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INTRODUCTION AND ACKNOWLEDGEMENTS

      The problem with capitalism is that most of its proponents genuinely believe that it is an immutable force of nature. They
         think that, like the rest of nature, it works by itself and is best left alone. Very few capitalists doubt that they deserve
         their fortunes. They unapologetically conceive of themselves as winners in a Darwinian survival of the fittest. This is an
         expression of the best and the worst in human nature – the struggle for improvement and self-betterment and the struggle to
         defeat the other man or woman. There is only a very limited role for the social or the public in all this. Capitalism is about
         economic hunter-gatherers being allowed to follow their primeval instincts. Any economic and social construction that gets
         in the way of those instincts will be counter-productive. For any individual capitalist, his or her success is proof positive
         of how well the system works.
      

      True capitalist success, as I portray it in the pages of this book, is a paradigm away from that conception. I argue that
         capitalism quickly becomes dysfunctional when it surrenders to primeval hunter-gatherer instincts without fairness. Capitalism
         is a much more subtle system than most capitalists think. There is a co-dependency between the public and private spheres
         that creates innovation and business franchises. The public realm is the custodian of fairness, houses the checks and balances
         that keep capitalism honest and is the architect of the institutions that allow whole societies to take risks and drive forward
         their economies. There is a genius in capitalism, but the paradox is that it flowers best in an environment that capitalists themselves
         think is hostile. Paradoxically, fairness is capitalism’s indispensable value.
      

      Readers will recognise that this hypothesis builds on the work in my earlier books, notably The State We’re In, The World We’re In and The Writing on the Wall. Studying the Chinese economy for the third book persuaded me that China’s lack of a soft institutional infrastructure –
         from trustworthy statistics to the rule of law – was fundamentally undermining its long-run economic performance. In The World We’re In I argued that the social investment made by Europeans paid for itself because of the high economic and social paybacks. And
         in The State We’re In I was passionately concerned that the short-term proclivities of British finance were undermining British enterprise, and
         suggested that the precondition for economic and social reform to deliver stakeholder capitalism was a reformed pluralist
         state. Since then we have lived through the credit crunch, which raised fundamental questions about the operation of modern
         capitalism. Suddenly those preoccupations seem amply justified, as does the view of Keynes that I developed in my first book,
         The Revolution That Never Was. Them and Us is my attempt to fuse these ideas and develop a more fundamental critique of contemporary capitalism than any I have offered
         up to now.
      

      It is published at a potentially more important juncture in British politics than the run-up to the election of the New Labour
         government in 1997 – when The State We’re In first appeared. In the event, New Labour had no appetite for the ideas I advanced in that book, nor for the modernisation
         of social democracy. It was a government that placed reassurance to business and populist opinion before wider ambition. It
         was, in a deep sense, a defensive administration. The guts had been torn out of the Labour Party by its fourth successive
         election defeat in 1992. It bought into the doctrine that there was no alternative to the existing system, so all it could do was tinker at the margins, do its best to mitigate inequality and invest in public services. It could not challenge
         the political economy of today’s capitalism because it had to remain business friendly at all costs.
      

      Thus the last thirteen years, culminating in winning just 29 per cent of the vote in the 2010 general election, after a credit
         crunch whose severity was amplified by Labour’s own policies towards banking and the City. The resulting recession has cost
         the country as much as 10 per cent of its output for ever, and the cumulative loss over the years ahead is likely to exceed
         £1 trillion. It has fallen to the Conservative and Liberal Democrats in coalition to attempt some, if not all, of the initiatives
         that might change British capitalism – notably banking and political reform. I hope they go further, but I recognise the force
         of what the coalition plans despite growing wariness about its zeal for tearing up so much of what went before whatever its
         merits. The greatest danger to the new government is its repudiation of Keynesian economics in circumstances that demand more
         Keynesianism than at any time since the 1930s. There has to be a willingness to spend, borrow, reshape finance and protect
         investment at all costs. Instead, it is committed to the severest programme of deficit reduction made by any British government
         for more than fifty years, leaving it little room for vital flexibility in the management of demand or public investment.
         It remains an open question whether the coalition will have the chutzpah to challenge ‘them’ – the financial, media and bureaucratic
         elites – in the name of ‘us’ in order to reframe the British economy and society. But it is at least showing the primacy of
         politics and people. It has energy. It may signal a turning point on which later administrations will build.
      

      This has been a full twelve months of writing, following nine months of research. It was my agent Ed Victor who once again
         persuaded me to embark on the madcap enterprise of writing a book – and who helped shape the first doodles into the proposal that became Them and Us. Thank you, Ed. I have shown a number of people chapters in draft, and their feedback has been fantastically helpful and
         supportive. In particular I would like to thank Richard Layard, David Held, David Miliband, Alan Rusbridger, Paul Webster,
         Ruaridh Nicoll, Andrew Haldane, Helena Kennedy, Lindsay Mckie and Tim Horton for their comments and criticisms. Steve Gaskell,
         Ed Sweeney and Rory Sutherland also offered interesting and illuminating comments, as did Zamila Bunglawala, John Denham,
         Josie Cluer, Andy Westwood and Stuart White. David Held organised a seminar at the LSE with, Eva-Maria Nag, Paul Kelly, Hakan
         Seckinelgin and Tim Horton to discuss Chapters 2 and 3, which led to important redrafting. The comments on the first draft
         of the book from my editor at Little, Brown, Richard Beswick, were subtle and illuminating; and thanks to Tim Whiting, who
         weighed in at the end. The monthly meetings of Richard Layard’s Financial Markets group were an ongoing stimulus that allowed
         me to dryrun some ideas and drop others; and Adair Turner has been a consistent and friendly stimulus. And, of course, my
         colleagues at the Work Foundation – in particular Ian Brinkley, Alex Jones, Steve Bevan and Paula McLoughlin – supplied important
         ideas and research.
      

      But the person above all who had most impact on this book was Philippe Schneider – continuing from where he left off on The Writing on the Wall. He researched every chapter. He commented on every draft, singling out rogue passages that required attention. He consecrated
         nearly two years of his life to the cause of a book that he and I hope might make a difference. He led me through the wilds
         of behavioural psychology, general purpose technologies and financial network theory. He worked indefatigably, sometimes late
         into the night, to find the key paper or text that would support the emerging narrative. And when I flagged he would be steadfastly
         there, patiently encouraging me to come up with another draft – never criticising as I missed deadline after deadline. A huge thank-you to a man who has become a great friend,
         a comrade in arms and an incredibly subtle sounding board for ideas.
      

      Whenever you start a book you know you have an Everest to climb but every time you hope it will be easier than last. This
         time it wasn’t. Them and Us consumed more time than I dared think possible – weekends, holidays, early mornings, late nights and whatever time I could
         spare from the Work Foundation and the Observer. You become semi-detached from the rest of humanity. Friendships and professional relationships suffer; and I worried that
         I could not find my children, even though they are grown up, the time they deserved. And, of course, the person you live with
         has to accept the obsessions and sheer exhaustion of the author. Once again, thank you, cherished and loved Jane. Without
         you it could not have been done.
      

      Now it is up to you, the reader, to decide whether it was all worthwhile.

      Will Hutton
21 July 2010

   
      
      
PART I


      
Understanding Fairness
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      The Lost Tribe

      
      The British are a lost tribe – disoriented, brooding and suspicious. They have lived through the biggest bank bail-out in
         history and the deepest recession since the 1930s, and they are now being warned that they face a decade of unparalleled public
         and private austerity. Yet only a few years earlier their political and business leadership was congratulating itself on creating
         a new economic alchemy of unbroken growth based on financial services, open markets and a seemingly unending credit and property
         boom. As we know now, that was a false prospectus. All that had been created was a bubble economy and society. Yet while the
         country is now exhorted to tighten its belt and pay off its debts, those who created the crisis are revealed to be either
         part of a political establishment that turned a blind eye to wholesale fiddling of expenses or bankers and businessmen who
         enjoyed extravagant pay in return for no great performance.
      

      
      Indeed, Britain’s business leadership did not raise a doubt, challenge the bubble economy or offer any strategic alternative
         during the years in which they personally benefited so greatly. Nor are they now ready to engage in any significant debate – despite the exhortations of the governor of the Bank of England,
         the director-general of the CBI and the Archbishop of Canterbury – over why finance and capitalism failed both economically
         and morally, and which capitalist model should succeed the one that is so self-evidently bankrupt. The country’s CEOs and
         bankers, still living in Planet Extravagance, not to mention mainstream politicians, all want to get back to ‘business as
         usual’ – the world of 1997 to 2007 – while the public gaze on them in bewildered cynicism.
      

