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The opportunity for action is even more pressing than it was when President Franklin
Roosevelt instigated his bold New Deal programme that touched almost every aspect
of economy and society. The timescale is limited by the urgent need to stabilise
concentrations of greenhouse gases in the atmosphere before the risk of uncontrollable
global warming increases significantly. Today, there is a plan on the table that could
revitalise our damaged economy and radically restructure it for a low carbon future. Now
the vision is needed to implement it before it is too late.
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Executive summary

The stock market has risen by 50 per cent. House prices are up.
City bonuses are back. With the prospect of growth in the economy
for the first time in 18 months, there is a palpable sense of relief
that the world can return to business as usual. The new mood of
optimism is both misguided and premature. Central bankers and
finance ministers have spent trillions of pounds, dollars, euro, yen
and renminbis keeping the global economy alive, but the underlying
problems — an unbalanced global economy and inadequately
controlled financial markets — remain untackled.

There are three reasons for concern. The first is that the recovery will stall once
the artificial stimulus from low interest rates, quantitative easing and record
levels of borrowing is withdrawn. A glance at the history books shows that
Roosevelt wrongly believed in 1936 that the US economy was strong enough to
withstand cuts in public spending, and plunged America back into recession in
1937 as a consequence.

The second problem is that the first glimmers of recovery lead to a sharp
increase in commodity prices — especially oil and industrial metals — and
these in turn sow the seeds of the next downturn. Qil prices have doubled
since the start of 2009 amid growing evidence that supplies of crude cannot
keep up with demand. In the first Green New Deal report, we warned that the
financial collapse was part of a triple crisis that had to be addressed.! Peak
oil and climate change were the other two legs of the stool; neither has been
addressed.

Finally, there is the danger of complacency. The notion that the most acute
financial crisis since the Great Depression is now a thing of the past sounds
unerringly like the politicians who, in August 1914, promised that the Great War
would be all over by Christmas. Instead, it was the start of a 30-year crisis that
embraced two world wars, an economic slump unrivalled since the dawn of the
industrial age, and the rise of brutal totalitarian governments.

Just as in 1914, the global balance of power is changing, with China threatening
America’s hegemony in the way that America and Germany rivalled Britain a
century ago. Just as in 1914, an established economic order has been uprooted.
Then it was the Gold Standard, free trade and unrestricted capital flows. Today it
is the dollar, free trade and unrestricted capital flows.

Add in the new ingredients — the battle for control over resources and global
warming — and everything is in place for a prolonged period of upheaval. There
will be periods, similar to that in the middle to late 1920s, when the global
economy goes through a benign patch, but the respite will be brief. Even feeble
economies show occasional signs of health if they are provided with enough
support. But make no mistake: what we have now is a zombie economy that
inhabits a netherworld between life and death.

Yet the past also provides potential ways out. The so called ‘golden age’ of

1945 to the late 1970s showed that damaged economies could be rebuilt if
policies were enacted with the clear end goal in sight i.e., ensuring that the
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financial sector was regulated to finance the rebuilding of the economy, improving
social conditions and the maintenance of full employment. The Green New Deal
programme is an updated version of this, tackling as it does the triple crunch of the
economic crisis, climate change and the need for decarbonised energy security.

This means that cutting spending now will make the recession worse by increasing
unemployment, reducing the tax received, and limiting government funding
available to kick-start a Green New Deal while there is still time. In fact, as we set
out in this report, now is the time for spending, not cutting.

As unemployment rose in the 1980’s the Thatcher government was able to offset
cuts in public expenditure with rising revenues from North Sea Oil and Gas.(see
Appendix 3) Now the opposite is true. As North Sea oil and gas supplies decline,
present and future governments will experience declining revenues. That is why it is
critically important that we manage the downturn now to prepare for the future.

This report proposes that the government extends quantitative easing by £50 billion
in the short term to finance expenditure under the Green New Deal. In this way,
guantitative easing could be used to increase long-term, sustainable economic
activity and with it a huge growth in jobs.

