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Attributed to Panaït Istrati (1884–1935)




Introduction


For ’tis your thoughts that now must deck our kings,


Carry them here and there; jumping o’er times,


Turning the accomplishment of many years


Into an hour-glass: for the which supply,


Admit me Chorus to this history;


Who prologue-like your humble patience pray,


Gently to hear, kindly to judge, our play.


William Shakespeare, Henry V, Prologue


I come from Loughborough. Somebody had to.fn1 It is in the middle of the Midlands, the centre of the country; a provincial town of unremarkable aspect, hollowed-out industry, a university known for sporting prowess, and not much else. My home was near a council estate (where my dad grew up), but sufficiently far up the hill from it for a sense of progress to be observed. We had wide streets to ride bikes on, grassy fields near playgrounds where we could kick a football about or – in later teenage years – pass furtive joints, attempt inept couplings. 


We had nearby poverty, but also a prevalent sense, to my naive awareness at least, of a town that was coping, holding itself together in its own unexceptionalism. It has often been a political bellwetherfn2 for the country. Loughborough voted Tory in the early years of my life (symbolising the Middle England of Thatcher), before defecting to Tony Blair in my teens. It has subsequently returned to the Conservatives. Like most provincial parts of the UK, it voted to leave the EU (by around 8 per cent). After I had left, it got its first Starbucks, its first Nando’s, its first sex shop. The middle of the middle, of the muddle. A symbol of the subject of this book.


I am the last of the pre-internet generation. I got my first mobile phone in my twenties, my first email address when I went to university.fn3 Of course, like you, I am now saturated by information, overwhelmed by it, my life controlled by technology, a world of bright screens in the dark, of tweets and thirty-second videos, of data and detail hurtled at my head just faster than my capacity to absorb it. It was not ever thus. When I was growing up, a search for a fact meant my dad, with furrowed brow, looking for a book in the house somewhere. A belief, sometimes mistaken, in authority. Don’t worry, this is not going to become a Luddite dirge about modernity (although it may come close at certain points): there is now more knowledge accessed more easily by more people than ever before, and that is a good thing. We are living in a new age of the autodidact: expertise is within our grasp more readily than at any time in human history. This book could not have been written, for example, without all the government materials now available only a click away.


But I still feel lucky enough to have had the opportunity to fall in love with books, in a way that – despite their and my efforts – my children will never have. Books were a finite resource for me: there was a limited number of them, and no Kindles or implausibly cheap paperbacks zoomed in by Amazon to replace them. One of my favourites was something called The Reader’s Encyclopaedia, edited by a man called William Rose Benet. It was essentially an abbreviated guide to the most important aspects of world literature from the beginning of human memory to 1965 (when my edition was published). A joyously subjective, ramshackle selection of information.


If I had thought about it, I would have thrilled at the use of the definite article (The Reader) and the placement of that apostrophe; it was an encyclopaedia for just one reader: me. Everything about the book bespoke hard-earned knowledge. The first entry is about Jeppe Aakjaer, who – as I think we all recall – was a Danish poet and novelist at the turn of the twentieth century. He is followed by the biblical Aaron, Shakespeare’s Aaron and Aaru (‘in Egyptian mythology, the fields of Aaru are the abode of the blessed dead and of the gods’).


I have the book still before me, its spine cracked, its pages sepia-toned, displaying the scars of effortful use. My dad gave it to me when I graduated with a degree in English literature because I had used it so much as a child, thrilled (as I still am) by the exotic range of authorised learning at my fingertips. I mention this as it has provided the inspiration for the book you have before you now.


Because although information about Britain is everywhere, it is also sometimes hard to find, to interpret and to absorb. There are plenty of books about different parts of it (and I will recommend some of them along the way), but not an obvious place that has centralised and collated information useful to anyone who wants to think about what sort of country Britain has really become. We are now all growing up in a maelstrom of detail without the opportunity to pause to understand it. I want this book, if possible, to provide that pause. To be the reader’s encyclopaedia of Britain for one reader: for you, for me.


The idea came when I realised that, while I am party to as much news as anybody, there were lots of stories I recognised but did not entirely understand, heard all too briefly but lacked the time to comprehend fully. Our national conversation is full of events, individuals and ideas that we often take no trouble to explore properly: bond markets; the Suez Crisis; the Malayan Emergency; the rise in prison numbers; inflation; fluctuating immigration figures; the Profumo affair; PISA scores; the Beveridge Report; PFI; legal aid; National Service; the Windrush generation; the post-war consensus; Rivers of Blood; devolution; the Irish question; Black Wednesday; the changing class system; OFSTED; social care; the case of Baha Mousa; the Maastricht Treaty; hypothecated taxes; the gender pay gap; the banking crisis; Universal Basic Income; National governments; the Munich Agreement; low inflation; deficit and debt; EFTA; OECD; AV; the SDP; and so on, and on. I knew of many of these things, but not much about them. And yet they seemed important; I wanted to have them explained as clearly as possible.


Now I am no Disraeli,1 whom we’ll meet shortly and who said, ‘Whenever I want to read a book, I write one’, but I was attracted to the idea of finding a way of answering many of the nagging questions that exist when it comes to Britain. This is my attempt to do that. 


Why should you listen to me at all? It is a perfectly reasonable question,fn4 especially amid these postmodern times in which – as we shall see – notions of any form of authority have been understandably undermined. ‘People in this country have had enough of experts,’ said Michael Gove (who will pop up in Chapter 4, on our education system) in 2016, and there was a germ of a point beneath his cynical populism. The great banking crash of 2008, set to stultify our economy for decades, constituted – as we confront in Chapter 1 – a colossal failure of expertise, of hubris for the few that swiftly, and lastingly, became nemesis for the many. Any survey of decision-making in Britain over the last few centuries easily avoids being a celebration of the triumph of the especially competent.


