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Praise for Taxtopia

“Taxtopia’s anonymous author has done the impossible – created a hilarious and deeply troubling exposé about how the world’s shady tax system is exploited and proves what we always suspected – that our tax system is rigged against us. Read it and weep.” 

Geraint Anderson, author of City Boy

“A shocking, enraging, sometimes hilarious exposé of a tax system that lives down to all our worst fears of further enriching the wealthy at the expense of the little guys.”

Piers Morgan

“Funny, clever and really quite brilliant. Taxtopia will make you furiously angry and possibly even filthy rich.”

Tom Peck,  Independent

“Very funny (and furious) … By the end of the book you may be spluttering with rage at the injustice of it all. Page after page shows how the rich are exploiting loopholes to reduce their tax bill …”

Telegraph

“Enormously readable … I would very much recommend reading Taxtopia because it’s the most hilarious book about tax I’ve ever read!”

Siân Pattenden, The Bunker podcast

“Would I recommend the book? For readers of Spear’s my answer is ‘yes’, and it may also be worth going back over some of the more interesting ideas with your accountant.”

Spear’s
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INTRODUCTION

“The purpose of studying economics is to learn how to avoid being deceived by economists.”

Joan Robinson, economist

Shortly after the second election of Donald Trump, I discovered that I couldn’t sit down. I hadn’t forgotten how to or anything, I just felt a piercing stab of pain whenever I did, starting at my coccyx and running up my back. I’m not blaming Trump for this, by the way, I just thought it might help to place this unfortunate event in time.

The doctor I went to see explained that his radiators were broken and apologised that his room was so cold. He listened respectfully to my story, stood next to me, and prodded my spine a bit. As he did, I saw that the hoodie he was wearing said Galenicals.

“Is that, as in Galen?” I asked him.

“I think so,” he said. “It was my medical school student society. It’s my favourite jumper.”

Not to sound alarmist, but this struck me as deeply worrying.

Galen, in case you’ve forgotten, was a philosopher and physician who amazed his contemporaries in second-century Alexandria with his knowledge of human anatomy. His insights were particularly impressive because, somewhat surprisingly, human dissection was illegal in the ancient Roman Empire, so Galen had figured out how humans fit together by cutting open animals – mostly pigs, but also the occasional unfortunate monkey.

Building on the work of his predecessor, Hippocrates (from whom doctors today get their Hippocratic Oath to do no harm), Galen announced that diseases were caused by one of the body’s ‘four humours’ being out of balance. These humours were phlegm, black bile, yellow bile, and blood.

So, to cure disease, a doctor should get the affected humour back into balance. As phlegm is cold and wet, for instance, a patient with too much phlegm should wear a gold bracelet. Gold, you see, is representative of the sun, which is hot (and the gold itself is dry).

It was all deeply logical. As an example, if you have too much blood, you should cut your veins open to let the blood out. Oh, and semen is made in the brain (obviously).

The Romans thought he was a genius – so much so that his teachings were considered infallible for the best part of one and a half thousand years. If Galen said it was so, then it was. Indeed, when Leonardo da Vinci drew his own anatomical sketches of the human body in the late 1400s, he was so convinced by Galen’s teaching that he ignored the evidence of his own eyes and drew tubes connecting the penis to the spine (as how else would the semen get to where it needed to be?).

Galen was intelligent, widely read, and a skilled surgeon, but his real talent was for self-promotion. He lectured widely, performed thrilling public dissections of live animals (more thrilling for the spectators than the animals), employed twenty scribes to write down his ideas and became personal physician to the Roman emperor Commodus (the one who killed Russell Crowe in Gladiator). He was almost single-handedly responsible for introducing bloodletting (of the medical kind) to Rome – a practice that continued throughout Europe well into the 19th century.

Now, before you start checking which book you’ve accidentally picked up, please be assured that this is not a book about Galen. You’re holding the right book. Moneymania is a book about economics. It’s about money – who has it, where it comes from, and where it goes. That means that this is also a book about wealth and power, and the people who have found novel ways to justify why they’re the ones who should have it.

But if this is not a book about Galen, then why have I been banging on about him? It’s not that Galen had a theory of money – though the original Hippocratic Oath begins with a promise to share your money with your teacher, which in Galen’s time was …Galen – but rather because it demonstrates one of the key problems with the study of wealth.

In case you haven’t realised it, what alarmed me about a doctor wearing a Galenical hoodie was that Galen was spectacularly wrong about almost everything. His assumptions, particularly that both personalities and health were determined by the four humours, were completely mistaken, as were his conclusions that purgatives and emetics and bloodletting would cure what ailed you.

And yet Galen’s ideas persisted for well over a thousand years. It’s easy to see why. No one else was cutting up animals with such obsessive attention to detail and describing what they saw. No one else had imperial patronage and an army of scribes. He knew more than anyone else, and the people whose opinions mattered believed in him. His theories seemed to make sense – I do feel out of balance when I’m ill. I do feel better after puking. I do think less clearly when I’m horny.

