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Andy Haldane, formerly at the Bank of England and now at the Royal Society of Arts,
has said something I can definitely agree with in the FT today:

The fiscal rules he condemns are those of the type both the Tories and Labour are
dedicated to. They only concern themselves with the ratio of what is incorrectly called
debt to GDP.

What they fail to take into account is the use made of debt. As a result the value of
assets created is ignored by any such rule. Only liabilities are taken into account, and
even then I would argue that those liabilities are miscategorised. They are not
borrowing. They are sums due to depositors, as in a banking arrangement, which fact
should be obvious when things like National Savings and Investments are included in
the figure.

So what sort of fiscal rule should there be? I realised recently that I probably wrote the
rule that we really need more than a decade ago, without appreciating at the time that I
had done so.

This rule is based on an economic requirement, and not a financial one. It therefore
puts reality above accounting fiction. What it is intended to do is five things:

1) Focus investment activity.

2) Encourage long term thinking.

3) Ensure pension needs are met.
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4) Reflect intergenerational justice.

5) Embody the social contract that must underpin a good society.

What is this idea? It is what I have called ‘the fundamental pension contract’. This says
that the older generation should invest their efforts during their working years in
creating capital assets and infrastructure in the state and private sectors. The younger
generation should then utilise these assets in their their work and, in return, support
the income needs of the older generation during their retirement whilst at the same
time creating new assets for those to come after them on whom they will rely in their
own retirement. Honouring this compact is crucial for the success of any society, in my
opinion.

Think about it,and unless we do this society will fail. That is precisely why the
realisation that we are far from doing so now is so worrying, most especially when it
comes to climate change.

I suggest that this is a rule worth having because it is all embracing, relating to both
state and private sectors, and all encompassing in that the interests of all people are
addressed. It also takes into account both sides of the balance sheet whilst recognising
that income is the goal. Existing rules come nowhere near this.

Thoughts are welcome.

Page 2/2