To illustrate the potential, new calculations produced for this report reveal that:

® A sample investment of £10 billion in green quantitative easing invested in
onshore wind could increase wind’s contribution to total electricity supply from
its current 1.9 per cent2 to 10 per cent (39 TWhe)3 and create over 36,000 jobs
in installation and direct and indirect manufacturing. This is a total of 180,000
job-years of employment, here we have described each ‘job’ as providing
stable employment for an average of five years;

® This investment would also create a further 4,800 jobs in the operations and
maintenance and other direct employment4 related to the installed capacity
over the 20 year lifetime of the installation (equivalent to 96,000 job years)
If this directly replaced energy from conventional sources, it could reduce
emissions from the power sector by up to 16 Mt CO,e each year;>

® £10 billion in green quantitative easing could create 60,000 jobs in the energy
efficiency sector (or 300,000 job-years of employment), reducing emissions by
a further 3.96Mt CO, each year. This could also create public savings of £4.5
billion over five years in reduced benefits and increased tax intake alone;

® Aninvestment of £10 billion could re-skill 1.5 million people, bringing 120,000
people back into the workforce, and increasing the earnings of those with a low
income by a total of £15.4 billion.

This is not the only use green quantitative easing could be put to. We also argue that
green quantitative easing could be used to finance a new green infrastructure bank.

Once spending on the green economy of the future has breathed life back into

the deflated economy, the Green New Deal will require a whole new savings and
investment infrastructure to meet the long-term investment needed to underpin

the Green New Deal and to meet the needs of a new generation of investors who
are fed up with all that has gone before. We have also suggested a range of new
measures to help public borrowing and encourage public investment by individuals,
local authorities and companies in greening and reviving the economy. The
foundations for these must be laid now. These include:

® Green bonds, which will be issued by the government with the explicit
guarantee that the funds raised will be invested in new green infrastructure for
the UK. The bonds will carry conventional rates of return for bonds.

® Local authority bonds, to invest in energy efficiency and provide renewable
energy for each of the country’s three million council tenants, as well as for
all other local-authority-owned or -controlled buildings, such as town halls,
schools, hospitals and transport infrastructure.
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® Tax incentives on green savings and investment, so that future ISA
(Individual Savings Account) tax relief — costing more than £2 billion a year
- is only available for funds invested in green savings (tax relief for ISAs was
more than the whole green stimulus package announced in the 2009 Budget,
estimated to be worth just £1.4 billion).

® A general tax-avoidance provision to end the abuse of tax allowances. If just
half of the tax avoidance in the UK was stopped by this provision, it would raise
more than £10 billion a year.

® A Financial Transaction Tax, commonly known as a “Tobin Tax”. Such a tax,
applied internationally at a rate of about 0.05 per cent has the potential to raise
more than £400 billion a year.6 This could be the basis for a Green New Deal
in the Global South, playing a significant role in enabling the majority world to
adapt to climate change as well as breaking the carbon chains of fossil fuel
dependence.

® Green New Deal Investment Bank, a publicly owned bank to hold and
disburse capital provided by ‘green quantitative easing’. It will be used
exclusively to fund companies and projects designed to accelerate the
transition towards a low carbon economy.

® Carbon linked bonds, to align investment returns with carbon saving and
create a significant body of investors who will take the risk on there being
carbon savings that can be secured.

® Treasury Deposit Receipts, like those issued during the Second World War,
a mechanism whereby banks were forced to use their ability to create credit to
lend to government.

Despite the appearance of calm, the need for the implementation of the proposals
set out in the Green New Deal reports is greater than ever.

When we launched the first report, new analysis suggested that from the end

of July 2008 there were only 100 months, or less, to stabilise concentrations of
greenhouse gases in the atmosphere before we hit a potential point of no return.
The climate clock is still ticking and nothing like the scale of reform needed to
rapidly re-engineer the economy has been implemented, anywhere.

