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Abstract

This exploration of UK fiscal rules and the establishment of an independent UK
fiscal watchdog focuses on the practical enactment of rules-based fiscal policy to
analyse the politics of technocratic economic governance. Analysing UK macroeco-
nomic policy rules and their operation unearths numerous dimensions of the politics
of technocratic fiscal policy-making. Firstly, policy rules are marshalled for partisan
purposes. Secondly, a politics of economic ideas surrounds the invention, revision
and interpretation of fiscal rules. Thirdly, technocratic economic governance entails
a ‘politics of method’, selecting methodological approaches necessarily built on par-
ticular political economic assumptions. Finally, a ‘politics of numbers’ sees politi-
cians cooking the books to present their economic record favourably against fiscal
yardsticks. Successive governments have altered UK fiscal rules, informed by differ-
ent political economic principles. The Office for Budget Responsibility (OBR) sees
itself as a technocratic and apolitical institution, yet its operational work entails con-
trasting accounts of the economy and policy. The scale of discretion and judgement
inherent in operating fiscal rules is under-appreciated. This article finds technocratic
economic governance to be a much more social and political process than many
advocates of economic rules-based policy acknowledge. It engenders new forms of
distinctive fiscal politics within elite statecraft and expert technocracy.
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[S]pending goes to the heart of the role of the state ... No government will ever
delegate that to some bunch of technocrats. (Lord Macpherson, Permanent
Secretary to the Treasury 2005-2016)

Introduction: the multi-faceted politics of rules-based fiscal policy

A perennial puzzle of liberal political economy frames this exploration of the poli-
tics of technocratic economic governance. Down the centuries, authorities have con-
structed institutional restraints and expert oversight to bolster economic credibility
and curb policy autonomy. In mediaeval times, such regimes prevented debasing the
currency. In the late twentieth and early twenty-first centuries, governments intro-
duced economic policy rules codifying sound economic management to supposedly
lock in governmental fiscal discipline, reassuring electorates and financial markets.
Economic policy-makers exhibit an apparent compulsion to hem themselves in, yet
this is tethered to a more powerful impulse to escape these self-imposed shackles.
After all, those self-same governments, even ones committed to fiscal rectitude,
periodically circumvent rules and ignore expert overseers of fiscal discipline.

As Lord Macpherson, former Permanent Secretary to the Treasury, notes,
‘There’s a sweet spot where very briefly fiscal rules constrain behaviour. But there’s
always a point when the pain of staying within a fiscal rule becomes too great. The
revealed preference of successive governments is you change the rule, or you sus-
pend the rule.’! Fiscal rules have been flouted repeatedly, and altered by govern-
ments and supranational authorities. The standard rationales, be it public choice’s
‘time inconsistency’ concerns addressed through rules (Kydland and Prescott 1977),
Streeck’s ‘fiscal consolidation state’ binding governments and ‘decoupling’ eco-
nomic management from democratic politics (2014), or Burnham’s depoliticisation
thesis with regimes enshrining commitments to fiscal discipline (1999, 2001), fail to
fully explain the introduction or capture the operation of fiscal rules.

One prominent interpretation is that macroeconomic policy rules are needed to
assuage skittish international bond market participants. Thus, fiscal rules supposedly
bolster financial market credibility and reduce borrowing costs. Yet this relationship
is far from clear-cut. Rommerskirchen argues that the ‘putative effect of fiscal rules
on bond yields’ is poorly understood, remaining ‘an empirical blind spot’ due to
problematic foundations of many studies, and their inconclusive findings (2015, p.
837).

Making an important distinction between ‘de jure fiscal rules’ as codified on
paper, and the reality of ‘de facto’ fiscal rules which goes to the heart of practical
rule enactment central to this article, Rommerskirchen finds that ‘the impact of fis-
cal rules on sovereign risk premia, if it exists, is not constant but contingent on, inter
alia, the financial risk climate’ (2015, pp. 842, 844). Indicating the complexity and
uncertainty of this relationship, UK governments have repeatedly breached fiscal

! Interview with Lord Macpherson, Permanent Secretary to the Treasury 2005-2016, 10th July 2019.
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targets and changed rules since the Global Financial Crisis (GFC), yet borrowing
costs have not risen in response. Fiscal credibility, it seems, has many influencing
factors, with rule observance per se not necessarily centrally important. The driv-
ers and motivations routinely offered in the political economy literature to explain
rules-based economic regimes struggle to account for all this. Constructivist politi-
cal economy, we argue, helps make better sense of the complex politics of fiscal
rules, and of technocratic economic governance.

This article analyses the establishment of fiscal rules, and independent fiscal
adjudication. Independent fiscal institutions (IFIs) have spread since the 1990s,
especially following the GFC, with the International Monetary Fund (IMF) and
Organisation for Economic Co-operation and Development (OECD) prominent
advocates for these ‘sound’ fiscal institutions. They advise that fiscal targets should
be stable and enduring (IMF 2013, 2016; OECD 2017), and IFIs should oversee
medium-term cyclically adjusted fiscal rules frameworks (Von Trapp et al. 2016).
IFIs and fiscal rules have thus come to play a significant role in shaping economic
policy possibilities.

Britain is selected as a relatively early adopter of fiscal rules. As the compara-
tive fiscal governance literature underlines, the make-up of fiscal watchdogs reflects
the context of their establishment (Hallerberg et al. 2009; Viney and Poole 2019).
Britain’s Office for Budget Responsibility (OBR), unusually amongst IFIs, has sole
responsibility for producing the official economic forecast, leaving the Treasury reli-
ant upon it. According to former Director Robert Chote; ‘the OBR’s remit reflects
the fact that the Treasury is more powerful in the UK than finance ministries in
many other countries and that in the past Chancellors have exploited their informa-
tional advantage over outsiders to justify over-optimistic forecasts and to move the
goalposts of their fiscal rules’. The OBR aims to increase the transparency surround-
ing fiscal policy-making, focusing exclusively on announced government policy, and
prioritising fiscal sustainability by independently assessing the likelihood of fiscal
targets being met. It is debarred from ‘giving policy advice and commenting on the
merits or otherwise of specific measures’.?

The UK case is deployed to achieve the article’s wider aim of analysing the poli-
tics of technocratic economic governance. Those advocating rules-based macroeco-
nomic policy as a solution to ‘deficit bias’ problems (Kydland and Prescott 1977)
envisage rules enhancing governmental fiscal responsibility. Increasing the transpar-
ency surrounding fiscal policy-making also supposedly strengthens credibility and
reassures financial markets (Ban 2016; Best 2019; Viney and Poole 2019). Analys-
ing the practical enactment of UK fiscal rules, this account interrogates these claims,
asking how far such regimes bind governments to the mast of fiscal rectitude.

This article finds a yawning gap between the theory and the practice of
technocratic economic governance (see also Best 2021). Many accounts presume
sacrosanct rules, mechanistically administered. Yet this misconstrues the character
of fiscal rules regimes, whose operation entails discretion and judgement

2 Interview with Robert Chote, 27th April 2021.

¥



Technocratic economic governance and the politics of UK fiscal. .. 257

by practitioners.> Furthermore, enacting technocratic economic governance

inevitably involves making contestable and sometimes arbitrary political economic
assumptions. The fiscal rules literature also under-emphasises the changeability of
rules, and indeed the macroeconomic thinking that informs them.

Our analysis underscores the multiple dimensions of politics inherent in macro-
economic policy rules through exploration of the introduction and content of fiscal
rules, their operationalization, and oversight by fiscal watchdogs. Looking at how
architects design fiscal rules, and how practitioners engage in fiscal oversight, this
analysis uses elite interviews and primary documents to inhabit the lived-in debates
involved in enacting technocratic economic governance. We find that the advent of
fiscal rules and IFIs engender new forms of contested fiscal politics and elite state-
craft. This politics may be unobtrusive, but remains burgeoningly present. This arti-
cle thus uses the UK case to delineate the multi-faceted politics at the heart of tech-
nocratic economic governance.

