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 ‘The laws of commerce are the laws of nature, and therefore the laws of God.’




 





Edmund Burke




 





‘If you want good security, hire a thief.’




 





Financial recruiter, 


explaining why disgraced bankers 


are being offered new jobs  
































 


ONE




One moment, the stage is empty. Next moment, the whole company appears, shimmering. There is one younger woman, and one older, but otherwise they are all men in suits – ranks of them. The Author, a tall man, sixties, speaks.


Author This isn’t a play. It’s a story. Or rather it’s only partly a play. It’s more properly a story. And what a story! How capitalism came to a grinding halt. Where were you on September 15th 2008? Do you remember? Did you notice? Capitalism ceased to function for about four days.


This summer I set out to find out what had happened. 





TWO




 Music. Many things happen at once. A bristle-haired man (Jon M) in his fifties leans back in his chair to a more or less horizontal position. A man (David M) with his tie over his shoulder puts his elbows on the table. A gleaming man in his seventies (George), with a slight Hungarian accent, reaches for sparkling water. A man in his sixties (the Chair of a Mortgage Lender) with a problem in his legs gets up and starts shaking them. A man in his sixties (Harry) sits back. A woman in her thirties (a Financial Journalist) gets up to pour coffee. A man in his late thirties, American, in jeans and blazer (Scott) takes several phones from his pockets. A short man in his sixties (David F) puts his hands behind his head. A tall man (Ronald), sixties, elegant, starts walking round. A man in a Jermyn Street shirt, in his fifties (Paul), practises a few golf shots. A bald man in his fifties (Howard) taps at his computer screen. The Author has a black notebook, writes sometimes, mostly listens.


Jon M I’ve been thinking about how to do a play about this and you’re welcome to my creative thought if you want it.


David M By the time your play comes out the whole thing’s going to be over.


George I would have thought your problem as a playwright is that it’s a big event, but it’s an abstract event.


David M The banking crisis will be interesting as anthropology but not much else. How on earth do you bring to life securitised debt arrangements?


George However, I leave that side of things to you.


Author Thank you. At last someone who trusts me.


Chair of Mortgage Lender Please don’t end up writing a play in which you say bankers are a load of shits. Because then you’ll be writing what people already think, and it’ll be a very dull play.


David M I can see why you’re going to have problems.


Chair of Mortgage Lender Why tell people what they already believe? What’s the point of that?


Author No point.


Harry I saw your previous plays, Stuff Happens and The Permanent Way, and OK, you may say, in Iraq and on the railways, people died. And this time nobody has died. But there’s a long, long way to go.


David M I wrote a book about the euro, and personally I think it’s an extremely gripping story, but I have had trouble persuading everyone that it’s as exciting as I think it is.


Harry We haven’t begun to absorb the most significant financial catastrophe in British history.


George Alan Greenspan, now he’s an interesting character. You could write a whole play about him.


David M Greenspan’s a wonderful villain, now there’s your villain for you…


George You know he’s obsessed with Ayn Rand?


Author I didn’t know that.


George Ayn Rand? The novelist? He’s obsessed!


Financial Journalist If you need a villain, you’re not going to do better than Fred Goodwin.


Scott Fucking Fred Goodwin! What a jerk! Cowboy! What fucking cheek! For shame! For shame!


Paul Gordon Brown’s the villain, I would have thought that was obvious. This all happened under a Labour government. It didn’t happen under a Conservative government.


Harry We won’t be out of this till 2025. Can you imagine?


Jon M To me Brown’s like the captain of a ship and when he runs into the rocks, he gets into the lifeboat. Then when the lifeboat springs a leak, he says, ‘I know what to do,’ and he sticks his bum in the hole. Really. I believe he has behaved in a way which is unethical – profoundly unethical.


Chair of Mortgage Lender If it’s a play, it’s a Greek tragedy. You’re going along in a dream, then the Furies arrive and boy, do they wake you up!


Ronald The whole thing is a complete and utter fuck-up.


Howard I think of the whole thing as a Shakespearian tragedy, and like all great tragedies it ends with bodies all over the stage.


Ronald Without heroes.


Paul If you do write a play, make it a comedy. If it’s serious it’ll just be political crap. ‘One side’s right.’ ‘No, the other side’s right.’ Nobody wants to see that. Make it a comedy, because it is funny. Tragic, of course, but funny.


Howard holds out some sheets of paper.


Howard I’ve written it all out for you here. You can use it if you like.