The Green New Deal outlined in this report is not a return to business as usual.

Far from it. It is an interlinked package that recognises the need for targeted public
spending in a downturn. Not to further fuel an economy hard-wired into ever
increasing use of fossil fuels, but to reinvigorate the productive economy and lay the
foundations of the low-carbon infrastructure of the future.
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Foreword

The era of procrastination, of half measures, of soothing and
baffling expedients, of delays, is coming to its close. In its place, we

are entering a period of consequences.
Winston Churchill, 12 November 1936

Back in July 2008, before the collapse of Lehmann Brothers, a small group of
experts in finance, energy and the environment published a report called The Green
New Deal.” We outlined policies to finance investments that would tackle the ‘triple
crunch’, which we described as economic failure, climate change and peak oil.

The phrase we used - the Green New Deal - spread rapidly around the world.
Governments the world over have announced ‘green’ stimulus packages. But so far,
no government anywhere in the world has re-engineered its economy on the scale
we need to tackle the problems. We believe the current financial crisis still presents
a unigue opportunity to re-engineer the economy. There is still time, if we choose to
act.

The trouble is that the opportunity for action is even more pressing than it was when
President Franklin Roosevelt instigated his bold New Deal programme that touched
almost every aspect of economy and society. The timescale is limited by the urgent
need to stabilise concentrations of greenhouse gases in the atmosphere before the
risk of uncontrollable global warming increases significantly.8

Now, when we can least afford it, there is a new threat to achieving these goals -
the growing clamour to cut government indebtedness. Our second report, The cuts
won't work: why spending on a Green New Deal will reduce the public debt, cut
carbon emissions, increase energy security and reduce fuel poverty, rebuts this
approach.

Cutting spending now will make the recession worse by increasing unemployment,
reducing the tax received, and limiting government funding available to kick-start a
Green New Deal while there is still time.

Our report also details how a programme of green quantitative easing, rather than
simply propping up failing banks, could begin the process of transforming the

UK economy. We also show how private savings can be another major source of
finance to decarbonise our economy. There is still time, and our analysis still stands.
The question is: will our governments choose to implement a ‘real’ Green New
Deal?

The Green New Deal Group, December 2009
The Green New Deal Group are:

Larry Elliott, Economics Editor of The Guardian Richard Murphy, Co-Director of Finance for the Future and

Colin Hines, Co-Director of Finance for the Future, former Director, Tax Research LLP

head of Greenpeace International’'s Economics Unit Ann Pettifor, fellow nef (the new economics foundation)

Tony Juniper, former Director of Friends of the Earth and Campaign Director of Operation Noah

Charles Secrett, Advisor on Sustainable Development,

Jeremy Leggett, founder and Chairman of Solarcentury former Director of Friends of the Earth

and SolarAid
Andrew Simms, Policy Director, nef (the new economics

Caroline Lucas, Green Party MEP .
foundation)
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Section 1: Introduction

To paraphrase a great wartime leader, never in the field of financial
endeavour has so much money been owed by so few to SO many.

And, one might add, so far with little real reform.
Mervyn King, Governor of the Bank of England, 20 October 2009

Practical men, who believe themselves to be quite exempt from
any intellectual influences, are usually the slaves of some defunct

economist.
John Maynard Keynes, 1936

The credit crunch
Last year's massive bail-out of the banks has had consequences for the economy,
and this year we appear to be on the edge of a new Age of Austerity.

The Green New Deal report in 2008 predicted rising unemployment, and it is
certainly rising across the world, as a direct result of the banking crisis.? This report
asserts that society can afford to spend and invest in a Green New Deal. It will
demonstrate that society, and the ecosystem, can hardly afford not to.

