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Productivity has long been identified as the domestic economy’s Achilles heel. In the post
war years, Britain’s record was routinely judged wanting by the standards of growth achieved
elsewhere in Europe. By 1960, Germany and France had eclipsed Britain’s productivity in
manufacturing, as measured by output per worker hour. The US meanwhile maintained a
much wider differential that had opened-up early in the twentieth century. But the years of
underperformance and relative decline were finally arrested and reversed in the 1980s by
Thatcher’s economic policies. At least that was the view put forward by many economists
writing at the time. The more fanciful accounts (e.g. Maynard, 1988: Crafts, 1988) praised
Thatcher for conjuring an economic `miracle’ that they thought would endure.

Fast forward to 2010. Like other Western economies, Britain took a massive economic hit
from the financial crisis that erupted in 2007-8.  Labour lost the election that year and had
been replaced by a Coalition government formed in haste and committed to re-setting the
public finances. Flagship Labour policies – Sure Start is a notable example - were starved of
funding or ditched as austerity measures were enacted to shrink the state, with an
ideological zeal reminiscent of the Thatcher years.

Pursued with greater urgency following the Tories 2015 electoral success, the cuts in public
services merely amplified the hardship experienced by millions of households and private
and public sector workers on stagnant wages. Campaigners for Brexit Britain promised the
world, but the stark reality was a domestic economy that had tanked. Labour productivity
flatlined after 2010 and, at the present time, shows little sign of reviving. Output has grown
slowly and fitfully while jobs have surged in new and traditional sectors spurred by fast
emerging, unregulated (and sometimes non- compliant) platform businesses. By the time the
wrecking ball of Covid 19 had struck, ONS estimated output per worker hour at between
16-20 per cent below its 50- year historical trend.

The story of economic renewal under Thatcher, and Labour’s struggle to repudiate its
alleged achievements, remains an unfinished chapter in the political and economic history of
contemporary Britain. Close inspection of the evidence for that period, contested at the time
and re-examined here, is clear. Thatcher was not a miracle worker. The deregulation of
labour markets, the offensive against trade unions, and the privatisation of utilities and other
state assets did not resuscitate a `sick’ economy, still less induce a productivity `miracle’. It
shows that Thatcher benefitted from an arithmetical bounce in productivity measures while
presiding over huge job losses and a decisive power shift in workplaces that incrementally,
sometimes ruthlessly, degraded the conditions of work and workers. In that very specific
sense her legacy has endured.
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The Disenfranchised Workforce
By the early 1960s patterns of work in British industries were widely judged anachronistic
and dysfunctional – a view reinforced by many contemporary analysts (e.g. Pratten, 1976;
Prais, 1981). The `command and control’ systems that had been put in place to rationalize
the functional division of labour and reinforce authority in the expanding US corporations in
the first half of the twentieth century did not take hold in Britain until much later. Traditions of
craft work and a form of inside contracting persisted in key industries (coal, steel and
engineering), surviving the fitful and fragmented attempts by employers to impose their
authority in production. Chaotic payment systems flourished as management delegated
responsibility for pay fixing to the foremen and supervisors that bargained at plant level with
the growing ranks of unpaid union officials (shop stewards).

In the mid-1960s, a Royal Commission was established to uncover the roots of the chaos
that was widely deemed endemic and corrosive of industrial performance. The Commission
recommended inter alia the elaboration of comprehensive factory or company-wide
agreements, the formalisation of industrial relations procedures, and a raft of measures to
support ‘effective and   orderly’ workplace bargaining. The aim was to extend workers’
collective voice in a bid to end the ‘unscientific’ management practices that were pervasive.
Contested from the outset, the Donovan recommendations for voluntary reform were
implemented opportunistically, piecemeal, and typically in workplaces where unions and
collective bargaining were already well established. By the mid-1970s the notion, at the
centre of the Commission’s proposals, that management should ‘regain control by sharing it’
had been superseded by a new incantation of management’s ‘right to manage’. Crystallised
at the 1979 General Election, a new sense of urgency that unions held too much power
helped sweep Thatcher into power and prefigured a sea change in the management of the
economy and production relations.

Thatcher’s election in 1979 coincided with the high point of trade union membership. It had
grown throughout the previous decade, especially in the public sector, to exceed 13 million.
Thereafter membership and influence tumbled, year-on-year, until well into the twenty-first
century when it bottomed-out at around 6 million members. Thatcher’s first government
jettisoned the vestiges of Keynesian macro-economic policy and implemented a version of
monetarism that would help transform power relations between management, workers and
unions. Unemployment would prove a powerful weapon in the conflicts that ensued. By the
mid-1980s, the forces that had shaped work and employment arrangements after 1945 were
fast disassembling. The defeat of the miners’ union after a bitter year-long strike, and the
emaciation of steel and car production, were decisive. But the transformation was also
greatly assisted by three critical policy shifts.

