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Financial instability arising from the “credit crunch” and the likelihood of a significant economic downturn has sparked a new debate about public spending and fiscal policy. 
Some have suggested that the new economic circumstances mean that government spending on public services may have to be cut. But this Fact Sheet shows why it is now more important than ever to invest in public services and the staff who deliver them.

THE ECONOMY AND THE PUBLIC FINANCES
As the effects of the “credit crunch” and rising global prices become clear, predictions for the UK’s economic growth over the coming period have been revised downwards. When the government set out its spending plans for the next three years in autumn 2007 it expected the economy to grow by 2–2.5% in 2008 and 2.5–3% in 2009 and 2010.1 But now some believe that total growth over 2008 may be only 1% and will be near zero in 2009.2 It is not yet clear how soon the economy can be expected to recover.
This economic slowdown will have the effect of reducing the amount of money coming in to government through taxation raised on earnings (such as income tax), profits (such as corporation tax), or spending (such VAT or stamp duty). Furthermore there have been additional unexpected demands on the public finances – such as the nationalisation of Northern Rock (at an estimated net cost of up to 1.3bn) or the £2.7bn used to compensate losers from the removal of the 10p tax rate. There will be further calls on the social security budget if, as many expect, unemployment rises significantly.3 UNISON is also concerned that the dependence of many services upon private finance exposes the Treasury to additional costs and risks arising from the credit crunch.4 
So there will be less money “in the bank” for public services than previously expected. 
WILL SPENDING ON PUBLIC SERVICES HAVE TO BE CUT?
Some suggest that as a result of these conditions spending on public services will have to be cut back. However UNISON has been arguing that it should not – in fact, it is now even more important that we continue with increased investment in services and staff.5 

There are two basic reasons for this. Firstly, public services have an essential role in minimising the impact of redundancy or loss of income on families and communities – by, for example, ensuring their health and care needs are seen to, helping them access employment advice and retraining, or generally maintaining their quality of life.
The second reason is that the money put into public employees’ pay, and invested in new facilities or infrastructure (such as housing), can be critical to counteracting any recession by maintaining levels of employment and demand, and stimulating new economic growth. Cutting public service jobs, pay and investment now will only make the 
downturn worse.

IS PUBLIC MONEY BEING WASTED?
Some are now claiming that the money invested in public services over recent years has been “wasted” and has not produced the results people hoped for.

It is important that we get the best value possible for public money, and that waste and inefficiency is eradicated. For example, UNISON has long argued that too much money is spent on the additional financing and transaction costs resulting from privatisation.

But the idea that all the money has been wasted is a gross distortion, cynically promoted by those opposed to spending on public services. The truth is that many key services have been transformed over recent years, with more staff and better facilities. In health and education, particularly, more patients are being treated and standards are rising. But we still have a long way to go – to repair the damage of past under-funding and keep up with rising expectations. And many other services are still suffering from underinvestment and cuts. This means we should continue with increased public spending, not reverse it.
WHERE WILL THE MONEY COME FROM?
Contrary to misleading media coverage, overall levels of UK taxation are not high compared to previous decades or many other countries today. The problem is that the system is not fair – much more could be raised from wealthy individuals who often contribute less (as a proportion of income) than the lowest paid workers. For example, at least £25bn is lost every year through evasion and avoidance by a minority.6
During an economic downturn, however, relying solely on increasing taxation to raise new revenue may have the negative effect of further depressing demand and growth. In these circumstances the most prudent course is for the government to borrow against future tax revenues. This is an entirely sensible policy which has been a central principle of economic management since it was argued for by Keynes in the 1920s. By borrowing the money we need to counteract the downturn now, we stimulate the growth that will generate the tax revenues we need to repay the money in the future.

When it came into office the Labour government set itself “fiscal rules” under which it promised to limit public borrowing to a certain level. However it now looks like they are bound to be broken, and most experts agree they need revision to reflect changed circumstances. At around 45% of GDP, the UK’s national debt is not high by historic or international standards. We need a framework that allows the spending and investment necessary to meet society’s needs and keep our economy moving.7
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