This book is not written from the perspective of an expert, then, but continually from the perspective of someone in search of the basis for any expertise: knowledge. My qualification is perhaps no more or less than my persistent curiosity. I am not a trained journalist (and I’ll explain a bit more about my career in Chapter 7), but I have spent many years around the twin businesses of politics and media: both machines based around using information in the pursuit of power. I have run a press regulator; I have advised companies seeking to avoid terminal crisis, as a public relations consultant; I was the managing editor of the Sun, the largest tabloid newspaper in the country; I hosted a phone-in show on LBC, Britain’s main talk radio network, for three years; I now edit the Times Literary Supplement, a journal that joyfully devotes itself to discovering the answers to esoteric questions. I have had a muddle of a working life, but that perhaps befits someone now attempting to analyse the muddle of this country.


So is there a presiding theory, a philosophy that binds the nation together? I am tempted to quote the screenwriter William Goldman, who was asked about how Hollywood really works: ‘Nobody knows anything … not one person in the entire motion picture field knows for a certainty what’s going to work. Every time out it’s a guess and, if you’re lucky, an educated one.’


Britain is a bit like this: nobody in charge really knows anything; they are simply moving from crisis to crisis, punctuated by occasionally transitory success, before being buffeted by circumstance once more. In turn, our structures and institutions have developed in haphazard fashion, a series of accretions and amputations, bits woven together and then pulled apart, new grafts on old scars. It is an organic mess, of sorts. Indeed, when we consider this country, we are like Charles Darwin2 again: 


It is interesting to contemplate a tangled bank, clothed with many plants of many kinds, with birds singing on the bushes, with various insects flitting about, and with worms crawling through the damp earth, and to reflect that these elaborately constructed forms, so different from each other, and dependent upon each other in so complex a manner, have all been produced by laws acting around us.


If anything, this book will seek to define the laws that have acted upon our own tangled bank of Britain: the laws of economics, justice, equality, collaboration and aggression. But I am less optimistic than Darwin, who largely believed that things got better according to a plan ordained by God. There is simply no omniscient, benevolent guide in real life.fn5 The story of modern Britain is one of progress in parts, but also stasis and stagnation in others, nostalgia and retrospection elsewhere. I am part of a generation who may not be better off than its parents, and will bequeath a troubled country to its own children, who may be presented with greater challenges still. 


We have, in this United Kingdom, an economy that will produce no real wage-growth for more than a decade, has millions working but in poverty, a health service buckling under increased demand, an ever expanding prison population, an unequal education system that fails working-class white boys, a justice system that over-prosecutes black people. This is presided over by a political process that is only concerned with the contingencies of a short-term electoral cycle, and is becoming increasingly polarised between extremes of left and right, between nationalism and multiculturalism, globalisation and isolation.


In 2017, amid the cloacal murk of political social media, a term of mild abuse grew up: ‘the centrist Dad’. It represented fun poked by those on the left (the Corbyn crowd, understandably ebullient at the electoral success of their movement) at those in the middle of their party, the Blairites, the ‘moderates’ whom they had left behind. Now I have nothing to do with internal Labour Party angst, hold no particular candle for Blair, and have no tribal allegiance whatsoever. But I thought to myself: I’m from the middle, I’m a father; what’s wrong with being a ‘centrist Dad’? And this book, if not a clarion call for centrism, at least stems from a fundamental belief that we need to understand both sides of any argument, that we can recognise the benefits of different perspectives, and that we should understand where points of dispute meet. We are in the middle of a mess, a muddle, and the centre might be the best position from which to understand that.


In that spirit, each chapter will cover a different aspect of British life: the economy; politics; healthcare; education; the military; law and order; media, old and new; and our shared sense of national identity. Hopefully, each will be an explainer, a chance to consider the individual issues that affect our every day. But there is a connection between all the sections, too. This is not – or tries not to be – a book of abstractions; it is a book about the consequences of decisions in the real world. John Ruskinfn6 said this back in 1860: ‘Among the delusions which at different periods have afflicted mankind, perhaps the greatest – certainly the least creditable – is modern economics based on the idea that an advantageous code of action may be determined irrespectively of the influence of social affection.’


We should, in other words, examine the mess that comes from the policy. Ruskin is a bit of an inspiration for me, actually; a man endlessly gripped by the need to explain, to find out more. And this book is – I suppose – gothic in a way he would have recognised: full of excrescences and moving parts, preserving the marks of its working methods. I have tried to answer questions that occur to me, to include rather than remove, to add details that interest me, in the hope that this will provide a coherent enough picture to interest you. 


At the end of the book, instead of giving a bibliography in the manner of an academic work, I thought I would suggest some good fiction to read, which very broadly touches upon the areas I have covered in the preceding pages. We all, in the end, enjoy a good list. The novels I recommend do not provide a definitive guide to the country, of course (indeed some of them come from other countries, but touch on universal issues). They are not all serious, and many are unlikely to give you any facts to cling on to. They skew heavily towards my own reading preferences, inevitably: the Victorian greats; the modernists; and – above all – P. G. Wodehouse, the writer who has given me more pleasure than any other, who still acts for me as a bulwark against mental unrest. Taken together, though, they will, I hope, give you – as they have me – something else: joy, fascination, despair, distraction, grounds for thought. 