First, the government set about weakening or abolishing altogether the tripartite institutions
that had been put in place in the 1960s to assist (and in some cases bail-out) ailing
industries and companies (e.g. Rolls Royce), improve the skills base, and ameliorate
problems in low pay industries. To advance the cause of labour market deregulation,
Industrial Training Boards and Wages Councils were axed. Second, it embarked on an
unfolding privatisation programme. Modest at first, the sale of state-owned assets gathered
pace during the 1980s, often at knock-down prices and gilded with the rhetoric of advancing
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‘people’s capitalism’. The nationalised industries, the utilities (gas, water, electricity,
telecommunications), the ports and shipbuilding industry, and many Local Authority services
were thus returned to the private sector. The alleged benefits of contracted-out services
became a stock mantra, readily invoked but rarely if ever tested against the ‘supply or buy’
economic calculus that would have exposed the distortions and inefficiencies that
accompanied the establishment of new private monopolies.

Third, the government launched a complex, rolling legislative programme that would
incrementally wither fragile traditions of collectivism and solidarity. It included measures, first,
to remove statutory support for trade union recognition; secondly, gradually to undermine the
closed shop so that it would be judged unfair to dismiss an employee on account of
non-membership and unlawful to refuse to employ someone on account of non-membership
of a union (Ewing, 1991a; Townshend-Smith, 1991); and, thirdly, to narrow significantly the
statutory immunities which prior to 1980 had protected unions' right to strike and organize.
The purposes for which industrial action could be taken were narrowed to exclude, for
example, action directed at privatization (Ewing and Rees, 1984); detailed pre-strike ballot
procedures were introduced (Hutton, 1984); and important restrictions were imposed on a
union's ability to pressurize powerful employers by organizing secondary and sympathetic
action (Carty, 1991). Trade unions which failed to comply with these requirements henceforth
could be sued and would become liable to pay damages for any loss suffered by the
employer. More importantly, the union itself could be restrained by the granting of an
injunction, the failure to comply with which could lead to contempt proceedings and possibly
the sequestration of union assets.

Trade unions, in short, faced draconian new rules and regulations that dramatically
diminished their resources and capacities to serve their members. Step-by-step, hard-won
gains accumulated over preceding decades were swept away by an offensive that was to
transform the character of work and production politics for many years to come. In the
factories, mines, hospitals, offices and schools - few workplaces were left untouched - the
rights of individual employees were privileged over organised workgroups. How did these
policies impact the labour market?

Like other advanced capitalist economies, Britain's employment structure changed
significantly in the 1980s. Post-war demographic shifts, particularly the 'baby boom' of the
1960s, helped to swell the available workforce by around 1.7 million. This expansion
coincided with the erosion of employment opportunities in manufacturing, the rapid growth of
private sector service employment, increased female participation rates and a threefold rise
in unemployment in the first half of the decade. Full-time employment fell by half a million,
while the number of 'non-standard' employees rose by about two million. In 1988
'non-standard' employment accounted for more than a third of the total labour force and
most of these were either self-employed or part-time workers (respectively 12 per cent and
20 per cent of total employment). Women comprised three-quarters of the part-time
workforce.

Manufacturing output and productive capacity fell sharply in the first half of the 1980s, as
record bankruptcies scarred the industrial base while costing two million jobs
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(approximately27 per cent of the total in 1979). Output declined by a staggering 20 per cent
between 1979-81 and did not surpass its 1974 level until 1989. The service sector, in
contrast, expanded rapidly. Two million additional jobs were created between 1979 and 1987
(an increase of 13.6 per cent) while output increased by 29 per cent. Seven in every ten
employees henceforth worked in services.

In assessing the qualitative impact of the growth of service sector employment three points
stand out: most expansion took place in the private sector; many of the new jobs were
part-time and poorly paid; and the majority were filled by women. In retail, hotel and catering
industries, where many of the new jobs emerged, trade union reach was limited. For an
increasing number of employees, terms and conditions of work were set unilaterally by
employers. By contrast, of the two million workers who lost their jobs in manufacturing, the
majority had worked full-time, were trade union members and had their pay and conditions
determined through collective agreements. With their displacement from manufacturing
variously into the ranks of the unemployed, the self-employed and the expanding service
sector, the overwhelming majority faced inferior pay and employment prospects. Work
degradation had become the reality for millions of disenfranchised workers.

