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Introduction

‘We had a good day, we made money. That’s what it’s all about.’

Martin Pope, Hoare Govett & Co., 27 October 1986



In the beginning was Big Bang, but was it good? Thirty years on from that moment of creation in the City of London in the autumn of 1986, when a switch was flipped and the Stock Exchange was opened up, liberalised and computerised, there is no consensus about what it meant or on whether its impact was benign or malign. Was the Thatcher government’s Big Bang in the City inevitable, almost an accident of historical circumstances, or a knowing innovation by ideologues? Did the changes to how the City worked license an explosion of greed, selfishness and bonus-driven excess in the Square Mile and beyond that contributed to the causes of the crisis of the late 2000s and ongoing problems with the financial system? Or was the financial revolution a creditworthy development essential to maintaining London as a leading financial centre?

That these questions do not have simple, pat answers suggests that the real story of the City revolution in the 1980s is much more interesting than the crude caricature of shouty men in red braces guzzling ‘shampoo’ (champagne) by the gallon and waving their wads (and worse) at the rest of us. But then, in Big Bang – when foreign banks were allowed into the Stock Exchange, with old British demarcations governing the City swept away – and in the wider revolution of which that day was a key part, we too often see what we want to see. It can be made to fit any version of history you want, from Left to Right and all points of view in between.

For critics of finance, it is clear that it was a profoundly harmful development. Big Bang was emblematic of the wider liberation of markets and of international capitalism reasserting itself. Hubris abounded. Almost exactly a year afterwards came the international crash of October 1987. The new global architecture of open financial markets survived the shock and rebounded surprisingly quickly, making some people a lot of money for almost two decades, until the edifice came falling down in the crisis of 2008, at great cost to the rest of us. That’s one version, in which the City is a demon. Indeed, the imagery associated with the City at points of crisis has become one of the defining motifs of the age. Whenever there is a tremor or full earthquake in the markets, when prices dip or a bank has done something it should not have, television crews are sent to film traders looking stressed about the trouble they have landed themselves and us in. Standing at desks shouting at their colleagues used to be standard procedure on these occasions. Now they are encouraged to look less agitated in front of the cameras and just sit there looking at their screens. It is the media cliché – of the trader as ruthless, overpaid arbiter – repeated like a pseudo-religious ritual when we want an explanation for why the economy is not doing what we want it to.

In that reading, Margaret Thatcher in the 1980s deliberately instigated this financial revolution and unleashed greed on a gargantuan scale. In attempting to outdo New York and Wall Street in terms of excess and selfishness, the Square Mile made itself a city-state cut off from the concerns of Britain’s less affluent citizens. The two cities, New York and London, collaborated and competed frenetically until their combined efforts almost blew up the global financial system in 2008. That explanation can be heard on the Left and sometimes among traditional Conservatives too.

There is an alternative view, which holds that the reforms introduced were among the most positive of Thatcher’s eleven years in office, and her defining international achievement outside the Cold War. Not only was the domestic City subjected to a welcome blast of meritocracy, in which the old school tie mattered a lot less than it used to, it was also reopened to the world, restoring it to the once dominant financial position it had enjoyed for the century leading up to the beginning of the First World War. This new 1980s openness was the modern equivalent of the bold British switch to free trade in the mid-nineteenth century. Just as happened then, British reforms inspired policy makers and financiers in other countries and the Thatcher approach to open markets and privatisation became the international norm. And anyway, most of what goes on in finance is nothing like the media caricature of screaming traders and massive bonuses. Pay for most City workers is not in the stratosphere. Post-Big Bang the place is an engine room of social mobility and opportunity. It is a British success story just as Wall Street is the humming motor of American capitalism. That is roughly how free market advocates see it.

For others, Big Bang represents the melancholy passing of a particularly English approach to capitalism, in which a gentleman’s word was supposedly his bond and a decent lunch kicking off with gin and tonic followed by white burgundy, claret and port was a seemingly ancient birthright. Out went British ownership and dominance in the City; in came ever more of the hardworking Americans, ensuring that something intangible and peculiarly English was lost.

It certainly had another impact too, one that is entirely positive and often overlooked by men. Before the 1980s some women had begun to be employed in the Square Mile, but it was not until the Thatcher government’s reforms that serious numbers of women started to make inroads. As recently as the 1960s it had been an almost exclusively male environment in which the employment of one woman on the floor of the Stock Exchange in Dublin could cause such a shock that the authorities in London took legal advice to protect themselves against anything of that kind happening in the City.

That glimpse of the financial universe pre-Big Bang illustrates that the changes of 1986 did not happen in a historical vacuum. While Monday 27 October was an emblematic exciting moment that encapsulated Thatcherism and the resurgent power of markets and those who work in them, there was plenty of life before it. Big Bang was just one development among many that marked London’s re-emergence as a global financial centre over the course of several decades from the 1960s. That is a story with deep historical roots, which is why Part One of this book, ‘Ignition’, charts the origins and development of the ancient City of London from Elizabethan times, through centuries of war, fire and reconstruction, right up to the emergence of another equally ruthless leader in the late 1970s, Margaret Thatcher. In terms of how finance is regarded in the popular imagination, the transformation of the Square Mile has a claim to be the bc and ad moment. But a lot that matters happened long before. The modern City and finance make a good deal more sense if you understand where they came from, and also understand the interplay between London and other great global financial centres.