The financial crisis has blasted a crater out the global economy, of collapsed
private sector output and trade, rising unemployment and homelessness. There has
been repeated talk of ‘green shoots’ since March 2009, but these are merely the
consequences of government intervention which have served to keep the patient
inflated, but have not addressed the root causes of the problems. They show that
intervention can succeed, but it has been gravely inadequate and poorly targeted.

The purpose of the original report, The Green New Deal, was to argue that
government spending should be targeted at the environmental transformation

of the UK economy and investment in our long-term future. We do not promote
the debt-laden levels of private consumption common before the credit crunch,
but we challenge the apparent political consensus that the gravest crisis facing
the world is the scale of government debt. Instead, The cuts won't work, tackles
misguided economic theories that are driving the demand for cuts in government
spending. It also makes the case that, given the interlinked nature of the crises we
face, it matters not just that government spends, but that a significant proportion of
government investment is used to kick-start the low carbon infrastructure and skills
needed to meet the challenges of climate change and peak oil.

We repeat our call that the finance sector should act as servant to the economies
in which it operates. We need a system of domestically determined, localised and
sustainable economic activity.

In the following pages, we outline the Green New Deal and explain why only
spending now on the Green New Deal can reduce the public debt, insulate us
against the worst impacts of the current recession and lay the foundations for the
post-carbon economy of the future.

The course of action outlined in our report represents a set of linked policies for
mobilising the funds we need to de-carbonise and localise the economy and to
help society mitigate climate change before we reach a point of no return. They
remain essential to both the recovery of the economy and to preventing irreversible
climate change.

The cuts won't work 6



The climate crunch

Despite international focus on the need to reduce emissions of carbon dioxide if the
world is to avoid irreversible climate change, there has been no sign that their growth
has been slowing down. Research published in late 2009 by the Global Carbon
Project — an international collaboration between leading climate research institutions
shows that CO, emissions grew by an average of 3.4 per cent each year between
2000 and 2008, compared to an average of one per cent during the 1990s.10

The global recession has offered, at best, some short-term relief in this long-
term growth trend.’! One study broke down the emissions growth rate between
2000 and 2006 (an average of 3.3 per cent) into three key drivers.12 Their results
suggested that the surge in emissions growth is primarily due to increases in
economic activity. While the growth rate of CO, emissions includes carbon-cycle
feedbacks (the decrease in the effectiveness of the land and ocean to remove
human driven CO,), over half of all emissions growth is due to an increase in
economic activity.

This means that each time governments congratulate themselves for achieving
record levels of economic growth, carbon levels in the atmosphere heave upwards.
In other words, taking the economy back to business-as-usual will speed up the
level of greenhouse gases in the atmosphere, unless we change the way we fuel
the economy and how we measure progress.

All this means that the UK needs to rapidly decarbonise the energy supply if any
long-term and meaningful reductions are to be achieved.!3

The oil crunch

The first Green New Deal report warned of a ‘triple crunch’ facing the global
economy, consisting of a credit fuelled financial crisis, accelerating climate change
and rising energy prices underpinned by an encroaching peak in oil production. The
financial crisis is clear and present, and the climate crisis is accepted by a huge
majority, but there is still much debate about peak-oil. The core of the disagreement
is the point at which the world pumps as much oil in a day as it is ever going to
pump. Beyond the peak, or plateau perhaps, lies a descent that will pose huge
challenges for oil-dependent economies.

There is a grave danger that this will happen much earlier than widely expected,
even within decades. In the words of the UK Industry Taskforce on Peak Oil and
Energy Security (ITPOES), in a report published a few months after the Green New
Deal report: “The risks to UK society from peak oil are far greater than those that
tend to occupy the government’s risk-thinking, including terrorism.”14 ITPOES
fears this is because of over-estimation of reserves by the global oil industry,
underinvestment in exploration and production, or a combination of the two.
Whatever the cause, once the descent begins, the realisation would sweep the
world that another leading industry has its asset assessment systemically wrong.
The danger is that producing nations then start cutting exports. At that point,

for some oil-consuming nations, energy crisis becomes energy famine. In total
contrast, a well known oil-industry consultancy has recently produced a report
saying that global oil supply can grow to 115 million barrels a day in 2030, up from
around 85 today.15 Beyond that point, the report claims, production will stay on an
undulating plateau through 2050.