In terms of the structural evolution of Britain's wages system, the Thatcher years saw the
consolidation of Britain's international standing as a base for low value-added operations.
The data in Table 1 show Britain emerged from the Second World War as a relatively high
wage economy, but by the mid-1960s it had both a low wage and low productivity workforce,
with self-reinforcing significance for Britain’s position in the international division of labour.
How were these developments viewed from the academy?

The `Miracle’ Thesis
It is fair to say that from the standpoint of economics, the contemporaneous debate skewed
in Thatcher’s favour. The idea that her hostile policies towards unions had induced a
productivity `breakthrough’ first gained traction with Muellbauer’s quantitative time-series
study of UK manufacturing for the period 1956-1985 (Muellbauer, 1986). Estimating a
standard Cobb Douglas production function, relating change in output to the weighted
change in inputs (physical capital and labour time), Muellbauer detected a significant upward
lift in annual productivity growth from the third quarter of 1980, as shown in Table 2. He
argued, somewhat idiosyncratically, that the 'improvements' in industrial relations
consequent on tougher trade union laws had produced the performance gains.  In his
account of the breakthrough (later to form the empirical basis for the `miracle’ thesis),
Muellbauer stressed the significance of changes in the intensity of work, an issue that
economists previously had all but ignored. Traditionally labour input data in production
function studies derive from an extensive measure of total hours worked in the economy. In
giving attention to changes over time in the intensity with which each hour was performed,
Muellbauer was able, however tentatively, to link the rise in productivity that he had found to
Thatcher’s union reforms. Much of what Muellbauer had to say about the role of industrial
relations changes in the productivity record was conjectural (see Nolan 1989b), but his work
was seized upon by others (eg. Crafts, 1988) to give substance to the idea that Thatcher’s
`medicine’ was working.
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Metcalf (1989), perhaps recognizing that Muellbauer’s account lacked substance on the key
issue of labour intensification, confronted the question head-on. He contrasted the effects of
Thatcher's policies with those of the Labour governments of the late 1960s and 1970s which
were informed by, but did not follow to the letter, the recommendations of the Donovan
Commission. Metcalf’s central conclusion was that 'the pluralist course advocated by
Donovan was tried and failed. By contrast, the methods pursued in the 1980s ... seem to
have done the trick' (1989, p. 27).  The Donovan strategy he insisted was a `conspicuous
failure’: while it had aimed to promote greater economic efficiency by rationalizing and
formalising relations in workplaces, labour productivity grew more slowly in the 1970s than in
the 1960s and Britain's economic standing in the world economy continued to deteriorate.

Citing evidence of a positive link between job losses in the early 1980s and the pattern of
inter-industry productivity differences, Metcalf argued that workers and trade unions had
been cowed by the experience of high and rising unemployment. In these circumstances
management were able to regain the initiative and push through long overdue changes in
work organization and production technique. Management, he claimed (with little or no
evidence), had become far more aware of the need to utilize labour time `efficiently’ in
production; 'restrictive practices' had diminished, strikes had declined, and the closed shop
posed fewer problems. In welcoming these changes, Metcalf acknowledged that the
performance gains reflected increased worker effort extracted under more rigorous control
regimes and sustained by a 'fear' factor engendered by daily plant closures. Following the
logic, he concluded that if in the future the fear factor waned, or unions regained bargaining
power the performance gains would likely disappear.

What of his claims about the improved competitiveness of the British economy in the 1980s?
Metcalf, following Muellbauer, was probably correct to stress the significant role of 'labour
intensification' in lifting measured productivity levels in the 1980s, but was wrong to
champion Thatcherism as a route to greater production `efficiency’. For the concept of
efficiency refers to the relationship between the inputs `consumed’ in production and the
outputs secured. If more labour input (work intensification) is expended to produce more
output, the measured productivity gains may be consistent with no change or even reduced
efficiency. Official data, as indicated above, are a poor guide on this matter for what they
provide is an extensive measure of labour input.

