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The Economic Systems of the English Speaking Peoples 

at 

The Hudson Institute Lady Thatcher Annual Weekend Seminar on 

"The Future of the English Speaking Peoples", at The Royal 

Berkshire Hotel, November 17-19, 2000. 

 These are rough notes only; not for quotation or citation 

without permission.  

 I assume from the title assigned to me that I am being asked 

to explore the economic systems and beliefs characteristic of the 

English-speaking peoples, and to contrast those with the beliefs 

held in other countries. To make this task manageable, and to 

avoid stretching my expertise to and beyond the breaking point, I 

will confine comparisons of the economic systems of the English-

speaking peoples with those of European countries that have 

abandoned their currencies in favour of the Euro, using the now 

common designation "Euroland" for that group. I will do all of this 

in twenty minutes, and under the intimidating gaze of Lady 

Thatcher, whose tolerance of error is not known to be infinite. 

 I should add one caveat -- some might call it an excuse: 

constraints of time and knowledge require me to paint with a 

broad brush, which is perhaps appropriate to the nature of this 
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seminar, which has as its hallmark the broad vision of its patron, 

rather than the narrower one that makes economists comfortable. 

 Perhaps the most amazing thing about the economies of the 

English-speaking peoples is that they are built on some common 

principles. Although Britain is the place from which we Americans 

and the Canadians, Australians and New Zealanders spring, there 

are after all major differences in our geographic locations, 

climates, natural resource endowments, and political and cultural 

histories. Despite all of this, it is possible to identify more 

similarities than differences in our economic systems. I will 

discuss three: freedom, consent, and integrity. 

 Freedom: Underlying all is a basic belief in freedom. It is of 

course the case that in all of the English-speaking countries this 

belief has at times been surrendered to expediency. Great Britain 

went through fifty years of socialism before returning to its historic 

devotion to freer labour and product markets; Australia has 

always accepted restrictions in its labour markets and a level of 

government intervention in economic affairs that would be 

unacceptable in America; New Zealand has recently retreated 

from an experiment with deregulation and reduced government 

intervention; America has had waves of activist government 

followed by waves of deregulation and reform of the welfare state; 

and Canada's devotion to free trade has often been tested when it 
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felt its culture and economy about to be overwhelmed by its 

American neighbor. 

 And all of these countries have diluted some aspects of 

economic freedom when under pressure from what are called 

"special interests" -- although I have never known what is quite so 

special about many of them.  

 That said, it remains broadly true that freedom for individuals 

to conduct their economic affairs with a minimum of government 

interference is a hallmark of the economies of the English-

speaking peoples. This is, of course, in marked contrast to the 

economies of Eastern Europe and Russia during the dark days of 

communist rule; of Cuba and North Korea today; and -- this is 

more controversial -- to the economies of Euroland. 

 Let me explain. One of the aspects of freedom is the ability 

to control the bulk of the fruits of one's labour. If the government 

appropriates a large portion of the national income to put at the 

disposal of bureaucrats rather than of those who created the 

wealth, it has seriously infringed on the freedom of its citizens. 

And that is what the governments of Euroland do, claiming about 

twice as large a portion of their nations' incomes as does the 

federal government of the United States. It is the nature of 

Euroland governments to rely heavily on income redistribution as 

a means of maintaining social peace -- or, in the case of France, 
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social peace punctuated by occasional riots to bring marginal 

changes to the sharing out of the national pie.  

 Here, generalisation must give way to a bit of specificity. The 

English-speaking peoples differ, with America at one end of the 

spectrum of a belief in individual economic freedom, and Great 

Britain somewhere between the US and Euroland models, moving 

in the direction of what it deems to be its Euroland allies with a 

host of schemes to redistribute income from high to low earners, 

from workers to pensioners, and from traditional families to "single 

moms", in the pursuit of a vision of a new Britain that is more 

attuned to the mores of such as Peter Mandelson, for New 

Labour, and a recreated Michael Portillo on the Tory side than 

with those of -- and here I am guessing -- Tony Blair and William 

Hague. 

 Still, none of the economies of the major English-speaking 

countries are as in thrall to the trade unions as are those of, say 

Germany and France; none have governments so willing to 

intervene in cross-border mergers; none have protectionist 

tendencies as powerful as those of the Euroland creators of the 

Common Agricultural Policy; and none favour administrative fixing 

of exchange rates (that is, after all, what the Euro does) over the 

free fluctuation of exchange rates in currency markets. Again, we 

have to consider Britain as a separate case: although some 70-
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80% of its people are unwilling to scrap the pound and adopt the 

Euro, its government plans to do just that when it feels it can do 

so without major electoral damage -- which will not be for some 

time, barring a simultaneous British recession and Euroland 

boom. 

 Consent: Which situation places Britain alongside America 

and other English-speaking countries in another important aspect 

of the freedoms shared by the English-speaking peoples: 

governments must consult their electorates before launching on 

major economic revolutions. Changes that occur in the economic 

systems of the countries of the English-speaking world are, in the 

broad, responsive to the democratically expressed will of the 

people.  