There is one main similarity between the next oil crisis, which will be peak-oil driven
and the financial crisis, and one main difference. These two things tell us a lot about
the role of culture in precisely how our modern version of capitalism plays out. The
similarity is that two massive global industries — investment banking and oil - have
their asset assessment systemically, and ruinously, wrong. The difference is that
few people or organisations were warning about the credit crunch as it approached.
A host of people — many of them in and around the oil industry — are shouting a
warning about the oil crunch, and so too are a good few organisations. In the case
of the International Energy Agency, it is as though the World Bank were warning
about the credit crunch a few years before it hit. They are not alone. Concerned
companies now span British industry.
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In November 2008 a UK Industry Taskforce on Peak Oil and Energy Security chaired
by Virgin, with members including Scottish and Southern Energy, Arup, Stagecoach,
Foster and Partners and Solarcentury, released its first report at the London Stock
Exchange. The report concluded that peak oil poses a grave risk to the global
economy, with the most likely year for peak being 2013.

The subsequent recession, and temporary decrease in global oil demand, may
have bought us a little time, but has deepened the crisis that is to come. The central
problem is that underinvestment by the oil industry today will play out as a tighter
crunch in the middle of the next decade. It takes an average of six and a half years
from finding an oilfield to bringing it onstream as useful capacity, and in the case of
the rare finds of giant fields, often more than ten years.

Why haven’t more people in government, and the oil industry itself, seen what is
coming? Why aren't they acting proactively to soften the blow? The same questions
can be asked, with hindsight, of the people who gave us the credit crunch. Gillian
Tett of the Financial Times, a trained anthropologist, describes in Fool’s Gold how
the banking elite achieved “ideological domination” ahead of the financial crash.
Elites do this to maintain their power, she explains. Effectively, they decide what is
talked about and what is not. Hence there was a major “social silence” around the
epidemic growth of derivatives.

In the 2008 International Energy Agency (IEA) World Energy Outlook, the IEA
conducted an oilfield-by-oilfield study of the world’s existing oil reserves for the first
time. (One might reasonably ask why they had not done so before.) The average
depletion rate of 580 of the world’s largest fields, all past their peak of production,

is 6.7 per cent a year. Without investment in enhanced oil recovery (the various
techniques petroleum engineers have of boosting recovery factors in their oilfields),
the figure is 9 per cent . In a key chart in the IEA’s report, crude production begins a
steep descent in 2009, falling steadily from about 70 million barrels a day to below
30 by 2030. The depletion factor might better be called a fast-emptying factor.

This is doubly alarming because, even with demand for oil falling in the west as
recession bites, the IEA expects the rate of demand growth — led by China and
India - to be so high that the world will need to be producing at least 103 million
barrels a day (of crude plus unconventional and other sources of oil) by 2030. The
recession means this estimate will probably need downward revision, but not by
much. To reach this level of production would require adding 64 million barrels a
day of totally new production capacity within 22 years. That, the IEA points out, is six
times the production of Saudi Arabia today.

The oil industry is not discovering giant oil fields at anything like the rate it did

in the 1960s — the peak decade for discoveries — even with recent successes.
This is the case even with much better equipment for exploration today, and even
after four years of rising oil prices from 2004 into 2008, when the high oil price
meant exploration was not hampered by lack of funds for investment. When the

oil companies do make big discoveries, the lead times from discovery to first new
oil delivered to market are long: often more than 10 years. The biggest discovery
this century, the Kashgan field found in 2000 in the Caspian Sea, was expected at
the time to produce its first oil by 2005. Today, after endless delays, it is not due to
come on-stream until 2013.

