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Introduction: The view from Mount Olympus

‘It was a credulous age, perhaps the most credulous ever.’

– Bernard Levin; The Pendulum Years; Jonathan Cape; 1970

March 2008 was no time to be a welfare scrounger in Gordon Brown’s Britain. That month saw a much-trumpeted move, the latest of many since Labour came to power in 1997, to end the so-called ‘sick-note culture’.

On March 17, Dame Carol Black, the government’s national director for health and work, declared that absence and worklessness related to sickness were costing the country £100 billion a year, and it was announced that ministers were to look at replacing the doctor’s sick note with a ‘fit note’, detailing what people can do rather than what they cannot when they are on leave for health reasons. This was of a piece with the ‘tough love’ approach of Mr Brown and his predecessor Tony Blair to those on welfare benefits. It was all about reminding those who wanted to get their hands on public money that rights came with responsibilities.

Funnily enough, four days later the chief executives of Britain’s five largest banking institutions – Barclays, HBOS, HSBC, Lloyds TSB and Royal Bank of Scotland – met the Bank of England. In the jargon of the City, they wanted Bank governor Mervyn King to widen the types of collateral against which the Bank would lend to the clearing banks. In plain English, this meant the banks wanted Mr King to lend taxpayers money against much flakier assets than would normally be considered acceptable.

Justifying this was the notion that the 2007–2008 ‘credit crunch’ had drained liquidity from the system and drastic measures were needed to refloat the wholesale money market. Behind the crunch was the fear that banks had made too many loans that would not be repaid but that, because of fancy financial engineering, no one knew which institution was holding these ‘securities’, thus which institutions were at risk of collapse. It was safest for each bank to assume that all the others were in danger, and decline to lend to them. So lending dried up.

Over the previous three decades, banks had shrugged off controls on lending, allowing them to create as much debt as they liked and, when they had created too much of it, to raise interest rates, thus making even more money. Were the Bank of England to accede to the bankers’ latest request, this process would be complete. The banks would be able to offload their previously unacceptable assets on the Bank in return for cash. Profits would be privatised, losses increasingly socialised.

No, March 2008 was no time to be a benefits scrounger in Gordon Brown’s Britain – if you were an ordinary person. But the banks, it seems, were arranging for themselves a welfare state with Scandinavian levels of generosity.

It was the same story across the Atlantic. Over the weekend of March 15 and 16, America’s central bank, the Federal Reserve Board, launched a rescue for Bear Stearns, the country’s fifth-largest investment bank, brought to its knees by the credit crunch, having seen two associated hedge funds invest in subprime lending. To smooth a takeover by the bank JP Morgan Chase, the Fed assumed up to $30 billion of Bear’s more doubtful assets. Were this act of corporate welfare not sufficient, the Fed also announced that it was to provide emergency liquidity to the market and, for good measure, it cut the main US interest rate on March 18 by 0.75 percentage points to 2.25 per cent.

What was perhaps most extraordinary about all of this was not the bailing out of City and Wall Street types who had spent decades, like surly teenagers, insisting that they wanted only to be free from the stuffy, paternal state institutions to which they now turned for help. Rather it was the failure of those same institutions to insist on any quid pro quo from the City or Wall Street. In the real world, when a wild-child son or daughter comes home, tail between their legs, their ‘boring’ parents usually require them to clean up their act in return for financial support and use of their old bedroom. Not so in the world of banking and finance, where not only was there little suggestion of tougher controls in the wake of a crisis created by the banks’ own stupidity, but the British Treasury ruled them out in remarks to the press over the weekend of March 8 and 9 2008.

But then, there is plenty of evidence that, in Britain at least, those in government could see little wrong with the system as it was.

Gordon Brown had been prime minister for barely two weeks when he killed stone dead the idea that Manchester – or, indeed, anywhere else – would be the site of Britain’s first Las Vegas-style ‘super-casino’. In a deliberate and, apparently, successful attempt to distance himself from his predecessor, Tony Blair, Mr Brown made it clear that he thought there were better ways of bringing jobs and regeneration to one of the country’s blighted inner-city areas. As a statement of vague intent, Mr Brown’s change of direction may well have been welcome. But vague intent was all it was. The contention of this book is that Britain does indeed have a gambling problem, but that tackling the casino mentality requires more than saying no to banks of slot machines and roulette tables in east Manchester. Real change would involve action against the casinos 200 miles to the south and 3,000 miles to the west of Manchester – the City of London and Wall Street.

This the new prime minister had no intention of doing either on July 11 when he signalled the government’s gaming U-turn nor six months later when his political honeymoon had been cut short by what even the arch-speculator George Soros described as the most serious financial crisis since the Second World War. In any event, Mr Brown still approved the creation of 16 smaller casinos dotted around Britain, all of them considerably bigger than the discreet gambling joints found in the plusher parts of Mayfair.

Our previous book, Fantasy Island, looked at the legacy of Tony Blair. The Gods that Failed uses a wider canvas, setting Britain’s increasingly rickety economy against a global backdrop of slowing growth, rising inflation and traumatised financial markets.

The argument in the pages that follow is simple. The world economy has been taken to the brink by a mania for speculation. This speculation has been fostered by the excessive power of the financial markets. They have taken advantage of the gradual erosion of any serious control over their activities and indulged in riskier and riskier activity.

Democratically elected governments have, over the past three decades, willingly ceded control of the world economy to a new elite of freebooting super-rich free-market operatives and their colleagues in national and international institutions. We call these people the New Olympians, so named because of their remoteness from everyday life and their lack of accountability and because of the faith to which they subscribe.

We contend that these Olympians gained this control on a prospectus every bit as false as much of the promotional material for the ‘exotic securities’ of which they are so fond and which have recently wreaked such destruction in world markets. The charge sheet is as follows:

They promised economic stability, and have delivered chaos and volatility. They promised an economic order based on enterprise, thrift and personal effort and have delivered one based on chronic indebtedness and wild speculation.