      
      This is an affront to Britain’s deep sense of fairness – a belief that one should receive one’s due deserts in proportion
         to whatever good or bad one has contributed. It is telling that most civilisations have celebrated justice with a pair of
         scales, symbolising the proportional relationship of punishment for wrongdoing and just rewards for doing right. This country
         waits in orderly queues, tries to abide by the rules and rallies around those who are unlucky enough to be out of pocket.
         It profoundly believes in fair play and the rule of law. Yet what is happening at the moment offends every canon of fairness.
         Most of the working population do not deserve the degree of austerity and lost opportunity that lies ahead of them. It was
         not their behaviour that created the biggest peacetime public deficit in history, the credit crunch and the business models
         built on the fiction that it could all continue for ever. Yet while they suffer, those who did cause the crisis have got away
         largely scot-free. They have exploited their luck and avoided any significant contribution to repairing the calamity they
         have wrought. No substantive reform has ever been suggested. Rowan Williams, the Archbishop of Canterbury, has suggested that
         an essential precondition for social closure is that politicians and bankers acknowledge and apologise for the mistakes they
         made. So far, any apologies and acknowledgements have been mealy-mouthed or half-hearted. There has been nothing to match
         the scale of the disaster.
      

      
      Even if such repentance were forthcoming, the mistakes of the recent past, and the disfiguring unfairness that has so surrounded
         both the recession and the recovery, cannot be quickly forgotten. If the lessons are not learned, they will surely be repeated.
         The next financial crisis will be even larger, it might even overwhelm the state, and the public anger will be rightly awesome.
         Nor can any healthy economy and society in future be constructed on provenly rotten foundations. There must be change.
      

      
      For a generation, Britons were told that ‘making things’ was secondary; financial services were now the cornerstone of our
         economic future. New Labour set sail on this course just as enthusiastically as its predecessors had done, and started to
         change tack only when it became obvious that its faith was wholly misplaced. Britain may not have been alone in its embrace
         of finance and credit, but it was the most zealous. By 2008, it had more private debt in relation to its national output than
         any other country. Debt and debt-related activity – construction and real estate services – had propelled half the growth
         since Labour had come to power, while manufacturing’s share of output had shrunk by two-fifths (to around 12 per cent) over
         the same period, a faster decline than in any other leading industrialised country.1

      
      The politicians were enthusiastic cheerleaders throughout all of this. Finance was where innovation and entrepreneurship flowered,
         Prime Minister Blair and Chancellor Brown jointly proclaimed in a competition with the then Conservative opposition to fête
         the City of London. The factors that helped financial services – light-touch regulation, low taxes and labour market flexibility
         – allegedly helped all business. Governments should limit their intervention. Nor should they or society be concerned about
         City pay that was rising beyond the dreams of avarice because that was merely the price of global success.
      

      
      In the glory days of the boom, Britain was urged to enjoy the spiralling property prices and the rising consumption that came
         in the wake of the City’s credit creation and wheeler-dealing. Inflation was low. The government’s finances were sound. Employment was on the increase. Big finance ruled and seemed to be
         delivering. There was a relaxed consensus over the state of the economy that extended across the political class and mainstream,
         right-of-centre media. The policies that allowed investment banks to prosper should be reproduced for all business. Finance
         and financial considerations should lead everything. The apex of business life became delivering ‘value’ through financial
         engineering and deal-making. The patient building of companies through innovation, calculated risk and long-term commitment
         – productive entrepreneurship – became old hat. In the run-up to the credit crunch banks deliberately chose higher levels
         of financial borrowing on ever-lower capital to leverage upwards their target rate of return and thus their own executives’
         bonuses. Indeed, ‘gearing’ – the technical term for the proportion of a firm’s own capital that it borrows – became the route
         to dynastic fortunes not merely in investment banking but in the accompanying nexus of private-equity firms and hedge funds.
         The ‘market’ indicated that the economy and society did not value honest-to-God entrepreneurship but rather the returns from
         financial cleverness that bordered on chicanery.
      

      
      All that mattered was a higher share price, and this doctrine cascaded into the strategies of quoted companies and the remuneration
         packages of those at the top well beyond the financial sector. Company remuneration committees ‘aligned shareholder and director
         interest’ by fixing CEOs’ and directors’ remuneration so that the sole business focus was increasing the share price in both
         constituencies’ interests. Thus base pay of CEOs in the FTSE 100 has risen from 47 times an average worker’s salary in 2000
         to 81 times now, typically with the opportunity for at least a 100 per cent bonus and a long-term incentive plan (LTIP) on
         top, linked to the performance of the share price.2 As Richard Lambert, director-general of the CBI, said in March 2010, for the first time in history officers of a company
         can become seriously rich without risking any of their own money. Their rewards are so beyond those of ordinary people that they risk
         being seen as aliens from another galaxy.3

      
      None of this is now credible, even though many of the practices over pay and business strategy continue as if nothing has
         happened. The quest to generate fabulous personal wealth led not just to unsustainable levels of credit, bad business decisions,
         increasingly stupid deals, gross misdirection of economic activity and, of course, the crash but malfeasance and fraud. The
         cast of characters ranged from hedge-fund operator Bernie Madoff, who in effect stole $18 billion from his clients, to RBS
         CEO Sir Fred Goodwin, who haggled for a £600,000 pension as his bank fought for its very survival. They were the exposed tip
         of a whole rotten iceberg. Bankers had created a gambling culture in which the moral borders between legitimate trading activity,
         recklessness and criminal activity became ever more fuzzy – and the disproportionate personal rewards disconnected from any
         economic and social reality. Banks, after all, had doubled the share of casino-like trading assets in their aggregate balance
         sheet between 2000 and 2007 so that it stood at nearly 40 per cent. In the crash British and other Western banks would lose
         $900 billion on their trading assets alone.4

      
      British bank assets grew to an astonishing five times national output; only Iceland and Switzerland were more exposed. The
         leverage was colossal and the capital underpinning all of it tiny. Only a small fraction of the total lending directly supported
         business investment and innovation: two-thirds of all sterling lending was for residential mortgages and another fifth went
         on commercial property. A crunch was as inevitable as it was traumatic. Eventually, only an unprecedented £1.3 trillion of
         insurance guarantees, recapitalisation and special liquidity measures saved the system. The Bank of England’s balance sheet
         grew to 16 per cent of British GDP at the peak of its support – higher than it had been in the Second World War. But the danger
         now is that the bankers’ gambles have paid off. They have been bailed out. The many survivors are just as prosperous as before, and their gambler’s
         instinct is to double up and do it all again if in different ways and with different instruments. If they are allowed to do
         so, by the time of the next crisis the banking system will be even larger, so the next credit crunch – which is highly likely
         without reform, according to internal Bank of England working papers – will be even more devastating. Slump or inflation would
         be almost unavoidable in what Andrew Haldane, executive director of the Bank of England, calls a doom loop.5

      
      Meanwhile, the rest of the economy has been reeling from the consequences, experiencing the biggest recession since the 1930s.
         The evidence is daunting. No country has recovered quickly from such an economic calamity. It is not just the crisis in the
         provision of credit that constrains economic growth. An estimated £530 billion of corporate debt has to be refinanced by 2015
         before any new money will be lent. That would be a challenge for a normal banking system, let alone one as severely damaged
         as Britain’s. All the assumptions on which bankers and businesses made their judgements have been shown to be faulty. Too
         many British companies believed that consumer spending would rise quickly for ever without constraint. The part of the economy
         that produces goods and services for sale on the international market has been allowed to shrivel too far. Ownership responsibilities
         have been discharged so casually that a huge number of great British firms – Pilkington, ICI, Corus, Cadbury, the British
         Airports Authority, British Energy and BOC among them – have been taken over by foreign companies. No other country would
         have permitted such a sell-off. Of course, there are still areas of strength, in particular in the so-called knowledge economy,
         and deep reservoirs of talent. But overall, there can be little confidence in the workings of such a system, despite the relief
         that total disaster may have been avoided. There is keen awareness of the fragility of the recovery and the profundity of
         the flaws that have been exposed.
      

      
      Moreover, there is not even the usual consolation that can be gleaned once a bubble has burst – that something useful will
         remain, perhaps the seeds of the next wave of innovative growth.6 Once railway mania had collapsed, the United States was left with a decent railway network; the dot.com bubble popped but
         left behind a wealth of young and vibrant ICT companies. This boom has left little but a vast overhang of public debt and
         overstretched banks, along with a range of sectors and companies that now need to reconstitute themselves because the assumptions
         on which they built their business models have been exposed as bunk.
      

      
      Nor is the impact just economic. The sudden flipping from the wild optimism of the boom to the personal gloom and self-doubt
         of recession and system-wide financial crisis is bad for health and well-being. A depression is called that for a reason.
         An IMF paper reports that young people growing up in recessions are much more fatalistic than others, believing that effort
         and work are far less important in generating results than having the luck to live in good times.7 Bank crashes can even damage health directly. A study at Cambridge University found that they increase the risk of death
         from stress and worry.8 The customers who tried to withdraw cash from Northern Rock, Britain’s first bank run for more than a century, experienced
         a similar level of stress to victims of an earthquake. The capitalism that Britain developed and which crashed so spectacularly
         has a lot to answer for. To date, though, it has hardly even been asked any questions, let alone provided any answers.
      