Part Two, ‘Friction’, tells the inside story of Big Bang and the people in politics and the City who engineered it. It deals not only with the City and high politics. The architecture, theatre, music, fashion, satire and media of the 1980s also feature. Indeed, London itself changed markedly in that decade, when a small group of property developers, public officials and financiers established a rival to the traditional City on the dockland wasteland in the East End. The City itself had to respond, by wiping away the grime and building higher in glass and steel. Part Two also includes an early appearance by a young journalist called Boris Johnson.

Part Three, ‘Combustion’, then deals with the crash of 1987, the serial scandals of the era, the dramatic growth of the City in large part thanks to the euro, the battle for supremacy with New York, and the disaster of 2008 and subsequent recovery. I close by assessing the City revolution – thirty years on – with the help of some of the most interesting players of the period. And I offer my own assessment. But what of the future? The Afterword assesses the challenges facing the City as it tries to come to terms with the UK's vote to leave the European Union, against the backdrop of the next financial revolution already underway. Politics, disruptive technology, and new digital currencies are about to reshape the City once again. That Afterword is entitled ‘The Fate of the City and the Future of Money’ – something we should all be concerned about.

Writing my last book about the collapse of RBS in 2008 and the wider financial crisis, it became obvious to me that a good deal of what I thought I knew previously about finance, politics and people had been wrong. I must confess that as a political commentator working on a leading national newspaper, I wrote about the financial crisis of 2007-2009 with only a limited understanding of many of the underlying concepts. That is why, a few years later, I sought as a baffled and furious taxpayer to understand the RBS failure, and to write about it.

Similarly, underpinning this book is an attempt to explain how and why the story of the West since the Second World War is to a large extent about an ‘explosion of money’. This process has been driven by increasing debt, financial innovation, cross-border trade and the development of new technology making it easier to move that money ever faster around the globe. London is critical – and Big Bang was a decisive moment in the evolution of money – because a small patch of the British capital was used as a test site for a global experiment. We have all, in our different ways, been affected by the fallout and continue to be.

Crash, Bang, Wallop is not meant to be a dry, technical tale, however. It is told with the help of a remarkable cast of personalities, some of whom got into all manner of farcical scrapes and chicanery along the way. What became apparent, interviewing some of the key participants from the 1970s and 80s, and examining archive material, is that the architects of the financial reforms had no clear idea where it would all lead, or of the bonus bonanza and cultural conflict it would entail. ‘I think the truth is that they didn’t know what they were unleashing,’ says a Thatcherite former cabinet minister. Sceptics will smirk at that. Didn’t many of those involved go on to do very nicely in City boardrooms afterwards? That is true, of course, but there was, no matter what anyone might try to tell you, no one clear and dastardly plan for a financial revolution. Events proceeded at times chaotically, with the participants attempting to adapt to what we now think of as globalisation.

The bigger picture that emerges from the history of the City over almost five centuries is of invigorating innovation, openness to the outside world, frequent crashes followed by growth taking place in a peculiar environment, where generations of traders have usually resisted attempts at central planning or mapping the future. Indeed, the City’s rise is the story of visionaries and rascals, and of the combined efforts of millions of souls trying to make themselves a living, constantly repeating the cycle of wealth generation, excessive excitement, panic, bust and renewal.

What is perhaps most striking about the City’s development through those upheavals, in recent decades and over the centuries, is the strong retained sense of place, even though it has been burnt down several times and bombed to bits. Elsewhere, industries tend to rise on one spot and then, when trading patterns change, within a century or less they can be gone, leaving scrubland or a heritage site. One thinks of coalmining, or docks, or fishing, or ships, or car manufacture. In contrast, with varying degrees of success, what the City is doing it has essentially been doing for many centuries on one patch of ground. Trading in goods gradually developed from the sixteenth century into expertise learnt abroad in the art of trade financing, then into making money from money, always ring-fenced from the rest of us to an extent because of the City’s secretive self-government that stretches back almost a millennium and was recognised by William the Conqueror. In that respect, the place has more in common with hallowed religious sites that draw their power from the physical connection to the past, reminding worshippers that there were people here before us and there will be others after we are gone. The City, with its evocative street-names, gothic rituals, baffling codes of behaviour, and temporal temples to mammon, looks to this visitor like the international financial equivalent of Harry Potter’s Hogwarts.