We identify four distinct (but overlapping) dimensions of how technocratic fiscal
governance and IFIs like the OBR are imbricated in politics. Firstly, despite narrow-
ing participation in fiscal policy-making, fiscal rules continue to be marshalled and
altered for partisan purposes. Secondly, fiscal rules reflect particular principles of
political economy, leading to a politics of economic ideas surrounding the invention,
revision and interpretation of rules regimes. Thirdly, for technocratic economic gov-
ernance institutions tasked with operating and applying fiscal rules, their monitoring
and oversight entails a ‘politics of economic method’. Choices about which tech-
niques to use and what modelling parameters to set are far from self-evident, with
specific methodological approaches built on particular political economic assump-
tions. This is an important aspect of the judgement, discretion and intuition inherent
in macroeconomic policy rules regimes. Finally, there is a politics of numbers where
politicians manipulate economic statistics and governments perform ‘scorecard art-
istry’ to present their economic record favourably against fiscal yardsticks. As this
indicates, the degree of fiscal discipline exerted by fiscal rules may be modest at
best. Fiscal rules do not sit imperiously above politics and society. Rather, the devis-
ing of economic policy rules ‘continues to interact with that wider social world’
(Best 2020, p. 626). Enacting fiscal rules, and technocratic economic governance, is
a more contingent social, and political process than many advocates of rules-based
economic policy acknowledge.

The first section provides a constructivist theoretical grounding for analysing the
politics of fiscal rules and technocratic economic governance. The second section
explores how different accounts—depoliticisation, consolidation state, public choice
and monetarism—have understood the political economy of macroeconomic policy
rules. It points towards elements that these interpretations overlook or understate.
Turning to the empirics of the UK’s fiscal governance regime, the third section con-
siders the introduction and evolution of New Labour’s fiscal rules after 1997. The
fourth section explores the establishment of the OBR from 2010 onwards, and the

3 Interviews with Professor Steve Nickell, Professor Sir Charles Bean, Andy King and Robert Chote—
all present or former OBR Budget Responsibility Committee members.
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Coalition then Conservative Governments’ construction, enactment and frequent
alteration of fiscal rules. A final section returns to our puzzle, and reconsiders what
the empirics imply for understanding rules-based economic policy and technocratic
economic governance.

The constructivist political economy of fiscal rules

This section sets out and connects some of the core elements of constructivist politi-
cal economy analysing the ideational dynamics of economic policy-making. It
shows how this approach can enhance understanding of the practical enactment of
technocratic economic governance, and the politics of fiscal rules regimes. As the
fiscal governance literature has noted, fiscal rules and their introduction need to be
understood in their political and institutional context (Hallerberg et al. 2009). Con-
structivism adds ideational context to this list—focusing on how actors ‘make sense’
of their role, institutional practices, and their interests within an historically specific
‘meaning context’ (see Hay 2008; Béland and Cox 2011; Schmidt 2008). Construc-
tivist political economy foregrounds how ‘economic ideas provide agents with an
interpretive framework, which describes and accounts for the workings of the econ-
omy by defining its constitutive elements and “proper” (and therefore “improper”)
interrelations’ (Blyth 2002, p. 11). In this way, economic ideas are integral to ‘con-
stituting the legitimate boundaries of policy-making’ (Abdelal et al. 2010, p. 10).
This interpretive framework provides ‘guideposts for interpreting economic actions’,
redefining ‘the terms of sound economic behaviour’ (Best 2010, p. 203). Fiscal rule
authorship and revision can in this light be understood as attempts to fix meaning
attached to particular fiscal outcomes or stances. Fiscal rules, and IFIs thus seek to
shape the politics of fiscal rectitude (Sinclair 2000; Clift and Tomlinson 2004).

A second core contribution of constructivism is foregrounding the contested
nature of economic ideas (Abdelal et al. 2010; Blyth 2002; Best 2010, 2019, 2020,
2021; Hay 2016; Clift 2018). This draws our attention to the spectrum of respect-
able fiscal policy opinion, spreading more widely than is often appreciated, a range
which has expanded since the GFC. An array of leading macroeconomists proffer a
variety of views on the size of fiscal multipliers, on the merits of counter-cyclical
fiscal activism, debt-financed public investment, living with or paying down national
debt, and other key fiscal issues. This illustrates the ‘indeterminacy of economic
theory as a guide to policy’ (Kirshner 2003). At one end of this variegated fiscal
spectrum is Alesina et al.’s expansionary fiscal contraction thesis, inspired by New
Classical Macroeconomics (NCM) and resting on a profoundly anti-statist view of
fiscal politics. This assumes that the public sector can do only harm, always imped-
ing a (more efficient) private sector (see Alesina and Giavazzi 2013; Dellepiane-
Avellaneda 2015).

At the spectrum’s other end, Summers et al. advance the secular stagnation the-
sis highlighting scarring and hysteresis effects. This sees active macroeconomic and
fiscal policy as counter-cyclical stabilisation tools essential in mitigating non-linear
fragilities (DeLong and Summers 2012; Summers 2014; IMF 2008). Mainstream
fiscal policy thinking thus covers a spectrum from NCM to New Keynesian and even
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some traditional Keynesian economic ideas. These different views on the state’s
appropriate role, and the equilibrating properties of markets, peek out from behind
technocratic economic governance’s apolitical facade.

Bringing the importance of understanding ideas in specific historical and insti-
tutional contexts together with the contested nature of economic ideas, constructiv-
ist analysis underlines how economic orthodoxy and fiscal frameworks are deeply
historically contingent. It follows that technocratic economic governance regimes
evolve along with their intellectual climate. Thus, fiscal rules are inscriptions of par-
ticular constructions of ‘sound’ policy, defining what is seen to matter for economic
policy evaluation (see Clift and Tomlinson 2008). Diachronic analysis demonstrates
how the underlying premises of economic policies are always contestable, and pre-
vailing political economic assumptions can and do change, as do the economic
regimes that distil specific economic ideas.

This changeability, combined with the variety of mainstream fiscal policy views,
changes the context and character of rules-based fiscal governance substantially.
Rather than permanence and fixity of fiscal doctrine, and mechanistic administra-
tion of technocratically assured guiding policy principles, there is contestation over
conceptions of the economy, and of ‘sound’ policy. IFIs are inextricably imbricated
in this politics of economic ideas through their adjudication upon fiscal rules. In this
way, constructivism exposes the political underpinnings of technocratic economic
governance. For example, the partisan politics of fiscal policy plays out in authoring
and enacting rules regimes. Indeed, as the empirical sections below demonstrate, the
fiscal philosophy underpinning UK fiscal rules has ebbed and flowed. These evolu-
tions and contestations challenge the view of economic policy as an apolitical and
purely technical realm.

One factor fuelling varied interpretations, and contestation over conceptions of
the economy and ‘sound’ policy, is the scale of uncertainty surrounding economic
trajectories (Best 2021). Constructivism foregrounds Knightian uncertainty about
economic outcomes, and limits to the economy’s legibility and knowability. Reflex-
ive forecasting practitioners appreciate these limits of the possible, and the techni-
cal shortcomings of their ‘science’. As a former OBR chief economist Steve Nickell
notes ‘Our view about forecasting of interest rates, similarly, exchange rate forecasts,
we basically take the market view. Of course, the markets are almost always entirely
incorrect, but that’s life ... it’s not something that is really worth getting into’.* Con-
structivists take succour from the Keynesian underlining of uncertainty (see, e.g.
Blyth 2002, p. 42; Widmaier 2003), distinguishing between the ‘probability cal-
culus’ possible in some realms of economics, and ‘fluctuating, vague ... uncertain
knowledge’ in others (Davidson 1991, p. 137). This uncertainty surrounding ‘our
knowledge of the world’, especially regarding long run economic developments,
means ‘there is no scientific basis to form any calculable probability whatever. We
simply do not know’ (Keynes 1937, pp. 213-214; Best 2021).

