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system 'as an important element of unemployment in Europe'.20 A recent 
article in the Economic Journal sums up the debate, suggesting that 
'perhaps it is about time that the economics profession turns its focus away 
from unemployment benefits as important contributors of unemployment'. 21 

4. Mrs Thatcher and Welfare 

l n  the 1 980s and 1 990s, Mrs Thatcher attempted root-and-branch 
changes. The intention was to 'roll back the frontiers of the state' , which 
implied a reduction of public expenditure, the extent of which was 
considered to be 'at the heart of Britain's . . .  economic d ifficulties'.22 lt soon 
became clear, however, that welfare spending could not be reduced. (lt had 
already stopped rising as a proportion of GDP after 1 976/7 when the Labour 
Prime Minister James Callaghan had to accept ' IMF conditionality' in return 
for financial support). The persistence of its Ievei (a 25% share of national 
income remained substantially unchanged in spite of attempts to cut it) is 
explained by constraints that faced the Conservatives: first, demand for 
welfare services increased substantially as a consequence of the bouts of 
high unemployment (accepted , or even engineered by Mrs Thatcher's 
economic and political agenda), the steady growth of the elderly population 
(which raised the number of retirement pensions but also the need for 
health , personal and residential care services), and of the proportion of 
famil ies with children headed by a lone parent (which rase from 1 2% in 1 979 
to 23% in 1 995, of whom nearly 80% depended an lncome Support). l n  
addition,  from the late 1 980s, and particularly in the run-up to the 1 992 
elections, general health and education spending was stepped up: 
acccording to some analysts, this was consistent with the theories of the 
'middle-class capture' of the welfare state,23 with special protection for 
services benefiting middle income groups. The highest earners are 
unaffected :  they have largely opted out of direct state provision in favour of 
private and privately financed, though indirectly state-subsidised, education, 
health and other services. 

5. The Legacy of lnequality of lncome and of General Life 

Chances 

The postwar decades had steadily, if modestly, reduced inequality and 
poverty by the combination of policies of ful l  employment, job protection 
(backed by an effective trade union movement) and the expanding welfare 
system. These support mechanisms were weakened by the motivations, 
policy objectivces and policy outcomes of the Thatcher agenda. As a result, 
'relative poverty', defined as the proportion of the population with incomes 
less than 50% of the average that had nearly halved between 1 960 and the 
late 1 970s, trebled in the 1 990s and by 1 997 stood at over 20%. The number 
of individuals living in such deprived households had risen from 4 mil lion in 
1 982 to 1 0.5 mill ion.24 
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