One of the authors whose books thankfully appeared in my Loughborough home was the genially brilliant travel writer, Bill Bryson, an American who has repeatedly tried to understand Britain, and thus something of a presiding spirit for me as I write. He might act, if only for a moment, as a counterbalance to my sense of gloom about this country. This is from Notes from A Small Island (1995):


Here is a country that fought and won a noble war, dismantled a mighty empire in a generally benign and enlightened way, created a far-seeing welfare state – in short, did nearly everything right – and then spent the rest of the century looking on itself as a chronic failure. The fact is this is still the best place in the world for most things – to post a letter, go for a walk, watch television, buy a book, venture out for a drink, go to a museum, get lost, seek help, or stand on a hillside and take in a view.


If this is still the case, as we shall see, it is more by luck than design. And it also refers to a very different country to the Britain of today. Since Bryson was amiably musing in 1995, his thoughts focusing on the distinctly analogue experience of being alive, the following (digital) developments have taken place to alter the world fundamentally, and our experience of our nation within it: broadband; Wi-Fi; blogs; Bitcoin; email; Google; Amazon; Uber; Facebook; Twitter; Wikipedia; eBay; Spotify; WhatsApp; YouTube; Snapchat; Kindle; iPods, then iPhones, then iPads. I am probably missing quite a lot there, too. 


Technology affects our sense of identity: how we see ourselves, and how we see our relations with others. We now can become more tribal with more people, share ideas democratically or segregate ourselves defensively; unshackle our lives from the demands of the workplace or chain ourselves immovably to our professional existence. Our children are developing differently as individuals, never home alone or free from peer pressure; always being guided towards the limitless stores of distraction and danger that are available friction-free to them.


It is not a coincidence that this surge in connectivity is disrupting industries (the media – as we shall see in Chapter 7 – being an excellent, but not an isolated, example of this). It is not a coincidence that our collective mental health is changing, and for the worse. There is something approaching a pandemic of mental breakdown in Britain at the moment, small-scale tragedies that, taken together, represent large-scale policy and resourcing problems. It is easier than ever to do many of the basic things in life, but we are becoming unhealthier at the same time as we do them (or have them done for us). Prolonged existence is, perhaps, not an unmitigated boon. We live to endure an epidemic of fatness, chronic ailments, loneliness and anxiety. Britain has to accommodate us as we do so.


Taken all in all, then, this felt like a reasonable time to consider the state of the nation. Our country feels like a gigantic experiment, conducted on the fly, with no control, and no clear sense of where we are going amid the chaos. But it is also a product of its past, and its past decisions on how to educate us, care for us, imprison us, fight for us, divide and unite us. Over the next few hundred pages (and couple of hundred footnotes), I will try to establish how Britain really works, how we got to where we are, or at least give you the information to help you make such a judgement. And if you hate it, you can always tell me on Twitter, and make both of our lives a misery for a fraction of a moment.




1


Economics


The curious task of economics is to demonstrate to men how little they really know about what they imagine they can design


Friedrich Hayek (1899–1992)


Look around you now. We don’t get the chance to think about this much, but the complexity of our surroundings is staggering. You might be sitting on a sofa in your living room, touching material produced in one country, processed and stitched in another, reassembled in yet another, before being delivered to you in return for a promise about your own capacity to pay that is almost entirely notional.


Often when I go on a train or in a car, I look out of the window and experience a momentary flicker of vertigo. So many lives glimpsed in a micro-second, never to be considered again. In my mind, I half-see the vectors of everybody’s movements like lines on an imagined map in my head, busily criss-crossing, ant-like and heedless. Walking on roads built by a team of the never-met, passing shops stocked with goods that have been made, ordered, packed, processed, stacked and displayed to be consumed at a predictable rate by who-knows-who.


Sip a coffee: who grew it, processed it, stuck it in a curiously semi-recyclable cup? Put it on the table: who made the table, who felled the tree, who designed the blade that cut it, who mined the metal that made the alloy that made the blade? Modern life is an Escher-like series of interconnected structures, dizzyingly and uninventably complex. And getting more complex every day.


Sherlock Holmes got it half right when he experienced his own moment of vertigo in A Case of Identity, drawling at the indomitable Watson:


We would not dare to conceive the things which are really mere commonplaces of existence. If we could fly out of that window hand in hand, hover over this great city, gently remove the roofs, and peep in at the queer things which are going on, the strange coincidences, the plannings, the cross-purposes, the wonderful chains of events, working through generations, and leading to the most outré results, it would make all fiction with its conventionalities and foreseen conclusions most stale and unprofitable.


The commonplaces of existence are really the subject of this chapter: how the country functions at its economic heart. It is a story of both linear predictability (of ‘plannings’ and ‘foreseen conclusions’), but also of continued and continuing ‘cross-purposes’. The economic history and future of Britain is – like all economics really – full of queer things and disputed conclusions. As Alfred Marshallfn1 put it: ‘The laws of economics are to be compared with the laws of the tides, rather than with the simple and exact law of gravitation. For the actions of men are so various and uncertain, that the best statement of tendencies, which we can make in a science of human conduct, must be inexact and faulty.’


In other words, it is no surprise that you and I don’t really understand economics, because neither do economists. But we can point to tendencies, certainly, and we can try to make sure we understand the times when those tendencies change, and the historical backdrop against which that has happened. 


So: back to our moments of vertigo. How the hell did it happen that I am clutching a Starbucks cup, sitting in a black chair made of plastic, metal and some sort of wipe-clean fibre, wearing cheaply produced jeans and a T-shirt, peering through superbly engineered spectacles at my empty office, in a building (constructed to set requirements, approved as safe, cleaned and maintained by unseen heroines, toiling unthanked late at night) in a city of several million people? The French economist Frédéric Bastiat1 asked the question, slightly more eloquently: ‘What, then, is the ingenious and secret power that governs the astonishing regularity of movements so complicated, a regularity in which everybody has implicit faith, although life and happiness are at stake?’