      
      A wounded society

      
      The unbalanced structure of economic growth over the last decade has fed straight through to a disastrous social geography,
         bypassing the least advantaged and rewarding the wealthy. Throughout the country the poor and disadvantaged live in ever more concentrated wards that are blighted by run-down social housing and over-stretched schools. Within a single regional
         health authority, those in the most well-off ward can typically expect to live for fourteen years longer than those in the
         most deprived ward. The roll-call of the deprived is bitterly familiar: East London’s Hackney and Tower Hamlets, Liverpool’s
         Knowsley, parts of Manchester, Middlesbrough and Rochdale continue to reel from deprivation, according to official government
         figures. Meanwhile, local authorities like Richmond upon Thames, Kensington and Chelsea and Forest Heath in East Suffolk power
         on.9 The New Labour government attempted to alleviate this polarisation through interventions such as Sure Start – a national
         network of children’s centres to support young families – investing in social housing, incentivising work, developing apprenticeship
         and trying to improve failing schools. At best, it achieved small gains and held the line; at worst, its initiatives were
         overwhelmed by the way in which the economy has developed.
      

      
      Everywhere there is pressure to control and repress the social consequences of a two-nation Britain. Ever more sophisticated
         CCTV policing the fortresses of the rich and the desolate housing estates of the disadvantaged has become the iconic social
         intervention of the age. Cameras now come with automatic number-plate recognition, facial and even suspicious-behaviour recognition.
         As opportunity regresses amid a widespread sense that even hard work will not necessarily deliver results, social engagement
         is reduced to penal and oppressive interventions. Hysterical tabloid campaigns create mob justice around incidents of child
         neglect and sexual abuse. Of course, Haringey social services were terrifyingly ineffectual in the terrible case of ‘Baby
         P’; and the Soham murder case revealed the hopeless inadequacy of paedophile-checking procedures. But the atmosphere during
         both made the Salem witch trials look calm. Consequently, the results – a national system for monitoring millions of adults
         who are in regular contact with children and a crisis in recruitment for social services – are self-defeating and even irrational.
         The new coalition government promises to be more liberal. But liberalism surrounded by this capacity for hysteria is likely
         to be hard to sustain.
      

      
      It has been the same story with respect to immigration, Europe and the early release of prisoners. Terrified of media censure,
         the Labour government became ever more authoritarian in response to newspaper campaigns against supposedly antisocial or deviant
         conduct. So there were populist clamp-downs against drug-users and ever-longer prison sentences for offenders, while anyone
         who dared to question the effectiveness of such policies was shouted down or ignored. For instance, the Drugs Advisory Panel
         was crippled by resignations as one scientist after another became disillusioned that drugs policy was not being driven by
         evidence but by the prejudices of the tabloids. Conservative politicians are even more susceptible to the same forces and
         offer few principled, well-thought-through alternatives. The open question is how long their new partners in government, the
         Liberal Democrats, will be able to resist these pressures.
      

      
      The economic bubble, which created a new class of super-rich, was superimposed upon other profound forces to foster social
         polarisation – the increasing value of skills, the importance of self-presentation and differential access to the wired world
         of the internet. Britain boasts a burgeoning super-rich sector: there are 47,000 people in this country with an average pre-tax
         income of £780,000 a year. Another 420,000 have pre-tax incomes of between £100,000 and £350,000. Nearly all of them are male,
         white and live in the South East.10 There is a growing class of ‘knowledge workers’ who already constitute more than two-fifths of the working population and
         reflect the fact that the dynamic parts of the knowledge economy – high-tech manufacturing, the creative industries, health,
         business services, education and ICT – need well-qualified and skilled people. But below them are ten million adults who earn less than £15,000 a year. Few are knowledge workers, and their chance of self-improvement is minimal.
         Two million children live in low-income working families.
      

      
      Those at the top have enjoyed a world of excess. Financier-cum-retailer Sir Philip Green set the gold standard for conspicuous
         extravagance when he spent £4 million on his son’s bar mitzvah in a specially built temporary synagogue on the French Riviera
         and £5 million on his own fiftieth-birthday party in Cyprus. His wife Tina got into the spirit of the occasion when she gave
         her husband a gold Monopoly set, complete with diamond-studded dice. Of course, the properties on the board represented those
         owned by Green himself. Financier Joe Lewis paid £1.4 million for a single round of golf with Tiger Woods. Venture capitalist
         Ronald Cohen, adviser to Gordon Brown, excavated under his garden in London’s Notting Hill to build the private £1 million
         underground swimming pool for his £15 million mansion. The Financial Times’ ‘How To Spend It’ section provides a window into incredible opulence: the December 2009 edition featured such ‘über-complex’
         watches as the Jaeger-LeCoultre Hybris Mechanica Grand Sonnerie (yours for 1.8 million euros) as well as a silk-brocade coat
         for £7170. In September 2007 the sale of Damien Hirst’s extraordinary platinum skull encrusted with 8601 flawless pavé diamonds
         – titled For the Love of God? – to an investment consortium for $100 million defined the top of the boom and the character of the age. It was the highest
         sum ever paid to a living artist, which was the point of the whole exercise. The purpose of art had become the celebration
         of astronomical wealth as a luminously decadent death mask, corrupting both the artist – who was reduced to playing the money
         game – and any buyer who fell for the ruse. Money ruled everything.11

      
      Yet the knowledge that such ostentatious consumption is possible has a shadow effect on every British citizen. Individual
         human beings instinctively compare themselves and are sensitive to what the whole of society values. Anxiety follows when
         we cannot compete with others to achieve whatever confers status.12 Today, philanthropy or living according to a particular moral code does not confer status. Only money is able to do that.
         People start to question whether vocational career choices – in farming, teaching, medicine or science – make any sense when
         society rewards them so lowly while rewarding finance so highly. Material values start to crowd out altruism, philanthropy
         and restraint. And at the bottom, parents in routine manual occupations are 50 per cent more likely to have a low-weight baby
         than parents in professional or managerial occupations. Two incidents in September 2007 highlighted the new values. Lance
         Bombardier Ben Parkinson, who lost both legs after a landmine exploded in Afghanistan, was offered £152,000 compensation by
         the Ministry of Defence. The very same week, Eric Nicoli left his job as CEO of EMI – having failed to turn around the company
         – with a pay-off of £3 million.
      

      
      Members of the upper middle class increasingly live in gated communities or neighbourhoods where the price of houses is so
         high that ownership is available only to the very rich. It is a form of social apartheid. Social mobility has stagnated. The
         next generation of professional men and women will have been educated in ever-richer families. Private education as a passport
         to the upper echelons of British society has become more important: 55 per cent of top journalists, 70 per cent of finance
         directors and 45 per cent of top civil servants were privately educated. Yet private schools educate only 7 per cent of the
         total school population.13

      
      The political system and principal parties intensify the problem rather than relieve it because the latter are in thrall to
         populism and the 24/7 news agenda. Policy is driven by populist initiatives or managerial solutions, with the parties competing
         over who will be most effective at reducing the deficit, eliminating waste or coming up with the latest wheeze to tackle some
         social problem or other. Their decline as mass-membership organisations commanding strong identification and affiliation
         certainly predates the bubble, but that process has accelerated during it. Neither New Labour nor the Conservative Party has found a convincing way of channelling the convictions and values of their
         natural supporters into a rallying and practical programme for government. They shrink from challenging the great incumbent
         elites in the media and the City who increasingly dominate the state. In this respect the forming of a coalition between the
         Conservatives and the Lib Dems after the last election was an inevitable consequence of this loss of political mission. The
         resulting government has at least launched an independent banking commission to enquire into the structure and role of banking,
         and recommend potential changes. It has not been so ambitious with the media, nor with the rest of the private sector. Judgement
         must be suspended for the time being. However, the precedents are not encouraging.
      

      
      The interaction between diminished parties trying to appeal to the centre, a powerful populist media and Britain’s highly
         centralised constitution has been toxic to good government. Blair and Brown completed what Thatcher began – the revival of
         the feudal form of British government that concentrates power at the centre in order to control the news agenda. Number 10
         has grown into a new royal court, complete with courtiers and factions. Government press officers have grown by ten times
         and now number 3200, a total that the coalition government, for all its rhetoric, will struggle significantly to reduce. The
         spinning of a media that itself spins is inevitable, but it progressively undermines the legitimacy of politics. For its part,
         the House of Commons is now more in thrall to the party leaderships than ever before. Its pretensions to hold the executive
         to account and to deliberate over policies and proposed laws fall far short of any democratic ideal. MPs’ expenses claims
         for moat-cleaning, duck-houses and clock-towers – not to mention the occasional pornographic video – underlined the loss of
         democratic purpose and vocation among the foot soldiers of the political class. Tony Blair’s disregard for the House of Commons
         was complete: he dropped in for only 5 per cent of the votes, and did not even stay to listen to the Iraq debates.14 Many laws are barely scrutinised before receiving the royal assent. Administration is ever more highly centralised. Political
         reform has not so much invigorated British democracy as redistributed power from central to local elites in Cardiff and Edinburgh,
         and sideways to life peers in the House of Lords and judges. It is better than nothing, but the opportunity for more ambitious
         reform has been squandered.
      