David M I can see everyone wants to say it’s a story about greed and fear …


Financial Journalist It’s greed, isn’t it? It’s pure greed.


Jon M It’s greed, fear and complacency.


Harry People literally driven insane by greed.


Chair of Mortgage Lender Fear and greed drive capitalism. Capitalism works when greed and fear are in the correct balance. This time they got out of balance. Too much greed, not enough fear. Shocked, are you? Shocked? Prefer a different system, would you?


David M And everyone wants to make the bankers the villains. But are they really?


Howard The bankers weren’t villains, they were just hamsters on the wheel.


Author Honestly, we’re not going to get anywhere if you insist on writing the play for me. You have to give me the material, not the play.


David M Yes, I’m just struck by how difficult it is.


Author I know it’s difficult.


David M I don’t envy you. It really is very difficult.


Author I know it’s difficult. I’ll worry about that. You just tell me the story.





THREE




Myron Scholes, cheerful, humorous, is at a blackboard. He wears a plaid jacket, and striped shirt. He chalks up the famous equation where C equals S multiplied by N etc. At the same time Masa (pronounced Masha), dark-haired, authoritative, starts explaining to the Author. As she does, an Announcer identifies participants.


Masa There are two things you have to understand about banking. It’s about leverage and it’s about risk.


Announcer Masa Serdarevic. About to join the Financial Times.


Masa Do you have any idea what I’m talking about?


Author Not yet. I’m hoping to.


Masa Where do you keep your own money?


Author In the Post Office.


Masa OK.


He thinks a moment.


OK. In the Post Office?


Author Yes.


Announcer Paid by the National Theatre to explain finance to the author. Age twenty-hree.


Masa I’m afraid I know nothing about the theatre.


Author It’s fine. Really, it’s fine.


Masa My brother goes. He’s heard of you.


Author Good. Go ahead.


Masa So let’s start with something simple. John Maynard Keynes. Keynes said that all innovations in finance are innovations in leverage. Crudely, leverage is what you borrow in proportion to what you’ve got. A bank takes your money and sets it to work.


Author I understand that.


Masa Banks pretend they’re keeping your money, but they’re not. They’re lending it out, so they can make money for themselves. Now obviously when they lend money they’re taking a risk. They take extra risk when they lend it to people who may or may not be able to pay it back – that’s called sub-prime lending –


Author Ah yes. ‘Sub-prime.’ I’ve heard of that.


Masa It means lending to people who aren’t reliable – people with irregular income, regular people, in fact. The other risk bankers take is when they perform any financial operation which depends on guessing what may happen in the future.


Author Isn’t that what speculation is?


Masa Sure. But up until recently, although people were always coming up with ingenious systems, crackpot systems, nobody really believed mathematics could be used to predict the future. Then –


Masa turns towards the blackboard.


Announcer Myron Scholes. One-time academic and investment advisor.


Myron gestures at the blackboard.


Scholes All right, let’s look at this, the Black–Scholes formula.


Masa Myron Scholes invented a formula.


Scholes It’s perfectly simple. I can explain it to you without difficulty.


Masa Myron Scholes helped run a hedge fund in Greenwich, Connecticut. It was called Long Term Capital Management.


Author And a hedge fund is …?


Masa A hedge fund is essentially an investment fund, aimed at professionals and licensed to use high-risk strategies. High risk, high return.


Author Go on.


Masa In 1973 Scholes and a fellow academic, Fisher Black, had come up with an algebraic formula for pricing options.


Author Tell me what an option is.


Masa OK. If a stock is worth a certain sum of money today, and I believe it’ll be worth double that in six months’ time, then it’ll suit me to have the ‘option’ of buying it in six months at a price something less than what I believe it will become.


Author It’s gambling.


Masa Yes. It’s gambling.


Author Gambling on the future.


Masa So for the person selling, the crucial thing is to decide what fee to charge for the option. In the seventies, two Harvard academics – you’ll notice it’s a running theme, how many of the people who fucked up capitalism came from Harvard – some came from Harvard, some from Goldman Sachs, most came from both – anyway, they claimed that it was possible to use modern computing power to manage risk by mathematical means.


Scholes refers to the symbols he has drawn on the blackboard.


Scholes What we have here is the Black–Scholes formula. An option’s value, C, depends on five variables. The current market price of the stock, S. The agreed future price for the option, X. The time till the expiry of the option, T. The risk-free interest rate, R. And the decisive factor – the expected fluctuation of the stock price, called volatility, and represented by the Greek letter sigma. By working to the following formula –


He demonstrates.