To take a leisurely walk along modern Bishopsgate at the eastern end of the City, dodging the crowds of impatient workers rushing by on their way to a sandwich shop or a meeting, is to walk through history. Bishopsgate is named after a long-demolished three-towered medieval gate at the City Wall, which was paid for by foreign merchants from the Hanseatic League in the fifteenth century in return for their continental trading privileges. The heads of traitors were displayed on spikes on top of the gate. Later, the area was home to coaching inns serving visiting merchants, residents and ‘stock men’ driving animals to one of the many nearby stock markets. Walk past the church, St Helens of Bishopsgate, which was first consecrated in the twelfth century. That is where the merchant Sir Thomas Gresham was buried in 1579. St Helens miraculously survived both the Great Fire of London in 1666 and the attentions of the Luftwaffe in the early 1940s, although Gresham’s altar tomb only narrowly avoided destruction when the church was badly damaged by two IRA bombs exploding in the early 1990s. Bishopsgate is also where Gresham, an Elizabethan trader and loyal friend of the Queen, had his London house. From there he travelled from Thames-side wharves to do deals in Antwerp, then the leading market or bourse in Europe. It is with the peripatetic Gresham, and a vital innovation he brought back from his travels, that this story begins.
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PART ONE

IGNITION





1

On the Make

‘A public, or a private robber; a statesman, or a South Sea jobber.’

Jonathan Swift, to Mr Gay (1728)



Thomas Gresham – merchant, foreign adventurer, financial schemer, property developer, Royal advisor prepared to keep a rival of Queen Elizabeth I under house arrest1 – was born to be one of the great figures in the history of the City of London. His wealthy merchant father became Lord Mayor, and grew the fortune of his well-established Norfolk family from London, where he became a supplier to Henry VIII and a witness to the turmoil of Tudor politics. Thomas – born in 1519 – was sent to Cambridge, but he was destined to follow his father by becoming a merchant, although he would soon eclipse his achievements and become an early archetype of what a smart, scheming trader can achieve with some chutzpah and an eye for the main chance. He also reshaped the City with a vital innovation.

To begin his career Thomas went first to the Square Mile, to become a member of the Mercer’s Company, the exalted livery company or trade body that represented merchants. The City was the wellspring of wider London and already the centre of commercial power in England. The square mile or so of land on the north bank of the Thames had been colonised by the Romans, who built Londinium as a port protected by city walls. Abandoned after their departure, then repopulated from the ninth century and connected to a network of villages such as Westminster outside the walls, the City by Gresham’s time was the centre of English trade in all its forms. On its wharves on the river, goods were loaded and unloaded. The stock markets – stock then meaning stall – were where for centuries butchers, fishmongers and others practised their trade. Through the streets, cattle were driven to market and produce carried to the herb markets. Some of the place-names in the City still reflect that comestible heritage: Poultry, Bread Street, Pudding (meaning offal) Lane, Milk Street and Honey Lane – the last two adjoining Cheapside (a medieval term for market). Since at least the Norman Conquest, the City had enjoyed a degree of self-government and autonomy within London, which remains the case today. As the medieval period gave way to the modern, and London continued to expand outside the boundaries of the Square Mile, the City of London remained distinct with its own customs, atmosphere, local government and legal personality. The City was of London but also apart from it.



[image: _img1]

Sir Thomas Gresham – merchant, innovator, agent of the Crown – welcomed Elizabeth I to name his Royal Exchange in the City in 1571.



But Thomas did not stay long. While he maintained a base in London, initially he went to the Low Countries and to what was then one of Europe’s greatest trading centres and ports, Antwerp, where he developed his skills as a trader. It was where moneylenders, financiers and merchants of all varieties from across the continent did business. The Portuguese had begun to use Antwerp as an outlet for the sale of their spices from the East and the unrefined sugar sourced from its empire. German merchants and refiners were drawn like bees to the honey pot and the English had also established a trading house there in the early sixteenth century. The international flavour of Antwerp illustrated the extent to which the countries and city-states of Europe were bound together by moneymaking. In Antwerp’s Bourse, the exchange where the traders gathered, Gresham became well connected.

That meant he was ideally placed to help when in the early 1550s the English monarchy got itself into yet another financial mess and the affairs of Edward VI, son of Henry VIII and half-brother of Elizabeth I, were unravelling. The problem facing the Royal Family in 1551, as so often, was the debts it had run up. As Edward VI’s advisors at court squabbled over how to settle the young King’s bills, new loans were taken out abroad, which only exacerbated matters. The rates of interest charged in Antwerp were ruinous. This is where Gresham came in most useful as the Crown agent. One of the solutions, Gresham concluded, was an early form of currency market manipulation. If he could, by hoarding currency and making it scarce, artificially drive up the value of the pound as it was traded in Antwerp, then the monarch’s debts in other currencies would – proportionately – become smaller and easier to pay off. It took a couple of years, and several of his other schemes came to nothing, but it worked and the burden of royal debts was eased. A figure from a leading City of London family had arranged a bailout of the monarchy, rescued the royal reputation and bolstered his own connections at court.