And more than that, sometimes – just sometimes – his treatments worked. Occasionally patients got better, and he made sure people heard about it. There’s even a small degree of evidence that in a tiny number of cases bloodletting can work, by depriving bacteria of iron, and thus helping the body fight infection (not that Galen would have known this).

That may sound like I’m comparing economics to bloodletting – plausible, widely applied, but wrong, and not just wrong, but dangerously wrong. And I’m not doing that. Well … maybe I’ll do that a little bit, but a lot of economics is fantastic – fascinating, applicable, useful, and important. But some of it is complete garbage. Most of it is politically motivated. And yet you wouldn’t know this from reading the average guide to economics.

I mean, here’s an example: pretty much every introduction to economics will tell you that the word economics is simply the Greek for “household management”, or something similarly prosaic, as if it was just an extension of discussing which shade of beige we should paint our bathrooms. But that is only the bland, uncontroversial explanation.

The word specifically comes from a book called Oeconomicus, written in 362 bce by the Greek general Xenophon, and the book does, indeed, describe how best to manage your household (and your vast estate, should you happen to have one).

But Xenophon was a victorious general in Ancient Greece – he wasn’t concerned with which direction the furniture should face or whose turn it was to put the bins out – the household that he was managing was a household of slavery. In an irony that is often missed, the original work on economics from which all others get their name is about how to manage slaves.

According to Professor Jane Whittle of Exeter University, when Oeconomicus was first published in English, in 1532, references to slaves were translated as servants, and “as a consequence of this translation, the form of management described by Xenophon fitted remarkably closely to the ideals of 16th-century English gentlemen, and it became a popular book”.

Isn’t there something odd there? An ancient Greek warlord explains how best to treat his slaves and the English upper classes went, “yup, makes sense, I’ll try that”, and then an entire academic discipline names itself after that book.

I’m not about to argue like some conspiracist crackpot that modern economics is all a secret ruse to keep us enslaved (at least, again, not all economics). But I am going to argue that this that makes sense attitude isn’t just some 16th-century one-off.

The same pattern emerges repeatedly: a new economic theory is developed that supports the existing power structure, and the rich and powerful go, “yes, indeed, this sounds correct to me”, then do their best to convince everyone else that it’s the best idea going. Or alternatively, a new theory suggests the opposite – that economic power should be handed to the powerless, and the poor masses say, “that’s the ticket, let’s do it”, and then they murder a lot of rich people in the process.

And, in hindsight, the theory is always obviously cobblers, but too many people wanted to believe it was true. Alarmingly, of course, this attitude never went away. It is very much still with us, often where we least suspect it. In fact, often in exactly the kind of popular economics book that this one is competing with.

There are some wonderful books out there about economics, and a lot of them are really interesting, but too often they’re pushing one particular narrative or, worse, they’re simply not, well, fun. Sometimes reading them is like reading a book on religion written by the Pope – they’re missing the X-rated material and just possibly have a preferred set of beliefs.

Since 2022, I’ve been working with economists from across the spectrum, learning the ropes, as it were, from the inside. This book, as a result, tells two stories. One is a history of economics, but told in a way you might not have encountered before. The other is my story – how I came to be immersed in the world of economists, how I learned from them, and how I came to see the world in a different way (and that wasn’t just because one of them offered me hallucinogens).

I wanted to write a book that was a page-turner, that was entertaining, and funny, that didn’t shy away from all the absurdities and eccentrics, conspiracy theories, inconvenient facts, sex and violence, and this one weird professor who tried to get me to steal a boat.

We’re going to see how free trade was championed by a millionaire who thought it was morally right for the poor to starve to death, hear a dangerously convincing conspiracy theory about the third most famous man in America, consider if there was a Soviet plot to put a tax on penguins, learn if an off-the-cuff remark in New Zealand is the reason mortgages are so expensive, and whether everything that has gone wrong with the world may be the fault of a political treaty signed in Germany in 1648.

By the end of this book, you should feel you have a new understanding of money, and appreciate just how much people lose their minds whenever there’s money about.

And before I forget, my doctor told me to just “not sit down for a while.”

Welcome to Moneymania.
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WHY I NO LONGER TRUST LIVE TV…

“Economics is extremely useful as a form of employment for economists.”

John Kenneth Galbraith, economist

It seems obvious now, but I should not have taken careers advice from someone who called herself a “Yoga Kitten”.

“You’ll be fine. It’s easy,” she had told me, sitting cross-legged in her kaftan on my living room floor, chewing pumpkin seeds and ignoring the screams of our kids upstairs as they played a game they’d invented called battle fists. “You could do this job in your sleep. All you have to do is talk about money.”

Yet now, waiting for an assistant producer called Savannah-Rose to indicate that we had gone live, I realised that this was not easy.

For a start, if there’s one thing you should never do as an anonymous author who has written a book about tax it’s to talk about tax on an international news channel, without so much as a fake moustache to conceal your identity, and with your real name flashed in big letters across the bottom of the screen.

