The Quest for Stability
Alan Budd

This paper is about what is known as macroeconomic stability. That primarily means stability in the total level of output. A stable economy, in this
sense, is one that grows at a steady pace and is not subject to violent fluctuations—no boom or bust. A stable economy will also tend to have a stable level of unemployment. Will it also have a stable rate of inflation?
That’s a difficult one, which I shall try to answer in due course. It is widely
(though not universally) agreed that a stable economy is a good thing. We
rely for our prosperity on the enterprise and ingenuity of profit-seeking
businesses producing goods and services for sale in competitive markets.
(I do not deny that the activities of the public sector also add to our prosperity, though much of public expenditure is better seen as using rather
than generating prosperity.) Businessmen have quite enough uncertainty
to deal with in relation to changes in tastes and technology in their markets without the added uncertainty that can come from fluctuations in the
overall level of activity. If they are risk averse, as they seem to be, they will
invest more, at any given level of interest rates, if the economic outlook is
stable. The same will be true of decisions of individuals in investing in
their own human capital through education and training. So Governments
have tended to accept that they should attempt, by one means or another,
to keep their economies stable. In this lecture I want to talk about the
British record in achieving stability. How have we tried to do it and how
successful have we been?
I have said that I shall assume that macroeconomic stability—a steady
rate of economic growth—is desirable; but it’s obviously not the only way
to judge the performance of an economy. An economy could be stable with
no growth at all, or even a steady decline. We wouldn’t think much of that.
And we might prefer a volatile economy with a high average level of
growth to a stable economy with a low average rate of growth. Indeed, it is
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Figure 1: UK GDP growth (%), 1956–2001
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sometimes argued that economic fluctuations produce innovations and
technical progress. I shall not pursue that argument but I shall note that
governments have not only concerned themselves with attempting to stabilise economic growth; they have also tried, from time to time, to raise the
underlying rate of economic growth. I shall refer to some of these attempts
because they have had significant and sometimes catastrophic effects on
stabilisation.
A few pictures may help to illustrate what I shall be talking about.
Figure 1 shows annual changes in output, or gross domestic product. If the
economy were perfectly stable, this would be a straight horizontal line. It
isn’t. Up to the mid-70s it was somewhat erratic, although average growth
was fairly high. Then after 1973 the picture becomes less stable and there
were three periods in which GDP actually fell. But since around 1993,
growth has been remarkably stable. The rate of growth has fluctuated, but
within quite a narrow margin. So our quest for stability seems to have
succeeded.
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