They promised a ‘transparent’ future in which all costs and prices would be clearly laid out, allowing people to make informed choices in their lives. They have delivered a world of bizarre, occult financial knowledge, one in which everything from the true cost of a mobile-phone package to the real value of billions of pounds’ worth of ‘securitised’ debt is impossible to gauge.

They promised a greatly expanded middle class of property and share-owning individuals, a New Yeomanry of sturdy, independent citizens. They have delivered the unleashing of havoc on professional and white-collar career structures, smashed up the pension schemes of the middle class and forced their children deep into debt for the privilege of attending university.

But then, none of this ought to be surprising. The New Olympians are unconcerned with – in fact, hostile to – job security (other than their own), social tranquillity, and the traditional middle-class aspiration for both the good life and the quiet life. Our modern day Olympians sit in judgement in their central banks, their skyscraper blocks in the financial districts and in the headquarters of the European Commission, the International Monetary Fund, the World Bank and the World Trade Organisation. In these houses of the holy, they roll their eyes in despair when they hear that the Detroit car worker, the Argentinian shopkeeper or the Cornish fisherman is complaining that their way of life is under threat. Like it or lump it, that’s just the way it is and has to be, the New Olympians say.

Thus on February 26 2008, the Treasury’s number-two minister, Chief Secretary Yvette Cooper, attended the London annual lunch of the business organisation, the Confederation of British Industry. CBI president Martin Broughton, chairman of British Airways, ‘greeted’ her:

‘Well, if we had met for this lunch in the middle of last year the mood music would doubtless have been a lot different. The renaissance of London would have been a likely topic … After all, the City was booming, private equity mega-deals abounded and we had had the good news about Crossrail.

‘There would also have been discussion around the tables about whether London had eclipsed New York as a financial centre.’

Alas, some fairly modest tax increases for the wealthiest in the country ‘pulled the rug out from the government’s decade-long effort to encourage an enterprise culture’. Mr Broughton spoke more in sorrow than anger as he worried over the Treasury’s ‘loss of composure in recent months’. He did not quite intone to the Chief Secretary the gangster’s mantra that she had a nice little place here and that it would be a shame were anything to happen to it, but the message was fairly clear.

At its worst, the arrogance of the New Olympians mimics, albeit in a less lethal form, that of Graham Greene’s fictional black marketeer, Harry Lime:

‘Look down there,’ he went on, pointing through the window at the people moving like black flies at the base of the Wheel. ‘Would you really feel any pity if one of those dots stopped moving – for ever? If I said you can have twenty thousand pounds for every dot that stops would you really, old man, tell me to keep my money – without hesitation? Or would you calculate how many dots you could afford to spare? Free of income tax, old man. Free of income tax.’

(The Third Man; Heinemann; 1950)

Britain has been the laboratory mouse for the New Olympian experiment, a fitting metaphor given that its politicians have shown a mouse-like timidity in facing up to the mighty ones of the market economy. Nor have they shown the slightest understanding of the huge risks involved in the Olympians’ economic system.

Growth under the Blair and Brown governments has relied excessively on speculation in two forms: that in the City and that by home-owners. Economically, the legacy is a debt-sodden, lopsided and unequal country in which the pay of those at the top rises at ten times the rate of those at the bottom. Instead of taking on the City, the government has turned its attentions to the workforce – both blue-collar and white-collar – which has to be made ready for the global challenge from China and India by being re-skilled and re-educated and by learning how to be ‘entrepreneurial’. While this makes for fine speeches, it represents displacement activity on a grand scale. Furthermore, the majority is routinely subjected to evermore illiberal, intrusive and obnoxious interference from state agencies, whether in terms of visual surveillance and the proposed identity card scheme, or in terms of being instructed to change their ‘attitudes’ on a range of subjects.

Politically, the legacy is a country where the Labour government caves in to pressure from New Olympians using London as a tax haven but argues that the iron laws of a flexible labour market prevent granting better working conditions to agency workers. While this helps burnish Labour’s business-friendly credentials, it alienates those forced to tighten their belts as a result of dearer petrol, higher taxes and nugatory pay increases.

Before taking over from Mr Blair, Mr Brown had joked that there were only two types of chancellors: those who failed and those who got out in time. Six months into his premiership, as the credit crunch bit and the government dithered over whether to take the country’s sixth-biggest mortgage lender into public ownership, the joke didn’t sound quite so funny.

On July 17, two weeks after Mr Brown ditched the super-casino plan, the American firm Bear Stearns admitted it had serious problems with two of its hedge funds that had been dabbling in securities dependent on the health of the US real estate market. A month later, a similar announcement by BNP Paribas caused the financial markets to have a nervous breakdown from which they have yet to recover.

As the drama unfolded, it became clear that, financially and ecologically, this is a planet living beyond its means. But in the New Olympian era, politicians who responded to demands that they act to safeguard jobs and raise real wages were accused of that most heinous of sins: populism. The Olympians may have been painfully aware that their own creed would be best described as ‘un-populism’ and that only by insisting on the lack of any alternative would they beat off opposition. Because where exactly was the hard evidence that the sacred tenets of the new faith – free movement of capital, free trade, low taxes, deregulated labour markets – had actually led to an acceleration in the pace of material enrichment to compensate for the additional instability?

In the pages that follow, we will do our best to answer this and other questions. In common with Fantasy Island, this book comes with no political baggage. We believe that discontent with the world as it is today spans left and right in Britain, the United States and continental Europe, and that, rightly, there is unease about the sustainability of the prevailing economic model.

And we believe also that the governing ideas served by the Olympian heroes are the gods that failed. Just like the ancient Greek heroes, the New Olympians share human traits even if they aren’t all quite human.

The heroes of the Olympian order enjoy enormous wealth, special privileges and cocooned lifestyles. Just like their ancient forebears they can be petty, spiteful, greedy and stupid.

