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Thank you Anders for that lucid speech.

Anders and | have got to know each other well therpast few years, over the
course of various meetings and discussions.

And while each country is obviously different, wdkfferent economic, fiscal and
political contexts, this speech — and our conversatover recent years - shows the
extent to which there is now a growing centre-rightisensus that transcends national
boundaries.

This consensus covers important issues such agppuoach to public finances,
welfare reform, social cohesion and fairness, ahds emerged from our values and
from the changing world around us.

Let me illustrate what | mean by returning to sarhéhe points that Anders made in
his excellent speech.

Because the similarities with our approach ardistyi

First, Anders spoke about how fiscal consolidatiom countries with weak public
finances needs to begin as soon as possible.

As he put it so well, the longer one waits with thbeavy lifting, the more difficult
it becomes.

| agree with him and the emerging international cosensus that acting early
helps to establish credibility, which will in turn help to keep interest rates lower
for longer and support a strong recovery.

The message could not be clearer — if you find yoself on the wrong road, you
take the first available exit instead of carrying a.

The Swedish government has demonstrated the bepéfaking this type of early
and decisive action.

During the 1990s this approach enabled them todur®% budget deficit into a
budget surplus in just five years, staving offszél crisis and helping to deliver
strong economic growth for many years.

Here in the UK, | have been arguing consistentdi the need to start dealing with
our deficit later this year. We cannot afford ta pff the difficult decisions for
another year.

According to the latest OECD forecasts, the UK Wwalve a budget deficit of 13.3%
this year, the worst in the developed world.

That’s more than four times Sweden’s projectedaitefand that’'s because Sweden
went into this crisis with a budget surplus — they fixed the roof while the sun was
shining.



Indeed, the OECD also believes in the importancecohg early and decisively to
tackle the deficit.

Their advice to the UK is clear: “By developing athouncing more ambitious
fiscal consolidation plans early and supportingriiweith a strong and credible
medium—term fiscal framework, the government waitdngthen the recovery.”

As the flood of comments from analysts and creditating agencies shows, there is
a clear and present danger that the world will loseonfidence in Britain’s
economic policy.

That would push mortgage rates up, more businessesuld go bust and the
recovery would be undermined.

And yet the Pre-Budget Report actually increased pholic spending in the next
financial year, starting in April.

Total spending is planned to go up by £31 billiomi nominal terms, or by more
than 2% in real terms.

During a period when the Treasury forecasts the ecomy to be growing by at
least 2%, and with the largest budget deficit of ap developed economy, that is
simply not credible.

Everyone knows that the Government’s spending plan®r next year are driven
by a looming general election and not economic ragy.

So, with the date of the general election increagity likely to be after the
beginning of the next financial year, that means weiill need to make early in-
year reductions in existing plans.

Of course our planned public sector pay freeze doe begin until 2011, but let
me give some examples of changes we could make meahlier in order to
establish credibility and support a sustainable reavery.

Programmes that represent poor value for money, exssive spending on things
like advertising and consultants, spending on taxredits for people earning over
£50,000, and spending on Child Trust Funds for bett off families will all have
to be cut during the financial year.

The second point that Anders made in his speed¢h’thigke to pick up on is the
importance of credible fiscal institutions.

Again, Sweden provides us with evidence to suppariown plans.

The Moderate Government created a Fiscal Policyn€ibthat independently
evaluates the sustainability of the public finanaed future spending plans.

This fiscal architecture has played a key roléhim successful deficit reduction
strategy and maintaining market confidence in tiwedsh economy in spite of the
global downturn.



The benefits of this type of independent institatéze clear.
They provide markets with greater reassurance aheutredibility of fiscal plans.

And they create a rod for the backs of politiciake Anders and me, to help make
sure we stick to our promises on spending and faangp

The net effect is lower interest rates and greatenomic stability.
So we will follow Sweden'’s lead.

A Conservative government will create an indepen@dfice of Budget
Responsibility that will be up and running on adha basis before the first Budget:

The OBR will make recommendations about how mustefitightening or loosening
it thinks necessary to have a better than 50% @ahmeeting the Chancellor’s
mandate for the public finances.

And at every Budget and PBR, the Chancellor willhto give an account to
Parliament about whether his plans are consistéhttihe OBR’s recommendations.

As the independent Institute for Fiscal Studiesehangued here in the UK, “creating
a new independent body to forecast the public iearcould help keep the interest
rates at which the government is able to borrow’low

We have been engaging with the Swedes on desitisahstitution — the Chair of
Sweden’s Fiscal Policy Council recently spoke alratitute for Government event
with Sir Alan Budd, who | have asked to overseeitim@ementation of our plans.

The third point that I'd like to draw from Anderspeech is the importance of
maintaining social cohesion whilst imposing necgsfiacal discipline.

To coin a phrase, we’re all in this together.
Clearly, achieving fiscal consolidation will not bestraightforward process.

Here in the UK, many difficult decisions lie aheadgspective of who wins the next
election.

Again, | think Sweden provides an important roledelo

During their process of fiscal tightening, they wed hard to ensure that the spending
cuts were equitably distributed.

Our approach is the same.

It's because of the emphasis we are placing orakoghesion that the spending cuts
we’ve announced have been carefully designed tmdwtting the poorest.

That's why we have said that we will concentrateegament spending on child trust
funds on the poorest third of families, saving £&ti0ion.



We will keep child tax credits, but stop payingrthe families earning over £50,000
a year.

And as | said at our Party Conference last yeacamnot even contemplate
abolishing the 50p rate on the rich while at thmesdime | am asking many of our
public sector workers to accept a pay freeze tteptdheir jobs.

The same commitment to fairness informs our appreagublic services.

We've also announced that we will introduce a PBpdmium as part of our Swedish
style school reforms, so that funding is weightaslards poorer pupils.

And we will also ensure that more public healttorteses are directed to the most
deprived areas.

This is the right approach.

Because, as | know Anders — and our modern ceigfinegolleagues from around the
world - would agree, we must not balance the bugdgetthe backs of the poorest.

The fourth point that Anders raised, and which htta briefly follow up on, is the
importance of welfare reform to boost growth antiggople back into work.

As you said, cutting marginal tax rates and impngvncentives to work must play a
key role in this process.

It cannot be allowed to stand that, here in the pggple on low incomes face
marginal tax rates of up to 95%.

And as the Swedish experience shows, action iobkly needed to overhaul our
welfare system and provide people targeted suppdirid work and stay in work.

Our welfare reform plans are designed to achieeeigely this goal.

Under these plans, we will simplify the currentqeimeal programmes into one single
back-to-work programme for everyone on out of wWoekefits, provide new support
for people on incapacity benefit, and open up tkdare system to new providers and
approaches.

This is not only the right approach from a fiscatgpective, but as Anders said, it will
also promote fairness by helping more people tagyaate in our society.

Let me finish by saying this.
Britain faces one of the most difficult fiscal cleslges in our modern history.

If we're to get through this, we will have to page to the lessons learned by
countries that have overcome similar crises.

The clear leadership and decisive action takenvigd®n is a shining example of how
fiscal consolidation can be successfully achiewe@rogressive governments.



We do this not for its own sake.

We do this to keep interest rates lower for longer.

We do it to bring stability and confidence to tlo®eomy.

We do it to avoid a fiscal crisis.

We do it to create a sustainable recovery — notgusip up another bubble.

This emerging international consensus will be amlwmable source of ideas and
support as we tackle pressing issues as home aoadab

We look forward to continuing this conversatiorthie weeks and months ahead, as
we strengthen and broaden this coalition of interes

Many thanks.



