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The welfare state: key developments
1942

Report on Social Insurance and Allied Services (the Beveridge Report)

1944

Education Act

1944

White Paper on employment policy (high and stable level of employment)

1945

Family Allowances Act

1946

National Insurance Act (implemented Beveridge Report)

1948

Establishment of the National Health Service

The under-performing economy,
‘stagflation’ and crisis: 1964–79
Despite continuing political stability coupled with
the establishment and maintenance of full employment, a mixed economy and the welfare state, all
did not seem well with the British economic and
political system in the 1960s and 1970s. Britain’s
economic growth, admittedly higher than in the
past, was only modest in comparison with that of
major competitors in North America, western
Europe and Japan. Low growth was blamed on
‘stop-go’ policies, under which expansion led to
inflation and a balance of payments crisis, followed
by cuts in public spending, recession and increased
unemployment, sparking reflation and a recurrence
of excess demand and rising prices (see Figure 2.1).
Thus governments seemed incapable of pursuing
steady growth. Britain’s competitiveness also
appeared to be undermined by relatively low labour
productivity, exacerbated by strikes and other problems with industrial relations, and outdated
management.
After thirteen years of Conservative rule a new
Labour government under Harold Wilson was
elected in 1964, pledged to modernize the economy
and secure an annual rate of economic growth of 4
per cent to pay for further social reform and
increased spending on public services. Yet the
government was handicapped by a deteriorating

balance of payments and increasing pressure on the
exchange rate of the pound sterling, which eventually forced devaluation in 1967, an event from
which Wilson’s reputation never quite recovered.
Both his government and the following
Conservative government under Heath (1970–4)
attempted to reform trade unions and industrial
relations, but failed. Increasing numbers of days
were lost to industrial action, culminating in the
miners’ strike of 1973–4 that effectively brought
down the Heath government.
The Keynes-Beveridge consensus was increasingly challenged. Some criticized the rising cost of
the welfare state while others questioned its effectiveness. Problems such as homelessness, failing
schools, child poverty and inner-city decline
showed that the system was not providing effective
social security ‘from the cradle to the grave’.
Moreover, although Keynesian theory recommended contrasting policy remedies to cope with
inflation on the one hand or economic stagnation
with rising unemployment on the other, by the
1970s governments were confronted with rising
prices and rising unemployment. Journalists coined
the term ‘stagflation’ to describe this apparently
new phenomenon.
l ‘Stagflation’ was a term coined in the 1970s to describe
simultaneous inflation and economic stagnation, a combination
previously considered almost impossible from Keynesian assumptions.