 New Zealand has moved from significant economic reform 

back to a larger role for the state by electing governments of 

different philosophies. So, too, Australia. In America, Franklin 

Roosevelt could not have developed the New Deal without 

massive popular support; and Ronald Reagan could not have 

deregulated huge swathes of the economy without a mandate to 

get governments off the backs of the American people. And in the 

United Kingdom, Lady Thatcher could not have moved some £45 

billion of assets from the public to the private sector, reducing the 

portion of total output accounted for by state-owned enterprises 
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from 10% to 3%, and their share of total gross domestic fixed 

capital formation form 16% to 5%1 without first having persuaded 

the British people to trust her in what was a radical transformation 

not only of their economy but of their culture. (When the 

privatisation programme began, there were three million 

shareholders and 13 million trade union members in Britain; today 

there are almost 13 million direct shareholders and fewer than 

eight million trade union members.) 

 This is in sharp contrast with the situation in the countries of 

Euroland. In a book I commend to all of you, Larry Siedentop, of 

the University of Oxford, has contrasted the development of the 

American system of constitutional government with that of the 

European Union. Whereas America was blessed with a long and 

open debate about the form of government that would suit it, there 

has been no open debate in Europe as to the political form the 

European Union will finally take. As a consequence, "Democratic 

legitimacy in Europe is at risk."2  

 This ability of a non-democratic elite to impose its will on the 

citizens of otherwise democratic countries is best seen in the 

debate over the common currency. In Britain, attempts by the 

Labour government to stifle or, as they would have it, postpone 

                                   
1 Michael G. Pollitt, "A Survey of the Liberalisation of Public Enterprises in the UK Since 1979, University 

of Cambridge, Department of Applied Economics Working Paper, January 1999, p.1. 
2 Larry Siedentop, Democracy in Europe. London: Penguin Press, 2000, p.1. 
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the debate have failed miserably, in part because of the vigorous 

opposition to British membership by Lady Thatcher and the 

generation of politicians she has trained, and in part because the 

press has taken up the cause of the preservation of Britain's 

control over its economic destiny. Contrast this with Europe 

(Denmark being an honourable exception). Polls suggest that a 

vast majority of Germans would prefer to keep the deutschmark 

that has been the keystone of their postwar stability and 

prosperity. No matter: there has been no referendum of the sort 

that must be held in Britain before the pound can be replaced by 

the euro. 

 It is true, of course, that citizens of continental European 

countries can unseat their leaders if they choose to do so. But 

they are not being given a separate and clear choice on this 

single most important issue they face. Nor are they being given 

the benefit of an open debate on the question of whether they 

wish to surrender national sovereignty to an emerging European 

superstate, seen by the German elite as necessary to subordinate 

Germany in a broader European government so that its people, 

whose long-term devotion to peaceful coexistence with their 

neighbors was openly doubted by Helmut Kohl, would not again 

be capable of international adventurism. Better a European 

Germany than a German Europe, he is said to believe. 
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 This, of course, suits the French, whose elites are certain 

that they can control the centralised decision-making authority of 

the European Union, despite the greater size of the German 

economy. It suits the Italians, for whom the transfer of power from 

Rome to Brussels promises an improvement in the quality of 

government, and the Spanish, for whom the EU is a source of 

funds, the instrument by which the wealth of Germany is funneled 

to less affluent southern European countries. 

 But it is important to note that nowhere in Europe have these 

profound changes in the economic system and its governance 

been debated as openly and vigorously as they were in the days 

of the establishment of the American system in the 18th century, 

or as they are now being contested in Great Britain. The English-

speaking peoples have a greater voice in the establishment of 

and changes in the economic rules that govern their lives than do 

other, (in my view) less fortunate, folks. 

 This is not a recent development. Siedentop points out that 

"The English Common Law tradition tends to affirm the priority of 

social relations and the market to the state, while the continental 

tradition of Roman Law affirms the priority of the state to social 

relations and the marketplace."3 

                                   
3 Ibid., p. 153. 
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 Integrity: A third difference between the economies of the 

English-speaking peoples and those of other countries is in the 

extent to which economic life is fundamentally free of corruption. I 

hasten to point out that I am not implying that all business 

conducted in the United States and Great Britain is free of bribery, 

backhanders, price-fixing and other practices. But it is the case 

that the political and market systems of our two countries 

minimise the roles such practices play in determining how 

resources are allocated and how incomes are distributed. 

 It is no accident that the most efficient stock and 

commodities markets, and the deepest capital markets are found 

in New York and London. These markets can function only if 

buyers and sellers are reasonably certain that prices are 

determined more or less by the forces of supply and demand, 

coming together in an open market. Back room deals, political 

pressure to favour this or that player, market rigging to favour 

government officials -- all of these operate to make markets less 

efficient, and to drive traders to markets they can trust. Hence the 

dominance of London and New York -- or at least, an important 

reason for that dominance. The fact that the wife of a governor 

can turn a quick six-figure profit trading commodities under the 

guidance of a company regulated by her husband might cause 

shock in America; it would more likely go unnoticed in most of 
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Euroland -- something a cynical public would assume is all in a 

day's work for government officials. 