We believe that the days of the New Olympians are drawing to a close, and for the same reason that the days of the Old Olympians drew to a close: people simply stopped believing in them. Far from leading to greater economic stability, speculation has left the global economy more vulnerable to a financial collapse than at any time since 1929. According to the ‘sophisticated’ models used by market practitioners, a stock-market crash like that in 1929 was likely once in 10,000 years. They said the same about the stock-market crash of 1987, the collapse of the hedge fund Long Term Capital Management in 1998 and the subprime crisis in 2007. Our conclusion is that these models are flawed. Dangerously, and, perhaps, fatally flawed, to the extent that the world is closer to a full-scale financial crisis than at any time since the 1930s. We can envisage a US president within the next few years dusting down a copy of Franklin Roosevelt’s inauguration speech in 1933, when he said the ‘Practices of the unscrupulous money changers stand indicted in the court of public opinion, rejected by the hearts and minds of men.’

FDR saw it as his job to remove the money changers from the temple, and did his best to tear the temple to the ground. Bit by bit, though, it was rebuilt for the New Olympians to run. In the period before the New Olympian takeover, market capitalism proved remarkably good at providing both peace of mind and material advancement. Living standards rose rapidly, financial crises were rare, banking crises rarer still. The New Olympian regime, by contrast, has offered neither faster growth in living standards (for at least 99 per cent of the population) nor peace of mind. The modern era has been characterised by slower growth in average real incomes, higher levels of debt to maintain living standards, greater job insecurity and financial crises that have become more frequent and more far-reaching as they have edged towards the centre of the global financial system. The only class that has benefited unambiguously from the new world order has been that of the New Olympians.

John Maynard Keynes once said: ‘The decadent international but individualistic capitalism in the hands of which we found ourselves after the war is not a success. It is not intelligent. It is not beautiful. It is not just. It is not virtuous. And it doesn’t deliver the goods.’ The words are as appropriate now as they were between the world wars and we cannot improve on them.

Had the West’s politicians had the guts, the second half of 2007 and the first half of 2008 would have been the ideal time to take on the New Olympians. Their business models were broken, their reputations in tatters, their dependency on the state exposed their part in the crisis painfully clearly. We believe this failure of nerve – indeed, of backbone – spells disaster. The rest of this book explains why.


1

Under the Volcano: 1929–1973–20??

Behind us was a dark and dreadful cloud, which, as it was broken with rapid zigzag flashes, revealed behind it variously shaped masses of flame: these last were like sheet lightning, though on a larger scale.

– Pliny the Younger; account of the eruption of Mount Vesuvius; 79AD

Gatsby believed in the green light, the orgiastic future that year by year recedes before us. It eluded us then, but that’s no matter – tomorrow we will run faster, stretch out our arms farther.

– F. Scott Fitgerald; The Great Gatsby; 1925

I came to the conclusion that we’re perhaps living on the edge of a volcano. Oil supplies, copper or wheat or nitrate supplies – inflation – any one of a number of things could push us over into the lava flow.

– Lee Mackenzie; The Brothers: A Clean Break; Sphere Books, 1976

THE ANCIENT GREEKS believed their 12 most important gods and goddesses lived on Mount Olympus. They all had a special significance. Zeus, the lord of the gods, ruled the sky; he was responsible for thunder and lightning. Poseidon, his brother, was the king of the sea; he could ensure that a traveller returned safely home to port. Aphrodite was the goddess of love, Ares the god of war, Apollo the god of the sun and music.

This book highlights the activities of a new class of super-financier and its helpers in national and international organisations such as central banks, the New Olympians. But while they have names and faces, we believe they themselves are merely a subsidiary ‘hero’ class that represents the Big Ideas that rule on Mount Olympus, the ‘gods’, if you like, or the governing spirits.

This chapter opens with 12 such gods and goddesses hovering above and directing modern Western economies. These guiding principles are far from new; indeed the world of the New Olympians, both the gods and their hero-servants – would, barring the personal computer, the mobile phone and blanket smoking bans, have been familiar enough to the characters in an F. Scott Fitzgerald book set in the late 1920s.

But up until a year ago the governing rules of life in the early 21st century went largely unchallenged. Partly this was because those in charge believed that all was for the best in the best of all possible worlds. Partly, it was because there was deemed to be no alternative to the dominant model, however flawed. And partly, perhaps most importantly, it was because nobody was really sure what was happening up there on Mount Olympus. Or, at least, they found it convenient to pretend that they didn’t know what was happening. Once Pandora’s box flew open, however, that excuse sounded increasingly hollow.

Greek mythology provides plenty of raw material for a book about the failings of modern financial markets. There is the story of King Midas, who found the ability to turn all he touched into gold a curse. The tendency of markets to veer between the wild optimism of booms and the manic depression of busts is akin to the life led by poor Persephone, condemned to live six months of every year in Hades. But Pandora – a gift from the gods whose beauty belied her baleful influence on the lives of mortals – makes the best metaphor.

Pandora was fascinated, obsessed even, by the box that had been handed to her husband Epimetheus by his brother Prometheus, the titan who according to legend was chained to a rock and had his liver pecked out daily by a vulture for having the temerity to steal fire from the gods. Prometheus had told Epimetheus that on no account was the box to be opened, but Pandora, believing that it might contain precious jewels that would enhance her beauty, was not to be deterred. Eventually, she could contain herself no longer and decided to take a peek in the box. She lifted the lid a fraction, but to her horror found that the box did not contain diamonds and gold but a host of nasty creatures that swarmed over the world bringing all the curses of mankind – plague and old age, disease and dishonesty.