Savannah-Rose was listening to an earpiece. I hadn’t been given an earpiece. I hadn’t really been given anything, other than an instruction to look directly into the camera and, if I didn’t mind, tone down my British accent. Savannah-Rose seemed unsure how to respond when I suggested that “I could try an Irish accent, if that would help?”

My last book, Taxtopia, confessed to some possibly illegal behaviour and was a touch rude about a lot of rich and powerful people, so blowing my anonymity would mean, at best, losing my job and getting sued. I don’t think it would mean prison time, but I didn’t really want to test that theory. What the hell did I have to gain by going on television? Was I hoping that some half-forgotten girlfriend would call me up breathlessly, saying, “I just saw you on TV, you looked so handsome …” or that the BBC would see my thirty seconds of mildly panicked flustering and immediately sign me up as the new David Attenborough? I wasn’t even being paid.

I’d arrived at the studio in Manhattan early, hoping for something mildly glamorous like a quick tour or a chat with the presenters, but instead I’d been asked to wait in a windowless hallway with nothing more exciting to look at than a poster about evacuation procedures in the event of a fire. I stood there awkwardly for about twenty minutes as random members of what I guessed was the news team rushed back and forth avoiding eye contact with me. Eventually, Savannah-Rose appeared and introduced herself. She had a wonderful Texan drawl which she immediately used to apologise that I wouldn’t be interviewed in the studio, as had been planned. Instead, they had decided it would be more authentic for viewers if I could be interviewed from England.

“Oh, right,” I said, a little deflated, conscious that England was a good eight-hour flight away.

“Don’t worry,” she laughed and touched my arm, “that just means we’ll put a British backdrop behind you.” Then she led me down another unglamorous corridor to a small side room where I was plonked down between a wooden writing desk that looked like something my grandfather would have used and a wall-sized green screen that appeared to be attached to the low ceiling with string. There was a small camera, not much bigger than an iPhone, fixed to a tripod and an even smaller microphone clipped to the edge of the desk.

Savannah-Rose adjusted the tripod as I wondered if this was all, well, normal. She smiled reassuringly at me, I think sensing my unease. “We’ll pretend you’re on a Zoom call from London, it really emphasises the international nature of this issue.”

Another young woman walked into the room, squinted at me like there was something wrong with my face, then perched on the desk next to me and asked me to close my eyes. It seemed rude not to, and when I closed them she dusted a powder onto my forehead. I couldn’t help but think that this was all a bit odd.

“You good?” asked Savannah-Rose, perhaps sensing my nerves. “I’ll be back in a short while. I think we’re swapping leads.”

So there I was, alone at a fake writing desk, forehead powdered, ready for a fake Zoom call, with no idea what “swapping leads” meant. Is live TV always like this? My phone vibrated. I realised I should turn it off, but checked the message first. It was from my boss, Ioannou, back in England.

They r changing ur interviewer

Now Rachel K not Rachel L

U ok with that?

I didn’t really know who Rachel K or Rachel L were. And why would it matter? Surely, they’d just ask the same questions I’d prepared for. Is Trump right that foreigners will pay the tariffs rather than US consumers? Are tariffs a sensible economic policy? Will this bring manufacturing jobs back to America?

So I typed back:

Sure. No probs.

I hesitated before turning my phone off. After a couple of moments, I turned it back on, reopened WhatsApp, and added:

Why would I not be okay with that?

Three dots appeared. Ioannou was typing. Then nothing. Then three dots again. Then nothing. And then, finally:

It may be a trap

What did that mean? I started replying along the lines of “huh?” when the door opened and Savannah-Rose reappeared with another smile.

“Two minutes,” she said. “Have fun.”

—

Once I’d mastered baking sourdough, hoarded all the toilet paper I could get my hands on and joined a very exclusive cocktail society (there were two members), I had spent the rest of the first Covid lockdown writing a book about my experience of tax evasion. Or rather (as explained in that book) not evasion, but frightfully clever and not at all morally questionable tax avoidance (which is the legal kind). I’d had the good fortune to get a book deal and that meant that Henrí (my wife, and only other member of my cocktail society) pretended not to mind that I’d come rather belatedly to the conclusion that I didn’t really want to be a tax advisor any more.

Henrí indulged my authorial ambitions for a while. So, as the rest of the world recovered from coronavirus, I decided to carry on staying at home and write the obvious follow-up to a book on international tax avoidance – a children’s novel that I pitched as a mix of Marvel’s Avengers with the 1986 Christopher Lambert classic sci-fi movie Highlander (only with ten-year-olds). I then faced the disappointing reality that the publishing industry isn’t ready for an ultra-violent super-powered tale of pre-teen angst and decapitation (though my ten-year-old loved it).

I’d toyed a little bit with consulting, and had done a few days’ financial work for a theatrical props business (they’d had a very bad Covid), a couple of weeks at a company that cleaned sewage with robots (which were not called, in what I think was a missed marketing opportunity, R2Depoo), and I’d helped raise money from investors for a technology company that was trying to make underwater acoustic equipment for deterring fish. I say “helped”, but I wasn’t actually successful in persuading anyone to put cash into this fish disco.*

The only steady work I had managed to secure was delivering a lecture series on tax at a business school attached to what they described as a prestigious university. I rather liked the idea of this being my new career, but mostly because it meant that, consulting aside, I was only working one hour per week.