Herein lies the central paradox of the argument that Thatcher had worked a miracle. While
acknowledging that the measured performance gains were in large part the product of an
intrinsically fragile (and hence theoretically reversible) power shift, Muellbauer, Metcalf and
countless others dismissed the opposing argument that Thatcher’s policies would entrench
the longstanding weaknesses of British industry. The logic of the argument was as follows.
By enabling employers to sweat their assets and make short-term gains in productivity and
profitability, Thatcher's offensive against unions would remove pressure on firms to pursue
long-term performance gains through investment in physical and human capital and
research and development. The contemporary evidence showed that fixed investment in
plant and machinery fell dramatically in real terms after 1979 and remained 11 per cent
below its pre-1979 level in 1987.
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The distinction between short-term and long-term performance gains remains critical.
Essentially the productivity advances in manufacturing in the 1980s can be traced to three
sources: the haemorrhaging of jobs under Thatcher’s first administration; the recovery of
output which, after 1982, was accompanied by a steady decline in the industrial workforce;
and the shift in the power balance between employers and workers that allowed labour
intensification. These three elements interacted to produce a series of step-by-step
increases in measured productivity, not a fundamental and sweeping transformation of
production efficiency.

Were trade unions really the problem?
Although the positive account of Thatcher’s trade union reforms does not stand up, it is
pertinent to ask whether there is any evidence, particularly for the early post war years, that
bears out the claim that employers had been seriously hamstrung by workers' job controls.
This was, after all, a common perception voiced by commentators from both `left’ and `right’
of the political spectrum.

One of the clearest expressions of this position was provided by Kilpatrick and Lawson
(1980), economists writing from a position someway to the left of orthodoxy. Their study -
intended as a contribution to the broad Left debate in the 1980s on alternative economic
strategies – presented a broad sweep of twentieth century history and concluded that
workers in Britain had been better placed than their overseas counterparts to resist
cost-cutting changes in production. Kilpatrick and Lawson identified three distinctive features
of British industrial relations that militated against the construction of a more dynamic
domestic productive base.

First, the early acceptance of the principles of collective organization before the turn of the
twentieth century facilitated the 'growth of real power by workers to resist changes and to
defend standards (particularly craft) customs and norms which existed before the
introduction of mass production techniques' (1980: 87). Second, in contrast to the
experiences of unions elsewhere - Spain, Italy, and Germany - British unions had not been
crushed by authoritarian states. Third, the decentralized structures of collective bargaining in
Britain enabled workgroups to exert leverage precisely at the point at which their power was
concentrated. In consequence, they were able to delay 'the adoption and diffusion of new
techniques and [retain] staffing levels above what they would otherwise have been' (1980:
86).

For Kilpatrick and Lawson, historically-rooted economic structures rather than social agency
explain Britain’s unfolding economic malaise. Thus workers' resistance to change is judged a
product of their structurally subordinate class position; while management’s failure to
eliminate outmoded methods can be traced to Britain's peculiar position as an imperial
power: 'the existence of formal and informal imperial markets' gave firms easy access to
`semi-captive’ export markets and thus 'reduced the necessity for prolonged confrontation
with workers over the restructuring of work (1980: 89). Notwithstanding its commendable
nuances, the argument failed to convince.

Fine and Harris (1984) highlighted the absence in their analysis of the forces of
inter-capitalist competition. Why, given that union coverage was uneven and partial, did firms
with weak (or no) unions fail to seize competitive advantage by pushing through changes in
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production? The logic of competition, within and between sectors, would have been to
modify, disable and eventually push back the frontiers of unionism. Internally divided and
fragmented by the peculiar contours of British industry, unionism had been too weak to
compel sclerotic employers, all too content to sweat their assets, to up-grade production.

Kilpatrick and Lawson, by inverting the sentiments of right-wing commentaries, had a
tendency to `over-romanticize’ workgroup power and resistance. Citing evidence from four
industries (steel, railways, cars, and print), Hyman and Elger (1980) show convincingly how,
at decisive moments, unions capitulated to offers of enhanced pay for concessions over
staffing levels, work organization and technology. For Coates (1994) the critical issue is the
insufficient attention to the ebb and flow of trade union power. What were the effects of
employers' offensive against union rights in the 1890s? Would unions have been able to
maintain a grip on production while mass unemployment soared in the inter-war years? Was
union strength so robust, in the aftermath of the Second World War, that it could be
responsible for the sluggish performance of the 1950s?

These questions are addressed in a wide-ranging review of the evidence on shopfloor
restrictive practices, 1945-60, by Tiratsoo and Tomlinson (1994). The latter cite evidence
from contemporary academic research studies (eg. Zweig, 1951) and from business surveys
conducted by the British Employers’ Confederation (BEC) under the aegis of the National
Joint Advisory Council (NJAC). The BEC surveys are judged particular significant as `the
BEC wanted to show that restrictive practices were very common…to strengthen its
negotiating position on the NJAC’ (Tiratsoo and Tomlinson, 1994: 74).