August 9 2007 was the moment the lid came off the modern version of Pandora’s box. Few realised it at the time, although there had been a sprinkling of soothsayers warning that the sky was darkening with bad omens. To be sure, the financial markets wobbled, with the Dow Jones industrial average losing almost 400 points in the worst day for Wall Street for four months and the index of London’s blue chip shares down by more than 100 points. But reports that the European Central Bank in Frankfurt and the Federal Reserve in Washington had made cheap funds available to banks was confined to the business pages. This was, so editors believed, simply another market wobble. After all, the Dow had closed at an all-time high of above 14,000 only three weeks earlier after the Fed had given reassurance that there would be no contagion effects to the rest of the US economy from the problems in the US subprime mortgage market. On the front page of the Guardian the top story concerned a fresh warning about global warming; the back pages were looking forward to the start of the football season that coming weekend. In the US, the baseball season was in full swing.

The role of Pandora in August 2007 fell to the giant French bank, BNP Paribas. It announced that it had blocked withdrawals from three investment funds because of what it called the ‘complete evaporation’ of liquidity. A BNP spokesman said it was a technical issue, which was only partly true. While the link between falling house prices in California and the bottom line of one of France’s biggest commercial banks was certainly convoluted, the reason for BNP’s action was simple: despite having on its staff some of the country’s best mathematical brains, it could not put a price, with any great confidence, on the investments it had made in US asset-backed bonds. Like Pandora, the ECB and the Fed tried desperately to ram the lid back down again. Like Pandora, they failed.

Our list of the 12 gods of the modern Mount Olympus, the ruling ideas served by the overpaid heroes of the City and Wall Street, begins with globalisation. The ancient Greeks worshipped Zeus; today’s cosmopolitan élite pays homage to a world without borders. From the acceptance that economic power had shifted from the nation state to the global market everything else stems. The sinews of the modern economy are the trade routes that take goods from Shanghai to Los Angeles and capital back in the other direction. Governments that seek to meddle with the global market do so at their peril; the experience of François Mitterand in the early 1980s tends to be cited as the last gasp for Keynesian state intervention. In the modern world, governments are not supposed to tame globalisation but to ready their citizens to compete in a world of cut-throat competition.

There is a wrong way and a right way to do this. The wrong way is to adopt a protectionist approach, putting tariffs on foreign steel or banning a foreign company from buying your ports (as the US has done) or seeking to prevent cheap food from undercutting your farmers (as the French have done). The right way is to invest in education, skills and science in the belief that this will ‘brain-up’ your population and create a knowledge economy that will find an upmarket niche in a world awash with cut-price goods. This is Gordon Brown’s approach.

The twin brother of globalisation is communication. While the arrival of the telegraph in the first half of the 19th century marked the start of the revolution in the way information could be transmitted, the development of powerful digital technology has transformed the way the world works. Had a French bank run into difficulties as a result of financing Napoleon’s wars in 1807, for example, it would have taken days for the news to arrive in London, and weeks for it to get to New York. Yet when BNP announced that it was having problems with its hedge funds, every dealer in Wall Street and Canary Wharf knew what had happened within seconds. Some argue that the change between the globalisation at the end of the 19th century and that that exists today is that the Gold Standard has been replaced by an information standard. Walter Wriston, the former chairman of Citibank, once noted: ‘What it means, very simply, is that bad monetary and fiscal policies anywhere in the world are reflected within minutes on the Reuters screens in the trading rooms of the world. Money only goes where it is wanted and, once you tie the world together with telecommunications and information, the ball game is over. It’s a new world, and the fact is, the information standard is more draconian than any gold standard’ (quoted in The Shield of Achilles; Philip Bobbitt; Allen Lane; 2002).

Nation states, despite the impact of globalisation and communication, retain considerable power. They control the flow of imports into their markets; they have controls on the movement of capital; they run industries that are considered to be strategic; they believe that some sectors of the economy – health and education – should be shielded from the full blast of competition. These are, however, impediments to the smoother running of the global market and thus need to be removed. The World Trade Organisation – a supranational body with punitive powers for governments that transgress its rules – started a new round of talks in November 2001 designed to open up markets in agriculture, manufacturing and services. The International Monetary Fund and the World Bank insist that poor countries receiving financial assistance should abandon state control of their mines, banks and energy companies. In Brussels, the European Commission is dedicated to the removal of the restrictive practices and state subsidies that throw sand under the wheels of the single market. The next three gods are, therefore, liberalisation, privatisation and competition.

The sector of the economy to benefit most from these developments was finance. International banks had always tended to have global reach, they could benefit more than any other sector from more rapid communication, it was in their interests to have barriers on capital removed, they picked up hefty fees for organising privatisations and competition allowed them to wipe out weaker competition. What was not really apparent until the summer of 2007 was not how powerful this sixth god – financialisation – had become. In countries like Britain, the expansion of the City of London had been the engine of the economy’s growth – the fastest-growing parts of the finance sector expanded at around 7 per cent a year between 1996 and 2006. The increase in size of the financial sector was accompanied by greater power. At one level, this meant that Merrill Lynch, Goldman Sachs and PriceWaterhouseCoopers were able to attract the best brains from the best universities in the annual trawl for promising graduates, with the summer internship between the second and third year replacing what had once been the InterRail tour round Europe. There was an opportunity cost to other sectors of the economy from a state of affairs where the City was able to secure a disproportionate amount of young talent. At a wider level, this mirrored the transfer of income from the ‘real’ to the financial economy. Furthermore, the opportunity cost of one sector receiving a disproportionate amount of young talent was mirrored by a transfer of income from the ‘real’ sector of the economy to the financial sector. Manufacturing output stagnated, while incomes for those not working in the City – or in those industries such as financial PR or law firms arranging takeover bids – tended to grow at best only modestly.

Financialisation, it was argued by its proponents, was good for a country like Britain. It allowed the country to specialise in what it was good at, made London the hub of global finance, encouraged innovation and – by allowing the market to decide where capital should go – made the economy more stable. Whether this proves to be true in the long term remains to be seen. In the short term, economic growth did not accelerate, productivity did not surge, there was no miracle cure to the balance of payments and only rare glimpses of trickle down. One commentator summed up the triumph of financialisation as follows: ‘Economic growth has been tepid, median wages have stagnated, and income inequality and economic insecurity have both risen. Moreover, there are concerns that the business cycle generated by financialisation may be unstable and end in prolonged stagnation’ (Thomas Palley; ‘Financialization: What it is and Why it Matters’; November 2007).