The answer is the economy; more especially the free-market, liberal, capitalist economy. Here Britain is not an island, entire of itself, but a part of a much bigger and more complex ecosystem, reliant upon the behaviour of nations and institutions outside its control. It is all part of a vastly imperfect system that manages – against all odds – to achieve regularity of movements in our lives. As we will also see, this cuts both ways: regularity is another word for immobility, for imprisoning people in circumstances from which they cannot escape. And the free market, actually, is not entirely free, and never has been. And liberal (or neo-liberal) economics is often not that liberal. But we will get to that.


Over the course of this chapter, we will work out the ups and downs of modern capitalism, its crises, and the threat that it is returning to some of the follies of Victorian times, of the period when Sherlock Holmes might have stalked the streets of London, uncaring of the poverty that passed him by.


Some basic questions to begin with, and then a quick trip through the history of (British) capitalism.


What is the economy?


It is anything to do with spending money, or managing wealth that has been created. It is the system through which we make all our transactions that, in brutalist terms, comprise our daily existence. We spend money by consuming goods and services produced by others. Production occurs thanks to a combination of labour (people working) and capital (machines, materials). We obtain money by earning it, borrowing it, inheriting it or it being transferred to us by the government (for example through the welfare state). We hand over money in the form of taxes on income and capital, goods and services (VAT), and business.fn2 


The government is responsible for overseeing the economy, without intervening too much in the free market. What counts as ‘too much’ is one of the things this chapter might help you work out. The government takes income from taxation, plus whatever borrowing2 it needs, to pay for the services we all use: health, defence, transport links, education and so on. It spends more than £750 billion every year on this. It is the largest employer in the country by a colossal extent.3 At one extreme, we could have no governmental support, and we would live in a monochrome dystopia of self-reliance; at the other it could control every aspect of our existence, and we would live in a communist dictatorship. Politics is, effectively, the attempt to pick a spot between the two and defend it.4 We’ll talk about that some more in Chapter 2.


What is money?


Money is a simply a system of credit; a shared delusion of exchange.5 It is not real. Indeed, it is less real than it once was. At one point, in the eighteenth century, people like the philosopher John Locke6 believed that money was largely based on its intrinsic value; that is to say the most important thing about money was coinage and the precious metal inside it. The value of money was connected to the amount of good stuff it contained, which could then be altered.7


While the literal value of the coinage was indeed once important (and monarchs ‘debased’ it by reducing the amount of precious metal in it, and so made it stretch further), it masked the larger principle that coinage’s main role was to act as tokens of credit and debt in the pursuit of trade. Today, 97 per cent of all money has no physical existence, and none of it has any connection to precious metals. If everybody wanted to turn their assets and savings into cool hard cash, they simply could not.


But don’t worry, money has always operated as a system of credit. The Romans, for example, did lots of big property deals. They didn’t dig around for thousands of coins to pay for them; they used notional transfers of credit. ‘Nomina facit, negotium conficit’: ‘secure the bond, seal the deal’, as the poet Horace said. Medieval Britain wasn’t simply a land filled with sturdy lock-boxes and hard-earned shillings. The accounting system of the court and elsewhere was done using tally sticks, little bits of kindling covered in marks and notches, each representing financial transactions. 


If you ever get the chance to visit the Houses of Parliament, and you find yourself wandering through a crumbling, Neo-Gothic building, filled with rodents and MPs, you are somewhere built on the smouldering remnants of an older structure destroyed by tally sticks. The story goes that the practical Victorians – all utilitarian and self-involved – saw the storage of Britain’s economic history as a needless chore, so they burned it. Charles Dickens takes the tale on: ‘The stove, over gorged with these preposterous sticks, set fire to the panelling; the panelling set fire to the House of Lords; the House of Lords set fire to the House of Commons; the two houses were reduced to ash.’


We all think of coins as the most important part of the historical economy because, in the name of housekeeping, some barbaric Victorians destroyed the ‘preposterous sticks’ that were our other tokens of exchange. Coins last better than sticks and pieces of paper. They can be dug up by denim-clad enthusiasts with wild hair and metal detectors. The thing to remember is that money is more than currency; it simply is a system of signs that we have – over the years – come to agree on as a means of expressing a store of value. When people mention the basic incompatibility of people, and our singular failure to get on, the invention of money – albeit in its various currencies – is a pretty unanswerable counter-example of our commonality.


Indeed, the value of the currency is something that can be traded in the world’s exchanges; and it can go up and down (which is what traders are betting on).8 We all know that one of the consequences of the news about Brexit (of which, alas, more later) was that the pound ‘crashed’.fn3 This is because traders were concerned that the British economy might suffer, and did not want to be lumbered with British money, so they sold pound-denominated investments, driving prices down. When the pound is worth less, it is good for exports,fn4 because foreign buyers need less of their own currency to buy the same quantity of UK goods, and so UK exporters can reduce their prices or increase their margins.fn5 It is bad for imports, because UK buyers need more of their own currency to buy the same amount of goods. This extra cost is likely to be passed on to the consumer in the form of price rises, leading to what is called inflation (see below).


So we have a workable sense of what the economy is, and a simplistic version of how money works. Now to look at how the two came to create modern Britain.