Even then in finance you were only as good as your last deal. Favour could vanish quickly with a change of monarch. The advisors to Mary, Edward’s successor, were suspicious of Gresham’s influence. He was briefly excluded and had to work his way back. It took the elevation to the throne of the much cannier Elizabeth in 1558 for him to enjoy full royal favour again. It also helped there that Gresham’s close friend was Sir William Cecil, who on the death of Mary became Secretary of State, principal advisor to the monarch. Gresham agreed to keep Lady Mary Grey, who had a potential claim to the Crown, under house arrest at his properties, and he was at Hatfield House in November 1558 for Elizabeth’s first council as Queen. Even then, that day, he made the case that English merchants and moneymen deserved better protection from the Crown and complained that foreign traders had it too easy in London.

While the Elizabethan elite was in favour of trade, this should not be confused with free trade or open markets, concepts that would only gain credence two centuries later. Gresham and his fellow merchants operated in an era of mercantilism, a system in which the Crown guided economic policy and attempted to create trading monopolies protected by military force. The aim was for the country never to buy more from other countries than it sold because that way England might accumulate reserves of bullion and protect itself in war. Gresham was interested in innovation, however. And when he undertook an ambitious project designed to boost English finance and trade – first floated by his father2 – the interests of a mercantilist monarchy and an ambitious merchant with a house on Bishopsgate were perfectly aligned.

Gresham’s great innovation was the addition of what became the Royal Exchange, a bourse modelled on the institution in Antwerp and designed by a foreign architect with the City’s livery companies paying for the land. In establishing this enterprise and overseeing its construction, Gresham was, in modern parlance, seeking to ‘give something back’. His only son had died young and the opening of a bourse gifted to the City was an act of philanthropy, although, ever the man of business, he retained the leases on the shops overlooking the courtyard. The rents would enable him to recoup some of his outlay.

The spot he chose for that building – at what today is the busy junction at Bank – remains the financial City’s polestar. Nearby Gresham Street runs into Lothbury Street, behind the Bank of England building. The Victorian iteration of the Royal Exchange stands on the original site of Gresham’s Exchange, with a weathervane on the roof that is a golden grasshopper, representing the Gresham family crest. In the mid-sixteenth century, that early piece of City property development by Sir Thomas Gresham changed the face of the City. Previously, merchants and dealmakers transacted trade in a haphazard fashion on the street and in inns. This was the first time they would have a dedicated spot with proper protection from the elements, creating the potential for a multiplying effect by which traders on the make would know where to find their allies and rivals if they wanted to do a deal.

This innovation was deemed such an advance that the Queen was prepared to give it her royal imprimatur. On 23 January 1571, Elizabeth I left her residence at Somerset House on the Strand, accompanied by a guard with trumpeters heralding the monarch, and headed for a dinner in the City. Her short journey took her through Temple Bar, along Fleet Street, on to what is now Cheapside and Threadneedle Street, before she arrived in Austin Friars, near Bishopsgate, at the mansion of Sir Thomas. According to the account of Monsieur La Motte Fenelon, the French Ambassador who was at the table, there was playful discussion of the Queen’s marriage prospects before, in the early evening, with dinner finished, a torchlit procession set off to open the first Royal Exchange. The historian John Stow, in his Survey of London, published in 1598, described what happened next: ‘Her majesty returning through Cornehill, entered the burse on the south side; and after that she had viewed every part thereof above the ground . . . she caused the same burse by an herald and trumpet to be proclaimed the Royal Exchange, and so to be called from thenceforth, and not otherwise.’

The rising confidence and increased assertiveness of the Tudor merchant class is illustrated by the other attempts made by Gresham and his contemporaries to reduce the domestic influence of far stronger European rivals. It rankled with English merchants that London did not even have unhindered control of its own trade. On the site of what is today Cannon Street Station, the Hanseatic League (established in the fourteenth century) ran the Stillyard, a network of wharves by the Thames handling imports and goods for export to other parts of Europe. The power of the League, originating in Lubeck, Germany, stemmed from its mastery of cross-border commerce and control of trading routes. In Gresham’s lifetime, the Stillyard or Steelyard still enjoyed privileges from the Crown in return for guarantees to help guard the City in the event of an uprising. The Liberal MP, author, playwright, soldier and spy, A.E.W. Mason, wrote in 1920 that ‘the Stillyard was to the modern understanding, one of the strangest institutions which the world has ever seen. It took its origin from the debts of the early English kings and the money with which the German traders from the Baltic, the Easterlings as they were called, were able to provide them.’3

Gresham wrote to Queen Elizabeth deploring the existence of the Hanseatic League’s trading house in the City: ‘The Stillyard hath been the chiefest point in the undoing of this your Realm and the Merchants of the same.’ A spasmodic crackdown had begun in Edward VI’s reign, when the liberties of the foreigners with their trading empire by the Thames were removed. Queen Elizabeth banished them entirely in 1598 after Gresham’s death, although under James I they were readmitted. The land was finally sold, by German owners, to a railway company in the 1850s. In those sixteenth-century squabbles involving Gresham and his friends, some of the major themes of the City’s subsequent development – including notions of monopoly, skulduggery, foreign competition and the role of government – were already apparent. To what extent did London’s trade have to be open to the outside world? Who did the City’s senior figures truly serve other than themselves? How should London adapt to thrive?