4 Interview with Professor Steve Nickell, 24th September 2019. Similar points made by Lord O’ Donnell,
former Permanent Secretary to the Treasury and then Cabinet Secretary, interviewed October 20th 2019.
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The scale and pervasiveness of uncertainty bedevilling economic analysis
became more keenly appreciated following the GFC and more recently Brexit and
the COVID-19 pandemic. In November 2016, OBR chairman Robert Chote noted of
the unexpectedly prolonged productivity slump, ‘it has been a very unusual period
... and nobody knows quite why it is happening’ (Chote 2016). Trend growth rates
in advanced economies have durably lowered, especially in the UK, in ways analysts
struggle to comprehend (OBR 2017a; Clift and McDaniel 2021). As Nickell put it in
2019 ‘it is still the case that the productivity puzzle remains a puzzle.’

Historical trends no longer deliver reasonable guideposts for UK productivity or
growth trajectories (OBR 2017c, pp. 4549, Chart 3.8). Indeed, even short-run eco-
nomic data used for fiscal rules adjudication is very imprecise. As Chote notes, ‘the
story about what has happened is rewritten really quite dramatically in the statis-
tics ... when initial data estimates are published you are dealing with the very early
drafts of economic history.’6 Thus, the source data for making sense of the economy
are always imperfect and often subject to large retrospective revisions.’ Ironically,
cyclically adjusted medium-term fiscal rules took centre stage in anchoring fiscal
rectitude just when the potential growth and productivity trends needed to assess
them became increasingly uncertain and especially difficult to gauge. The GFC’s
destabilising after-effects generated additional difficulties ‘measuring’ these elusive
economic concepts.

The combined insights of constructivist political economy—uncertainty, con-
tested economic ideas and historical contingency of dominant orthodoxies—inform
a final key insight. This considers what Best calls ‘the practical life of economic
ideas’ and ‘the messiness and fragility of efforts to translate economic theory into
practice’ (Best 2020, p. 599). The transition from abstract notions to concrete opera-
tional concepts is a significant, though under-appreciated, site of possible contesta-
tion. This new direction for constructivist political economy, applied to technocratic
economic governance, draws our attention to the ‘politics of economic method’.
IFIs overseeing fiscal rules must grapple with slippery, non-observable economic
concepts (such as the real interest rate, or the economy’s supply potential) that are
very hard to gauge under conditions of heightened pervasive uncertainties. As OBR
Budget Responsibility Committee (BRC) Member Andy King puts it ‘you cannot
take judgement out of this [forecasting] process ... you may apply judgement at the
start of it to say I will use a model that has the following parameters, but that’s a
judgement’.® Thus, there is inherently an important role for judgement, intuition, and
tacit knowledge in putting technocratic economic governance into practice.’

3 Interview with Professor Steve Nickell, 24th September 2019, corroborated in interviews with current
and former OBR BRC members Professor Sir Charles Bean, Andy King and Robert Chote.

® Interview with Robert Chote, 9th October 2019.

7 This is terrain the reflexive OBR is mandated to pore over in its annual Forecast Evaluation Report,
assessing and revisiting past forecasting performance.

8 Interview with OBR BRC member Andy King, 20th November 2019.

9 Corroborated by Interviews with Robert Chote, Professor Steve Nickell, Professor Sir Charles Bean—
all former OBR BRC members.
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For example, the output gap (gauging the slack in the economy) is a non-observ-
able property of economic models crucial to economic forecasting and integral to
enacting cyclically adjusted fiscal rules. Others include potential output growth and
trend potential productivity (OBR 2013b, pp. 4-5). Gauging each is highly sensi-
tive to contestable assumptions. Altered model assumptions and foundations matter
because they can alter, for example, projected impacts of policy on an economy’s
trajectory. Changed output gap assessments matter because they can entail drasti-
cally different policy ramifications and corollaries. Modelling and technique choices
of this kind are thus politically salient because they are consequential in shaping the
narrative of the economy that bodies like the OBR develop to encase their forecasts.

Output gap determination can use a variety of methods. There is no unproblem-
atic technique, all have drawbacks and they often deliver very different results (OBR
2011, pp. 2-6, 16; OBR 2013b; Murray 2014, pp. i, 39).° BRC member Andy King
notes ‘The output gap is a very key judgement where these days we base it off nine
different models.”!! Former OBR economist Jamie Murray concurs, ‘it is very prob-
lematic but some judgement has to be taken ... the OBR looks at lots of methods ...
we looked at all of them and made a decision based on the best evidence available at
the time.”!2

A statistical filters approach, one amongst the nine techniques used by the OBR,
yields a distinctive growth path because filters build in a priori assumptions that the
economy tends towards equilibrium (the so-called end-point problem) (OBR 2011,
pp. 18-20). Thus, method choices entail distinct views of the economy, and policy
effects. Furthermore, these methodological choices can be, economists (including
those at the OBR) acknowledge, somewhat arbitrary. Appreciating the different
understandings of the economy and policy at work within these apparently technical
choices reveals what is at stake within the politics of economic method, and trans-
forms our understanding of the operation of fiscal rules regimes, and technocratic
economic governance.

This perspective alerts us to the subterranean translation processes from fiscal
policy positions, with assumptive foundations operating at a high level of abstrac-
tion, to their operationalization through particular methods and models, and more
concrete, policy-oriented concepts and techniques. Through this lens we see better
how fiscal watchdogs’ economic forecasting is rooted in underlying political eco-
nomic assumptions, despite the apolitical, technocratic veneer. OBR forecasts, nec-
essary to adjudicate on fiscal rules, are contingent political artefacts.

A constructivist ‘politics of economic ideas’ approach, enhanced by a ‘politics
of economic method’ focus, exposes the political underpinnings of technocratic
economic governance, and its fiscal analysis. The uncertain post-GFC conjuncture
makes these method choices both more challenging and more consequential. Having

10" Corroborated in interviews with Robert Chote, Professor Steve Nickell, Professor Sir Charles Bean,
and Andy King—all present or former OBR BRC members.

' Interview with OBR BRC member Andy King, 20th November 2019.

12 Interview with former OBR economist Jamie Murray, 10th July 2019.
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established our approach, we now consider political economy interpretations which
seek to explain fiscal rules.

Theorising rules-based economic governance

Burnham’s landmark depoliticisation studies identified a particular form of statecraft
as the main driver behind rules-based macroeconomic policy-making. He delineated
an evolution within economic management ‘from politicised to depoliticised state
strategies’ by the 1990s, accompanying increased capital mobility and more liquid
global financial markets. This shift ‘from a politicised (discretion-based) system to a
depoliticised (rules-based) approach’ was designed in part to reassure bond market
participants, ‘underwriting the government’s commitment’ to fiscal discipline and
low inflation (1999, pp. 42, 45, 47; 2001).

Similarly, Streeck’s ‘fiscal consolidation state’ thesis posits a new fiscal regime in
advanced economies—at its fulcrum, financial market credibility is secured through
central bank independence alongside IFIs. Streeck identifies a ‘decoupling’ of eco-
nomic management from democratic politics: binding rules-based economic govern-
ance reassures markets more than parliamentary democracy. IFIs are the guarantors
of sound policy and sustainable public finances; ‘whether economic policies are
‘right’ is for the technocratic experts ... charged with applying the rules ... to deter-
mine’ (Streeck 2014, pp. 97-164; 2017, p. 154).

Neo-liberal scholarship was an important spur to the 1970s revival of rules-based
economic governance. Stahl characterises neo-liberalism as ‘de-democratisation’
(2020), insulating economic policy from democratic and societal pressures (see also
Slobodian 2018). The effects of mass, pluralist, parliamentary politics were consid-
ered too destabilising, posing a threat to the market and the economy. Such insula-
tion could take different guises, such as making central banks independent. Public
choice’s “Time Inconsistency Model’ prioritised eradicating deficit bias through fis-
cal rules (Kydland and Prescott 1977). The policy corollary of Robert Muth’s exact-
ing and unrealistic rational expectations (1961) underpinning the model is that ‘gov-
ernments are seen as fallible, markets are not” (Best 2019, p. 626; 2020, 2021).