What I really wanted to do was write another book. I was toying with writing modern analogies of historical events and had started sketching out the plot for a satirical sci-fi saga in which the United States was colonised by aliens, loosely based on the East India Company’s takeover of Bengal in the 18th century. My mortgage provider was less keen on this idea, and our declining bank balance had not gone unnoticed by Henrí.

So, one morning, while I was busy sketching out how the aliens’ tax policies would lead to famine in Brooklyn, Henrí walked into our living room in her gym kit and announced that she had made a new friend at something called kitten yoga.

“She works for a think-tank and loves it,” said Henrí. “And guess what? She says they’re looking for someone with a tax background.”

It wasn’t exactly the most interesting gossip she’d ever shared with me – a few months earlier her Pilates instructor had been arrested for selling ketamine-infused kombucha. You’re probably ahead of me here, but it took me a moment to realise that Henrí wasn’t, in actual fact, gossiping – she was trying to get me back to work.

“And she says they spend half their time arranging finance. This job would be perfect for you.”

I gave a very non-committal hmm, so she added, “What I really mean is, a job would be perfect for you.”

I didn’t like the sound of this.

“I don’t really know what a think-tank is,” I protested, a little weakly.

“You’ll love it. They analyse economic policy, have flexible hours and most of what they do is writing.”

I clearly wasn’t winning this one, so tried to change the subject, perhaps a little too snarkily. “Can I ask,” I said, “are the kittens doing the yoga, or are they just in the room, avoiding all the mums and looking condescending?”

She frowned at me. “Don’t be silly. You love thinking, and tanks. I’ve invited my friend round after school pick-up and told her all about you.” And then she swept her hair back dramatically, “And we’re the kittens, obviously.”

—

The think-tank was called the Institute for Fair Economics, or IFFE. It was run by a man called Ioannou who had the excitable chattiness of a parakeet and a smile that looked like a wrinkle on a sock puppet. Henrí’s kitten-yoga friend was called Charlotte and she arranged for me to meet Ioannou over a coffee in a café overlooking the Serpentine lake in Hyde Park. He twitched when I greeted him like he’d already had too many coffees and indicated a seat at a table he’d saved for us, which still had the previous customers’ empty cups on it. Or now I think about it, maybe had his empty cups on it.

He told me immediately that he’d heard from Charlotte about where I lectured and was super-impressed. I guessed that Charlotte hadn’t told him about me only lecturing for one hour a week.

“We’re also very well-respected,” he said, enunciating each syllable of his words in clipped tones, like someone doing a bad impression of an unidentified foreign accent. It seemed like an odd thing to say. I mean, obviously I’d read up on his think-tank, and “respected” wasn’t a description I’d come across. He kept asking me if I’d read various reports that IFFE had published and each time I replied with, “Sorry, no, actually”, he looked a little hurt. So he changed tack, giving a funny little sort of shuffle-hop in his seat as he looked off into the distance. “Well, frankly, four-fifths of this job is really just trying to raise money, and the research and report writing is secondary.”

Charlotte had pitched this coffee meeting to me as a chance to “have a chat” with Ioannou about “opportunities”, and so it wasn’t entirely clear which of us was meant to be convincing the other. If anything, it was more like a date. I had a horrible feeling that maybe I’d got the wrong end of the stick and it was a date.

“Well,” I said, enthusiastically, flirtatiously, even, “I’ve just spent the best part of the last two years trying to raise money for start-ups.” Which was true. Or at least, truth adjacent. I decided not to add, unsuccessfully. Or that by “best part” I meant very occasionally, when I haven’t been confessing to evading taxes.*

“Oh, really?” said Ioannou, matching my enthusiasm. “That’s great to hear. If you can bring in the money, you’ll go far. I should probably ask what you know about think-tanks?”

This bit, I’d now got my head around.

The first think-tank to be called a think-tank was the RAND corporation, whose former Chief Strategist Herman Kahn is said to have inspired the character of Dr Strangelove after writing a book about how to win a thermonuclear war. RAND still exists and calls itself a “nonprofit, nonpartisan research organization” (RAND is a contraction of Research and Development), though it’s non-partisan in the sense of originally being an offshoot of the US Air Force and still being partially funded by the US government.

Nowadays, there are thousands of think-tanks, maybe even tens of thousands, in all sorts of different fields. Some specialise in healthcare or renewable energy, others in religion or theatrical arts, there are even think-tanks that specialise in the future and deep time. But most of them are concerned with, in one form or another, wealth and power.

Almost all of them claim to be independent. In practice, almost none of them are, for a simple reason – they all need money, and they get that money by telling their donors exactly what they want to hear.

Generally, the reason they exist is to influence the opinions of both politicians and the general public. Some think-tanks are tiny, single-issue outfits that research whatever their sole employee is interested in, others are huge; the Brookings Institute, based in Washington, DC, spends around $100 million per year on its operations. That sort of money buys a lot of influence.