There was a shady postscript to Gresham’s career, however, that will sound familiar to those used to hearing about the misbehaviour of some modern financiers. An inquiry by the Crown into his dealings on its behalf found a number of apparent irregularities. Gresham could explain it all, he said. The lavish entertaining on expenses of foreign merchants was essential for the transaction of deals, and the high profits he had made in working on royal business were deserved, he claimed. Everything was accounted for, he assured the Queen. She was persuaded and Gresham was paid the last of what he was owed by the Crown. One of Tudor England’s richest men, he died suddenly on 21 November 1579 on his way from a meeting at the Royal Exchange.4

Gresham may have given the City a commercial centre, to complement the ancient Guildhall from where the Corporation governed the City, but at the start of the seventeenth century in England the business of trading money, of making money from money, was underdeveloped. What was traded were principally real goods, such as cloth, timber, food, spices and jewels. At that point the notion of buying shares in companies and selling them to others was alien and the City of London was far behind where the Venetians had been centuries earlier, when by the early 1300s Venice had already begun to develop a commercial system capable of coping with the complexities and risks of long-distance trade. They had limited-liability joint-stock companies, with pools of shareholders; sophisticated markets for the trading of debt; mortgages; some education in business; bankruptcy laws; double-entry accounting; and a proper currency, Venice’s ducat. The traders in Antwerp and other trading hubs had adopted and evolved these ideas, which had then been transmitted back out across Europe by merchants eager to diffuse risk and make more money. In the seventeenth century it was the Dutch, and only later the English, who exploited such innovations and became particularly good at the business of money.

It helped that London’s Royal Exchange had an early boost following the sacking of Antwerp by the Spanish in 1576, an event that also caused the Low Countries to unite against Spain. The waning power of Spain then created a vacuum which the Dutch provinces filled in the late sixteenth and early seventeenth century. In the Dutch golden age that followed, Amsterdam became for a while the wealthiest and most innovative financial centre on earth. In war, at that point, the Dutch tended to best the English too, most embarrassingly in 1667 when the Dutch fleet sailed into the Thames estuary and at Chatham set a large part of the English fleet on fire before towing away two prized ships. Samuel Pepys, then Secretary to the Navy Board in Whitehall, wrote in his diary: ‘Most sad to be sure. And, the truth is, I do fear so much that the whole kingdom is undone, that I do this night resolve to study with my father and wife what to do with the little that I have in money by me.’

It was a combustible period in the City. For Londoners the Dutch incursion looked like another God-given sign that the end of days was approaching, or at least that yet more tumult was on the way. In the Civil War, much of the City had backed Parliament, ostensibly out of resentment over the Stuarts’ taxes and financial impositions. After all, the newly assertive merchant class of London was also used to a degree of self-government in the Square Mile. Even after that upheaval, there was no respite. On top of war and regicide came plague and then fire, against which the tightly packed pitch-covered timber houses were like dry tinder. In September 1666, when the Great Fire took hold, much of the City was burnt to the ground, including the first St Paul’s Cathedral and the Royal Exchange. Pepys noted in his diary on 5 September 1666: ‘The Exchange, a sad sight. Nothing standing there of all the statues or pillars.’ Only the statue of Gresham remained, said Pepys and others who visited the scene.

Every disaster presents an opportunity, however. And in the rebuilding that followed and with the development of insurance, a new generation of men on the make took their chance. Those dwelling or working in the City lived permanently with such risks disrupting their activities and killing their customers. That being the case, sensible property owners and merchants needed ways to offset risk and to protect themselves against the possibility of further disaster after the Great Fire. One man in particular, Sir Nicholas Barbon, made it his business to exploit these opportunities to the full.

Barbon was the son of the puritanical Praise-God Barebone (his real name) and a physician trained in medicine in the Netherlands, an economist, a rapacious property developer, a Member of Parliament and a financial innovator. He was the archetypal financial adventurer in the late seventeenth-century style who not only began rebuilding the City from the ashes, buying up land at fire-sale prices and constructing rows of terraced houses made of brick. He also offered property insurance.

The idea of a contract, in which the businessman paid a premium for protection and payment if disaster struck, was not in itself new. Insurance contracts had existed in Genoa in the fourteenth century. But in the aftermath of the Great Fire, Barbon’s mass-market application of the technique to houses was swiftly copied when its potential profitability became understood. His Insurance Office for Houses (later renamed Phoenix) operated from a building close to the site of the destroyed Royal Exchange and as many as five thousand homes in the rebuilt City were covered by his policies. Fire services were also launched by the individual insurance providers, although the resulting attempts at extinguishing blazes could be chaotic. The insurance companies would only put out the fires of their own customers, an approach not conducive to public safety.5

As well as leading the way on insurance, Barbon was also a pioneering writer on free market economics, and in A Discourse of Trade he dealt with interest rates, prices, currencies and the encouragement of commerce, describing the City of London as ‘the Largest, Richest, and Chiefest City in the World, for Trade’. He died in 1698 or early 16996 at his country property, Osterley House in Middlesex. It was a house that had been owned by a previous City pioneer, Sir Thomas Gresham, more than a century before. Despite his success in building and insurance and in the development of economics, Barbon ultimately had less success in the other rapidly developing field of business that dominated the efforts of adventurous types in the City in the 1690s, namely banking. The developing English economy needed banks.