 This difference in the integrity of the economic process as 

between English-speaking countries and other nations is no 

accident. It is a direct result of the fact that market forces are 

given greater play in America and Britain than they are in Europe. 

A system of open bidding for water franchises or spectrum is less 

likely to provide opportunities for government officials to enrich 

themselves that is one that relies on a government "beauty 

contest" to select the winners. A system in which private 

ownership of homes, and a free market for housing decides who 

lives where is less likely to produce allocation-by-favouritism or by 

outright bribery of the officials who allocate government-owned 

houses and apartments.  

 It should therefore be no surprise that corruption is greatest 

where government plays the largest role in economic life. Black 

markets can't exist unless there is rationing by the state; bribery 

can't exist where markets rather than bureaucrats allocate a 

nation's resources;   

 Let me conclude with a brief discussion of the current and 

prospective economic situations in the English-speaking 

countries, and those in Euroland. 
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 The American economy is in the midst of a period of record 

growth. That growth does seem about to slow from what may 

have been an unsustainable level, but there seems little threat to 

the maintenance of relatively full employment. Great Britain, too, 

is experiencing a long period of steady growth. In both countries, 

centre-left governments inherited healthy economies from their 

conservative predecessors, and in both countries the present 

governments have avoided the wild fiscal imprudence usually 

associated with leftish governments. 

 The continental economies are also growing, in good part as 

a result of the currency devaluation that has seen the euro drop 

some 30% in value, with a bottom not yet in sight.  

 But there are four important differences between the 

economic situations in America and Britain, on the one hand, and 

continental Europe, on the other. 

 1. The labour market rigidities and the heavier regulatory 

burden in the continental countries seems to be imposing some 

limit on the growth rate. The OECD has warned France, which 

has been growing at an annual rate in excess of 3%, that further 

growth is likely to trigger inflation unless it relaxes its rules limit 

the work week to 35 hours. German growth is already slowing, as 

high non-wage compensation costs drive investment offshore.  



 12 

 The more flexible labour markets of America and Britain, on 

the other hand, seem more likely to accommodate continued non-

inflationary growth. 

 2. The operations of the US and UK central banks seem to  

be models of economic literacy and good sense compared with 

the operation of the European Central Bank. The Fed and 

Britain's Monetary Policy Committee seem to be getting things 

right, while "Dim" Wim Duisenberg lurches between efforts to 

support the euro and statements that the exchange rate is of no 

concern to him, and between imprudent press conferences and 

excessive secrecy. This is no accident. The goal of the US and 

UK banks is clear: it is to prevent an inflationary spiral. The goal 

of the ECB is unclear: the Germans see it as an inflation fighter, 

the French as a political tool to achieve a variety of socio-

economic objectives, one of them being to provide sufficient 

economic stimulus to enable European countries to avoid the 

hard job of structural economic reform. 

 3. The US, and to a lesser extent the UK, are avoiding the 

consequences of the one-size-fits-all interest rate policy of 

Euroland. In America, the extraordinarily mobile labour force 

allows the nation to function with a single interest rate. In Britain, 

there are some strains, as the red-hot South might benefit from a 

bit of tightening while portions of the higher-unemployment North 
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would benefit from a cut in interest rates. But those strains are 

nothing like those in Europe, where Spain's economy is on the 

verge of overheating, and Ireland's already has. But interest rates 

remain on hold, lest an increase further slow the already slowing 

German economy. It will be interesting to see how these strains 

will play out. 

 4. More important than any of these is a permanent 

difference: the atmosphere of entrepreneurship. America clearly 

leads the way, with scores of venture capitalists, an attitude that 

accepts failure (if you haven't gone bankrupt by the age of 30 you 

aren't taking enough risks), a tax system that allows the 

successful to benefit from their hard work and risk-taking, close 

links between the academic and business communities, and a 

host of other ingredients that make for dynamic change and 

successive gales of creative destruction. All of this is reflected in 

rapid gains in productivity and levels of R&D expenditure by 

private companies that are twice as large, relative to corporate 

revenues, as those in Europe. 

 Britain is trying to move in the direction of the US, and create 

an entrepreneurial culture. It so far has got the words right, but 

not the tune. As a consequence it first makes stock options more 

attractive, and then raises taxes on everyone earning more than 

£30,000 at three times the rate of inflation. Still, Britain 
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understands that public policy must move in the American 

direction if it is to create an entrepreneurial class large enough to 

break down the current class system. 

 This is not so in most of Europe. Doing business in France 

on any scale involves doing business with the government. And 

doing business anywhere in Euroland involves doing business 

with a Brussels bureaucracy that few small businessmen can 

cope with. This hostile climate is one reason why capital is fleeing 

Europe for America, and why R&D expenditure is in secular 

decline. 

 That is about all I can say in the allotted time about the 

differences between the economies of the English-speaking 

nations and those of other countries. I would like to end with a 

recognition of the fact that these differences reflect the deeper 

cultural differences that separate Europe from the English-

speaking countries. Economics is important, but it hardly provides 

a complete explanation of why we are so delighted to be part of 

the English-speaking world. 

END  