A brief history of (British) capitalism


Capitalism is, simply, the organisation of the economy in pursuit of profit or, as Karl Marx9 put it (rather more pejoratively), ‘solely the restless stirring for gain. The absolute desire for enrichment … passionate hunt for value’. It contrasts with, say, feudalism (organisation in pursuit of hierarchical service) or communism (in pursuit of political equality). While the problems attached to it are many, it is one of the most successful ideas ever conceived by human beings. Capitalism has improved the modern world, and measurably so. In 1800 the world’s economy was like Bangladesh: the average human being consumed $3 per day; today we consume more like $100 worth of goods and services, more than we need.


Thanks to capitalism, indeed, the world is a literally brighter place. Take this statistic:10 in 9000 BC it took 50 hours of human labour to achieve 1,000 lumen hours of lighting; in 1800 it took 5 hours; in 1900; it took 0.22 hours; in 1992 it took 0.00012 hours. The power of the market, thanks to the jumpstart of the Industrial Revolution, is responsible for increasing shared wealth and thus well-being across the world.


There is no agreed date for the Industrial Revolution, but it took place over the course of the eighteenth century. Interestingly, there is no consensus about why Britain at that period was able to host such an epoch-altering movement, although it is likely to be a lucky combination of a number of factors all occurring simultaneously: innovation; legislative support; the rule of law; improvements in transport links; the Protestant work ethic; a society largely compliant in terms of accepting hierarchy; the sturdy wealth, linked to land, of an investor class.fn6 


Innovation was certainly critical: inventions such as the flying shuttle (1733), the spinning Jenny11 (1764), Watt’s12 condenser necessary for a steam engine (1769) or Arkwright’s13 for a water frame (1769) meant that there was a new capacity for automation that fundamentally altered mankind’s ability to produce goods. The country moved from a farming-dominated economy to a manufacturing-dominated economy for the first time. We are only just moving on from that.


The most famous example of how manufacturing could change comes in Adam Smith’s14 era-defining book called An Inquiry into the Nature and Cause of the Wealth of Nations (1766). He used the example of pin-making to explain how division of labour (improved industrial organisation) could massively increase production: on his own, a worker could produce 20 pins per day; on a production line of specialised workers, ten people could produce 4,800 per day. In 1832 Charles Babbage15 established that a factory could produce 8,000 pins per day per worker. By 1980, Clifford Pratten – a productivity expert – calculated that current technology could enable the production of 800,000 pins per day.


As the Victorian period advanced, further improvements were introduced to maintain this economic revolution, to place productivity and trade at the core of the nation: development of central banking; labour laws; growth of industrial insurance; introduction of the old age pension and income tax. Take the Limited Liability Company (LLC), which sounds boring but is critical to our understanding of the modern economy. Although such entities were invented in the sixteenth century, they were given legal force in 1854. Before that, shareholders of a company were directly liable for all losses themselves. They were, therefore, risk-averse, as any failure would result in personal penury. With an LLC, shareholders were minimally liable (the cost of failure would not need to be bankrolled by them) and able to take more risks than ever before.


Marx called this development ‘capitalist production in its highest development’; The Economist argued that the inventor of the idea ‘might earn a place of honour with Watt, Stephenson16 and other pioneers of the Industrial Revolution’. But you are probably already seeing the potential problem: this is the beginning of the divorce of finance and corporate life from reality. Companies can begin to play not with their own, but – in the words of Adam Smith – ‘other people’s money’.fn7 As we shall see, this leads to all sorts of problems down the road.


In any event, the nineteenth century represented the consolidation and expansion of the industrial gains of the eighteenth century. Britain first, and then America, became colossally dominant in the worlds of manufacture and trade. In 1860 Britain owned 20 per cent of the world’s manufacturing output, 46 per cent of the world’s trade in manufactured goods, with just 2.5 per cent of the world’s population.fn8


This was achieved at the cost of massive inequality and poverty: there were parts of Manchester where life expectancy was a haunting seventeen years (30 per cent lower than 800 years before). Wealth was concentrated in the hands of a few people, who held it in the form of land and government bonds (debt sold to them by the government). In many respects, little has changed: ‘land’ has become urban property rather than farming; ‘bonds’ are just now more widely spread (and more complex) investments. The few and the many, as Jeremy Corbyn might say, remain far apart. We shall explore later whether a new Victorian era is indeed upon us.


The principle behind the expansion of the economy was one of selfishness, of each person striving to make money for their families and – in so doing – growing the economy for all. This was best characterised by Adam Smith when he said that ‘It is not from the benevolence of the butcher, the brewer, or the baker that we expect our dinner, but from their regard to their own interest.’


What follows is the idea that, left to its own devices, such behaviour will allow the economy to regulate itself. Adam Smith summarises this once more: ‘By pursuing his own interests, the individual frequently promotes that of the society more effectually than when he really intends to promote it.’


Smith’s metaphor of the ‘invisible hand’ directing affairs was suggestive of something palpable but not present, a force that registered enough to propel industry and the markets forward. The problem is – and one should remember this when especially Tory governments argue against market interference or ‘state meddling’ – there has never been and will never be a truly free market.fn9 Government is always doing something: whether regulating competitiveness (as it does periodically and futilely with, say, the energy market); controlling immigration and so the labour supply; providing tax breaks to certain industries, imposing punitive taxes to affect our consumption habits on others; creating partnerships between private and public companies.


British and American growth in the eighteenth and nineteenth centuries was, indeed, predominantly constructed through a mechanism of government support and interference. The American politician Alexander Hamilton17 made the argument a long time ago that the state needed to nurse ‘industries in their infancy’: this meant protectionist tariffs on foreign goods (making local goods better value) and government support on crucial industries. Donald Trump is a child of Hamilton, in that sense.