As events unfolded in late 2007 and early 2008, this started to look like an accurate assessment. Up until that point, it was easy to argue that the first six gods out of Pandora’s box were beneficial to the global economy and at worst neutral. Privatisation in developing countries, for example, was heralded as a way of preventing corrupt ruling cliques from siphoning off profits into Swiss bank accounts. Globalisation was specialisation on a grand scale; the logical conclusion to the sort of division of labour that Adam Smith and David Ricardo had envisaged 200 years ago. The modern world not only means that we can keep in touch by e-mail with our cousins in Cape Town and buy an agreeable Malbec from an Argentinian vineyard in the foothills of the Andes, but also allows our pension fund to buy shares in an Indian software company. On paper, this world of greater choice, freedom and opportunity sounds splendid. It is certainly preferable that modern communication technology allows Mozart’s clarinet concerto to be heard on a CD player in any living room rather than being the exclusive preserve of the court of the Austro-Hungarian emperor in Vienna. In reality, however, the world doesn’t work this way and that’s because the remaining six gods in Pandora’s box have such potentially dangerous properties. These are speculation, recklessness, greed, arrogance, oligarchy and excess.

Speculation is not always harmful. Britain’s 15 years of uninterrupted economic growth from 1992 onwards was the direct consequence of the then Conservative government being forced to leave the European exchange rate mechanism following an attack on the pound orchestrated by George Soros. Freed from the need to use excessively high interest rates to defend sterling, growth picked up and unemployment came down. Yet the activities of the big banks and the hedge funds in the first half of 2007 had no noble purpose; far from rectifying a glaring public policy error, they exploited a problem in the private sector, the granting of mortgages in the US to those who couldn’t really pay them. Financialisation had created an inverted pyramid. Instead of having a broadly based productive economy supporting a financial sector, which had speculation as one of its lucrative but less important activities, a diminished productive sector supported an ever-bigger financial sector which saw speculation as the very reason for its existence.

The risks of speculation are magnified if the speculator behaves recklessly. A millionaire placing a £1,000 bet on red in a well-run casino is speculating, but at (just about) even money could hardly be said to acting imprudently. Not so the jobless punter who mortgages his house to back a hunch that the 50–1 outsider will win the Derby. The history of the past five years is marked by reckless behaviour, not just from the banks and other financial institutions that loaded up on investments backed by American subprime mortgages but from the central banks that were playing with fire when they provided cheap money to maintain the speculative frenzy, the ratings agencies who give securities triple-A ratings because it was a way of securing business from investment houses and the real-estate brokers who kept on selling subprime loans even when it was clear that the US housing boom was long over. Like Pandora, there were plenty of warnings. Like Pandora, the actors in our modern Greek tragedy could not help themselves.

As in all tragedies, the central figure has a fatal character flaw. For Macbeth it is ambition, for Othello jealousy, for Hamlet indecision. The tragedians of 2007 and 2008 displayed not one but two central flaws that help explain their recklessness: greed and arrogance.

It would be naïve to believe that greed could ever be expunged from financial markets; the pursuit of riches is, and always has been, a factor motivating those who buy and sell shares, bonds, currencies and commodities. Nor is it uncommon to find that the brokers and dealers do rather better out of asset-price bubbles than their customers; Fred Schwed wrote a book published in 1940 perceptively titled Where Are the Customers’ Yachts? (Wiley Investment Classics). Every so often, however, the money lust becomes so pronounced that it crosses the dividing line between cupidity and criminality. In the late 1980s there was an outcry in Britain when salesmen exploited the opportunities provided by financial deregulation to persuade homeowners to take out endowment mortgages rather than repayment loans, and convinced those with inflation-proof public sector pensions to switch into much less attractive portable personal pensions. In both cases, the motivation was the fat commission the salesman could make by closing out a deal and the upfront fees charged by the firms selling the products. Since 2002, a similar wave of mis-selling has been evident in the US real estate market, with tales of pensioners with only a tiny amount outstanding on their loans tricked into remortgaging their homes at ruinous rates of interest by unscrupulous mortgage brokers. The financial equation – from top to bottom in the industry – was skewed towards generating the maximum amount of business, and, because it was more lucrative that way, the riskier the better. The real estate brokers assumed they could not lose; if subprime borrowers failed to keep up their payments the home would be repossessed and sold at a profit in an ever-rising market; those dabbling in mortgage-backed securities believed what their ‘rocket-scientist’ mathematicians and ratings agencies told them: that they were all gain and no pain. Five months into the crisis, the mood was more contrite. Panellists at a session at the World Economic Forum in Davos on risk management were asked how the big banks of North America and Europe had failed to spot the potential losses from subprime. The one-word answer from a group that included the chairman of Lloyd’s of London and the chief risk officer of the insurance company Swiss Re was ‘greed’. As one participant put it: ‘Those running the big banks didn’t have the first idea what their dealers were up to but didn’t care because the profits were so high.’

It goes without saying that those responsible for the speculative bubble of early 2007 could not conceive that Bear Stearns would announce problems with its hedge funds in late July or that BNP’s problems would give credit markets the equivalent of a stroke a couple of weeks later. That was where the arrogance kicked in. The super-heroes of the New Olympian order were the brightest and the best of their generation. Their activities were making massive profits, a good chunk of which were being paid out in seven-figure bonuses that kept property markets humming in the Cotswolds and the Hamptons. Could it be remotely possible that Citigroup, Merrill Lynch and UBS were guilty of crass stupidity and that their glittering palaces were little more than Potemkin villages? It was unthinkable, and even when cracks did start to appear in the edifice the New Olympian class managed to blame everyone but themselves. On August 10 2007, Countrywide, America’s biggest mortgage lender, said in a filing to the Securities and Exchange Commission that it was facing ‘unprecedented disruptions’ because demand for its home loans had evaporated. According to Countrywide’s chief executive officer, Angelo Mozilo, who took home $120 million as a result of the unflagging efforts of his sales force in 2006, the problems were either the fault of the government, which he had blamed less than three months earlier for over-regulating the industry, or borrowers for putting pressure on lenders to offer subprime loans.