For monetarists, rules-based money supply restriction was the key policy lever
to reduce inflation. Friedman’s policy engineering approach argued that an auto-
matic, fixed money growth rule should supersede discretionary macroeconomic pol-
icy (Friedman 1959). Public choice and monetarism mobilised suspicion of inher-
ent deficit bias amongst politicians and electorates to advocate placing economic
management ‘above politics’, envisaged as a realm of ‘expert administration within
unalterable constraints’ (Gamble 1990, p. 154). This view is integral to the political
settlement underpinning technocratic economic governance.

Each of these accounts, in their very different ways, identifies the motivation
behind fiscal rules as preventing the demos from threatening fiscal probity and eco-
nomic stability. A government’s fiscal stance, within these interpretations, seems to
be arrived at according to a set of settled and technocratically assured principles of
‘sound’ fiscal policy. Yet some correctives are warranted to this partial view of the
politics of technocratic economic governance. Firstly, these depictions often discuss
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fiscal rules as if they are sacrosanct and unchanging. There is a tendency to overstate
the fixity of macroeconomic policy rules. Secondly, the application and operation of
fiscal rules in these accounts often takes on an automatic and mechanistic character.
This is at odds with the judgement, intuition and discretion integral to fiscal evalua-
tion, and the inexact, interim character of the input data. All this is thrown into sharp
relief by a ‘politics of economic method’ lens. Thirdly, fiscal doctrine tends to be
invoked in ways that intimate the existence of a single unanswerable body of fiscal
policy wisdom. This jars with the politics of economic ideas and the relatively broad
spectrum of respectable fiscal thinking outlined above.

These accounts neglect the contingency of fiscal rules, and under-appreciate the
distinctive ideational contexts surrounding their construction. In particular, fiscal
rules become deeply imbricated in partisan politics. More broadly, the limited effi-
cacy of many fiscal rules in securing fiscal discipline does not feature prominently
enough. This ignores, amongst other things, Goodhart’s Law, which suggests any
policy target, once it becomes a target, ceases to gauge meaningfully what it was
designed to evaluate; any ‘observed statistical regularity will tend to collapse once
pressure is placed upon it for control purposes’ (1984, p. 96). For all these reasons,
enacting fiscal rules is a more social and political process than many neo-liberal
advocates, in particular, acknowledge.

The politics of UK fiscal rules
New Labour’s fiscal rules: ‘Prudence with a purpose’ ... and cooking the books

Fiscal rules are political artefacts and social constructs whose introduction and
operation need to be understood in their appropriate ideational context. The incom-
ing New Labour Government’s move towards technocratic economic governance in
1997 was driven primarily by a yearning for greater economic credibility. Recall-
ing Burnham (1999, 2001) and Streeck (2017), their economic strategists were con-
vinced that independent bodies overseeing monetary and fiscal policy rules would
bolster financial market credibility. Labour’s approach in some ways harked back to
the public sector borrowing requirement targets used to frame budgetary discussions
in the 1970s (see Tomlinson 2017, pp. 64—67). New Labour’s ‘stability through con-
strained discretion’ (Balls 1998; Balls and O’Donnell 2002) strategy involved estab-
lishing a track record on monetary and fiscal stability, within a ‘sound’ medium-
term framework constraining economic policy.

Bank of England independence was the lynchpin. Allied to this was building
fiscal credibility by sticking to pledged Conservative spending limits (that leading
Tories subsequently admitted they would have breached), and introducing fiscal
rules. Nudging in the same technocratic direction as monetary policy, there were
efforts to counter suspicions of political manipulation of the fiscal stance presenta-
tion. As Lord O’Donnell, then Permanent Secretary to the Treasury recalls, there
was talk of establishing a ‘fiscal policy committee that might derive some parame-
ters’ for ‘policing the rules’. Stopping short of that, the National Audit Office (NAO)
were tasked to ‘audit various assumptions. To be honest, the NAO were not very
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well equipped to be doing that job.”!* The NAO’s remit was limited to assessing
Treasury assumptions, not evaluating whether fiscal rules were met, nor adjudicat-
ing on fiscal policy priorities. Imperfection of this oversight mechanism notwith-
standing the move was tacit recognition of the significance of the ‘politics of eco-
nomic method’.

The wider global context of New Labour’s political economy was later termed
the ‘Great Complacence’ (Engelen et al. 2011). The so-called NICE decade of non-
inflationary continuous expansion for advanced economies fed Chancellor Brown’s
hubristic claims of an end to boom and bust. Central bankers, politicians, and some
leading economists believed the secrets of enduring prosperity had been unlocked,
the mysteries of depression prevention solved, provided fiscal prudence was assured.

Two fiscal rules, adopted by the Chancellor in the 1998 Finance Act, anchored
the fiscal framework to assure credibility. They took the form of broad fiscal princi-
ples, subject to some interpretive flexibility in their application, rather than numeri-
cally specified targets. First, the ‘Golden Rule’ demonstrated fiscal prudence whilst
simultaneously addressing historical UK under-investment. It specified that, over
the cycle, the government would borrow only to invest, not fund current spending
(Treasury 1998). The second, the sustainable investment rule, pledged that public
sector net debt (PSND, i.e. the accumulated borrowings of government) would be
held at ‘stable and prudent levels’ (Treasury 1998; Balls and O’Donnell 2002, p.
167).

The relevant historical context here was the dramatic drop in UK public sec-
tor investment since the 1970s. This new fiscal regime was explicitly ‘designed to
remove the bias against capital spending’ within the UK’s public expenditure frame-
work (Balls and O’Donnell 2002, pp. 160-161). Reducing capital investment was
politically easier, even where the economic rationale may be weak. The Golden Rule
therefore incorporated a capital/current spending distinction new to the UK fiscal
regime. It thus inscribed a critique of successive past Conservative governments’
systemic under-investment.

Turning to the politics of economic ideas behind New Labour’s rules, Berry
and Lavery’s depoliticisation-inspired account sees New Labour macroeconomic
thinking as not ‘based on a grand economic theory’, be it monetarist or Keynes-
ian. Rather, their nuanced interpretation characterises Labour’s self-imposed rules
as ‘a rather artificial demonstration of New Labour’s commitment to a neoclassical
paradigm’ (2017, pp. 258, 259). Understated in this view is that the UK’s fiscal rules
architects saw them as embodying the ‘new growth agenda’ and the ‘pioneering
work of Paul Romer’ (Balls and O’Donnell 2002, pp. 29-30; Balls 1998).'* Thus, an
important ideational element of New Labour’s rules regime was ‘post-neoclassical
endogenous growth theory’ (Romer 1986; Crafts 1996).

13 Interview with Lord O’Donnell, former Permanent Secretary to the Treasury and then Cabinet
Secretary, October 20th 2019.
4 Interview with Lord O’Donnell, former Permanent Secretary to the Treasury and then Cabinet
Secretary, October 20th 2019.
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‘New’ growth theory challenges a priori neoclassical assumptions of diminish-
ing investment returns, anticipating instead constant or increasing returns (see Crafts
2018). More broadly, it foregrounds ‘a much more sophisticated role for govern-
ments’ in areas including competition policy, corporate governance, regional devel-
opment and education and training (Balls 1998, p. 116). Unlike the neoclassical
view, exogenous technological change may not be the main growth catalyst. ‘New’
growth theorists identify a wide-ranging government role ‘encouraging investment
in the broadest sense: not just in machines, but in technology and innovation, skills
and infrastructure’ (Balls and O’Donnell 2002, pp. 29-30). Thus, Labour’s techno-
cratic fiscal rules regime was informed by particular principles of political economy,
a distinctive role for the state, and a critique of Conservative economic management
priorities.