The BEC surveys placed each industry into one of three categories: those reporting that they
had experienced no problems in regard to the efficient utilization of labour; those that had set
up machinery to deal with such problems; and those that had not yet succeeded in tackling
the issue. The survey of 1957/8 embraced 112 industries and concluded that of these:
sixty-four industries fell into the first category, forty-two into the second, and only six in the
third. The NJAC thus reported that a majority of industries 'were meeting no real difficulty in
their effort to ensure that manpower [sic] was efficiently used'. While observing that senior
management may have found it convenient to report they were firmly in control, Tiratsoo and
Tomlinson justifiably conclude that 'it is reasonable to believe that when employers spoke of
restrictive practices in the 1940s and 1950s, they knew what they were talking about…they
had to deal with the problem from day to day' (1994: 76).

The Past Strikes Back!
Thatcher’s enduring political and economic legacy is not what her initial supporters and
present-day free-market zealots claim. She did not conjure an economic miracle, still less lay
the foundations for a prosperous and just system of economic production and distribution.
Her real legacy, achieved by besmirching the dignity of labour, is to have restored to the
forefront of the political agenda what the political economists of the nineteenth century called
`the labour problem’. Thatcher’s plan to revive a dynamic capitalism in Britain rested on an
analysis that was rooted in a model of the Victorian economy: a world in which workers had
minimal rights and capital was free to abuse labour.
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The references to the degradation of work that daily fill the pages of our newspapers only
serve to highlight the lack of serious analysis and debate of the question: how did we get to
where we are? The foregoing analysis has argued that it was all too predictable. `Back to the
Future’ is a cliché to be sure but it describes well the world of work in present-day Britain. A
couple of weeks ago 300-400 British gas engineers lost their jobs for refusing to sign up to
new contract terms imposed by Centrica, the parent company. Under cover of the pandemic,
companies such as Tesco and Network Rail and branches of local government have also
tried to use the same ‘fire and rehire’ tactics. That same week Deliveroo boss, Will Shu,
claimed its riders backed the bosses insistence that their couriers remained independent
contractors without recourse to holiday or sick pay. These riders can make as little as £2 an
hour on their shift whilst the CEO stood to make £500M on the float. The recent Uber
judgement in the supreme court talked of the inherent power imbalances at the heart of the
employment relationship that should be rectified.

Now rewind back to last year. Within a few months of the onset of covid-19 human labour
was politicised in ways thought unimaginable during the previous decades. The market for
labour stopped trading. The role of the state vis a vis labour was exposed in stark terms and
redefined. A Tory government had to step in and regulate who works, where and under what
conditions. The elements of a dirigiste state re-emerged. Not only that but corporatism
reappeared. The TUC re-emerged at the centre of economic life for the first time in over 40
years and helped to forge the most significant labour market intervention in living memory –
a state furlough programme. These developments are pre-figurative of what could be
achieved. The status and significance of labour could be re-established and located at the
centre of our political, economic, and social life.

Before the pandemic struck governments of both left and right had sunk into a bewildered
stasis – unable to diagnose, still less remedy an enduring productivity ‘puzzle’. The word
‘puzzle’ suggests a benign conundrum. It is certainly puzzling for those who bought into the
‘miracle’ thesis and celebrated Thatcherism. Arguably it is this enduring mythology that has
conditioned the politics of the left almost as much as the politics of the right. We have proven
unable to diagnose the legacy of Thatcherism and remained prone instead to prioritise
technological routes out of the productive malaise, either through knowledge work or
imagining a transition to a world beyond work, whether postcapitalist or preindustrial. The
‘labour question’ is once again centre stage. Can the Labour Party take advantage of this
without successfully, finally navigating this unfinished chapter in the political and economic
history of contemporary Britain?
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Tables

Table 1
Gross Value added per person hour in manufacturing in selected countries as a percentage
of the UK 1960-1988

Year UK Netherlands France Germany USA
1960 100 98.5 80.7 105.3 242.5
1970 100 124.8 117.7 133.1 223.7
1975 100 142.4 119.8 141.9 216.7
1980 100 173.5 144.2 164.3 227.2
1984 100 165.5 130.8 146.8 209.6
1988 100 144.4 125.5 136.8 207.0

Source: van Ark (1990)

Table 2:   Total Factor Productivity Growth (annual percentage changes)

Q1 1956-Q3 1959    1.71
Q4 1959-Q4 1972    2.63
Q1 1973-Q2 1979    0.62
Q3 1979-Q2 1980   -1.93
Q3 1980- 1985         2.76

Source: Muellbauer, 1986
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