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PREFACE

2007 was a difficult and challenging year for Northern Rock

(NORTHERN ROCK ANNUAL REPORT, 2007–8)

Friday, 14 September 2007 seemed like any other day in the northeast of England. At the Newcastle branch of Northern Rock, the landmark bank on the city’s high street, a large queue was forming ahead of opening time. ‘The Rock’ had its headquarters in Newcastle, was a familiar feature in northeast towns, and had recently spread across the UK, thanks to a growing profile as a national lender. Official sponsor of Newcastle United Football Club, a significant donor to community schemes and one of the biggest employers in the northeast, Northern Rock played a major role in the area and was a source of great pride for its people.

From 1990 to 1994, Northern Rock developed from a building society into a commercial bank and began to offer mortgage loans in the south of England, a perceived ‘safe site’ for property values. During this period, it grew threefold in size, increased its profits fourfold and halved its management expense ratios.1

By 2005, ‘The Rock’ had an annualized growth rate of 20 per cent, was a national market leader on residential mortgages, ‘buy to let’ and unsecured personal loans, and regularly featured in newspapers and television reports as one of the strongest performing organizations in British finance. Moving the northeast of England from mining to money in only fifty years, Northern Rock was lauded as a saviour of the post-industrial region. Fuelled by the optimism and growth of the new millennium, the company seemed unstoppable.

However, in 2007 the collapse of the US subprime market meant that Northern Rock was quickly and adversely affected by events overseas. The subsequent liquidity crisis in wholesale money markets hit ‘The Rock’ hardest because more than 75 per cent of the bank’s funding originated from this single source. When interbank lending ceased altogether as a response to the growing global economic crisis that became known as the ‘credit crunch’, the bank was unable to secure the basic funding it required to operate. ‘The Rock’ applied for, and received, emergency financial support from the Bank of England, a decision it planned to announce in a carefully worded press conference on Monday, 17 September 2007. But on 13 September 2007, the BBC broadcast an exclusive report exposing the problems facing Northern Rock. The report suggested that Northern Rock customer deposits were no longer secure, and this implication caused a catastrophic response.

From first light the following day, hundreds of savers nervously positioned themselves in a queue that began at the Newcastle branch of Northern Rock but stretched as far as the eye could see. The scene was replicated in branches of the bank across the UK, while the company website crashed and its phone lines jammed. This ‘run on the Rock’ – the first run on the retail deposits of a UK bank since the nineteenth century – shocked the world. In the space of twenty-four hours, Northern Rock – a regional institution and a national success story – became a byword for economic meltdown and loss of faith in the banking sector. Once a proud supporter of community heritage and a symbol of financial prowess, the brand is now forever associated with the images broadcast that evening on television news, showing customers queuing around the clock to withdraw their savings from a bank that they no longer trusted. By 2008, the bank had been nationalized and, by 2012, it was bought out and rebranded by rival bank ‘Virgin Money’.

From business models dependent on reckless lending and characterized by a hunger for growth, to a lack of regulation and ineffectual governance, Northern Rock constitutes a micro-study of the impact of financialization in the pre-crunch period. The story of Northern Rock is significant, not only for illuminating lessons about events that led up to its collapse, but because it exposed the precariously close relationship between individual savers and global economic systems that had developed across the late twentieth and early twenty-first centuries. Before 2007, the banking system was a form of fiction, a myth which was widely believed. The story generally went like this: the bank, a physical place that was known and trusted, took customers’ money, kept it safe, lent it to other equally safe lenders, who then paid it back with interest, enabling customers to gain reward for their savings, and the bank to lend to more customers. This fictional system was based on a long-gone relationship, one that the public were happy to believe and, along with the banks, were guilty of perpetuating.

In reality, financial systems were a world away from this fairy tale narrative of responsibility, ethical mutuality and safety. When a large number of customers chose to withdraw their money at the same time – as in the case of Northern Rock – the bank collapsed, unable to honour either the funds entrusted to it by customers, or sustain common beliefs about how the banking system worked. The 2007–8 credit crunch blew popular narratives about banking apart, proving them to be literally incredible. It showed the general public that the stories about finance in which that they had invested their trust were false. In response to a need for new understandings of banking, the economic crisis and its aftermath, in the months and years that followed literature set about establishing alternative narratives and representations of these era-defining events.