These fiscal and monetary rules were well received by economic commentators.
New Labour accrued credibility and confidence, enabling ‘iron’ Chancellor Brown
to exploit the ‘constrained discretion’ within their framework. Illustrating the pay-
offs of this discursive construction of economic rectitude, the 2000 budget ramped
up investment and spending on the NHS and other priorities. Upon winning a sec-
ond term, Brown increased spending further, with no increase in borrowing costs
(Clift and Tomlinson 2007).

The fiscal regime’s broad principles offered yardsticks to judge the Chancellor’s
prudence. Yet flexibility within the self-imposed rules framework could be exploited
politically. Brown’s apparent demonstration of economic rectitude entailed both a
politics of numbers and a politics of economic method. To maintain the appearance
of fiscal probity whilst increasing spending, in 2005, Brown ‘re-interpreted’ his own
fiscal rules, demonstrating the discretion, judgement and interpretation inherent
within any economic rules regime (see Batini and Haldane 1999, p. 159; Best 2019,
Best 2021)."

The uncertainty that constructivist political economy highlights is particularly
pronounced regarding the economic cycle’s timing. Exploiting the cycle’s inher-
ent uncertainty and contestability, Brown retrospectively altered the UK cycle’s
start from 1997 to 1999 (Treasury 2005; NAO 2005; Berry and Lavery 2017, p.
259). This indicates the significance and policy salience of the politics of economic
method, which in turn draws attention to the flexibility and interpretive leeway
inherent within fiscal rules regimes.

This reinterpretation afforded latitude to maintain spending whilst still ‘meeting’
Brown’s Golden Rule over the (redefined) cycle. The Treasury’s manoeuvre drew
adverse comment from the Treasury Select Committee and the Institute for Fiscal
Studies amongst other expert observers. Alternative UK cycle assessment tech-
niques, such as statistical filters, showed the Golden Rule breached substantially,
and a cycle running from 2003 to 2010 (not 1999-2007) (IFS 2007, p. 2). As Lord
O’Donnell, former Permanent Secretary to the Treasury and Cabinet Secretary,
notes, gauging the economic cycle is ‘a very approximate art. And when you’ve got

15 Interviews with Robert Chote, Professor Steve Nickell, Professor Sir Charles Bean, Andy King—all
present or former OBR Budget Responsibility Committee members.
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those approximations, you are going to have political desire. If we chose that date
rather than that date, that generates more revenue for us to use ... the bias for the
politicians is towards taking certain interpretations that implies things are better.”'®
Thus fiscal rules do not end discretionary policy-making, nor exert the iron fiscal
discipline often mooted as their rationale.

[lustrating the importance of both discursively framing the fiscal discussion and
the politics of method, Chancellor Brown exploited uncertainty about the UK’s
trend growth rate, altering it in the 2006 pre-budget report from 2.5 to 2.75%. Trend
growth rate assumptions are key to the fiscal forecasting necessary for gauging the
fiscal stance and fiscal rules. Whilst not directly altering the forecast (2.5% was used
for public finances projections), Brown’s growth rate change professed ‘prudence’
by retaining prior 2.5% projections as a ‘cautious’ case. Within months, even this
‘cautious’ assessment looked distinctly over-optimistic (Treasury 2006, p. 191;
Treasury Select Committee 2007, pp. 14—15, 17; IFS 2007, p. 2).

There is a pathology of Chancellors overestimating their economic management
skills, presuming to buck historical growth trends. As former Permanent Secre-
tary to the Treasury Lord Macpherson recalls ‘both following the Lawson Boom of
the 1980s and the long period of growth through the 1990s and early 2000s, there
had been a tendency to believe that cyclical improvements constituted structural
improvements.’!” Septuagenarian Professor Nickell notes ‘governments have been
trying to improve the British economy’s growth rate for as long as I've been alive,
and we’re not there’. Hence he remains ‘very sceptical about claims that the govern-
ment are going to raise the British economy’s trend growth rate.’'® Ironically, the
shift towards credibility-bolstering technocratic fiscal rules makes these question-
able reassessments more consequential in framing the fiscal stance and assessing
fiscal sustainability.

New Labour’s authorship of their fiscal rules afforded flexibility and discretion
in other ways, too. Well-crafted rules regimes can in theory withstand economic
shocks, but the GFC’s momentous scale placed UK fiscal rules under enormous
strain. Reduced tax revenues due to depressed economic activity, and the costs of
rescue and counter-cyclical measures saw debt rise to 79% of GDP, and the deficit to
12%. New Labour effectively suspended its fiscal regime, introducing a ‘temporary
operating rule’, pledging ‘to set policies to improve the cyclically adjusted current
budget each year’, targeting balance and getting debt falling as a proportion of GDP
‘once the shocks have worked their way through the economy in full’ (Treasury
2009, pp. 19, 27, 31, 35-38). This was but the first of many UK fiscal rule amend-
ments, illustrating the latitude for governments enjoying credibility to (re-)construct
fiscal yardsticks by which they are judged.

New Labour’s institutional innovations reflected an ideational context where
their overriding priority was restoring the electorate’s trust in Labour’s economic
management capabilities. Their discursive construction of economic credibility via

16 Tnterview with Lord O’Donnell, 23rd October 2019.
17 Interview with Lord Macpherson, Permanent Secretary to the Treasury 2005-2016, 10th July 2019.
18 Interview with Professor Steve Nickell, 24th September 2019.
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‘stability through constrained discretion’ (Balls 1998; Balls and O’Donnell 2002) in
time afforded government scope to boost public spending and investment on its pri-
orities (see Annesley and Gamble 2004; Clift and Tomlinson 2007). Brown termed
this ‘prudence with a purpose’, yet ‘observance’ of fiscal rules resulted not from
iron fiscal discipline, but from the politics of numbers—manipulating economic
statistics. His exploitation of inherently contestable economic constructs (the eco-
nomic cycle, the trend growth rate) integral to fiscal rules reveals how consequential
the politics of economic method can be. Careful crafting of fiscal rules, and their
oversight, contained significant wiggle room. When the GFC put the rules under
strain, the government simply changed them. New Labour were not tied to the mast
as tightly as their careful construction of fiscal rectitude suggested.

The Coalition and the OBR: Beating Labour with a fiscal stick ... and still cooking
the books

The ideational context surrounding the Conservative/Liberal Democrat coalition’s
social construction of economic rectitude was a changed fiscal politics. The Con-
servative (re-)conversion to a hawkish, Gladstonian fiscal stance began in 2009
(Lavery 2019, pp. 111-112). Deteriorating post-crash public finances fuelled the
politics of austerity, heralding 2010’s shift in UK fiscal philosophy. Lord Macpher-
son, then Permanent Secretary to the Treasury, recalls ‘the country needed a fiscal
consolidation plan ... Cameron and Osborne were particularly keen on it, so they
made the plan a test of the government’s credibility ... within a couple of weeks of
the general election, there were £5 billion of in-year cuts for the year 2010/2011.”"
The narrative underlying macroeconomic policy changed from Britain’s ‘crisis of
growth’ to its ‘crisis of debt’, seeing high debt as mechanically damaging to growth
(Hay 2013; Osborne 2011).

NCM-inspired expansionary fiscal contraction arguments (Alesina and Giavazzi
2013; Dellepiane-Avellaneda 2015) informed Coalition Government thinking. The
June 2010 Budget document noted that ‘accelerated fiscal consolidation will help
keep market interest rates lower for longer, supporting economic recovery’ and fur-
thermore the government’s ‘credible deficit reduction plan’ should ‘provide busi-
nesses with the confidence they need to plan and invest, supporting the necessary
recovery in business investment’ (Treasury 2010, p. 9). The Treasury highlighted
‘wider economic effects’ of fiscal consolidation, which ‘will tend to boost demand
growth, could improve underlying performance of the economy, and could even be
sufficiently strong to outweigh the negative effects’ (Treasury 2010, p. 19).