By 1860, such a protectionist approach meant that the British economy was strong enough to open up trade with other countries more freely, and other countries (primarily America and Germany) benefited. By the First World War, Britain was no longer the leading industrial nation in the world. Since then, it has dwindled even further. Britain suffered greatly, as did the rest of the developed world, during the Great Depression of the 1930s, which spread out from the stock market crash of 1929 in America (the grandfather of all banking crises). 


The poverty endured by Britain was to spark the beginnings of plans for the increased welfare state that we recognise today. Listen to the words of journalist J. B. Priestley, whose English Journey (1936) can sound occasionally like a post-apocalyptic fiction:


Wherever we went there were men hanging about, not scores of them but hundreds and thousands of them. The whole town looked as if it had entered a perpetual penniless bleak Sabbath. The men wore the drawn masks of prisoners of war. A stranger from a distant civilisation … would have arrived at once at the conclusion that Jarrow had deeply offended some celestial emperor of the island and was now being punished. He would never believe us if we told him that in theory this town was as good as any other and that its inhabitants were not criminals but citizens with votes.


Then global conflict intervened once more. The glory years for capitalism in the Western world and – tellingly – further afield, followed the end of the Second World War. Conflict provided an economic shock to the system that was positive: a supercharge of industrial development for military purposes that led to technological improvements for businesses. Thanks to the Marshall Plan (known formally as the European Recovery Program), the US provided more than $13 billion of economic stimulus to a continent that was on its knees after the war.


From 1945 to 1973 the modern capitalist world was truly forged, and most truly successful. In 1944 the Bretton Woods Agreement18 created the International Monetary Fund (which lends money to countries with cash problems) and the World Bank (which lends money to countries for infrastructure projects). Globalisation and governmental support were the order of the day: the European Economic Communityfn10 was founded; the General Agreement on Trade and Tariffs was introduced, making business cheaper and more proximate across the globe. There was widespread global growth: per capita income in Western Europe grew annually at 4.1 per cent; ‘miracle economies’ of the Far East (Korea and Singapore, for example) did even better.


Around this time, the economist Simon Kuznets plotted a curve that became famous for showing how inequality had increased during the initial period of industrialisation, but declined afterwards in this Golden Age. He was right: post-war Britain truly developed the welfare state in the aftermath of the war; it invented the NHS as we know it now (as we shall discuss in Chapter 3). What Kuznets couldn’t know is that his downward curve did not last, and trouble was brewing.


In 1973 the cost of oil rose by 400 per cent, which drove prices for most goods higher. This led to inflation, in fact inflation’s smirking cousin ‘stagflation’, because although prices were rising (thanks to the oil, which meant that costs of increased production and distribution of goods were passed on to the consumer), the economy was stagnating, and consumers were suffering the old double whammy as a result. 


What is inflation?


Inflation is the process by which goods and services become more expensive. It has been claimed to be a modern invention, oddly. Between 1800 and 1913 inflation was between -0.2 per cent and +0.25 per cent. This is probably because currency was tied to something concrete: its value was linked to the value of precious metal. Britain left the gold standard in 1931 (the US did so in 1971), which meant that the amount of currency in circulation did not need to have a relationship to the amount of gold in storage. More money could be printed, and this meant its value could decline and prices could go up.


Governments do not mind a reasonable level of inflation, generally, because they tend to owe a lot of money, and, if the value of money declines, so the level of debt decreases. Indeed, governments fear deflation: if goods decline in value, people stop spending, as they know the price will be better in six months. The economy shrinks as a result. Consumers do mind inflation because things they buy are pricier, and very often their earnings do not increase in proportion: the effect of it on livelihoods and savings can be pernicious indeed. However, economists, even now, do not agree how good or bad it is for the state as a whole. The IMF concluded that any inflation under 8 per cent had no impact on the growth of the economy. But the fetishisation of low and stable inflation was one cause of the banking crisis in 2008: the Bank of England and economists were so reassured by low inflation that they ignored signs that a problem was looming; if inflation was low, how could there be a crash? Well it was, and there was.


What is the Bank of England?


A necessary question, especially as we approach the modern times of British capitalism. The brilliant financial and literary journalist John Lanchester19 has dubbed it ‘a cross between Hogwarts, the Death Star and the office of Ebenezer Scrooge’. It was created (in 1694) in the aftermath of the Glorious Revolution, because the new Dutch King and Queen of England20 needed cash and could not be trusted not to debase the currency as a way of getting it. The BoE became the institution responsible for monetary policy, independent from government. Basically, the Bank is responsible for setting interest rates (how much it costs to borrow money;fn11 and how much saved money grows) and the amount of money in circulation (which affects inflation). That is monetary policy. The government is responsible for fiscal policy: how much it thinks it can get away with screwing you with taxes. The central bank is probably the most important thing in Britain you don’t really think about as much as you should. Adam Smith said that ‘the stability of the Bank of England is equal to that of the British government.’ In 1844, as part of the Victorian supercharging of capitalism mentioned above, it became the Lender of Last Resort, the super-bank capable of bailing out and supporting other banks. Do you think it ever needed to? You are goddamn right it did.