Once again, the requirements of the Crown played a key role in reshaping finance, when another monarch found himself short of money. England’s new Dutch and Protestant monarch William III wanted to rebuild the navy and had to be able to borrow to pay for it. The emergence of the Bank of Amsterdam, and the founding of the first central bank by Sweden in 1688, suggested that the establishment of a Bank of England would provide a way to enable the government to borrow. A scheme proposed by a roguish speculator, the Scotsman William Paterson, was suddenly deemed attractive.7

The Bank of England was established in 1694, and offices on Walbrook were opened less than two hundred metres away from the Royal Exchange. From there it became the government’s banker, the model central bank on which other nations based their own institutions. Privately owned, it was licensed by the government with a monopoly in England to issue notes. It eventually controlled the national debt and, in time, as they developed, the straightforward commercial banks would eventually be overseen by the Bank.

Other, smaller banks had developed out of the goldsmiths trade that thrived along the City’s Cheapside. Goldsmiths had secure vaults, knew how to safeguard wealth and look after deposits, and some started to develop a sideline in banking and loans. In 1672, the goldsmith Richard Hoare founded the bank which later became C. Hoare & Co. He moved it to Fleet Street in 1690 and the bank is still owned by the Hoare family, trading on the same site. Barclays was on Lombard Street, where two Quakers – members of the radical, dissenting Protestant movement – set themselves up in business in 1690. John Freame and Thomas Gould financed Quakers launching new trading enterprises in the Caribbean and America, and backed the Welsh Copper Company and the London Lead Company. In Edinburgh, the Scots were also moving into banking, but in England banking was largely restricted to London at this stage, only spreading outwards across the country in the eighteenth century as commerce grew.

Then there were the joint-stock companies. The idea of companies with many shareholders owning a firm is common now and widely understood. It is how all manner of business household names and banks are structured, with financial institutions and individual investors buying tradable shares entitling them to a chunk of the profits, in the form of a dividend, in return. The model, though, has its roots in the mercantilist push for empire by England and then Britain from the sixteenth century on to the domination of India in the eighteen and nineteenth centuries, with a small group of investors putting up funds for adventure and exploration that might lead to trade.

The Muscovy Company of the 1550s had originated as the Mystery and Company of Merchant Adventurers for the Discovery of Regions, Dominions, Islands, and Places unknown, founded by three adventurers. A mission to Moscow was, mercifully, well received by Ivan the Terrible, and the building the Company used in the Russian capital still stands near Red Square. Other companies plied different trading routes, including the Levant Company, founded in 1581, which later merged with the Venice Company. These early adventurers and the Crown had struck a bargain. British explorers, in competition with foreign rivals, would claim new territory from which the Crown would gain revenue and global reach. The Companies were not state-owned, although they operated with the encouragement of the Crown. The Elizabethan establishment of an American colony in Virginia, the first successful English colony, was exploited successfully later by the Virginia Company with its Royal Charter.

It was the companies established in Asia that changed the game, and once again the intense rivalry and colonial interplay between the Dutch and the English produced important innovation. England’s East India Company was founded in 1600 to take on Dutch traders, who responded with the Dutch East India (1602). The Dutch, though, had a new weapon that spurred growth. Shares had been traded before in piecemeal fashion; now the Dutch East India built a stock exchange where they could be bought and sold alongside the bonds issued to raise debt. It introduced scale and the excitement of large amounts of speculation, meaning that in trying to outflank the English, the Dutch in Amsterdam had invented the modern stock market.

The English were slow to understand what was happening. The market for shares only developed gradually, as new companies such as the Hudson Bay Company and the Royal African were established. Their owners gradually learnt the possibilities and the joint-stock enterprises started to pay large dividends from plundering the New World. However, it was not until the late 1680s that shares were frequently traded in London, and this was driven by the Nine Years’ War with France which meant that domestic merchants, their possibilities for overseas trade limited, looked for other outlets for their capital. When trading happened, there was a ready-made venue where business could be done, in the Royal Exchange alongside the merchants buying and selling goods and arranging shipments.

Buying shares was quickly understood to be perilous because the price rested on speculation about future profits, discoveries, lucrative new contracts or the commercial overspill from war and political upheaval. Perhaps for that reason, the stockjobbers and brokers started to develop a reputation as excitable types who thrived on rumour and made profits from hot air. It is perfectly understandable that early activities of the stockjobbers and brokers were seen as morally dubious, although there was a hunger for what they were selling. That contradiction is still apparent today, with clients complaining about the motives of those dealing shares or trading financial instruments while coming back for more in search of personal profit. In it, too, may lie the origins of contemporary complaints that the City does not produce anything solid or real, unlike manufacturers.