      
      Even Britain as a political entity may be contested. The monarchy unifies and personifies the country. Our ageing Queen is
         dignified and widely respected. Yet the flummery of monarchy hardly befits a twenty-first-century democracy confronting powerful
         centrifugal forces. Will Prince Charles be similarly revered? It seems unlikely. But if the monarchy cannot hold the country
         together, what then? The settlement with Scotland – in which it enjoys devolved government but nothing approaching full independence
         – is unstable, with a powerful nationalist movement ready to capitalise upon any weakening in pro-union sentiment. At the
         time of writing, opinion polls suggested that the Scots were wary of independence after a financial crisis that would have
         overwhelmed Edinburgh’s principal banks in the absence of Bank of England support. But sentiment could easily change, and
         there is no Britain without Scotland – just England, Wales and Northern Ireland. Few English people seem to recognise the
         danger. Instead, they indulge in their own form of nationalism: scepticism towards the European Union. ‘Europe’ is blamed
         for a plethora of British ills – the loss of manufacturing jobs, a lack of self-belief, and even our dysfunctional democracy.
         These are charges that have slight or no justification, but they are pressed home by a fanatical press that is free to say
         whatever it likes without fear of challenge over truthfulness or accountability – at least as far as the EU is concerned.
         Similar careless calumnies against celebrities run the risk of challenge in the libel courts, but the EU, a lamb before the
         media slaughter, has no such recourse.
      

      
      All this is placing core British values in flux. If Britishness once meant a combination of kindness, instinctive liberalism, deference before well-understood social values, belief in fairness,
         respect for parliamentary democracy, inquisitive internationalism and an understated sense of national purpose, it is dissolving
         before our eyes. If anything, kindness and liberalism have become objects of scorn. The public domain is now dominated by
         the tabloid bully, the professional mocker, the seeker of celebrity and the xenophobe. There is no calibration of criticism
         or moderation of tone. The press shrieks at us, using the most extravagant language it has at its dispoal.
      

      
      And it strikes a chord. Worry and concern have replaced pride and faith in Britain and its institutions. One local politician
         captures the mood: ‘We don’t make anything any more, we don’t own anything any more. It’s an absolute disgrace. The country’s
         just knackered. People have given up hope. They don’t believe in anything, not in themselves, not in their neighbours, not
         in their history.’15 The speaker is Bob Bailey, former leader of the BNP on Barking Council. His party’s policies may be a repulsive anathema
         based on the rank prejudice that alien foreigners are to blame for everything that is wrong with British society – and if
         they were ever implemented they would be a racist, fascist disaster. But the prejudice behind his sentiments speaks for a
         growing body of working-class opinion. British society may not yet be broken, as not only the BNP but the Conservative Party
         has claimed, in the hyperbole of the age. But it is certainly very wounded.
      

      
      
      The ache for a compelling, moral, national story

      
      Humans are moral and social beings. This should be self-evident. But for more than twenty years, since the Berlin Wall came
         down and communism collapsed in Eastern Europe, Britain has been in the vanguard of building a civilisation consecrated to
         business and the ideals of a particular kind of capitalism – one in which financial values and the interests of big finance rule supreme.
         To prosper in the economic sphere, human beings must put aside their instincts for morality and living a meaningful life.
         Instead, they must embrace self-interest and whatever response is forced on them by impersonal market judgements. Conservatives
         have been at the forefront of championing this amoral market fundamentalism. In this universe morality becomes a personal
         matter of conscience. It has no role in the economic sphere, and in social and interpersonal relationships individuals must
         accept personal responsibility. We are no longer social animals; to do things together collectively denies our essential individualism.
         These propositions are wrapped up in the rhetoric of freedom. It may be a highly partial and indeed incorrect view of human
         nature, but at least it has a moral message: do right by yourself and your individual conscience.
      

      
      The modern British left has eschewed grand moral narratives about anything except the case for foreign wars, preferring to
         build a political pitch based on offering material benefits and opportunities for ‘the many not the few’. If markets work
         – and New Labour did not want to challenge the orthodox market fundamentalist view until it was far too late – amoral market
         values must be accepted in the economic sphere. Meanwhile, in the social and personal sphere, as far as possible, moral judgements
         must be avoided about, say, the rights and wrongs of single mothers having children with many fathers or even the middle-class
         flight from state education. The language of morality is for the conservative right or those who are unreasonably ‘judgemental’.
         For many on the left, the horror of moralising was confirmed by the attempt to turn ‘the war on terror’ into a moral crusade.
         Bush and Blair were seen as the moral equivalents of Osama bin Laden – they were all hypocritical fanatics, driven by rival
         faiths, shouting at each other and wreaking havoc.
      

      
      This is not good enough. Neo-conservativism is so popular in the United States partly because of its strong moral conviction. It may be a wrong-headed morality that takes reactionary
         positions on women’s rights, criminal punishment, Darwinism, abortion, inheritance tax and even government itself, but it
         is bound together by a moral invocation to do right. It is simple to understand, confirms popular prejudices and presents
         itself as a coherent moral compass for ‘right’ living – hence its appeal even when it is destructive and contradicted by evidence.
         You do not have to be a supporter of the Iraq War to recognise that no leading Democrat had managed to find an alternative
         moral language until the advent of Barack Obama. In his victory speech in Chicago on 4 November 2008 Obama could declare that
         ‘the true strength of our nation comes not from the might of our arms or the scale of our wealth but from the power of our
         ideals’ without sounding trite. It was perfectly in tune with the rest of his rhetoric and positioning: a liberal politician
         making a moral pitch.
      

      
      It is crucial that all democratic parties attempt to meet this most visceral human imperative, not least because sustainable
         capitalism and society beyond it cannot function without a moral core. Susan Neiman puts it like this:
      

      
      
         We have moral needs, needs so strong that they can override our instincts for self-protection. They include the need to express
            reverence and the need to express outrage, the need to reject euphemism and cant and to call things by their proper names.
            They include the need to see our own lives as stories with meaning – meanings we impose on the world, a crucial source of
            human dignity – without which we hold our lives to be worthless. Most basically and surprisingly, we need to see the world
            in moral terms. Those needs are grounded in a structure of reason. When righteous people suffer and wicked people flourish,
            we begin to ask why. Demands for moral clarity ring long, loud bells because it is something we are right to seek. Those who
            cannot find it are likely to settle for the far more dangerous simplicity, or purity, instead.16

      

      
      The purpose of the financial capitalism that Britain has created is not to build great businesses as moral enterprises that
         win the hearts and minds of employees and customers alike. It is to make extraordinary riches by playing the system and observing
         no moral code beyond the primacy of immediate profit. Then to hope that the benefits trickle down to the rest of us. As long
         as the economy grew, the nexus of City and financial business power accepted that the growth dividend in rising tax revenues
         could be spent on social investment, with the quid pro quo that tax rates could not be increased. This was part of the City’s
         bargain with New Labour. However, if the growth engines stalled, social investment must fall.
      

      
      When viewed in these terms, the mind-boggling scale and cost of the credit crunch – in total governments worldwide have so
         far spent $14 trillion on supporting their banking systems – is almost as big a crisis for market fundamentalism and financial
         capitalism as the collapse of the Soviet Union was for economic planning and communism. What happened between 1989 and 1992
         did not just represent the triumph of liberal capitalism; it was claimed as the triumph of the market fundamentalist ideologues
         who believed that they had engineered it. If communism was the logical conclusion of left thinking, it had collapsed. Some
         twenty years later the same can be said of market fundamentalism, the logical conclusion of right thinking. The extremes of
         left and right alike have both been tried – and found wanting.
      

      
      Both Labour and the Conservatives have thus lost their moral and ideological moorings. Under David Cameron, the Tories know
         that they can no longer make a moral case for markets and individualism. As an alternative, they have made reducing Britain’s
         largest peacetime public deficit a moral crusade, and have started to experiment with the Burkean idea that British society
         can be rebuilt with state help by its small platoons, families, clubs, groups and civil associations – the ‘Big Society’. This is very much a work in progress. To succeed, it demands the creation of intermediate
         institutions between society and state to enable individuals to help themselves. Yet there has been no indication of how these
         might be established, especially in the current climate. Cameron himself seemed reluctant to expand on the idea in the three
         televised leadership debates. In reality, the centre of gravity in contemporary Conservatism remains the old-time religion
         of a smaller state, which the rest of the public knows and distrusts, even if the accompanying belief in free markets is more
         hesitant. Gordon Brown was one of the least popular prime ministers in history, with no moral cause of his own, leading an
         exhausted party in the face of a universally hostile media. So the Conservative Party should have won the 2010 general election
         by a landslide. Its inability to do so could be explained largely by its embrace of a moral case – the reduced state – that
         had declining resonance: it merely harked back to the values of the past while offering little new for the future, especially
         in the aftermath of a potential collapse in the banking system that had been averted by the self-same deplored state.
      

      
      It is now obvious that Cameron’s instinct was to reinvent liberal ‘One Nation’ Toryism, which permits a much more nuanced
         relationship between state, market and society. Ironically, he was allowed to express it only once coalition government became
         inevitable. Cameron had faced an intellectual and political problem. The electorate, simply by creating a hung Parliament,
         gave him the solution. After all, only a genuinely liberal Conservative can successfully lead a coalition that includes the
         Liberal Democrats. Quite what this will mean in constructive reform and creation of new institutions is not certain.
      