This arrogance stemmed from the not-unreasonable belief that big finance was now too big to fail. Mr Mozilo’s railings against the iniquities of big government were heard no more after August 2007. Instead they were replaced by a demand, loud and insistent, that the monetary authorities step in with unlimited quantities of financial assistance. Bob Diamond, the American chief executive of Barclays Capital in London, earned £22 million in 2006 and was the sort of person who saw no reason why his money-making activities should be curtailed by red tape. But in August and September 2007, Mr Diamond conducted a vigorous campaign against Mervyn King, the governor of the Bank of England, for failing to provide the same sort of help to banks in the UK as was being provided by the Fed or the ECB. As one commentator noted, this state of affairs was tantamount to the police being forced to provide a getaway car to bank robbers for fear that even greater damage would be caused by not doing so. Mr King was suitably unimpressed, believing that Mr Diamond’s outburst was directly linked to concern about the size of his bonus.

The response to the market meltdown helps illustrate the final two principles that govern the modern world. One is that, despite the lip-service paid to democracy, Western societies are effectively run by moneyed oligarchies, who have as little time for their wage slaves as did the ruling élite of ancient Athens. In February 2008, Gordon Brown and his ministers opposed a private member’s bill designed to give greater rights in the workplace to agency workers, part-timers who face some of the lowest wages and toughest working conditions of any group. Many agency workers are immigrants, since the New Olympian élite requires an almost endless stream of servants to administer to its needs. Two weeks earlier, and under considerable pressure, Alistair Darling, the chancellor, had announced that he was relaxing his proposals to tax more heavily one group of immigrants – the so-called non-doms (non-domiciled residents) who were mightily wealthy and used London as a tax haven.

To be fair, at least 100 Labour MPs failed to accept the government’s view that global competition means that all workers except CEOs and top directors must accept lower real wages and pensions and poorer working conditions. Nor did they find it convincing that globalisation makes all types of labour more abundant, except chief executives. Messrs Brown and Darling, however, seemed to have swallowed the argument that rich people would leave unless taxation was made voluntary at the top end of the scale, although it was hard to see why it was thought that a good way of bringing foreign money into the UK was to let rich foreigners live here without paying taxes so long as they kept most of their money overseas.

It is tempting to say that the final scourge to escape from the modern Pandora’s box was weakness, because it was certainly evident in late 2007 and early 2008 that the apparent strength of the financial markets was illusory. The happy-go-lucky mood evaporated instantly, with the write-down of losses accompanied by some token sackings of executives and followed by more stringent lending for the real victims of the credit crunch – individuals and businesses forced to pay more when they borrowed. In the UK, loans worth 125 per cent of the value of a home disappeared and lenders rediscovered the virtues of thrift when they started to demand that first-time buyers save up for a sizeable deposit before being eligible for a loan. Weakness, though, cannot really be included as a principle of the New Olympians, since nobody willingly seeks to be weak. Rather, our 12th and last principle is excess. It is an axiom of the global order that there is never too much of anything; never too much growth, never too much speculation, never too high a salary, never too many flights, never too many cars, never too much trade. It was for that reason, perhaps, that the financial crisis was accompanied by rising inflation – as demand for oil and food pushed up prices globally – and by almost daily evidence of the impact of global warming. Losses in the financial markets; hardship for pensioners facing dearer heating and food; climate change. There were no prizes for guessing which the New Olympians considered the most pressing issue for policy makers.

Introductions are designed to whet the appetite of readers for what is to come. This is no different, but in truth we find ourselves in the position of the chef in the Michelin-starred restaurant who looks through the larder and wants to try all the ingredients. Choosing some vignettes from the past year has not been easy, so spoiled for choice have we been. Should we, for example, start with the first inkling of the crisis – the two Bear Stearns hedge funds that announced they were having trouble meeting margin calls? After all, these funds were run by a Wall Street hot shot, Ralph Cioffi, and were leveraged 17 times, making them prime examples of the New Olympian paradigm. Or perhaps a tastier offering would be to chart the reputation of Alan Greenspan, which by 2008 was the only thing falling more rapidly than American house prices. There was no longer a great demand in bookstores for Bob Woodward’s book Maestro about the former Federal Reserve chairman; instead the mood was captured by the subtitle to William Fleckenstein’s Greenspan’s Bubbles, which was The Age of Ignorance at the Federal Reserve, a play on the title of Mr Greenspan’s own memoir, The Age of Turbulence.

Somewhat reluctantly, it has to be said, we narrowed the choice down to three examples that we believe illustrate the themes of this book: the failure of the gods, the impact of this failure on ordinary people and the reality gap between the recognition that something had gone seriously wrong and the willingness to do anything meaningful to put it right.

WOMEN AND CHILDREN LAST: THE CURIOUS AFFAIR OF EGG

As a gleaming and polished vignette of a low, dishonest decade, the ‘Egg affair’ of January 2008 was hard to equal.

A telephone and internet bank with a giggly name, Egg lost silly amounts of money for its founder, the insurance group Prudential, for the first seven years of its existence until, in 2007, a sillier institution emerged that was willing to pay good money for it – Citigroup, the world’s largest bank and, when still known as First National City Bank of New York, one of the pre-eminent names in 20th-century capitalism. Citi paid £546 million for Egg in 2007, a fancy price for a persistent loss-maker. On January 31, as the global credit crunch caused lending of all types to dry up, Citi cancelled the credit cards of 161,000 Egg customers, citing their supposedly poor risk profile.

When it emerged that many of those now cast into financial outer darkness had perfectly good credit records – indeed, some seemed admirable repositories of that vanishing British virtue, thrift – the resulting furore was guaranteed.