It didn’t help in a deeply religious age that trading in shares or debt obviously involved selling and buying the inherently intangible, whereas a merchant selling a shipload of spice, grain or cloth could point to it or at least be held accountable if a consignment out in the field failed to materialise at the dockside. Stockjobbing was a seemingly magic trade, based on pieces of paper, promises and profits conjured from thin air, in an era when fears of sorcery and witchcraft still dominated in the popular imagination. Resentment of the stockbrokers and their black magic was already apparent in the aftermath of the joint-stock mania of 1693–5, during which there had been a flurry of trading as all manner of new manufacturing enterprises turned themselves into companies seeking investment. The frenzied activity looked a lot like gambling. In the parliamentary inquiry that followed, the commissioners investigated the ‘pernicious art of Stock-jobbing’. Some of the unscrupulous and ‘unjust’ first subscribers, it was noted, sold the stock on for inflated prices to ‘ignorant men’ hungry for a quick profit.

Not for the last time, legislation was introduced aimed at regulating their activities. Stockbrokers had to be licensed by the Lord Mayor and take an oath to be true and faithful. They even paid a fee, and accepted a bond that would be forfeited in the event of bad behaviour. Their number was capped at 100, to curb the propensity to over-excitement and panic. In the Royal Exchange the joint-stock mania prompted a change too. Whether they were asked to go, or decided to leave of their own accord, it is unclear, but in 1698 the stockjobbers left the Royal Exchange and migrated to the streets nearby. The Royal Exchange had given them their first home. Next they congregated in Exchange Alley, or Change Alley, where they met in coffee houses such as Garraway’s and Jonathan’s. There, the new rules introduced by Parliament started to be disregarded and the throng of brokers and jobbers, both licensed and unofficial, grew with the market. The total amount invested in joint-stock companies was rising too. It is estimated that it rose from £4,250,083 in 1695 to £8,447,401 in 1703, at a time when the total industrial wealth of England was only in the region of £33m.

The stockjobbers of the early eighteenth century were operating in a city that had developed many – although not all – of the main constituent parts of a modern financial centre. In the Bank of England it had a national bank that could organise government debt; a busy trade in commodities based around the Royal Exchange; currency trading; gold trading; markets in insurance for property, business transactions and shipping; as well as the stockjobbers themselves. The City in which they worked had also been rebuilt in the decades after the Great Fire to become far more impressive. The new St Paul’s Cathedral built to Wren’s design was completed by 1710, and around it stone buildings and grand constructions replaced much of the timber-framed London of old. The energy and bustle were captivating for those who saw in the rise of the City the promise of London becoming a global nexus.

The historian Peter Ackroyd has called eighteenth-century London ‘voracious London’, a vortex sucking in money, along with the needy, the greedy, the aspirational and the wicked. With three-quarters of English trade passing through the City, all roads pointing to the capital, and its citizenry constituting one-tenth of England’s population after the arrival of immigrants from Europe, it was as though London sat at the centre of an enormous web, spinning and casting out its thread ever further.The noise, the smell, the crush of crowds, the imprecations of the mob and the pressure always to make money, or just to survive, made it close to being bedlam. The City, where the money was, was the place during the day where the madness was most intense.

At the centre of the maelstrom stood the Exchange. For Joseph Addison, founder of the Spectator magazine, the place was a source of wonderment in the early eighteenth century.



There is no place in the town which I so much love to frequent as the Royal Exchange. It gives me a secret satisfaction, and in some measure gratifies my vanity, as I am an Englishman, to see so rich an assembly of countrymen and foreigners consulting together upon the private business of mankind, and making this metropolis a kind of emporium for the whole earth.8



That same year, in 1711, as Addison marvelled at the growing power of the City, a new joint-stock company was being formed that would soon create the greatest excitement of all among investors across England.

Debt was at the root of it, of course. The South Sea Company began with an argument about the size of the national debt when a new Chancellor of the Exchequer, Robert Harley, came to office. The cost of war and the over-reliance of the government on the Bank of England as a source of borrowing meant that a new source of funds was mooted. A state lottery was launched before Harley’s brother Edward and his associates came up with what sounded at the time like a better idea. The £9m national debt would be consolidated and those who held it would get tradable shares in a new company, the South Sea. It would also have exclusive rights to planned trade in South America. Investors would be attracted to this public–private partnership and great riches would flow. There would be a human cargo too. The Company was one of those involved in shipping thousands of slaves from Africa to Jamaica.

That first incarnation of the Company was a flop when it became embroiled in political squabbles. It was in the second phase, with the Prince of Wales – the future George II – as titular head, and the political Establishment heavily invested in the venture, that a wild fashion for the South Sea Company in particular and investing in general took hold. Events in France fuelled the excitement, certainly. The Scottish adventurer John Law, who escaped from prison in London after killing a rival in a duel, appeared to be working miracles with France’s finances. He not only controlled the banking system; he had merged it with the Mississippi Company, which owned vast tracts of land in America. The speculation seemed to be renewing French national wealth. John Blunt and the other directors of the South Sea bought more of the national debt, almost £31m of it, and issued new shares.

