Funding the Future

Britain’s oil, gas and finance curses
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In 1993, the economist Richard Auty coined the term “resource curse” to
describe the paradox that countries with abundant natural resources often
grow more slowly and less equitably than those without. The United Kingdom
is not usually placed in that category. In my opinion, it should be.

What happened to Britain from the early 1980s onwards was not an
accidental encounter with the resource curse. It was a deliberate political
choice. Thatcher's then Tory government, with vast North Sea revenues,
chose to use them not to renew the industrial fabric of the country but to
destroy it. That is the first part of the story.

The second is that as the oil and gas ran down, finance took their place as the
source of a new curse, and the consequences of both still shape our economy
today.

Let me explain those suggestions.

First, the Thatcher government inherited a windfall that few states in modern
history have enjoyed. North Sea oil and gas revenues surged just as what
looked like a government-generated recession hit. Rather than being used to
modernise British manufacturing, rebuild infrastructure, or create sovereign
wealth for future generations, oil and gas revenues were channelled into
funding mass unemployment, cutting taxes for the wealthy, and, most
importantly, sustaining an industrial closure programme that hollowed out
much of Britain’s productive capacity. Britain burned its future to fund the
anti-socialist neoliberal project.

Second, the early 1980s saw another consequence of the resource windfall:
after initial shocks, sterling increased in value,_a trend that continued against
all the odds until the time of the global financial crisis in 2008, with Brexit
being the only thin Pound Dollar Exchange Rate - GBP USD (1971-2025)
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Exchange rates rise when an economy is flooded with demand for its
currency from abroad, in this case, first of all, as a result of oil and then as a
consequence of an over-inflated financial sector.

A strong pound may feel like a source of pride, but for manufacturing, it is
fatal. British exports became increasingly uncompetitive as a result. Our cost
base rose whilst domestic producers faced a flood of cheaper imports. Entire
sectors from shipbuilding to steel, engineering, textiles, and electronics were
pushed into decline. The government blamed unions and inefficiency, but the
artificially inflated exchange rate did most of the work.

Third, the finance added to the woes. Once the oil bonanza began to fade, the
City of London became the new engine of growth, and again, not by accident
but by design. The Big Bang of 1986, deregulation, and the embedding of the
UK’s tax haven network were deliberate strategies to attract global hot
money. Britain exported industrial goods in 1970. It exported financial claims
by 2000. One is rooted in real work. The other is rooted in rent.

Fourth, the Bank of England has been complicit in this story for four decades.
Interest rates were kept high under Thatcher to attract global capital. That
inflated the pound further and, by increasing the UK cost base, accelerated
deindustrialisation. And now, even as inflation has fallen, the Bank’s
programme of quantitative tightening once again props up excessive interest
rates, strengthens sterling, and damages British exporters who have never
recovered from the first wave of destruction.

The result is an economy with a persistent growth problem. But, crucially, it
also has a structural problem: our currency is consistently overvalued
because our economic strategy still depends on attracting foreign money
rather than building domestic capacity.

That creates consequences.

To begin with, Britain remains addicted to hot money. Interest rates that are
higher than economic conditions suggest are appropriate only serve one
purpose, which is to pull in speculative capital. The Bank of England denies
this, but the evidence is plain. Too often, when sterling dips, interest rate
expectations mysteriously rise. This is not inflation control. It is exchange
rate engineering.

Next, industry still pays the price. A strong pound squeezes exporters,
discourages investment, and pushes production offshore. Businesses that
might otherwise thrive in a stable, low-rate, competitive-currency
environment instead shrink, automate prematurely, or disappear entirely.
The UK’s chronic trade deficits are not a mystery; they are a policy outcome.
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A further consequence is regional inequality. When finance becomes the
dominant sector, wealth is sucked into the City's Square Mile and its
satellites. The rest of the country, and most especially the former industrial
regions, are still left with the legacies of the 1980s. They are low
productivity, insecure employment, and a lack of coherent industrial strategy.
The oil and gas curse became the finance curse, which then morphed into a
geography of decline.

And finally, democracy suffers. When a state builds its economy on global
capital flows, it becomes hostage to them. Governments fear market
reactions. Ministers speak of credibility with investors, not accountability to
citizens. Economic policy becomes an exercise in appeasing bond traders and
currency markets, even when those policies are harmful, unnecessary, or
irrational. That is precisely what we see now. Fiscal rules are designed to
reassure markets, and not to meet social need; interest rates are detached
from economic reality; and the political culture treats finance as its master
rather than treating it as a servant.

What does all this mean?

First, Britain needs to abandon the fantasy that an economy built on
attracting hot money can ever be stable or prosperous. Finance must be put
back in its place as a utility, and not be seen as the ruler we must serve.

Second, the Bank of England must stop using interest rates as a substitute
for industrial strategy. High rates do not create productivity. They destroy it.
Quantitative tightening should end. Interest rates must reflect domestic
conditions and not the demands of global capital.

Third, we need a modern industrial strategy with a competitive pound at its
heart. That means targeting full employment, supporting investment through
lower borrowing costs, and using public banks to channel savings into
productive activity and not speculation.

Fourth, we need to dismantle the UK’s tax haven infrastructure. It serves only
one purpose, which is to keep Britain attractive to mobile financial wealth
while undermining our own tax base and distorting our exchange rate.

And last, we need to tell the truth. Britain did not decline because workers
were inefficient or because industry was hopeless. Britain declined because
governments chose finance over production, speculation over investment,
and short-term political advantage over long-term national prosperity.

The oil and gas curse was real. The finance curse that followed has been even
worse. We can break both, but only if we admit that they exist, understand
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how they interact, and decide to build an economy based on real work, fair
reward and democratic control. That is our task now.

Comments

When commenting, please take note of this blog’s comment policy, which is available
here. Contravening this policy will result in comments being deleted before or

after initial publication at the editor’s sole discretion and without explanation
being required or offered.

Page 4/4


https://www.taxresearch.org.uk/Blog/about/comments/
https://www.taxresearch.org.uk/Blog/about/comments/