Once again, the politics of economic ideas fused with partisan politics within
technocratic economic governance. The Conservatives critiqued Labour’s record via
a fundamental reassessment of the economic orthodoxy underpinning macroeco-
nomic policy. The new fiscal philosophy urged the nation to ‘live within its means’.
Britain should ‘pay its way in the world’. Household finance analogies, which are

19 Interview with Lord Macpherson, Permanent Secretary to the Treasury 2005-2016, 10th July 2019.
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erroneous when applied to the public finances, were trotted out to resonate with
electorates uninterested in the technical intricacies of macroeconomic policy (Stan-
ley 2014). As Best points out, regarding the social production of monetary credibil-
ity, ‘to be effective, such narratives do not necessarily have to be accurate, but they
do have to be widely accepted’ (2019, p. 628). The policy corollaries of these nar-
ratives were the harsh public expenditure cuts outlined above. This changed politics
of fiscal rectitude was reflected in fresh UK fiscal rules, and a new fiscal watchdog.

There were two aspects to Osborne’s critique of Labour fiscal governance. The
first was that New Labour’s fiscal rules regime, predicated on over-optimistic growth
forecasts, carried a deficit bias risk. Furthermore, Brown was wont to move the goal-
posts. Second, New Labour’s mooted fiscal profligacy had supposedly caused the
2008-2009 crash. The Golden Rule’s ‘key failing’ was it was ‘too backward look-
ing’, supposedly allowing fiscal deterioration and profligacy on Labour’s watch
(Treasury 2010, pp. 12-13). Implying a Greek-style crisis loomed, the June 2010
Budget document claimed Labour’s fiscal trajectory would ‘put the recovery at risk’
(Treasury 2010, pp. 1, 12, 14).

The Coalition’s economic analysis made bold assumptions about debt’s adverse
effects on future growth, and accordingly prioritised fiscal retrenchment. Osborne
articulated a new ‘fiscal mandate’, citing the 2010 G20’s focus on ‘growth friendly
fiscal consolidation’ (see Blyth 2013; Clift 2018, pp. 128-130). The 2010 rules
reflected this new-found emphasis through commitments to secure structural bal-
ance by 2015/2016. The debt target pledged falling year-on-year changes in the ratio
of PSND to GDP by 2015-2016, a year earlier than Labour had planned. Credibility
for this mandate would be enhanced by the newly created independent OBR. The
Conservatives had set up a ‘shadow’ OBR, with Sir Alan Budd at its head, in oppo-
sition in 2009. This became the interim OBR, still headed by Budd, established in
summer 2010 in anticipation of its founding legislation, the Budget Responsibility
and National Audit Act 2011. The OBR’s creation was a prime example of multiple
dimensions of politics in fiscal rules. Osborne presented the OBR as an incarnation
of his central critique of Labour—in terms of the politics of numbers (Brown’s cook-
ing the books), the politics of economic method (moving the goalposts of the eco-
nomic cycle), and the politics of economic ideas (‘Labour’s debt crisis’). The first
two criticisms were well-founded, whilst the third was specious. As Budd’s replace-
ment as OBR Director, Robert Chote put it bluntly, ‘no sane person would argue that
poor management of the public finances directly caused the crisis in 2008—09."%
The Conservatives combined and conflated these, construing them as Labour’s eco-
nomic management problems that the OBR was created to solve. Its creation by the
Conservatives in opposition, and the OBR’s imbrication in this partisan fiscal tussle,
gives the lie to technocratic governance as apolitical.

The OBR has received limited attention to date in the political economy litera-
ture. Berry and Lavery, focusing on depoliticisation and repoliticisation dynamics,
analyse its establishment and operation in terms of a ‘profoundly political agenda
that underpins institutional reform’. Their nuanced and intricate argument portrays

20 Interview with Robert Chote 9th October 2019.
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the OBR as ‘the institutionalisation of austerity’ (Berry and Lavery 2017, pp. 256,
259). Others connect the OBR and austerity in more straightforward fashion (see,
e.g. Pettifor 2017). Underlining the association between the OBR and austerity is
understandable. After all, expansionary austerity arguments and accusations of fis-
cal irresponsibility dominated Coalition fiscal consolidation discourse at the time of
its inception. Similar ideas framed Osborne’s new fiscal rules. As a fiscal watchdog,
the OBR’s core remit is overseeing observance of fiscal rules, assuring sustainable
public finances. Prioritising fiscal prudence and highlighting fiscal risks therefore
comes with the territory.

Yet drawing too a direct link between the OBR and austerity, as Pettifor does
(2017), misreads their remit, and their intellectual autonomy. It also underestimates
the scope for fiscal rules regimes to change. The OBR exists to adjudicate on the
rules written into the Charter of Budget Responsibility. Yet those can and do change
(see below), placing greater or lesser emphasis on fiscal consolidation by altering
the desired trajectory for deficit and debt. Under each iteration of UK fiscal rules,
expansionary fiscal policy would be condoned where the OBR identifies a large out-
put gap. In the realms of the politics of economic method, and the political eco-
nomic ideas informing OBR modelling and forecasting, their baseline assumptions
have always included positive fiscal multipliers, albeit moderate at around 0.5-0.7.
An austerity-centric view sees fiscal multipliers as absent, or even negative.

Early on, the OBR debunked austerian claims that Labour’s fiscal stance had
been profligate or had caused the crisis. Their evaluation of June 2010’s ‘emer-
gency’ budget noted a stable structural deficit consistently around 1% of GDP
between 2002 and 2007, standing at 0.4% GDP in 2006-2007, and 0.6% of GDP
in 2007-2008 (OBR 2010, p. 91, Chart C6, 104). Their public sector net borrow-
ing (PSNB) fan chart showed a relatively flat line between 2002 and 2007, close to
2% of GDP (OBR 2010, p. 86, Chart C4). When Cameron claimed in March 2013
that the OBR had made it ‘absolutely clear’ that austerity policies were not respon-
sible for depressed growth, Chote rebuked Cameron. In the OBR’s view, consolida-
tion was responsible for roughly 1.4% of lower UK growth between 2011 and 2012
(Chote 2013). Thus, the OBR’s relationship with the politics of austerity is far from
straightforward.

The OBR has autonomy to use whatever models and assumptions it chooses in
assessing the public finances.?! For example, by the mid-to-late 2010s the OBR
were affording increasing credence to secular stagnation (Gordon 2016; Summers
2014) and hysteresis accounts of advanced economies (OBR 2017b, p. 35),?? albeit
Andy King noted ‘we’re not full secular stagnation in that we do think [the econ-
omy] will recover.’>® These are scarcely austerity-centric views, one policy corollary
of secular stagnation being more activist fiscal policy (OBR 2017c, pp. 47-48). As
OBR Chief Economist Charles Bean put it, ‘I'm very amenable to more active use

2! Interviews with Robert Chote, Professor Steve Nickell, Professor Sir Charles Bean, Andy King—all
present or former OBR BRC members.

22 Interview with Robert Chote, 8th October 2019.

2 Interview with OBR BRC member Andy King 19th November 2019.
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of fiscal policy. It’s now very cheap for the government to borrow, so surely this is
a time to be doing lots of borrowing and investment in infrastructure ... you’ve got
scope to run quite big deficits if you have a framework which is credible for the
longer term.”** Commentary on macroeconomic responses to COVID further dem-
onstrated the OBR’s willingness to endorse extraordinary levels of fiscal activism
(OBR 2020a, b).