– C equals S multiplied by N brackets d one which is the area under the Normal curve at d one, minus, X multiplied by e to the power negative rT multiplied by N brackets d two which is the area under the normal curve at d two. d one equals, log of S over X plus, open brackets, r plus sigma squared over two, close brackets, multiplied by T, all divided by sigma times the square root of T. d two equals d one minus sigma times the square root of T, it is possible accurately to arrive at the optimum selling price for option contracts. Does anyone have any questions?


Masa In 1994 Scholes became a partner in a hedge fund which was so successful that it posted profits of first 43, then 41 per cent.


Author Can’t argue with that.


Masa Scholes insisted that any portfolio which depended on his mathematical projections must be spread across as many positions as possible. Even if one or two went wrong, the laws of probability argued against everything going wrong at once. The fund borrowed massively, taking on huge leverage.


Author What does ‘huge’ mean?


Masa The ratio of borrowing to capital was sometimes as high as 50 to 1.


The man we know as George addresses us.


Soros Looking back it seems amazing to me that anyone imagined they could eliminate risk by mathematical models.


Announcer George Soros, one-time hedge-fund manager. Speculated against the pound in 1992.


Soros Even more shocking that anyone believed them when they did.


Announcer Today, global philanthropist and philosopher. Estimated net worth: eleven billion dollars.


Soros They really did think that everything was foreseeable. Myself, I was thirteen or fourteen when the Nazis arrived in Budapest. So I’m used to situations where things are far from equilibrium. My father had already taught me there are times when normal rules don’t apply – to expect such times, to recognise them. As a kid my father had described to me how he had survived the Russian revolution – he had wonderful stories. The revolution was always real to me because I lived it through him. We knew there are times when nothing is normal and we knew how to cope with them. When the Germans came, our family survived, because we had the background. So no, I admit, I didn’t believe them when they told me they could predict the future.


Masa In 1997 Myron Scholes was awarded the Nobel Prize in Economics.


Scholes acknowledges the applause of the Swedish Academy.


One year later, as a result of weaknesses in the Russian economy, Long Term Capital Management experienced losses which its computers had said were mathematically impossible. In four months, it was bust. In a Federal Court in 2004 Scholes’ company was found guilty of tax evasion. The Black–Scholes model is still used to this day as the internationally recognised formula to calculate risk.


The Leading Industrialist begins to speak.


Industrialist You have to understand this is a world in which there is no past. People don’t think about the past.


Announcer Leading industrialist, has headed up some of Britain’s best-known companies. Reluctant to be identified.


Industrialist It’s worse than that. They don’t even know about the past. I was actually a banker for a couple of years, after the army and university. I went to work in a merchant bank, and you could feel the effect of the Great Depression, ingrained in bankers’ minds. The mood hung over the place. There was a rule, repeated over and over. Debt one-third, equity two-thirds. Because that generation had an active memory. There was a cultural memory about what happens when risk gets out of control. And then that generation passed. The new generation has no memory. I’ve learnt not even to talk about the eighties, because nobody knows what I’m talking about. Thatcherism. Who remembers?


The man we know as Harry begins to speak.


Lovelock What happened in the last twenty years is that banks began to gamble with people’s money in ways which nobody really understood.


Announcer Harry Lovelock, corporate lawyer. Has represented some of Britain’s biggest companies in City mergers.


Lovelock It wasn’t chance that banking became so complicated. Because the more complicated it becomes, the fewer people understand it. And that suits the bankers fine. Authority is bestowed on those who can maintain the mystique. Gambling is fine. I’ve nothing against gambling. With your own money. But when you begin to gamble with your customers’ money, well that’s a different thing, isn’t it? That’s when the ethical problems arise.


Announcer Myron Scholes was recently interviewed in an American newspaper about his life’s work.


Deborah Solomon of the New York Times appears.


Solomon In retrospect is it fair to say that the idea that banks could manage risk was a total illusion?


Scholes What you’re saying is negative. Life is positive too.


Solomon You’re known as the intellectual father of the credit-default swap. Do you accept that label?


Scholes Let’s see. If it’s good, yes. If not, no.


Solomon Some economists believe that mathematical models like yours lulled banks into a false sense of security. I am wondering if you have revised your ideas.


Scholes smiles, happy.


Scholes I haven’t changed my ideas.
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