In theory, think-tanks are not the same as lobby groups, which aim to directly change legislation in favour of a specific industry, usually not so much by using cool-headed academic research but more by taking politicians out for expensive lunches and, where the law allows (and sometimes where it doesn’t), funding the politicians’ political campaigns. There is a bewildering number of lobby groups, campaigning for everything from preserving the ivory trade, legalising python ownership, protecting dehydrated onions, and giving guns to schoolteachers.*

But, in practice, the line between think-tanks and lobby groups is a little blurry. Too often, the funding comes first, and the views follow. A 2014 investigation by The New York Times estimated that at least 64 foreign governments or state-controlled entities had donated to American think-tanks, seeking to influence US politics. Most of the 64 were dictatorships, but among them, oddly, was the Norwegian government, which transferred at least $24 million to American think-tanks which, shortly afterwards, duly advocated for Arctic oil drilling and expanding Norway’s role in NATO. Indeed, in 2022, Brookings Institute president John Allen was moved to resign amid an FBI investigation into whether he had lobbied the US government on behalf of Qatar, an allegation he denied.

“I don’t suppose you’ve been investigated by the FBI for arguing a foreign government’s cause?” I asked Ioannou, with a slightly nervous chuckle that I hope demonstrated that I was joking.

“I should be so lucky,” he replied.

We agreed that I would start off working two days a week, mostly on tax policy. This seemed ideal – two days at an economics think-tank, one hour (plus the commute) at a business school, which would leave two and a half days a week to write The East America Company.

I declined to tell Ioannou that I’d just written a book about tax, or indeed that the book was in the process of being adapted for a TV show, partly because I knew I’d then tell him that the opening scene of the show featured a Russian oligarch becoming trapped in an inflatable hippo’s anus, and that was probably not the level of professional seriousness that Ioannou was looking for.

—

Savannah-Rose gave me a thumbs up. I guessed that meant we were now on air. There was no monitor for me to see who was talking, just a disembodied voice.

“I’m joined today live from London, England, by an economist at the Institute for Fair Economics.”

Wait, how far through the show were we? What had already been said? How would I know if I was repeating a point that had just been made by someone else? Why did I need powder on my forehead?

There was no time to pause for answers. Rachel, the presenter, had continued talking without a moment for me to say hello and was now speaking rapidly and – perhaps this was my imagination – a little aggressively.

“In one recent poll of economists conducted by the Clark Center for Global Markets, seventy-five per cent of American respondents agreed that tariffs would reduce economic growth and only four per cent disagreed. Yet your institute seems to think that the majority of economists are wrong. That’s pretty hubristic, wouldn’t you say?”

I gave a nervous little smile. I think I understood what Ioannou had meant about this interview possibly being a trap.
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… AND WHY I NO LONGER TRUST 19TH-CENTURY ECONOMISTS

“If the misery of our poor be caused not by the laws of nature, but by our institutions, great is our sin.”

Charles Darwin, naturalist

In February 2025, US President Donald Trump declared a national emergency over undocumented migration and drug trafficking. To respond to this emergency, President Trump signed executive orders to introduce tariffs on all goods imported into the USA from Canada, Mexico and China.

A tariff is a tax. There’s no getting around that. A lot has been written about Donald Trump’s unconventional approach to engaging with the American electorate and hats off to him, he managed to sneak in some enormous tax rises largely by claiming that someone else will pay them. Voters love it when they think that someone else will pay more taxes. But whichever way you approach it, “raising tariffs” really means “raising taxes”.

Indeed, tariffs may be the oldest type of tax there is. There are records from five thousand years ago from Assyrian trading colonies of local rulers charging caravan trains a fee based on the value of their imported goods. Ancient Athens levied a 2 per cent tariff on imported grain, Ancient Rome charged import duties of up to 25 per cent on luxuries imported from Asia.

Even the word “tariff” itself is ancient. Trump called it “the most beautiful word”, perhaps demonstrating his appreciation of the Arabic culture from where it originates. European merchants adopted the term as trade expanded at the dawn of the Renaissance, and by the 1590s the word had entered the English language, originally meaning any list of import duties but eventually coming to mean the tax itself.

One month after the undocumented migration emergency, Trump declared another national emergency, this time about the fact that America imports more than it exports (in the jargon, it had a constant trade deficit). It was a slightly odd thing to call an emergency, as America has imported more than it exports since the 1970s, but it gave him legal cover to sign further orders stating that tariffs would be introduced on all imports, not just those from Canada, Mexico and China. These new tariffs were country-specific and based on a seemingly sophisticated equation that looked like this:

[image: delta T i equals the fraction x i minus M i over epsilon times phi times M I]
As a general rule, if anyone tries to explain something to you using Greek letters in a mathematical equation, it’s perfectly polite to ask them to explain what those letters stand for. In this case, all the equation means is that the new tariff rates would be based on the difference between America’s exports and imports to and from a particular country, then divided by the value of imports. This sounds like quite a mouthful, but means the equation can also be written like this:

[image: Simplified tariff rate equation: Tariff rate equals the fraction Exports less Imports divided by Imports]
Which doesn’t look nearly so sophisticated. It also doesn’t really make much economic sense, especially as the tariff rate is then divided by two, for no obviously good reason. Trump also ignored this equation for countries that don’t export more to the USA than they import from it, and simply imposed a 10 per cent tariff rate, I guess just for the fun of it.*

The equation was a bit of a guestimate, but would mean a 46 per cent tax charge on goods imported from Vietnam (so a $100 pair of shoes would now cost $146), 34 per cent on goods imported from China, 20 per cent from the EU, 50 per cent on the tiny African country of Lesotho, and, most surprisingly, 10 per cent on anything imported from the Heard and McDonald Islands, a territory almost 2,500 miles off the west coast of Australia. These islands were specifically mentioned in Trump’s list of new rates (unlike, say, Australia itself) despite the fact that the islands are entirely populated by penguins.

British Prime Minister Kier Starmer had rushed to the White House to try and negotiate a special deal to reduce tariffs on British goods. And that was why I, as a Brit with an occupational interest in taxes, had been invited onto American television to talk about the impact these tariffs would have on Anglo-American trade.

—

By the 1600s, tariffs were one of the major sources of most governments’ revenue, and an entire economic theory developed to justify their use. The theory was called mercantilism, and for hundreds of years it was the dominant idea of how nations could increase their wealth.

The logic of mercantilism was that what made nations rich was owning gold – after all, the more gold you had, the richer you were. So it followed that the most sensible course of action for any nation’s ruler was to encourage exports (so foreigners give you gold in exchange for your goods), discourage imports by putting tariffs on foreign goods (so gold doesn’t leave your shores), and put the acquisition of precious metals (normally by violent conquest) at the top of the to-do list.

One major proponent was Jean-Baptise Colbert, background character in The Three Musketeers and Minister of State for 17th-century French king Louis XIV. Colbert aimed to transform the French economy by encouraging the formation of French industries to reduce France’s reliance on imports, establishing (or seizing) foreign colonies to provide raw materials, and building up the French navy.*

Central to mercantilism’s logic was pursuing a trade surplus – that exports should exceed imports. The main ways to achieve this were with subsidies for domestic industries, the occasional bit of violence, and tariffs. Effectively, mercantilism (and local variants like France’s Colbertism) became economic orthodoxy from the late 1500s all the way through until the last decades of the 1700s.But then, in 1776, the modern “story” of economics begins, with the publication of Adam Smith’s The Wealth of Nations.

Adam Smith was a deeply eccentric and absent-minded individual, famous for having loud conversations with himself, putting his bread in his tea pot, falling into a tar pit while distracted by his thoughts, forgetting to invite anyone to a dinner party and dying a virgin. He’s also so celebrated by economists that in 2007 the Bank of England put a picture of him onto the back of a £20 note. This was somewhat controversial, because Adam Smith was Scottish, not English.*

Smith argued that a country’s wealth comes not from gold and silver, but from its ability to make things. Money, he pointed out, is just a medium of exchange, not prosperity itself. And where the mercantilists saw trade as a zero-sum game, in that for one nation to get richer another must lose out, Smith argued that a free exchange of goods makes everyone richer, as both parties value what the other has more than what they themselves own (as otherwise, why would they trade?).

As part of his analysis of the importance of the free exchange of goods – of free trade – Smith highlighted an inherent problem with tariffs: that they enriched a few narrow interests, like domestic manufacturers (who were protected from foreign competition) at the expense of everyone else. In other words, a small number of producers benefited to the detriment of a huge number of consumers.

Adam Smith viewed himself as a moral philosopher, but he kickstarted the systematic study of how entire economies slot together, and consequently he is usually known as the “father” of economics. But the story of why Trump slapped a tariff on penguins actually begins a few years after the publication of The Wealth of Nations, with a different book, this one written by a young bond trader who would become the most influential economist that most people have never heard of.

In the early 1800s, Britain was in dire need of money. War was raging with Napoleon’s France. The British government increased tax rates and introduced new types of taxes (like income tax), but it still wasn’t enough. So, they did what governments always do when their expenditure exceeds their income, and borrowed. By 1815 (when Napoleon was finally defeated), the British government had borrowed around £600 million, which in comparative terms is more than Britain borrowed to fight either the First or Second World Wars.

When a government borrows money, it usually does so by creating and selling a bond – a promise to pay the money back later and to make interest payments in the meantime. Where bonds differ to the kind of loan you might make to your mates is that bond traders can buy and sell these debts with other bond traders. As Napoleon wouldn’t have honoured the British government’s bonds had he conquered Britain, when the war was going badly the price of the bonds would fall. When the war went well, the price would rise again. This gave shrewd bond traders an opportunity to make money.

One of the shrewdest of these traders was a mathematically gifted young man called David Ricardo.