Prior to the OBR’s establishment, many UK Chancellors had engaged in ‘politi-
cally motivated wishful thinking” (OECD 2020, p. 13), using over-optimistic growth
forecasts to assume away tough choices. As Lord Macpherson puts it, ‘it was the
Chancellor’s forecast, so if the Chancellor wanted to believe that the trend rate of
growth had improved, it was possible to reflect that in the forecast.”> Osborne out-
lined the OBR’s rationale was to “remove [from politicians] the temptation to fiddle
the figures by giving up control over the economic and fiscal forecast” (Treasury
2010). Since 2010, the Treasury has been reliant on the OBR for the official forecast.
As Chote puts it, ‘what is unusual is not that we do a forecast, but that the govern-
ment no longer does one.”%°

A striking feature of Coalition and Conservative fiscal rules is their frequent
alteration. The debt target moved back to 2016-2017 in December 2014. The fiscal
mandate was recodified, the Charter rewritten. The high-water mark of Osborne’s
hawkish fiscal approach, adopted for the 2015 election, required a surplus on head-
line PSNB by 2019-2020. This rules rewrite also introduced more stringent require-
ments for annual falls in the ratio of public debt to GDP from 2015 to 2016 onwards.
Austerian targets for structural surpluses in normal times and faster debt reduction
were politically totemic, but as measures blind to the cycle they were potentially
economically harmful (Portes 2015).

The OBR continually expressed scepticism about UK government chances of
achieving structural surplus, but the target nevertheless performed its role within
partisan fiscal politics. It codified supposedly superior Conservative fiscal rectitude,
an impression Labour find perennially hard to overturn. This fiscal politics ‘works’
even if the economic rationale for structural surpluses is weak (see also Best 2019).
It even works if, as the OBR envisaged by November 2016, the headline surplus
mandate would be missed by a wide margin (OBR 2016, pp. 199-200).

The changed administration following Brexit saw the Charter altered again in
October 2016. The May government was not defined by a commitment to auster-
ity, and fiscal targets were relaxed accordingly. Less rigorous rules reflected these
changing principles of political economy, more favourable to state activism and
intervention. The revised fiscal objective pledged to ‘return the public finances
to balance at the earliest possible date in the next parliament’, anticipated to run
2020-2025. This less exacting ‘fiscal mandate’ targeted getting the structural deficit
(cyclically adjusted PSNB) below 2% of GDP by 2020-2021, and PSND to fall as a
proportion of GDP by 2020-2021.

24 Interview with Professor Sir Charles Bean 21st May 2019.
25 Interview with Lord Macpherson, Permanent Secretary to the Treasury 2005-2016, 10th July 2019.
26 Tnterview with Robert Chote, 8th October 2019.
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Turning to the politics of numbers, for all Osborne’s critique of Labour book-
cooking, Conservative Chancellors were unrelenting in their fiscal manipulations.
The OBR consistently noted the ‘scorecard artistry’ of Osborne’s Treasury. Spend-
ing commitments were manoeuvred into following years (whilst preventing depart-
ments from bringing spending forward) in order that, within specified forecast peri-
ods, fiscal targets were notionally hit. For example, in 2013 the Chancellor delayed
World Bank payments until the following financial year, and allowed departments to
underspend more than normal. This massaged down departmental spending projec-
tions, the unusual scale of the underspends being remarked upon wryly by the OBR
(OBR 2013a, pp. 93, 128-132). This creative accounting enabled the Chancellor to
claim, consistent with earlier commitments, that the deficit was ‘just’ on a down-
wards trajectory (Osborne 2013). As Chote put it, “You can have an astonishing
degree of policy fine-tuning to achieve very precise forecast outcomes even though
in statistical, or fiscal, or economic terms, it matters not a hoot if a number you care
about is £10.5 billion or £10.6 billion.”?’

Under Chancellor Hammond in 2017, £700m of projected spending moved from
1 year to the next, prompting this exchange with OBR Director Chote in the Treas-
ury Select Committee:

Chair: Do you think that was done in order to show that the net debt figure did
fall, as part of the targets that the Government set themselves?

Robert Chote: It is not for me to put windows into people’s souls, but it seems
that might be a plausible explanation. (Treasury Select Committee 2017)

Between 2010 and 2017, UK fiscal rules evolved to become first more austerity-
centric, then less so. Meanwhile, Chancellors engaged in ‘scorecard artistry’, such
that impermanence and flexibility were abiding characteristics of UK technocratic
economic governance. The actual conduct of policy did not betray the levels of fis-
cal discipline Osborne espoused. The OBR frequently noted that fiscal targets were
often not on course to be met. As Lord Macpherson recalls, when the Government
changed fiscal objectives, ‘the OBR took great pleasure in saying, this is what
you’re doing against the revised objective. But then added in, compared to the origi-
nal objective, you're totally off track ... the fact that the OBR was still comment-
ing about the old objective was a reminder to everybody that the Government had
changed the goal posts.’*® Once again, governments were not as tightly bound to the
mast of fiscal rectitude as the political economy literature often suggests.

The puzzling political economy of fiscal rules
How should we account for the ongoing prominence of fiscal rules? Public choice

and NCM assume that economic policy rules will be unchanging and free from dis-
cretion. Their rational expectations underpinnings anticipate that publishing fiscal

27 Interview with Robert Chote, 8th October 2019.
28 Interview with Lord Macpherson, Permanent Secretary to the Treasury 2005-2016, 10th July 2019.
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rules will transform outcomes via market actors incorporating these new economic
policy parameters into their correct model of the economy. This mechanistic view of
political economy is based on a ‘very narrow conception of the social’, misconceiv-
ing the social nature of fiscal rules, and the construction of fiscal credibility (see
Best 2019, pp. 626, 633-634; 2020). As we have seen, the real world of fiscal rules
is more political and social than such rational expectations accounts admit.

Whether fiscal rules do have an impact on financial market credibility remains
‘an empirical blind spot’, not least because of the important distinction between ‘de
Jjure fiscal rules’ as codified on paper, and the much more complex actual operation
of ‘de facto’ fiscal rules (Rommerskirchen 2015, p. 837). UK economic credibil-
ity was apparently unharmed by breaching fiscal targets, suggesting it is not precise
observance that matters—but conveying the general direction of travel towards fiscal
probity and debt sustainability that counts. Arguably, financial markets see IFIs as
preventing governments straying too far from a fiscally prudent path, even if book-
cooking shenanigans and target breaches still occur.

One crucial factor explaining the ongoing prominence of fiscal rules is the parti-
san politics of fiscal policy, with fiscal regimes crystallising critiques of opponents’
economic rectitude. New Labour rules laid bare decades of under-investment, while
Osborne’s informal structural surplus target was central to Conservative electoral
strategy in 2015, designed to paint Labour into a fiscally lax corner. Governments
use rules regimes to participate in the social construction of economic credibility,
often to denigrate opponents. Evidence from the UK case indicates that the political
pay-off from introducing and then ‘meeting’ fiscal targets was deemed worthwhile
by successive governments. This remained true as New Labour’s broad principles
morphed into Coalition and Conservative numerically specific targets.

Where fiscal rules—for all their impermanence and problematic construction—
further assist the Chancellor is in enabling Treasury officials to curtail departmen-
tal spending ambitions (Roberts 2010, pp. 52-54). Practitioners note how the exist-
ence of rules gives Treasury officials and Chancellors scope to declare departmental
spending aspirations beyond the pale within multi-year spending allocation nego-
tiations. Former Permanent Secretary to the Treasury Lord Macpherson notes one
rationale behind the introduction of fiscal rules, ‘allowing the Treasury to argue that
we’ve got to do this, because we’ve got this rule.”? Lord O’Donnell, another former
Permanent Secretary to the Treasury, recalls ‘what the Treasury would do is look
at the fiscal rules, decide where they wanted to be relative to the fiscal rules. That
would then give you a cake number, as it were. Then, you’d allocate it out. So, [the
fiscal rules] absolutely influenced how much departments got.”*

Thus, a more brute, Lasswellian politics of ‘who gets what, when and how?’
(1936) helps make sense of the role of fiscal rules within the departmental carve
up of the multi-year spending round. Fiscal rules delimiting the spending envelope
can confer some limited ability to enhance fiscal discipline. An additional layer

% Interview with Lord Macpherson, Permanent Secretary to the Treasury 2005-2016, 10th July 2019.

