to it as a (successful) 
insurance policy against serious social conflict that might have endangered 
the establ ished social order. Business found the 'new' economics, 
associated with the 'new' social security, to its profitable advantage as 
mass purchasing power rase and remained relatively stable. The 
Conservative Party, to make itself electable, had to accept the by then 
universally popular system in the late 1 940s, although its rhetoric continued 
to be sceptical .  lt had also become apparent that part of its own core 
constituency, the well-connected, articulate, social middle strata were highly 
adept at securing a - some would say disproportionately - large sl ice of 
benefits on offer, a fact that became known as 'middle-class capture' of the 
welfare state. Reference is made to 'middle-class muscle' and its 'electoral 
and quasi-electoral' power.8 From then on Conservatives tended to resist 
further expansion and associated costs but - even when in power - found it 
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