Back to the seventies, then, where inflation was high and the presiding orthodoxy of capitalist growth was wobbling. Interest rates were raised in order to convince people to stop spending and so reduce inflation; these high interest rates attracted foreign investors, which meant that the pound became more valuable. This, in turn, meant it cost more of other currencies to buy British produce, and so exports suffered. The economy went into recession.fn12


The government sought to find other ways to limit inflation too, one of which was to reduce salaries in the public sector. The trade unions would not wear this, and a series of wide-ranging strikes – which in many ways came to symbolise the decade – started. In late 1973 action by coal miners led to an energy crisis (compounded by high oil prices), compelling the Conservative government to enforce an order by which commercial premises could only use electricity for three consecutive days a week. TV stations had to shut down at 10.30 p.m. every night. For those of us born in the 1980s, the dystopian mess of the 1970s feels like an almost unimaginable vision. It is the very opposite of today’s hyperconnected, twenty-four-hour world of shiny modernity; it was a time of graft and limitation, disconnection and frustration. Left-wing people will tell you that never has Britain been more equal. And that is probably right: but it was equality of failure in many respects. The Prime Minister Edward Heath called an election in February 1974, with the infamous question-cum-slogan: ‘Who governs Britain?’. The answer was, typically: nobody. There was a hung Parliament (with Labour having the most seats; and the Tories the most votes). Neither side’s approach to the looming catastrophe was trusted. An election a few months later gave Labour a small majority, and the responsibility for handling the industrial crisis fell to them.


On 22 January 1979 there was the biggest national strike in more than fifty years, involving lorry drivers, ambulance drivers, train drivers, gravediggers, waste collectors. This was the centre of the infamous ‘winter of discontent’,21 which cost Labour power,22 and brought to British politics a new way of economic thinking.


This new orthodoxy rose in both the US and the UK, personified by the politicians who would come to represent the 1980s: Margaret Thatcher23 and Ronald Reagan.24 They believed that the problem with post-war society was that it was too dependent on the state, and that the true philosophy of capitalism had lost its way. The answer was to stimulate spending by cutting taxes;fn13 to restrict the power of the unions; to reduce the welfare state and other governmental support systems; and to deregulate the markets so that individuals and companies were freed up to pursue their individual greed.fn14 The free market would become free once more. Adam Smith’s non-benevolent butchers and bakers were converted – by this approach – to bankers and brokers.


Easy to see some flaws in this, in retrospect. Butchers and bakers produce real, tangible essentials of life: increased competition can – in theory – drive quality and reduce price. The markets shift around increasingly unreal tokens of exchange, of little obvious societal benefit to anybody: bankers and brokers truly do not care about you even a little bit. Plus this Thatcherite-Reaganite approach has a contradictory aspect: it stimulates the economy by making the rich richer (more liable to spend), but reduces welfare support and so makes the poor poorer (less liable to spend). This is called – in theory – ‘trickle-down economics’, a neo-liberal staple. One consequence is that it is liable to broaden inequality for obvious reasons. Set against that, the tax cuts also benefit those of low-to-middle incomes, which is ultimately why Thatcher was so popular over so many areas of the country. 


Another extension of the free-market philosophy arrived in the 1990s: the Private Finance Initiative (PFI). By this process (pursued by governments ever since; rebranded as PF2 under David Cameron), development of public sector infrastructure has been entrusted to private companies, who take responsibility for both construction and operation. 


This should allow the efficiencies of the free market to lower prices by increased competition, so providing greater value for money. However, there is now an outlandish £200 billion of government money invested in more than 700 PFI schemes, which provide long, guaranteed contracts to suppliers lasting up to thirty years. This money is, technically and misleadingly, ‘off the books’ of the state, existing solely within the operational finances of the contractor. Often the contracts contain payments linked to inflation, which means their cost expands out of proportion with economic growth. In 2011 the National Audit Office said that PFI ‘has the effect of increasing the cost of finance for public investments relative to what would be available to the government if it borrowed on its own account’. In 2018 the NAO was unable to see any clear evidence of economic benefits of the scheme (or even a coherent way of measuring whether they exist). We shall see more of this issue in Chapter 3, when we look at PFI in the health service.


As will be familiar to students of the banking crisis, the government is – with PFI – practically responsible for all the risk, despite the operation being ostensibly private. The problem is that – if a company providing a key service, like a hospital, fails – the government is on the hook for the infrastructure and will have to find a way to keep the contract going. Meanwhile, the private sector in all other circumstances gets to reap the benefit alone. 


So, as our story reaches the period of modern capitalism, it is worth reflecting on how much has changed in the last thirty years. Two areas stand out: globalisation; and the industrial landscape.


When did Britain stop making things?


In 1970 Britain still made things: manufacturing employed 35 per cent of all people. Now it is probably less than 10 per cent. We have gone from the 20th largest manufacturing economy in the world to the 116th. Our trade surplus (how much we buy of things versus how much we sell of things) has gone from around +5 per cent to around -3 per cent. Manufacturing output as a share of GDPfn15 was 37 per cent in 1950; it is now 13 per cent. While the crippling strikes of the 1970s made things much worse, the level has fallen especially quickly since 1990.fn16 This means the workforce requirements and possibilities for the country have changed hugely over the last 200 years, increasing pace in modern times.25


Parts of the country built around manufacturing (which, in Britain, is largely outside the cities, and especially the south-east) have seen their source of employment obliterated. Britain used to be the ‘workshop of the world’; now that has shifted to other countries, especially China. Which brings us to …


What does globalisation look like?


Globalisation comes from the increased connectedness of countries across the world, especially by trade.fn17 It was a deliberate policy by the end of the nineteenth century of both Britain and America to accept free trade in order to find new markets; this process was hastened by the arrival of global institutions like the IMF and World Bank, which sought to promote free-market ideals to others. In the pre-war era, globalisation was in the form of colonialism, connection based on enforced submission and exploitation, the envelopment by European countries of others into their empires. In 1913 nearly half of domestic capital and three-quarters of industrial capital of Asia and Africa was owned by Europeans. Britain’s wealth was increased by getting cheap raw materials and labour, without troubling too much about the human cost.