Introduction

Finance is central to the operation of contemporary society, and in twenty-first-century economies, the money markets matter more than ever. Money is one of the most familiar and intimate aspects of daily living and has been central to human progress across the ages. Concerns about money – having it, not having it, spending it and saving it – continue to permeate contemporary society. Yet money is, as DiGaetani suggests, ‘a slippery and complex subject’,1 a concept that is ‘hard to define because its definition depends entirely on the context of its analysis’.2 Money is so complicated because it operates as a symbol, a representation of both a concept and an ideology. The source of value in money lies elsewhere, it is always spectral and, as a result – as Marx argues – money can often hide the systems of which it is a part. In reality, only 30 per cent of money in circulation takes the form of notes and currency: the rest operates in the virtual and constantly moving realm of the contemporary financial sector. A sanitized symbol of familiarity and control, money masks financial practices, mobilizes mystifying terminology and disguises the power networks that characterize its movement. Money is also fetishized by societies and cultures concerned with reproducing its power as a status symbol for the wealthy, and a ‘symbol of trust’ for the public.3

Operating with the apparent aims of efficiency and cohesion, the financial sector has long been an extended benefactor of this public trust. Historically, customers have regarded their bank as another member of the family, maintained loyal relationships with these businesses and promoted them to new generations. However, over the course of the twentieth century, the core identity of the ‘family’ bank was gradually diluted as a result of wider processes of globalization. Since the 1970s, the size and importance of the financial sector relative to the overall economy of individual countries grew exponentially. This process – often referred to as ‘financialization’ – has been subject to renewed interest in the wake of the 2007–8 financial crisis. Krippner describes financialization as a ‘pattern of accumulation in which profit-making occurs increasingly through financial channels rather than through trade and commodity production’.4 Fuelled by the growth of the ‘FIRE’ (Finance, Insurance and Real Estate) industries, financialization occurred as a result of a shift away from industrial capitalism across the twentieth century. This move impacted on both macro and micro economies by changing how financial markets were structured and by enabling the rapid growth of the financial sector. In the United States, for example, the financial sector comprised 2.8 per cent of GDP in 1950; by 2012, that figure had risen to 7.8 per cent.5

Developing from wider trends in liberalization and neoliberalism, financialization ‘involves the replacement of industrial or production capitalism by a more predatory form of financial capitalism [. . .] which has not only transformed the way the markets work, but carries with it important political, cultural and economic consequences’.6 However, as Epstein argues, financialization can also refer ‘to the increasing influence of financial markets, financial motives, financial institutions and financial elites in the creation of the economy and its governing institutions, both at the national and international level’.7 Suggestive of the increasing dominance of financial systems over society, Epstein’s definition points to both the ascendancy of the financial sector and the penetration of finance into everyday life in the contemporary period. This process has not only created a dependency on the financial industries, but has also changed the ethics, values and outlook of the wider society. Transforming everything into an ‘asset’ and all exchanges into competitive encounters, alongside globalization and neoliberalism financialization marked a new stage for capitalism in the twenty-first century and came to define the first decade of this era. Elevating the significance of the financial sector, financialization created increasing inequality among classes, races and genders, as well as profoundly altering the relationship between individuals and financial institutions.

Over the course of the twentieth century, movements away from older banking practices into the rapid exchanges and increased accessibility of contemporary economics conspired to create conditions in which financial knowledge became separated from public knowledge, and was positioned as a specialist and opaque area. This dangerous development meant that, at the start of the twenty-first century, very few individuals had a working knowledge of new technological innovations in the complex financial markets, the rates of the credit card companies to which they owed purchase and mortgage debts, or even the operations of the trusted high street banks that held their savings. Yet, due to the disproportionate influence of the ‘FIRE’ segment of the economy, by 2007 even fewer could say that their lives and fates were not bound up with the operation of these financial systems in some way.

Prior to the credit crunch, the financial sector led the public to believe that individuals had more control over, and understanding of, their money than ever before. From Internet and telephone banking, to mobile phone payments and the rise of the credit card, money appeared hyper-visible. By 2007, everyday finance such as mortgages and consumer debt had become deeply embedded into everyday life; consumers readily spent money that they did not physically own in the form of credit. This fiction masked the truth that money was neither tangible nor safe. Dubbed ‘Moneygeddon’,8 a financial apocalypse became a common way to describe the financial crash of 2007–8. This crash shattered a popular belief in money, creating doubt about its representational value and security, and made money – the very thing we think we know most intimately – uncanny. As Andy Haldane reflects, the 2007–8 financial crisis marked the beginning of a ‘collapse’ in a long-standing ‘trust’ in the financial sector.9 Fragmenting the symbolic illusion that money stood for something safe and valuable, the credit crunch exposed the fiction of money, causing the narrative of the financial system to fall apart. When paper money became aligned with virtual forms of currency whose worth was not materially anchored, the true instability of money and the systems through which it operated were exposed, and our popular narratives about finance failed as fictions.