30 Interview with Lord O’Donnell, former Permanent Secretary to the Treasury and then Cabinet
Secretary, October 20th 2019.
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of restraint can be provided with the addition of an independent fiscal watchdog.
As Charles Bean puts it, the OBR ‘helps strengthen the hand of the civil servants
against wishful-thinking Ministers’. With the OBR ‘on the other side of the table
kicking the tyres’ of department spending projections, officials can ‘say to their
superiors, sorry no we can’t put that in, the OBR would never buy it.”*!

Yet the frequent flouting and changing of the rules detailed in this article amply
demonstrate the limited traction in restraining spending that fiscal rules offer Treas-
ury officials and other civil servants. Lord Macpherson remains sceptical of the
amount of fiscal discipline fiscal rules impart, since ‘the rule is almost retrofitted
onto what the government wants to do and thinks it can get away with.” Over the
longer term, he doubts the ability of fiscal rules to negate deficit bias and other pres-
sures undermining fiscal responsibility; ‘every ten, 20 years, we have some massive
blowout. And then, someone gets a grip, and the life of a Treasury official is slightly
like Sisyphus, you spend an awful lot of time pushing a boulder up the top of a hill,
only for it to fall down all over you.”*?

Far from anchoring fiscal discipline, as the political economy literature antici-
pates, the politics of numbers and massaging the figures continued unabated under
successive rules regimes. Chancellors’ ‘observance’ of fiscal rules involved manoeu-
vring spending and taxation commitments, to arrive (sometimes by very circuitous
routes) at fiscal positions where formal targets were met. The politics of economic
method sees growth projections massaged upwards to assume away fiscal pain.

Consistent with Goodhart’s Law (1984; see also Best 2020), so much political
capital is sometimes invested by Chancellors in being seen to meet their fiscal targets
that enormous time and energy can be spent on cooking the books. It is a pervasive
and long-standing feature of UK fiscal policy. The Treasury in the 1960s cooked
the books to meet numerical targets and present a favourable view of UK economic
policy to the IMF (Clift and Tomlinson 2012). Fiscal fine-tuning, a frowned upon
Keynesian throwback, was supposedly superseded by monetary policy stabilisation
and inflation targeting (see, e.g. Blanchard et al. 2010). Yet ‘scorecard artistry’ as
a form of fine-tuning endures, its salience flourishing in an era of technocratic fis-
cal governance. It normally targets medium-term projected totals, rather than cur-
rent policy settings. Envisaged revenue and spending will often get revised in the
interim. Unlike economic management via controlling the sluice gates of aggregate
demand, there is often a loose relation to actual economic policy outcomes.

With the advent of the OBR, the governmental politics of economic method was
curtailed, with some of the old shenanigans (e.g. massaging trend growth rates,
tweaking forecast spreadsheets) ruled out. The politics of economic method within
OBR forecasting was ongoing, but did not operate to portray UK fiscal policy sys-
tematically in a more or less favourable light. Meanwhile, the politics of numbers
continued unabated, with ‘scorecard artistry’ becoming, if anything, a more pressing
preoccupation for Treasury officials.

31 Interview with Professor Sir Charles Bean, 21st May 2019.
32 Interview with Lord Macpherson, Permanent Secretary to the Treasury 2005-2016, 10th July 2019.
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Independent fiscal watchdogs can confer legitimacy on government economic
management when confirming that objectives are set to be met. At the same time, the
OBR has a track record of puncturing this fagade, showing the Chancellor’s work-
ings to unearth sharp practices, and highlight shenanigans. As Chote puts it, “Part of
our job is to warn people to watch what the conjurer is doing: ‘Yes, but look at what
he’s doing with his other hand’.”**> The OBR diligently points out that such dubious
manoeuvres do not change the fundamentals of economic policy stance. Yet most
people do not read long OBR reports, and apparent fiscal rule observance—a head-
line claim or a line in a budget speech—is what ‘counts’ politically for economic
credibility. The politics of economic method is inevitably ongoing within how IFIs
do their work. The politics of numbers also endures, even with the advent of inde-
pendent fiscal bodies. Carefully crafting IFI remits is in this light an important site
of politics, with fiscal watchdogs’ prying eyes pointed in particular directions.

Conclusion

This article has analysed the political economy of technocratic economic govern-
ance through an exploration of the establishment and amendment of UK fiscal rules
regimes and the bodies that oversee them. The impermanence and changeability of
fiscal rules regimes are an abiding characteristic, in the UK case at least. To make
sense of frequent fiscal rule alterations, we need to understand how technocratic
economic governance is saturated with multi-faceted politics.

The pursuit of economic credibility cannot fully explain our puzzle of why, time
and again, governments introduce fiscal rules only to break or circumvent them. Fre-
quent rules changes surely suggest a law of diminishing credibility returns. Financial
markets, after all, are under no illusions about how hard and fast UK fiscal targets
really are. Rather, we understand the puzzle better if we see technocratic economic
governance as a social process, and a site of partisan politics. Fiscal rules and their
enactment evolve in particular ideational contexts, reflecting dominant but change-
able ideas of ‘sound’ fiscal policy. There has been an ebb and flow in the theo-
retical anchors of fiscal rules, first new growth theory under Labour, then a march
towards NCM, followed by a partial retreat from austerity under the Coalition and
Conservatives.

The enactment of fiscal rules reveals additional dimensions of their politics.
Medium-term economic forecasting is far from a mechanical process, as revealed
by a politics of economic method lens. The inevitability of a politics of technocratic
economic governance resides in this fact. Forecasting methods and techniques,
whilst presented in technical and formalistic manner, in fact constitute key sites
where choices made can reflect different economic worldviews—distilled in eco-
nomic modelling assumptions. Even though bodies like the OBR see themselves as
technocratic institutions, in their operational work OBR economists deal in contrast-
ing normatively informed accounts of the economy and policy.

3 Interview with Robert Chote, 8th October 2019.
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The contingency and impermanence of fiscal rules were underlined by the fact
that, despite repeated Chancellors’ pledges to legislate new fiscal rules, two of the
UK’s three key fiscal rules, specified in the 2017 Charter, had elapsed by 2021. As
OBR Director Richard Hughes put it, ‘The UK has effectively operated without a
fiscal framework since the pandemic struck’ (Hughes 2021). The UK framework
had an independent fiscal watchdog, but lacked any numerically specified debt or
deficit targets for the OBR to oversee.

OBR pleas for fresh fiscal rules were finally answered when, accompanying the
October 2021 budget, the Treasury’s fiscal mandate was revised to codify the Chan-
cellor’s fiscal objectives over the next 3 years. The key fiscal targets became; ‘to
have public sector net debt (excluding the Bank of England) as a percentage of GDP
falling by the third year of the rolling forecast period’, a ‘target to balance the cur-
rent budget by the third year of the rolling forecast period’, and a ‘target to ensure
that public sector net investment does not exceed 3% of GDP on average over the
rolling forecast period’ (Treasury 2021). These new rolling 3-year targets heralded
something of a shift back towards broad fiscal principles reminiscent of the New
Labour era.

Yet, at their inception, it was not clear how much political capital the govern-
ment would choose to invest in meeting its new rules in a post-COVID, post-Brexit
era. Early omens were not good. OBR Director Richard Hughes pointed out that the
government was on track to meet its fiscal mandate (that underlying debt falls as a %
of GDP by 2024-2025) by ‘the slimmest of margins’ (0.6% of GDP), which would
easily be wiped out by 1% lower GDP. As Hughes put it, ‘this is the second smallest
margin that any Chancellor has ever had when setting a new set of rules — and all
of the previous ones were broken.” Given inflationary, interest rate and other uncer-
tainties, Hughes anticipated ‘another white-knuckle ride over the remainder of this
parliament’ (Hughes 2021). Such is the puzzling political economy of fiscal rules.

Funding The author gratefully acknowledges the support of the Leverhulme Trust Major Research Fel-
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