      
      But what of Labour? Some aspects of its record in government are praiseworthy. At least it spent the burgeoning bubble tax
         revenues on increasing social investment in schools, universities, health and science – and with significant results. Between
         1948 and 1994 there had been little significant improvement in literacy and numeracy. In the three years after 1997 the proportion meeting the literacy standard rose from 63 to 75 per cent and numeracy
         improved as well. Six hundred thousand children came out of poverty during Labour’s time in office. The Joseph Rowntree Foundation
         say that, if Conservative policies had continued into the 2000s, the child poverty rate would have risen by 6 to 9 percentage
         points, rather than fall, as it did, by 4 points.17 Britain’s health system is also greatly improved. For example, waiting times in hospital A and E departments rarely stretch
         beyond the targeted four hours. The country has re-established its science base, with a 63 per cent surge in science expenditure.
         According to the 2009 Times Higher Education listing, Britain has eight universities in the world’s top fifty – more than any other country, per head of population –
         which is crucial to the knowledge economy of the future. British researchers receive the most citations and publish more papers
         per researcher than any other G8 country.18 The foundations were laid for what might eventually have constituted a national innovation system – the Technology Strategy
         Board, Technology Foresight, the £1 billion Innovation Fund, some effective Regional Development Agencies, recognition of
         the role of public procurement and nudges to persuade banks to lend more to business. Some may survive the change in government,
         although RDAs were an early casualty. The New Industry New Jobs strategy, developed by Labour’s Business Secretary Lord Mandelson
         and Skills Secretary John Denham, accepted that the state has to shape a supportive architecture for industry. Asserting the
         case for market forces and lionising the City of London no longer constituted a viable economic policy. In his last month
         in office, Mandelson floated the idea that two-thirds of shareholders, rather than a simple majority, should have to agree
         to a hostile takeover bid, which would reduce short-term hedge funds’ power to determine British companies’ futures.
      

      
      But these achievements were pragmatic and episodic. They were never situated in a wider moral narrative of how New Labour wanted to develop Britain’s economy and society. In any case, the gap between the pro-City, pro-market Labour Party
         that was intensely relaxed about wealth before the crash and the Labour Party afterwards was too big to bridge. New Labour
         had run out of moral firepower. It was reluctant to reform the banks or challenge executive pay because such moves demand
         courage – and courage springs from moral conviction. New Labour had little of that. It is not enough to say what you are against.
         If you are to be a truly successful reformer, you must possess a vision of what you are for based on an unshakeable belief
         that it will be a moral and economic improvement. New Labour had long lost any socialist conviction about what was right and
         wrong, but it had even lost a moral compass derived from Enlightenment values. In consequence the left is disabled while the
         right is disarmed, arguing for a small state at the least apposite moment in recent economic history. Yet, as Dominic Sandbrook
         has argued persuasively, the British public, like all other Western publics, has not lost its appetite for morally centred
         big ideas.19 Indeed, without morally driven ideas, we do not have the nerve to face the future and shape an appropriate response.
      

      
      All three principal parties have begun to search for a moral voice, and ‘fairness’ crops up increasingly in the language of
         all of them. Nick Clegg wants to hard-wire it into Britain’s DNA. The coalition agreement purports to promote it. Labour campaigned
         for a future that is ‘fair for all’. The political class has read the runes: fairness is the new moral mantra. So, at a minimum,
         we now need our economies and our societies to be fair. But what do we even mean by fairness?
      

      
      
      It is only fair

      
      Capitalism walks a tightrope. Its success depends on its capacity to unleash productive entrepreneurship that will deploy
         knowledge to advance humankind’s productivity and well-being. But it is always perilously balanced between the dangers of being captured
         by elites who want to use rigged and manipulated profits to sustain their status and position, and degrading into racketeering,
         exploitation and speculation. Only fairness can keep it on the tightrope.
      

      
      Given what has happened over the last few years, it might seem paradoxical that fairness is capitalism’s indispensable value.
         Yet effort, imagination and creativity do not spring from a culture in which unfair behaviour – towards customers, workers
         or neighbours – is the norm. The capitalist with a reputation for double-dealing rarely survives for long. Sport is anxious
         to stop cheating – be it footballers diving to win penalties, athletes taking drugs or rugby players faking blood injuries
         – because sport ceases to be sport when it lacks the impartial administration of the rules. Competing becomes worthless. Achievement
         is a mockery. The same is true of capitalism without rules, a moral dimension, and no checks and balances. If anything goes,
         it degrades. Capitalism can be the best of the United States, Germany, the UK and Japan, or it can be the capitalism of the
         mafia, the souk and the casino.
      

      
      Yet the consensus is that only a saint or an innocent could be unworldly enough to call for fairness in capitalism. Surely
         everyone knows that capitalism is unfair to the quick, don’t they? It is the quintessential expression of nature’s survival
         of the fittest in the human world of economy and society. Of course it is unfair. But then so is life. It is a lottery. Intelligence,
         talent, beauty and family background are all random. Some are born lucky and others are not. To demand fairness in any economy
         and society is thus to demand the moon. It is an offence to how nature deals her cards. Fairness? Get real.
      

      
      But injustice is not a given, a fact of the lottery of life, or something that we simply have to accept to service the greater
         good of economic efficiency. It can be acted upon and reduced. The great secular – and, of course, religious – thinking has
         always been animated by the proposition that good things should happen to good people, and bad to bad. And they should happen proportionately
         and impartially. Human beings know that there is a link between intentions and actions, and they want to reward the good intentions
         and outcomes and penalise the bad. We passionately believe that rewards and penalties should be attached to good and bad conduct.
         This is the very foundation of morality. Credit and blame are fundamental components of human association. It is because we
         accept social obligations with moral content that we credit those who discharge them and blame those who do not. These are
         the values that hold together society. The great American sociologist Charles Tilly has argued that the twenty Truth and Reconciliation
         Commissions held since 1982 in various countries were designed less to establish the truth than publicly to apportion blame
         and give wrongdoers the chance to confess, apologise and appeal for – and be granted – reconciliation.20 A capitalism that tries to proceed as if these instincts are unimportant goes wrong very quickly.
      

      
      Capitalism without fairness thus becomes toxic. It poisons the relationship between the leaders and the led. In thirteen years
         Peter Mandelson has travelled from being intensely relaxed about people becoming ‘filthy rich’ (as long as they pay their
         taxes) to condemning Bob Diamond, the head of the investment banking arm of Barclays, for earning £63 million in a single
         year for no more than ‘shuffling paper’. Mandelson was especially exercised by the wild disproportionality and unfairness
         of the City, especially after Lord Adair Turner, chair of the Financial Services Authority, called much of the activity in
         the financial markets economically and socially useless – and now that the taxpayer has had to bail out the banks.
      

      
      The rise of the BNP cannot be explained by saying that Britain is suddenly more racist than it used to be. It has happened
         because too many immigrants have access to free prescriptions, medical care, schooling and housing before they have made adequate contributions. It is unfair. The sense of injustice enters the bloodstream. Once we start to believe that the majority
         is getting away with not pulling their weight or even cheating, nobody wants to be the last honest man or woman. Who ever
         volunteers to be the patsy? Trust dissolves and suspicion rules – creating an atmosphere that corrodes economic and social
         relationships alike. The BNP was beaten back at the last election partly because of its own noxiousness, but also because
         the politicians who stood against the likes of Bob Bailey insisted on the primacy of fairness.
      

      
      However, as I argue in Chapters 2 and 3, we need a shared understanding of what constitutes fairness in order to continue
         to win the fight. At present, there is none. The rich argue that it is fair for them to be so wealthy, in much the same way
         as Athenian noblemen believed that their riches were signifiers of their worth. They believe they owe little or nothing to
         society, government or public institutions. They accept no limit or proportionality to their wealth, benchmarking themselves
         only against their fellow rich. Philanthropic giving is declining; tax avoidance is rising; and executive pay is rising exponentially.
         All three are justified by the doctrine that the rich simply deserve to be rich. Meanwhile, the poor, in their view – and
         that of a virulent right-wing media – largely deserve their plight because they could have chosen otherwise. The mockery of
         chavs is premised on the assumption that they could be different if they wanted to be. The poor could work, save and show
         some initiative. So why should we indulge them by giving them state hand-outs?
      

      
      This lies behind the arrogance with which bankers still defend their bonuses, in spite of everything that has happened over
         the last few years. They are private contracts, insists Sir George Matthewson, former chair of RBS, into which the state has
         no right to interfere. They are merited by hard work and entrepreneurship. They are necessary to retain the best, and thus
         the health of an industry from which the entire country benefits, argues Standard Charter’s CEO Peter Sands. Their wealth is only fair. Society should admire and acknowledge their achievements.
         Rather than the collective repentance urged by the Archbishop of Canterbury, the bankers invite us to get behind them so they
         can grow even bigger and wealthier. When the Labour government announced a one-off tax on bank bonuses in December 2009, City
         and bank spokesmen warned of a mass exodus. The threat was that they would leave the country rather than pay a tax to contribute
         to clearing up the mess they had created. Such a tax was not fair, they said. There is no better example of the principle
         of fairness being grotesquely distorted. The bankers were using it simply as a rhetorical device to justify the unwarranted
         position of an overpaid incumbent financial elite that was anxious to protect its privileges.
      