Finance has always proved a popular topic for fiction, culture and the arts. Literature, in particular, has responded to changes in economic circumstance by representing the tensions and challenges of its age in narrative form. As literary critic Elaine Showalter asserts, ‘Money has played such a large part in so many great novels that it is hard to imagine fiction without it.’10 Exploring the manifold ways in which the economic has functioned to shape the literary, writers have historically been concerned with examining the material relations of the economy and its impact on literary representation. Literature has been used by writers across the centuries to critically examine money and its effect on individuals and societies. As a narrative device, money can enable and destroy individuals, economies and nations and, as such, a financial crash quickly became a significant trope of popular fiction.

The pervasiveness of the topic of financial speculation in novelistic renderings of the nineteenth century has been noted by literary critics. In his survey of nineteenth-century fiction, McLaughlin maps the rise of the novel in Britain and points out that Victorian society engaged in its most intense philosophical debates about political economy at the time that the novel was at the peak of its popularity.11 He concludes that ‘economic issues have never been far from British fiction’.12 Producing ‘some of the most engaging fictions of the century’,13 Victorian authors mobilized money to tell tales of fiscal irresponsibility and financial temptations, employing plot structure and figurative language to transform instability into a structural metaphor for a financial crisis. Since both money and literature are representations, literature seems well suited to staging the contradictions of the pursuit of capital gain that creates financial crises. Nineteenth-century fictions in particular link social mobility to solvency through characters who are rich, ruined or obsessed with finance.

Shaped by cultures of speculation, financial risk and changes in economic practice, the nineteenth-century novel was formally and historically inflected by the financial contexts of its period. Mobilizing cyclical financial crises as a plot device, novelists absorbed the financial anxieties of their period and proposed solutions to a pervading cultural and social preoccupation, often by transferring economic concerns onto a domestic stage. Offering satires of credit systems or moralizing warnings against avarice and greed, fictional writings from this period harnessed financial instability as a powerful source of narrative drama. Examining the fetish of finance, the crisis of financial tragedy became the basis of many of the great narratives of the nineteenth century. Through the adaptation and creation of specific motifs and themes, tropes and extended metaphors, recurring characters and figures, Victorian authors transformed economic crises into viable and compelling plots for novels. In The Way We Live Now (1857) Trollope follows the panic of the 1873 stock market crash and the subsequent six-year depression, while in New Grub Street (1891) George Gissing represents aspiring, but eventually bankrupt, writers. George Eliot also frequently wrote about money and offered critical perspectives on the centrality of finance to the lives of people at every level of nineteenth-century society. The money-obsessed protagonist of her novel Silas Marner (1861) realizes true value only when he has been stripped of his fortune and must face poverty. Debt and wealth also famously characterize the writings of Charles Dickens. Across Dickens’s canon, financial crises and monetary mismanagement drive plot development. In the opening of Nicholas Nickleby (1839), a corrupt delivery company is exposed, while the Chuzzlewit company operates fraudulently, and in Little Dorritt (1857) financial mispractice is understood as a form of moral infection that is rife in nineteenth-century society. The sympathetic realism of novels such as Bleak House (1853) brings the misappropriation and generation of money under the literary microscope, profiling characters whose lives are forever altered by the manipulation and ambition of those in pursuit of power and status.

The failure of financial institutions constitutes another primary concern of many nineteenth-century novels. William Makepeace Thackeray’s The Newcomes (1854) centres on the world of financial family, the Newcomes. As major shareholders in what was then known as the Anglo-Indian Bundelcund Banking Company (and is now more commonly known as the BBC) the operations of the family and the banks are described by the novel as a complicated, enormous, outrageous swindle. After ensuring their own financial security, the family directors and bank managers abandon the company, leaving the bank to fail and the customers to deal with financial ruin. George Gissing’s The Whirlpool (1897) also begins with the failure of the Britannia Loan, Assurance, Investment and Banking Company. The company director eventually commits suicide, but many of the novel’s other financial villains escape unpunished at the novel’s conclusion.

The pursuit of earning money in the Victorian period was only overshadowed by the fear of losing that hard-earned capital. Associated with the success of realism and a concern with humble subjects, financial fiction of the nineteenth century often centred on the subject of financial failure and the shame of bankruptcy. Weiss argues that ‘bankruptcy is the most spectacular form of economic failure in Victorian society. It is sudden, catastrophic and final – an acute crisis as opposed, for example, to insolvency, which tends to be a chronic and tedious condition’.14 The spectre of debt haunts the literature of every age, but the development of the realist mode during the Victorian period foregrounded the horror of a financial crash and sudden ensuing poverty for the nineteenth-century reader.

Mapping the present onto eternal truths about our past and future, crises in capitalism became a form of mania to which whole populations and governments subscribed, and therefore offered prime material for socially engaged novelists of the time. Crises make the money economy tangible, real and visible, while economic ruin and social destabilization prove a great equalizer, affecting every sphere of life from the economic to the political, social and domestic. Representing financial crises through the life stories of individuals and communities, the novel proved an effective form through which to forge a sustained literary engagement with credit and
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