Egg never achieved very much in its ten brief years. Yet, strangely, it managed to encapsulate many of the illusions and excrescences of the New Olympian era, starting perhaps with the notion that an insurance company not only could but should seek to branch out into very different areas of financial services, such as banking, and that banks should return the favour.

There was the illusion that the internet had ‘changed the rules’ and that no way did a new breed of hip young consumers want to have their financial affairs managed by an old-fashioned bank with a buttoned-down branch manager and a tweedy name such as ‘National Westminster’. Thus the turn of the century was the era of the branch-less bank with the impeccably twitty name: Egg, Cahoot (part of Abbey National), and Smile (a Co-operative Bank offshoot). More pertinently, given the traditionally more succulent profits available on life assurance and unit trusts compared to straightforward banking activity, or the Prudential’s traditional business of general insurance, a telephone and internet bank, it was thought, could provide a new, low-cost, ultra-profitable distribution channel for these products – so much cheaper than the insurance salesmen of yesteryear, now being phased out. Thus profits would be enhanced and a line of responsible, steady but ‘too expensive’ middle-class employment would be destroyed – vintage Olympian activity. True, this low-cost distribution channel proved to be less profitable than had been envisaged, but not before the height of the dotcom boom of the late 1990s, in the wake of which Egg was given a higher value than British Airways, after its partial share sale in June 2000.

Then there was Egg’s role in perhaps the greatest and most damaging fantasy of the New Olympian era: the reckless extension of credit, not least to those ill-equipped to handle it. Egg may not have proved much good at selling mortgages or complex investment products down the computer cable or telephone line, but it certainly shifted credit cards.

At one point, thanks to very keen pricing and a big promotional push, it was one of the biggest three credit card issuers in the country. But, as Katherine Griffiths reported in the Sunday Telegraph (February 10 2008):

[It] is generally thought that Egg got the pricing wrong on cards, and on personal loans, from the beginning. Part of the problem was that, as a telephone and internet bank, Egg attracted the customers that bankers call ‘rate tarts’, who chase the best rates and do not stick with any one provider.

Egg’s simplified pricing – with one rate for all rather than the myriad of complex deals offered by rivals – was popular. But it also meant that Egg took on customers with problematic credit histories who, if they had gone elsewhere, would only have been offered a more expensive rate.

Closing in on what may well be one of the most central New Olympian delusions, she added: ‘One analyst said that, in contrast to Egg’s positioning of its brand as appealing to young professionals, in reality it sucked in a lot of people on low incomes and with poor repayment records.’

Yes, quite. Much of the New Olympian project had been presented as meeting the financial and other needs of a new, affluent and sophisticated consumer, from the ‘yuppies’ of the 1980s through the ‘new men’ of the 1990s to the ‘metro-sexuals’ and ‘Alpha females’ of the 2000s; in reality, much of it involved the sordid business of selling unaffordable levels of debt to ‘people on low incomes and with poor repayment records’. This was a new breed of chronic debtor, a latter-day version of the downtrodden miner who, in the 1947 song ‘Sixteen Tons’ by country artist Merle Travis, lamented: ‘I owe my soul to the company store.’ As these lower-income people were to find out in January 2008, they would be dropped like a hot brick at the first sign of trouble and ordered to cut up their plastic cards. But before examining the climax of the Egg affair, it is worth reminding ourselves of the recent ‘form’ of its new owner, Citigroup. In the 12 months prior to the cancellation of the Egg customers’ cards, Citigroup had been one of the most bullish institutions in terms of brushing off any suggestion that the world economy could be heading for trouble. As we shall note in a later chapter, chairman and chief executive Chuck Prince shrugged off fears about global liquidity in July 2007, insisting: ‘[A]s long as the music is playing, you’ve got to get up and dance. We’re still dancing.’

On November 4 2007, Mr Prince left the dance floor; Citi had announced between $8 billion and $11 billion of potential losses related to subprime mortgages and Mr Prince resigned. As he did so, perhaps he regretted his decision in January 2007 to ditch Citigroup’s well-known and friendly ‘red umbrella’ emblem – in the storms now blowing, a stout brolly was probably just what the bank needed.

Given the scale of Citi’s difficulties, any potential problems at Egg may have appeared to be small beer. Yet Citi’s UK operations could have seemed particularly vulnerable to the worldwide credit crisis. Alongside Egg, Citi had a subprime loans business with nearly 50 high street branches, Citi Financial, and a subprime homeloans business called Future Mortgages. At the top end of its British operation, it offered banking services to wealthy international customers. As Ian Kerr, head of Citi’s British consumer business, told Katherine Griffiths in the above-mentioned article: ‘We’ve got both ends of the market but not a lot in the middle.’

Olympians usually like it that way; indeed, you could argue that the whole Olympian project, consciously or unconsciously, aims to leave society itself with ‘not a lot in the middle’.

Be that as it may, on January 31, Citigroup informed the Stock Exchange that it was writing to 161,000 Egg credit card customers collectively responsible for about £2 billion of spending, to stop using their cards. Citi could not require them immediately to repay all they owed – if anything. But it could stop them from using their cards. As Egg faced a storm of criticism, it responded, on February 8 2008:

It [the decision] was not, as has been suggested, an excuse to exclude some ‘unprofitable’ customers. In this one-off review we assessed that the credit profiles of these customers had deteriorated from the time they joined Egg until the time Citi acquired Egg in May 2007 and that they presented a higher than acceptable credit risk to the bank.

Not everyone was convinced, to put it mildly. Some believed that the cards had been withdrawn precisely because some of the now-banished Egg customers had never missed a payment, thus were not making Egg any real money, their spending habits being insufficient to generate much by way of the ‘merchant fees’ paid by shops and other retail outlets to the credit card companies. And some of the ex-Egg customers checked their credit ratings and found nothing amiss. One such was Maya Lucas, a 23-year-old life insurance adviser from Chester. Interviewed by the Sunday Times on February 10 2008, she said: ‘I don’t understand how I can be seen as a credit risk … I checked my Experian [a credit reference company] file, which said that I have a very good score.’