Meeting anything approaching 100 million barrels a day, even if desirable from a
climate perspective, which it isn't, could only be achieved if massive investment
was thrown at the challenge of making up the shortfall, especially by the OPEC
nations. The IEA and others have warned regularly in the last two years that
investment levels fall far short of those required. As a consequence, the IEA sees
the potential for a global oil-supply crunch within just five years, and ITPOES agreed
in its 2008 report. The crunch could happen by 2014 if global growth returns to 5
per cent a year, IEA executive director Nobuo Tanaka said recently.

How many people are really watching the detail in the peak oil debate, though, is
an open question. Collectively, we prefer to believe BP and others when they assure
us that the oil can keep pumping at growing levels for decades. Of course, we also
preferred to believe the investment banks’ assurances that complex derivatives
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really were a source of wealth worth having. Those of us who worry about peak oil
fear that the payback for our faith is likely to be the same in each case.

Sequencing the Green New Deal

As the range of proposals set out in this report demonstrates, there are many green
and equitable solutions to our current financial and economic crises: so many
solutions in fact that we think it important to suggest a sequence in which they are
used. This sequence is vital because we need find both short-term and long-term
finance mechanisms to tackle the public deficit, insulate against the worst impacts
of the downturn whilst also underpinning the low carbon transformation of UK
infrastructure. We suggest this phased approach:

1

First, now the wrong time for cuts in government spending. Cuts now would
increase unemployment, lower government revenues and increase spending
on benefits. An increase in unemployment would reduce the amount of money
circulating in the economy and in so doing increase the vulnerability of the
economy;

Now is the time for green quantitative easing. A programme of green spending
that kick-starts the shift to green energy will produce countless new jobs, and
keep money circulating in the economy where it is needed most, when it is
needed most. This is a programme that can be put into action even as the
programme of quantitative easing for the banks is wound down;

Next, planning must begin now for all of the new forms of bond finance
described in this report to ensure long-term stable funding for the long-term
transformation of infrastructure. This will begin with energy, but must also
extend to transport, agriculture, and resource-use, and to finance investment as
the green quantitative easing is reduced, as employment is restored.

Those who are raising concerns about the level of public debt and its effect

on future sales of UK government bonds have tended so far to support extra
quantitative easing. The present operation of quantitative easing has not led

to a collapse in sterling or of national credit. Yet the approach has at best
staved off collapse. Green quantitative easing and the other measures in this
report promise a far more substantial economic recovery by directly stimulating
productive activity. It is only through recovery that the national credit and
underlying strength of sterling can be restored. With this process underway, the
worries about adequate investors in the UK government bond market, whose
major concern is the strength of the economy, will be allayed.

Throughout this period the programme of tax reform has to take place. Much of
it is aimed at tackling existing abuses and redistributing the burdens of taxation
within the current tax system. To the extent that this is the case there is a net
social benefit from undertaking these actions. And since many will take time to
implement, the time for action to begin on them all is now.
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Section 2: Spending away debt

Look after the unemployment, and the budget will look after itself.
John Maynard Keynes, January 1933

There are several reasons for believing that full employment will

be easier to attain in a SSE [steady state economy] than in our
failing growth economies... the policy of limiting the matter-energy
throughput would raise the price of energy and resources relative
to the price of labour. This would lead to the substitution of labor
for energy in production processes and consumption patterns, thus
reversing the historical trend of replacing labour with machines and

Inanimate energy, whose relative prices have been declining.
Herman Daly, 1973

The public has woken up to the terrifying scale of private indebtedness. (see Box 2).
Encouraged by the commentators in the media, the same fears are now directed at
the public debt. These fears are effectively deployed against any initiatives based
on public expenditure.