      
      This moral edifice must be challenged before any reform can be attempted. The principle of ‘just deserts’ is a key part of
         our culture. We are not flat-earth egalitarians. But nor do we share the Athenian nobleman’s view (now held by the private-equity
         or hedge-fund partner in Mayfair) that wealth is a signifier of personal worth in its own right. We believe it has to be earned,
         and we believe the rewards should be commensurate with the discretionary effort. Proportionality is a key value. Its trashing
         by those at the top of the financial and business community risks an angry populist backlash fuelled not by envy, as they
         airily claim, but by a visceral human instinct.
      

      
      Of course, luck plays a part in any individual’s fortunes. Everyone understands that. But if people are of equal worth, we
         should rally round when someone suffers bad luck. Furthermore, we should be able to share in their good luck. Circumstance
         plays an enormous part in the reality of being poor, just as it does in being rich; and the accident of birth is perhaps the
         most acute circumstance of all. We cannot blame the poor for their parents any more than we can congratulate the rich for
         theirs. We are already willing to admire anybody at any level who exerts their discretionary effort to exploit their good luck, and we accept the legitimacy of their rewards. And we rally round those who
         are less fortunate, too. We believe in the National Health Service and incapacity benefit as instruments of solidarity; but,
         equally, we do not want to see them abused. Holding people to account for the degree to which they try, deserve our support
         or play the system is not an ignoble or improperly tough approach. It is a sign of our respect for their dignity and autonomy
         as human beings. To follow Charles Tilly, apportioning credit and blame is the fuel on which society runs.
      

      
      This definition of fairness is a radical idea. It is not egalitarian; it is demanding. It challenges the economic and moral
         questions that have been ignored over the last two decades – the tolerance of towering disparities in wealth and power and
         the blind faith in individualism and markets. It is why we now need a Truth and Reconciliation Commission for British capitalism
         – to examine what happened over the last ten years, apportion blame, demand atonement and use the lessons learned to build
         something better in the future. To repeat: fairness is the indispensable value that underpins good economy and society, and
         it will be the foundation stone of any sustainable new order.
      

      
      
      It’s productive entrepreneurship, stupid

      
      Capitalism restlessly deploys the advance of knowledge in the quest for the new. Brad DeLong, Professor of Economics at Berkeley,
         captures the way in which capitalism and technological change have improved our lives: ‘Could the Emperor Tiberius have eaten
         fresh grapes in January? Could the Emperor Napoleon have crossed the Atlantic in a night, or gotten from Paris to London in
         two hours? Could Thomas Aquinas have written a 2000-word letter in two hours – and then dispatched it off to 1000 recipients
         with the touch of a key?’21 This restlessness occurs partly because the new offers profit; but that is not the whole story. The new also offers challenge and the chance to reassert
         humanity’s triumph over nature. It allows us to act on the world and change it for the better. Capitalism may have its roots
         in the collective acquisition of knowledge – usually facilitated by public investment in learning, research and universities
         – but it is driven by individuals who are ready to dare, acting at the frontiers of business and technological possibility.
         The great general purpose technologies that have changed the world – such as the railway, the internal combustion engine and
         the internet – are transformations driven by this fecund interaction between capitalist dynamism and ever-expanding knowledge.
      

      
      The actors at the mobilising centre of this process are the entrepreneurs. Thus the roll-call of the great figures of the
         Industrial Revolution – James Watt, George Stephenson, Richard Arkwright, Josiah Wedgwood, John Harrison, Matthew Boulton
         and many more. These people were prepared to bet their company, their career or their fortune on the belief that the market
         was ready for a new process, new good or new service that they had devised and in which they had total faith. Society needs
         its entrepreneurs to have a burning desire to change the world for the better. Unfortunately, any budding entrepreneur today
         might think it is much easier to make money by being a trader in an investment bank. Society wants as few of these as possible.
         Our collective wealth stems from the innovations of productive entrepreneurs, so we have to encourage them. We must keep the
         rewards that accrue from unproductive entrepreneurship low, and the status and rewards from productive entrepreneurship high,
         so that capitalism has a chance of delivering.
      

      
      The country wants and needs people like James Dyson, the inventor of the bagless vacuum cleaner, and Stelios Haji-Ioannous,
         the founder of EasyJet. It does not need too many private-equity firms like Guy Hands’ Terra Firma, which try to make tens
         of millions from re-engineering once-great companies like EMI, or the likes of Philip Green, who use financial leverage and exploit gaps in the tax system to make their fortunes. One of the salient
         criticisms of private-equity firms is that, for all their claims about being productive change agents, in essence they are
         merely clever redistributors of rewards to themselves. The industry itself revealed that the fourteen biggest private-equity
         deals between 2005 and 2007 offered 330 per cent returns, half of which came from debt and almost a third from rising stock
         markets. Less than a fifth could be explained by managerial improvements – what could be classified as productive entrepreneurship.22 Indeed, the larger criticism of the contemporary financial system is that it represents the same trade-off, but on a much
         broader scale. This is unproductive entrepreneurship writ large and it is hardly likely to support a generation of entrepreneurs
         who might launch a twenty-first-century industrial revolution.
      

      
      Thus the importance of open, competitive markets. They are a crucial fairness process, and thereby limit the potential flowering
         of unproductive entrepreneurship. Of course, open markets present the entrepreneur with the opportunity to get started and
         find customers. That is well known. But something more important is afoot: any entrepreneur is making a bet that the new will
         replace the old. At any moment in time there is huge cultural, financial and intellectual loyalty to what is known and comparable
         distrust of the new. Furthermore, incumbents have a proven business model, entrenched advantages and political networks to
         support them.
      

      
      History is littered with the custodians of the status quo insisting that the new has no value. The computer, data processing
         and the PC faced a particularly steep uphill task. ‘I think there is a world market for maybe five computers,’ declared Thomas
         Watson, chairman of IBM, in 1943. Ken Olsen, chairman and founder of Digital Equipment Corp, said in 1973: ‘There is no reason
         anyone would want a computer in their home.’ Steve Jobs, the founder of Apple, remembers his early rejections as he tried
         to interest investors in the personal computer: ‘So we went to Atari and said, “Hey, we’ve got this amazing thing, even built
         with some of your parts, and what do you think about funding us? Or we’ll give it to you. We just want to do it. Pay our salary,
         we’ll come work for you.” And they said, “No.” So then we went to Hewlett-Packard, and they said, “Hey we don’t need you.
         You haven’t got through college yet.”’23 Such are the trials of productive entrepreneurship.
      

      
      Society needs people to challenge and change, and the process is inevitably political and social as much as economic. Incumbents
         want to retain their position, and they will use any political or economic ruse to block the challenger. Think of the rivalry
         between Freddie Laker, the aspirant airline entrepreneur, and British Airways, and then between Richard Branson and BA. Or
         how hard it was for Sky to create a market for satellite television; and how keenly it now exploits its monopoly. Business
         is always political, which is why so many of the billionaires in Forbes’ annual list have amassed their fortunes through their political as much as their entrepreneurial talents. They comprise
         a ragbag of monopolists, oligarchs who have been gifted assets and profits by the state, mega-financial engineers and plain
         old family plutocrats. Sixty-two of 1011 billionaires in 2010 were Russian oligarchs. Twenty-eight were Turkish oligarchs.
         Even Carlos Slim, the richest man in the world, made his fortune from being the monopolist who controls 90 per cent of Mexico’s
         telephone landlines and supplies 80 per cent of its mobile phone subscribers. This is the kind of capitalism that was the
         norm in pre-democratic, pre-Enlightenment Europe, with the monarch dispensing or auctioning licences to trade to favoured
         merchants and businessmen. In too many parts of the world political gerrymandering rather than productive entrepreneurship
         remains the best route to riches.
      

      
      The open-access societies that supported open competitive markets emerged with the Enlightenment. As it gathered pace, governments were newly subjected to scrutiny, accountability and even election. Law and the courts upheld impartial justice
         adjudicated on commonly agreed principles of jurisprudence, precedent and statute. Information and expression were more free.
         These new rules of the game allowed entrepreneurs to challenge the old and force the incumbents to give ground. Just as importantly,
         these freedoms belonged in the realm of the mind. The scientist followed wherever evidence and experiment led; Newtonian mathematics
         became the inspiration for an age, Lavoisier could unmask the character of matter and Darwin would later publish On the Origin of Species. Unbounded science and technology, framed by Enlightenment political institutions, were the key ingredients for capitalist
         take-off and the extraordinary rise in per capita incomes that has followed. Britain may have been the path-breaker and pace-setter,
         but other Western economies and societies reproduced the same mix in their particular contexts throughout the nineteenth century.
         Crucially, it was the interdependence between the dynamic march of knowledge, typically generated by public investment, and
         productive entrepreneurship that drove forward capitalist wealth-generation.
      