But as the same article noted: ‘There is no guarantee you will have a good credit score with your bank even if a credit reference file labels you as low risk. This is because lenders have their own rating system which uses ‘behavioural’ information. It will also weigh information differently from credit reference firms or other banks.’

In other words, they can do as they like and there is no appeal. The credit reference that the customer can access is of little importance compared to the credit reference inside the lending institution that the customer cannot access. This is a not-untypical example of the ‘transparency’ of which New Olympians are so fond. How many people knew that before the Egg affair?

But while tens of thousands of Egg customers were being shown the door, Mr Prince, the now-departed former head of Citigroup, would probably not be having much difficulty obtaining credit cards or other personal finance facilities. The market’s condign punishment for his failures at Citigroup involved a reported payoff of at least £19.5 million. The poor man must have wished he had never been born.

One final aspect of the garish contemporary financial and economic scene fully reflected in the Egg debacle is the fondness for ‘securitisation’ – selling your IOUs to someone else – of which we shall hear a lot more later in this book. About £2.2 billion of Egg’s credit card ‘assets’ (i.e. money owed by borrowers) was in a vehicle called Pillar Trust, set up in 2002.

To sum up, Egg was launched as an unstuffy new type of financial institution that would use modern technology to deliver sophisticated products to a demanding new breed of affluent and aspirational customers. Having failed to acquire these sorts of customers in the volumes needed to produce the expected bumper profits, it was sold to an institution that had a rather better understanding of many of the sort of customers that it had managed to attract: subprime borrowers. Citigroup also appeared to understand that when a bank makes a lot of stupid mistakes, costing billions of pounds, and trouble is looming, those least able to hit back must be the first to suffer, that the top people are fully entitled to scramble over the women and children into the lifeboats.

No, Egg never achieved very much in its ten brief years. But by its action on January 31 2008, it managed to encapsulate so very much of what is so very wrong with the world the New Olympians have tried to create.

WINTER LIGHTNING: 96 HOURS THAT SHOOK MOUNT OLYMPUS

The Egg affair took our fancy as an episode from the early part of 2008 that seemed to sum up the economic and financial events of the time. But in truth, we were spoiled for choice. By the spring of the year, it was obvious that the global financial crisis was not mending itself; on the contrary, there were plenty of signs that it was getting worse.

There was, for instance, the week ending Saturday January 26, the week when all the signs were that the New Olympians’ scam was finally coming apart. On Monday January 21, Chancellor Alistair Darling said he had given up on hopes of persuading a private sector buyer to assume the £24 billion that stricken bank Northern Rock owed to the Bank of England, which had pumped in the money to keep the Rock in business. The Rock had been brought to its knees by drinking deep of the cup of commercial liberalisation and financial engineering. Mr Darling proposed that taxpayers should gulp down a big draught of the same medicine.

He announced plans to turn the £24 billion into bonds that would be sold on the open market, with a government guarantee. Whoever ended up owning the Rock would have to put aside a portion of the future income from customers’ mortgage payments to pay the dividends on the bonds. Put in lay person’s terms, this is how the bond scheme worked.

Someone owes you money and cannot pay you back; you take that person’s IOU and sell it to a third party, thus getting your money back. But the only reason the third party will touch this IOU with a bargepole is that you have guaranteed it – in effect, you have underwritten someone else’s debt to you.

Thus did the sort of financial engineering in which the Olympians specialise come full circle; having put one of the UK’s largest mortgage lenders deeply in debt to the public purse, it was now being employed by ministers, it was hoped, to package up that debt and sell it to someone else. But any hopes that this would expedite a sale of Northern Rock to the private sector were cruelly disappointed within a very short period of time – on February 17 2008, Mr Darling announced that the bank was to be nationalised.

On the day after Mr Darling’s bond scheme was announced, Tuesday January 22, America’s central bank, the Federal Reserve Board, stunned financial markets with the sudden announcement that the US official rate of interest was to be cut by 0.75 percentage points to 3.5 per cent. This was the biggest single cut in 23 years. It was also the first time the Fed had cut the rate other than on its scheduled meeting date since a between-meeting cut in September 2001 after the terrorist attacks on New York and Washington. The move by Fed chairman Ben Bernanke and his colleagues reeked of panic and was reminiscent of nothing so much as a drug pusher desperately hoping that one more fix will get his groggy customers back on their feet. The Fed statement seemed anything but reassuring:

[We] took this action in view of a weakening of the economic outlook and increasing downside risks to growth. While strains in short-term funding markets have eased somewhat, broader financial market conditions have continued to deteriorate and credit has tightened further for some businesses and households. Moreover, incoming information indicates a deepening of the housing contraction as well as some softening in labour markets … Appreciable downside risks to growth remain. The Committee will continue to assess the effects of financial and other developments on economic prospects and will act in a timely manner as needed to address those risks.

It did that all right, with another cut, this one of 0.5 percentage points to 3 per cent, on January 30. The communiqué read:

Financial markets remain under considerable stress, and credit has tightened further for some businesses and households. Moreover, recent information indicates a deepening of the housing contraction as well as some softening in labour markets.

But guess what? ‘[Downside] risks to growth remain … [We] will continue to assess the effects of financial and other developments on economic prospects and will act in a timely manner as needed to address those risks.’

This all sounded very much like bureaucrat-speak for: ‘Help!’

Since the share price falls on October 1987, the response of the Fed to any threat to asset prices had been to pump the system full of cheap money via a cut in interest rates. There seemed not a glimmer of understanding at the Fed that the crisis of 2007–2008 was the working out of 20 years of this policy, not the result of insufficient application of it.

After a day’s respite, the week’s third bombshell went off on January 24. French bank Société Générale, one of the country’s most respected financial institutions, announced it had faced a
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