At the age of 14, Ricardo had followed his father’s (and uncle’s and brothers’) footsteps into a career in the London Stock Exchange, and by the outbreak of war he had already made a name for himself as a brilliant market analyst with an extraordinarily quick mind. He became so successful at selling bonds on rumours of military victories that by the end of the war he was one of the richest men in England, so wealthy that he bought not just vast estates scattered across the country, but also a stately home (inhabited today by Princess Anne, King Charles’s younger sister) and a seat in parliament (because such things could be bought, back then – his was for a constituency in Ireland that he never visited). He then retired from bond trading and decided to become an economist, focusing mostly on why so many people (such as his staff) were poor.

For a bit of context, analysing why most people were poor was all the rage in the early 1800s. The leading theory of the day had been put forward in 1798 by the Reverend Thomas Malthus, who set out to prove mathematically the importance of “moral restraint”: populations increase exponentially (that is, at an ever increasing speed), but food production doesn’t, so inevitably there is not enough food to feed everyone. He concluded that poor people could have sex or bread, but not both. In other words, it’s the poor’s fault that they are poor – if only they didn’t have so many babies they would all be a lot richer.

Reverend Malthus saw this as God’s will – a divine example of the importance of virtuous living, but his mathematical “proof” eventually became known as the Iron Law of Wages: workers’ wages would always tend towards subsistence levels, as anything more than subsistence allows the poor to breed like rabbits, at which point too many people will be chasing not enough bread.

With a couple of centuries of retrospection, of course, it’s pretty obvious that the Iron Law wasn’t true and Malthus got his calculations wrong, what with the world’s population now being about nine times greater than it was in his day and there is such a surplus of food that some people in rich countries inject themselves with drugs every month just to suppress their appetites. But to Malthus’s wealthy readership his “law” made complete sense. It wasn’t that the rich were exploiting the poor, you see, it was that the filthy peasants couldn’t stop shagging.

Indeed, when in 1817 David Ricardo published his major work on economics, called On the Principles of Political Economy and Taxation, it didn’t occur to him to disagree with Malthus. Instead, he declared as fact that labour had a “natural price” that was just enough for the labourer to “subsist and perpetuate their race, without either increase or diminution”, which nowadays is probably the sort of sentiment that would get you cancelled, but in his day led to his book becoming enormously influential and popular with the political elite.

There was more in this vein – he declared it “a truth which admits not a doubt, that the comforts and well-being of the poor cannot be permanently secured without some regards on their part, or some effort on the part of the legislature, to regulate the increase in their numbers, and to render less frequent among them early and improvident marriages.”

So, again, the poor will remain poor unless they – or the government – restrict their numbers. Ricardo, incidentally, was one of 17 children, and had eight of his own, and his parents had disowned him when he improvidently married against their wishes at the age of 21. Not that I’m accusing him of being a massive hypocrite.

But what do an 18th-century reverend’s abstinence-based economics or a bond trader’s slightly suspect opinion that we need legislation to stop poor people getting married have to do with tariffs, let alone tariffs on penguins? Well, in the same book in which Ricardo complains about a “race” of poor people having too many kids, he outlined, over just ten pages, an idea that has become known as the Law of Comparative Advantage.

It is this “law” that underpins all arguments for abolishing tariffs and for allowing trade to be “free”. It’s a law that is in every economics textbook and is the starting point for all analysis of international trade deals. The University of Texas economist James Kenneth Galbraith* wrote in 2008 that due to the Law of Comparative Advantage, free trade has attained in his profession “the status of a god”.

University of Warwick professor Matt Watson has said that for the last two centuries “no training in the ways of the academic economist is considered complete if often wildly deferential tribute is not paid to Ricardo’s “farsightedness” in having solved for all time the question of why free trade is to be preferred.”

I figured that if I was going to work on tariff and trade policy at a think-tank, I should probably read Ricardo’s book. As I read it, I started to wonder if Professor Watson’s comment about Ricardo’s farsightedness was actually a little sarcastic.

—

In the days following President Trump’s announcement that new tariffs would be introduced on all imports, the value of American companies listed on stock exchanges fell by over $6 trillion – the biggest two-day loss in history. Stock markets everywhere from Japan to South Africa saw the worst crashes since Covid (which doesn’t sound that dramatic, as Covid was only a few years ago, but the Covid crashes were big).*

Investors don’t like tariffs because tariffs mean higher costs. For instance, a payment must be made to the government to, say, import a shoe made in Bangladesh before it can be sold to a customer in Michigan, or to import steel from Canada before it can be turned into a car in Wisconsin.

One of Trump’s arguments was that these higher costs would encourage goods to be made in America, but that would also mean higher costs, due to wages in America being higher than wages in China. Share prices are based on expectations of future profits, and higher costs mean those profits will fall. Due to the mere announcement of the tariffs, shoemaker Nike lost 13 per cent of its value, Apple lost 10 per cent and General Motors announced an expected billion-dollar hit to profits.

To escape the volatility in the stock markets, many investors sold shares and bought government bonds, causing an increase in bond prices. This was one small bit of good news for Trump, as higher bond prices mean lower borrowing costs.*

This good news wasn’t to last. By the second week of April, investors started dumping American bonds (and buying gold and German bonds instead) on fears that tariffs would lead to inflation, recession and a lack of trust in the stability of the dollar. In other words, the markets’ response to the new tariffs wasn’t great. Though the price of coffee fell, so there was at least some silver lining.