      
      Entrepreneurs seek the biggest market possible in which to scale up their unique capabilities in order to maximise their profits,
         but they need political and social arrangements that at least do not obstruct and at best encourage their ideas to allow them
         to achieve such scale. The state best serves society and the public when it actively facilitates open competition. But money
         talks, so raw political power is inevitably exercised by incumbent firms. One of democracy’s purposes should be to keep capitalism
         honest and fair, but it is always vulnerable to the rich lobbiest trying to protect the incumbent and the existing elite.
      

      
      Since the Second World War, Britain has been too open to the influence of two such elites: trade unions until the early 1980s
         and the City of London thereafter. Unions are the necessary if insufficient precondition for workplace justice, as important
         to the fair operation of capitalism as a free press or an independent judiciary. But there is a natural tendency for them to ensure that
         their members’ working conditions and pay are better than those of non-members – in the name of either socialism or just workplace
         solidarity. In the 1960s and 1970s British unions used their privileged position in the British state, and successive governments’
         fear of the social reaction to unemployment, to seize as much economic advantage as they could – subsidies for key industries,
         more public ownership and defence of existing jobs. Their power ossified the dynamic introduction of new technologies, and
         they were a principal cause of wage inflation, so growth-oriented economic policies were continually subverted by the need
         to contain inflation. Margaret Thatcher successfully attacked the unions’ privileged position, but then allowed the financiers
         to take their place – although the latter’s colonisation of the state was more subtle.
      

      
      When Thatcher took office in 1979, bank assets were one and a half times Britain’s annual output; over the subsequent thirty
         years that proportion more than trebled. British bankers took the opportunity afforded by the abolition of exchange and capital
         controls, globalisation, Britain’s historic strength in financial services and the prevailing free-market ideology to build
         a position of influence in the British state that was much more formidable than any that had been enjoyed by the trade unions.
         The City reclaimed ancient privileges to restore its nineteenth-century position as an international financial centre, although
         this was now built upon proprietary trading in financial derivatives and securitisation. This was the purposeful, positive
         use of power to achieve a feasible aim – a dominant City of London.
      

      
      Light-touch regulation became as important a mantra to the City as free collective bargaining had been to the unions. Equally,
         the freedom to exploit tax havens and relieve foreign nationals from their tax obligations was as pivotal to City power as
         the unions’ insistence on legal immunity from damages in industrial disputes had been to theirs. Just as the unions portrayed themselves as essential to the construction of a Britain in which
         working-class interests would be enshrined, so the City portrayed itself as essential to a post-industrial Britain in which
         financial services would be in the vanguard of national wealth generation.
      

      
      Just as the trade unions’ capture of the state ended in the breakdown of social democracy and the evident bankruptcy of the
         institutions and policies it generated – from incomes policies to corporatist efforts to stimulate productive entrepreneurship
         – so the City’s capture of the state has ended in the current calamity. It has created a world of too many Philip Greens and
         too few James Dysons. The short-term structure of bank lending, the unwillingness to finance innovation, the creation of an
         ‘asset management’ industry that is more interested in buying and selling companies than exercising ownership responsibilities,
         excessive takeovers, sky-high fees and commissions and the sheer size of the City – attracting capital inflows that buoy up
         sterling – comprise a formidable anti-investment and anti-innovation structure. The City has crowded out the British non-financial
         business sector. Yet neither the main political parties nor the wider political system seem up to the task of doing what needs
         to be done: from reforming the City to creating a newly engaged citizenry.
      

      
      
      The great challenges

      
      Britain in 2010 is at a crossroads. It has to devise a new way of making its living in the world because the big bet on big
         finance, property and construction didn’t pay off. A wave of new possibilities driven by science and technology is creating
         fantastic opportunities, but if we do not seize the moment we risk becoming an economic backwater. Britain has to create a
         national innovation system by increasing investment in research, disseminating new technologies, building great young companies,
         promoting open access and competition, mobilising finance and revolutionising its approach to education, training and learning.
         In other words, it has to do nothing less than rethink its whole approach to capitalism in order to unleash a flood of productive
         entrepreneurship.
      

      
      This will mean rethinking how ownership is discharged and companies innovate and grow. The City of London must be recast from
         top to bottom. It will mean creating a pool of workers who are prepared to accept more risk and actively manage their careers
         in an era of churn and change. The knowledge economy is the future, but this is not just about science, technology, digitalisation
         and the onward march of creativity. It is about helping the British to become authors of their own lives. It is a revolution
         of the mind.
      

      
      The growth of public debt must be capped and Britain’s budget deficit reduced. This must be done quickly enough to reassure
         the financial markets that they are not financing a banana republic but not so fast that it devastates the economy by withdrawing
         public demand when private demand is already crippled (and when banks are nervous about accepting new risks). Revenue must
         be raised – with the baby boomers contributing disproportionately – and the state reshaped so that the universal services
         as well as welfare provision for the disadvantaged can be maintained. Public sector managers and workers will have to contemplate
         change, inventiveness and responsiveness on an unprecedented level. The essential ‘publicness’ and universality of services
         cannot be compromised, but everything from the armed forces to the NHS will have to devise ingenious ways to do more with
         less. In this respect, the early economic pronouncements of the coalition government were disheartening: too much emphasis
         on deficit cutting, too few ideas about how to encourage growth and a lack of subtlety about how to manage an economy in the
         wake of a credit crunch.
      

      
      Social polarisation must be halted and reversed. Britain cannot confront its challenges if great swaths of its society are disenfranchised and marginalised. Potential talent cannot be allowed
         to stand idle; potential opportunity cannot be squandered. Our ailing cities and neighbourhoods must be given their chance.
         The fact of disproportional disadvantage and the capture of opportunity by the privileged is a standing reproach to any conception
         of fairness. Fairness is the value that must saturate and animate the reinvention of British capitalism, our society and the
         reshaping of the British state.
      

      
      The current British political system and the British media are both in urgent need of reform. If British citizens are to become
         the authors of their own lives and the drivers of a national renaissance, they need reliable sources of information, genuine
         opportunities to participate in the political life of the country, and politics itself to possess the power to make a difference.
         A herd-like, populist, conservative media that disregards the impartiality of fact, does not hold the powerful to account,
         trivialises the quest for objectivity and, above all, trashes plurality – the vital precondition for democratic deliberation
         – lets down the whole country.
      

      
      Britain needs to embrace democracy rather than simulate it. Too much power is concentrated at the centre while there are too
         few checks and balances, too little fair representation of plural strands of opinion and not enough national deliberation
         and debate. National rejuvenation demands a vibrant democracy that empowers the government of the day to take on incumbent
         elites and monopolists and build a powerful, legitimate national narrative. Fortunately, the new coalition government seems
         to appreciate this, and has already outlined its commitment to political reform.
      

      
      The rest of the world is confronting multiple challenges too. Growth must be progressively decarbonised to limit atmospheric
         concentrations of ‘CO2 equivalent’ to 450 parts per million, a level that is believed to be consistent with a global average
         temperature increase of about two degrees centigrade. During the 2010s the foundations will be laid of an economy and society that must burn fewer fossil fuels and generate a lower carbon
         footprint. A start must be made on transforming the civilisation that was built on the car, the suburb and cheap individual
         mobility.
      

      
      The world economy is beset by a massive imbalance between those who save – China and, to a lesser extent, Japan and Germany
         – and those who do not – notably the United States and Britain. But the savers can no longer rely on the non-savers to buy
         their goods for ever, because they are not large enough and they cannot assume the foreign debts. It is an unfair bargain.
         China, in particular, risks a backlash from rigging its exchange rate to promote its exports and the perception that it is
         free-riding on others. As relative wealth and power continue to shift from West to East and a growing world population puts
         pressure on natural resources, there needs to be a new global trade, capital and exchange-rate bargain, otherwise there is
         the perennial danger of toppling into protection and blaming foreigners for economic and social ills. Foreigner bashing might
         boost domestic political approval ratings but it is very bad for global interdependence – especially in a world where rogue
         states and even terrorist organisations are getting ever closer to acquiring weapons of mass destruction. Blair and Bush
         fought the wrong war in Iraq, but there may well be right wars to fight in the future.
      