In reality, these fears betray how much they misunderstand our predicament and
the limited thinking of those responsible for dealing with it. We will show here that
the public debt is an outcome of policy, not a constraint on policy. At present total
public debt is growing fast. As we all now understand, the British economy has
been reliant to a foolish extent on the financial sector. Our tax revenues have fallen
with the collapse of finance and the growth of unemployment. Our public liabilities
have increased because of the bank bail-out, which has caused most of the rise in
the Government's debt.

Figure 1. UK public sector debt as a percentage of GDP.
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Figure 2. US public sector debt as a percentage of GDP.
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In 2008/2009, national debt was 52.4 per cent of GDP. Without the financial sector
interventions, it was 42.9 per cent of GDP. The increase in debt from 2006/2007
excluding interventions was about £100 billion, or about £250 billion including

the financial interventions. The public debt is growing, but, as we will show, this is
no barrier to action. Instead, as we will show, an active programme of productive
investment is the only way to reduce the public debt.

As Figures 1 and 2 demonstrate, in the latter part of the nineteenth century both the
UK and the USA began with debt on similar downward trajectories. But the financial
impact of the First World War differed vastly. The US debt increased only to 40 per
cent and then improved as the economy entered the great expansion that came
before the Great Depression. In the UK, debt rose massively. A good part of the
rise actually happened after the war had finished, as recession took hold and the
government implemented deliberate austerity measures (the so called ‘Geddes
Axe’). There were only very modest reductions in debt over the late 1920s.

Box 1: The Geddes Axes

Sir Eric Geddes had been Director-General of Munitions and Railways in World War |, and Minister of Transport (1919-
1921). In 1921, David Lloyd George asked him to take the chair of a committee which would suggest reductions in
public expenditure. The report of the Geddes Committee, dubbed the ‘Geddes Axe’, recommended savings of £86
million. The Axe effectively scrapped plans for education reforms, and abandoned proposed compulsory education
after the age of 14 in schools. It also ended planned housing reforms.

It abolished a wide range of government posts and some departments, such as transport, plus reductions in salaries
for police, teachers, and others. The report provoked an outcry and some recommendations were rejected, so that the
eventual reduction in the 1922 budget was £64 million. Education had initially been marked for savings of £18 million
— the final figure was around £6 million, but it still suffered, especially through the cutting of continuation schools.
In fact, the Axe was aimed mainly at the armed services, which Geddes had successfully portrayed as profligate
spenders.

These cuts were on top of the initial cuts in public expenditure that moved the economy from a war to normal footing
(current expenditure was cut back from £1.8 billion in 1918 to £0.5 billion in 1920). The Geddes Axe led to government
final expenditure (including investment) falling from £648 million in 1921 to £483 million in 1923. GDP collapsed, and
in 1924 earlier improvements in unemployment were arrested. The cash level of public debt was virtually unchanged.
As a share of GDP it rose from 150 to 180 per cent.
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Box 2: The global deflation of private debt

The world economy is in a debt-deflationary spiral. Over the past twenty years, businesses and households have
seen indebtedness steadily rise probably to a more severe extent than in the 1930s, when US economist Irving Fisher
coined the phrase.16

Figure 3: UK Debt as a share of GDP
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Source: UK Economic Accounts tables A57 and A64; corporate debt is shorthand for non-equity liabilities of private non-financial corporations

After the corporate excesses of the late 1990s, collapse was averted by the deliberate fostering of household and
wider speculative excess in commercial and residential property, and by the rapid expansion of complex financial
instruments. As Figure 3 indicates both corporate and household debt doubled as a share of income (GDP) in the
twenty-year period from 1987 — 2008. The Green New Deal: Joined-up policies to solve the triple crunch of the credit
crisis, climate change and high oil prices, explained why this could not have gone on forever.

The ‘credit crunch’ signified the moment this debt creation or debt inflation stopped, when the severity of the situation
dawned. Businesses had no choice but to cut intermediate inputs, scrap investment plans, reduce wages, make
redundancies and at worse go bankrupt. Households had to confront the reality of their debts, especially as house
prices