—

Reading David Ricardo’s On the Principles of Political Economy and Taxation was … surprising. He never actually refers to the Law of Comparative Advantage – other people coined that name decades later. He was merely trying to come up with an argument to oppose the big import tax of the day – tariffs known as the Corn Laws, which somewhat weirdly didn’t apply to actual corn but rather to wheat and barley.

The Corn Laws protected British farmers from cheaper foreign competition by taxing imported food, which had the inevitable consequence that food prices were kept high, so much so that some people couldn’t afford to buy bread.

The government tackled high food prices by enforcing Poor Laws, which required wealthier landowners (like Ricardo) to pay an annual tax based on the size of their estates to subsidise food for the starving. Ricardo hated paying this tax, despite it only being about 1 per cent of his annual income. He saw it as an affront, but claimed that his antipathy was moral rather than selfish, writing of the Poor Laws that “every friend of the poor must ardently wish for their abolition”.

To explain why giving bread to the starving was a bad thing, he asserted that “wages should be left to the fair and free competition of the market, and should never be controlled by the interference of the legislature”. He didn’t elaborate on what “free” or “fair” meant, but rather assumed this point to be self-evident. He certainly didn’t seem to think it was unfair that, for instance, he got started in his own career because his father gave him a job.

Next, Ricardo took this assertion about free markets to its logical conclusion. At this stage, I had to re-read the same passages over and over, as it was astonishing, but not in a good way. “It is only after their privations have reduced their number,” he wrote, that “the market price of labour will rise to its natural price”.

Wait a minute – privations have reduced their number? That’s a euphemism for starved to death, isn’t it? It was possible that I was missing something, as his argument seemed monstrous – that his paying the equivalent of a 1 per cent income tax interfered with the free market, and the free market would naturally resolve the issue of labourers not being able to afford to eat by starving them to death, at which point the survivors’ wages would rise. Surely this couldn’t be the central argument of one of the foundational texts of modern economics?

Ricardo did acknowledge that labourers won’t starve if demand for labour rises, and that sometimes the market rate for labour could exceed the natural rate, but to the millionaire Ricardo, his assertion that every friend of the poor should just let the free market kill off the poor wasn’t him being callous, but a simple consequence of the mathematics that Thomas Malthus had already demonstrated, and you can’t argue with mathematical laws (even the ones that turn out to be wrong).

I was so shocked by Ricardo’s argument that I decided to check my interpretation with an expert, and got in touch with Nat Dyer, the author of the very brilliant book Ricardo’s Dream. I asked him about my reading of Ricardo’s argument.

“You’re right,” he said. “It was monstrous. For his maiden speech in the House of Commons, Ricardo argued that if ‘parents felt assured that an asylum would be provided for their children, in which they would be treated with humanity and tenderness, there would then be no check to that increase of population which was so apt to take place among the labouring classes.’”

Nat Dyer points out in Ricardo’s Dream that Ricardo “heaped misery on the poor and their children … for what he considered to be the greater good”, guided by what would turn out to be an incorrect theory (of population growth). It was also a viewpoint that happened to mean that rich people like Ricardo paid less tax. How fortunate for him, though as Dyer put it to me, “Ricardo would argue that his harsh position was just a result of the natural law of population, and he had no personal animosity towards the working classes.”

Anyway, Ricardo wasn’t content just to campaign to abolish the Poor Laws. He had the Corn Laws – the tariffs – in his sights, too, and this is where we see his arguments for free trade develop. He stated that the profits that capitalists could make were directly related to the wages they paid their labourers, writing that “every diminution in the wages of labour raises profits”. In other words, his goal was to reduce wages, in order to make people like him richer.

Remember that he believed that wages tended towards subsistence levels, the so called “natural rate”– literally those wages that just about kept a labourer and their (small) family alive. Consequently, the only way to reduce wages without killing your staff would be to make the products they required for subsistence a little bit cheaper.

If the Corn Laws were abolished there would be no taxes on imported food, so wages could drop as food would be cheaper, and lower wages meant higher profits. In other words, it would be the rich who would benefit from scrapping import taxes, rather than the poor.

Supporters of the Corn Laws claimed that tariffs were necessary because foreign farmers would always be able to undercut Britain’s farmers, since foreign climates were better for growing crops. Ricardo acknowledged that this was true, but argued that it would still benefit all countries to trade with each other, as they could mutually benefit from their comparative advantages.

He used the example of England’s cloth and wine trade with Portugal. The brainwave he had was to measure the value of cloth and wine not in monetary amounts, but in how much cloth won’t be made if wine is made instead (and vice versa).

For instance, if England is hopeless at wine but only mediocre at cloth-making, then England will not be sacrificing much wine to make cloth, so England would be better off producing cloth and then trading some of it for wine.*

Using this logic, Ricardo showed mathematically that total production will increase if each nation focuses on what it does least badly. This is almost the entirety of Ricardo’s argument (he
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