In the City, in Change Alley, this was the moment of ultimate opportunity. The lure of speculation, easy profits and sudden wealth brought in crowds of investors. A newspaper described the scene: ‘The greatest ladies thither came, and plied in chariots daily, or pawned their jewels for a sum, to venture in the Alley.’ Not only the aristocracy put in their money. Anyone who could get their hands on a little money could travel to the City and take part. The immigrants that swelled the London population added to the throng, along with ambitious Scots who had travelled south in greater numbers after the Act of Union of 1707. The streets of the City around Change Alley were crowded with people of all religions seeking profit. The playwright William Chetwood satirised the scene in his play South-Sea; or the Biters Bit.



Plow: A Stock-jobber! Pray, Sir, what Religion may he be of?

Scrape: Religion! Why, they don’t mind Religion in Change-Alley. But Turks, Jews, Atheists, and Infidels, mingle there as if they were a-kin to one another.



This was unsettling for some, considering the extent to which religion and fear of invasion by Catholic powers dominated thinking about politics. But not for the last time, a boom in the City was remaking the social firmament, breaking down barriers and creating opportunities for rapid advancement. It also obsessed those with capital or an interest. Edward Harley, one of those who had started the business, noted that even the most mundane correspondence in England at the time had to include talk of dividends and share prices. Gossip about stocks was the highly valued new commodity in London and beyond, as anyone with a little money to spare rushed to join in for fear of missing out. Inspired by the South Sea Company, a host of other ventures were launched, with companies embarking on all manner of schemes, from insurance to weird experiments in livestock breeding and waterworks that never transpired.

Not all of the activity was maniacal or ill judged. The amount invested in joint-stock companies rose from £20m in 1717 to £50m three years later, meaning that canny investors who bought and sold at the right moment did well, although such was the level of excitement that those trading with imperfect information, and without accurate data, were taking ever-larger risks as prices increased sharply. In early 1720 there was concern expressed in Parliament about the possibility of a crash. The so-called Bubble Act ‘to Restrain the Extravagant and Unwarrantable Practice of Raising Money by Voluntary Subscription for Carrying on Projects Dangerous to the Trade and Subjects of the United Kingdom’ became law in June. A crackdown on companies without official charters was attempted.

It was rather late in the day to attempt regulation though, and the speculation resumed in its intensity. In August of that year the price of a share in the South Sea Company peaked. The first great bubble in the City’s history had been inflated. But bubbles do burst.
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Imperial Capital

‘Shares. O mighty Shares! . . .“Relieve us of our money, scatter it for us, buy us and sell us, ruin us, only we beseech ye take rank among the powers of the earth, and fatten on us!” ’

Charles Dickens, Our Mutual Friend (1865)


The City was well used to plague, fire and war, but in the autumn of 1720 came a new type of manmade catastrophe in the form of a proper stock market crash. When the final efforts of the South Sea Companies directors and their corrupt political allies in Parliament to inflate the stock price were exhausted, the gravitational pull of market forces exerted itself on investors, who realised too late they had bought in to a fraud. From a high in the region of 1000, down and down plunged South Sea shares, a dizzying process punctuated by the occasional rally and rumours of salvation, until by September the price stood at 175. Exacerbating the crisis, many of those who had willingly allowed themselves to be duped had paid with borrowed money, or promises written on paper, paying in instalments, meaning that they owed huge amounts for shares they had purchased on the assumption of ever-rising prices. The stock was on the way to being almost worthless but they still had to make the payments or be pursued by bailiffs.

Out in the country, as news of the catastrophe spread among investors, anger turned rapidly to despair. On 27 September, a William Windham wrote to his brother Ashe with an update of his situation. ‘There never was such distraction and undoing in any country. You can’t suppose too the number of families undone. One may almost say everybody is ruined who has traded beyond their stock. Many a hundred thousand man not worth a groat, and it grieves me to think of some of them . . . not a penny stirring.’
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Bubble trouble: in William Hogarth, England had the perfect satirist to capture the aftermath of the madness for shares which gripped the country in the South Sea scheme (engraving, 1721).


William was not the only Windham in trouble. Other members of his family had also invested and James was almost wiped out. ‘Poor Jimmy’s affairs are almost Irretrievable’, William wrote later that year. ‘Almost all one knows or sees are on the very brink of destruction, and those who were reckoned to have done well yesterday are found stark nought to-day. These devils of Directors have ruined more men’s fortunes in this world than I hope old Beelzebub will do souls for the next.’

The new newspapers that had sprung up, alongside invigorated pamphleteers, hounded those in charge with an intensity bordering on the vengeful. Not for the last time, there was also a vicarious pleasure to be had for readers in learning of the misfortune of others who had over-extended themselves in the rush for riches. Artists and satirists joined in too. An engraving from 1720 lists some of the ‘bubbles’ that had been inflated in the excitement generated by the
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