      
      Britain needs to get its house in order, both for itself and because the decades ahead are going to be much more turbulent
         than any since the end of the Second World War.24 There are new centres of global economic and political power; new risks; and new, dangerous ideologies.25 Britain cannot be inward looking, nationalist, Eurosceptic or conservative in this emerging environment. However, little
         of this registers in the popular consciousness. If the 2010s are not to trump the 1970s as the bleakest most paranoid decade
         since the war, then there needs to be both a frank acknowledgement of what went wrong in the 2000s and an articulation of
         where the country must go next in terms of necessary investment, reform and change. Crucially, there also needs to be an appreciation of the values that must underpin all this.
         This old country, part of an old continent, has to the find the energy to remake itself. Denial and avoidance of unpleasant
         realities are fundamental human emotions, as common among armies after defeats as they are among bankers after a credit crunch.
         When George Orwell returned from the Spanish Civil War, he could scarcely believe the late 1930s England that greeted him:
      

      
      
         Down here it was still the England I had known in my childhood: the railway cuttings smothered in wild flowers … the huge
            peaceful wilderness of outer London, … the pigeons of Trafalgar Square, the red buses, the blue policeman – all sleeping
            the deep, deep sleep of England, from which I sometimes fear that we shall never wake till we are jerked out of it by the
            roar of bombs.26

      

      
      Today, England is in another deep, deep sleep in the aftermath of the financial crisis, hardly disturbed by the disaster through
         which it has just lived, let alone the challenges ahead. Yet the country needs rousing, and fast. The new coalition government,
         excited by being in office at all, has offered its negotiated programme of government – a remarkable first in British politics
         – as the means of waking the country. Of course, it contains some good policies. But if this government is to preside over
         a transformation, the precondition will be a rediscovery and a reanimation of a core set of moral values that can unite it
         while giving edge and energy to all of our thinkers and doers. Above all, a wholesale commitment to fairness is vital, as
         are a universal understanding of what it entails and encouragement of it at every turn. Fairness is the essential handmaiden
         of reform. But first we need to gain a better understanding of this elusive principle, which is the task of the next chapter.
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      Why Fair?

      
      The Greeks were explicit. We should get what we deserve – in terms of both punishment and reward. Of course, there has to
         be a tariff that is proportional to what is good and bad. But the heart of any just system is due desert. More than two thousand
         years later we still think fairness is about proportional rewards and punishments for our actions, for which we should take
         responsibility. But we are more keenly aware of the impacts of circumstance, economic and social structures, birth and luck
         on who we are, the choices we make and the outcomes that result. Over the next two chapters, I want to trace how human thinking
         about fairness has evolved and how the liberal left’s attempt to explain all outcomes through impersonal economic and social
         forces – thereby excusing individuals from taking responsibility for their actions and circumstances – is misconceived analytically
         and behaviourally. Due desert, getting what we proportionally deserve in relation to our efforts, must matter. And trying
         to build a social order without it – as pure socialism and communism have tried to do – is doomed. But equally I want to show
         that going to the other extreme – arguing with the Greeks that nothing should get in the way of the hunter eating what he or she kills and that winners can
         and should take all, that we must accept our God-given or natural lot, and justice must be built on an eye for an eye and
         a tooth for a tooth – is no less problematic.
      

      
      Fairness, properly conceived, is a subtle and complex concept. It must incorporate personal responsibility for actions and
         results, but it must also recognise that there are limits for that responsibility – not least because of the impact of brute
         good and bad luck. And the process by which economy and society arrive at their decisions and outcomes is crucially important
         both to how fair they are and to how fairly they are perceived. If we are going to opt to organise ourselves in capitalist
         economies and societies, that cannot mean we leave fairness behind. Equally, if we want fairness better hard-wired into our
         capitalism, we must understand what it is.
      

      
      Let’s start with some self-evident principles. Retribution should be proportional to the crime. And reward should be proportional
         to our extra effort. Nor should proportionality stop there. It is a fundamental part of human beings’ hard-wiring and experience.
         It was Plato who set out the need to respect proportionality. ‘If we disregard due proportion by giving anything what is too
         much for it; too much canvas to a boat, too much nutriment to a body’, he wrote, ‘too much authority to a soul, the consequence
         is always shipwreck.’ The belief that due proportionality should govern the distribution of reward and punishment in society
         has a pedigree as long as our civilisation. It is Aristotle’s Golden Mean; it is Shakespeare making Portia inveigh against
         Shylock for disproportionally wanting a pound of flesh to settle Antonio’s debt; it is brothers and sisters insisting that
         they have their fair share of the cake.1 Desert and proportionality are parts of our warp and weft.
      

      
      But proportionality can seek a balance only if there are fundamental forces to balance. It makes sense only if there is a
         drive to recognise desert. We deserve or have earned our reward in proportion to some tariff of sweat, effort and imagination expended. Equally, we deserve punishment in proportion to some
         tariff of malevolence and harm. Hence, as I wrote in the opening chapter, the pervasive use of scales in so many cultures
         to represent the balance between tariff and desert. The irony is that in economic affairs a properly run, competitive, open
         capitalism is a means for people to receive their just and proportional deserts. If they are brilliant entrepreneurs or innovators,
         then it is fair that they should get their due reward and make considerable, albeit proportional, profits.
      

      
      But the principle of desert is also collective and social. As I will show in Chapter 9, an invention is never the result of
         one individual light-bulb moment but the consequence of a great deal of social and public investment. Thus a proportion of
         the profit should go to the state as taxation, as its due desert for having collectively invested in the infrastructure and
         cumulative stock of knowledge from which individual invention draws – not least so it can repeat the exercise for the next
         generation. The wider point stands: big rewards are justifiable if they are in proportion to big effort, because big effort
         grows the economic pie for everyone. Profit is ethical to the extent that it is proportionate to effort and not due to good
         luck or use of brute power. Taxation is ethical to the extent that it is proportionate to what the state delivers. Proportionality
         and due desert wrap themselves around our individual and collective efforts.
      

      
      However, the doctrine sold to society by the dominant pro-business ideology over the last generation is that it should not
         think in these terms. If society wants the economy to grow, it must let capitalists behave as individualistic hunter-gatherers.
         It must allow them to eat whatever they kill; so if they kill more than the next man or woman, they get to eat more. My property
         is my own because I – and I only – have sweated my brow to get it; I have autonomy over it and no claim to share it, especially
         by the state, is legitimate. The benefits of my success will trickle down to the rest of society, but only after I have taken what I consider to be mine. This is the cult of the investment banker
         or financial trader out to cut the next big deal or be a nanosecond faster than his or her competitor to buy or sell some
         financial instrument. It is only fair, they argue, that up to half a bank’s net revenues should be paid out in bonuses after
         each year’s trading. The hunter-gatherers have to divide the kill once a year, and the annual bonus-fest is a kind of primitive
         celebration of their prowess. Capitalist desert does not admit any proportionality. Unfairness is the price society pays for
         a growing economy.
      

      
      This set of arguments can no longer operate. The last twenty years, culminating in the financial crash – which featured recession
         but continued and growing rewards for those at the top – have progressively raised fundamental questions about what is proportional
         desert for economic contribution. Post-crash capitalists can no longer pay themselves what they deem to be their just (but
         wildly disproportionate) desert independent of any other judgement in society. It turns out that they cannot simply eat what
         they kill and that the only criterion for payment is their immediate success. They are inextricably part of economy and society:
         they impact on them; and when things go wrong, they need them. Indeed, even hunter-gatherers did not hunt alone: they worked
         in packs and teams. And we also know that they quickly worked out the role of luck in success. They might not find any animals
         to kill, not because they were bad hunters, but because, unaccountably and unluckily, there were no animals to kill. But if
         they returned to the cave empty-handed, they would expect to share in some other hunters’ kill and their good luck. Cooperation
         and a fair handout of the spoils was an essential part of the hunter-gathers’ existence – if only for survival’s sake.
      

      
      Western capitalist society has now learned what the primitives knew: if you don’t run an economy and society fairly, it quickly
         becomes dysfunctional. But this is not part of today’s bankers’ worldview or culture, or indeed that of many CEOs. For example,
         Lloyd Blankfein, CEO of Goldman Sachs, defends the astonishing earnings made by him and his colleagues, along with other investment
         bankers, as ‘God’s work’. The logic is that society needs risk-taking bankers to generate credit flows, finance entrepreneurial
         enterprise and generally grow the wider economy in everyone’s interest. We should all be grateful that they have got back
         on their feet so quickly; and thankful that they are prospering again. Because, in time, the rest of us will, too. If they
         make fabulous returns, that is because their talents are so scarce – just like those of fabulously wealthy footballers. And
         if the system blows up occasionally and society has to step in, well, so be it. The bankers will pay back the taxpayers’ support
         eventually.
      

      
      Blankfein appeals to God’s work and to Darwinian survival-of-the-fittest capitalism – and he is careful to define fairness only in ways that help his argument.
         Bankers are useful because they are essential to growth. Their reward is set by a market process and so fairly reflects their
         talent and scarcity. But he is unable to justify the disproportional gap between what society considers the economic and social
         value of bankers and what they actually earn. To enter the argument over due desert in these terms would be to risk losing
         it.
      

      
      He is not alone in his partisanship about fairness. Most protests and defences about unfairness have little rigour; the protagonists
         want us to rally to their side rather than prove conclusively in terms of proportionality and desert that what is happening
         is objectively unfair. Thus the sufferer from a chronic illness believes that it is fair that there should be no limit to
         the spending on drugs to alleviate his or her condition because the need is so obviously desperate even if, as a result, there
         is less cash to spend on other drugs for other people. Key workers insist that it is fair for them to withdraw their labour
         in a strike even if it causes collateral damage to others. And the rich believe that their contribution to society is so great
         that it is legitimate for them to avoid or evade tax.
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