Countless other statistics exist to show how the West’s position of dominance has since been eaten away over the years, with the centre of global gravity shifting ever eastwards. In 1900 75 per cent of goods and services were produced in the US and Europe; in 2010 that was down to 50 per cent; in 2050 it will be 25 per cent. However, it is worth considering, if only for our own humility, that for large chunks of history (prior to the medieval period) the East – especially China – was a far more developed place, economically and culturally.26 In 1500 one European city (Paris) could make it into the global top ten in terms of size. By 1800, it had been joined by London and Naples. By 1900, there was only one non-European city (Tokyo) in the top ten. Now, there are no European cities, and just two (São Paulo and Mexico City) with any sort of European antecedence at all. We have seen over the last 500 years, the rise and fall of the West.fn18


We have also seen the rise and fall of British industry over the same time. Some of this is due to technology: automation makes manufacturing more efficient; more can be produced more cheaply with fewer people. Industry, therefore, diminishes in importance as part of the overall economy. Some of it is due to the increased competitiveness of other countries, who are willing to compromise on working conditions for their employees and on the quality of their raw materials.fn19 Some of it is due to our own national failures. The Industrial Revolution – as we have seen – was a triumph for the three ‘I’s: investment, innovation and invention.27 Britain today is terribly constructed to drive that sort of economic growth. In the seventies, our investment ratio28 was 20 per cent; it is now 15 per cent. This is, and it is seldom discussed, the lowest in the Western world. Spending on research and development is well beneath the global average. We do not innovate or develop much anymore; it is as if our creative impetus has dissipated over the last century, like a former athlete whose muscles have softened and sagged, and whose former glory is scarcely visible beneath the surface.


Indeed, one definition of globalisation is the transfer of wealth and power from the poorest in rich countries to the richest in poor countries. Whole areas of the country become ‘hollowed out’: the reason for their existence (like, say, ceramics for villages in Nottinghamshire) disappear; no other industry replaces them. As we shall see elsewhere, the consequences of this imbalance in the political arena are huge.


In any event, after the 1980s many of the conditions of the modern British economy were in place: idealisation of the free market; globalised trading and production; deregulation of the banking industry; the decline of manufacturing and the rise of the service industry. This economy is, as we all now know, a precarious thing. Before 1975 there had been virtually no banking crises for decades; since then anywhere between 5 and 35 per cent of countries have been in crisis at any one time.29 Since 2008, twenty-five countries have had debilitating crises. Which, finally, begs a big question …


How does the financial world work; and how does it connect to the real world?


The story of modern capitalism is the story of the separation of finance from reality. For a very long time, banks supplied loans to people or businesses they knew a great deal about, with the basic expectation that the loan would be returned with appropriate interest. There was a separation between banks that gave loans and banks that directed investments.fn20 For a long time, the price of stocks and sharesfn21 were simply functions of the value of a company, whose main priority was to invest for the future and to provide returns (or dividends) to long-term shareholders. In the 1960s the average period of someone holding a share was five years; in 2007 it was a little over six months. Investment had lost its original meaning, and became simply a mechanism to shift assets around until they made money.


As the financial markets were deregulated in the 1980s, so followed the introduction of different products and markets. When we think of high finance, we think of stocks and shares, but in fact the bond market is far more important. This involves the trading of debt: you buy a bond from a company or government; it owes you the money and must return it at a given date plus interest. Simple enough. Except for the fact that the bonds can be combined with other bonds and endlessly traded so the original transaction involving two entities is exploded into fragments, and the trades are gambles on whether the value of the bond will increase or decrease over time.30 Nobody cares about the merits of the original deal, or the original date of repayment. Something tangible has been made intangible, which is fine until somebody wants to call it in. As we shall see, the financial markets work just as long as nobody questions their reality, at which point: poof! They explode, and we all pay.


This leads us to the derivative markets, which are actually a kind of metaphor for the unreality of high finance. A derivative is a deal that derives its value from the performance of an entity,fn22 but is disconnected from that entity. This is an example of a ‘future’: I might decide to pick a product like frozen orange juicefn23 ahead of the harvest of oranges. I bet that the value of orange juice will be a certain amount and agree to pay a certain price for it at a certain date; the owner of the asset gets the money early (ahead of the harvest, so reducing his risk) and if the eventual price ends up lower than my prediction I have lost, higher than my prediction I have won. Clear? Kind of? What is confusing is that the derivative can be bought and sold an infinite number of times between now and the harvest date, and so becomes worth far more than the original product, and ultimately has no connection to it. Same number of oranges in the world; their value multiplied by an incomprehensible number. A trillion dollars in derivatives are traded every day in London alone – the equivalent of half the UK economy, without altering the number of tangible assets in existence. How can that be real? It cannot.


It gets worse. Let’s return to the idea of the derivative trading of multiple bonds, or debt. At one point, in the 1990s, the idea grew that instead of single loans being traded, they could be packaged together into a variety of financial products, which could themselves be endlessly traded. This led to the rise of Asset Based Securities (ABS): each one representing the pooling of thousands of loans (for homes, cars, business etc.) into one big bond. Or Residential Mortgage Backed Security (RMBS): the same thing, just for mortgages. This wasn’t complicated enough, so it was taken one step further: Collateralised Debt Obligations (CDO) were combinations of multiple ABSs, each combining different levels of risk. The idea was that the good risk (i.e. the loans to people who might actually be able to repay) would act as life-rafts for the bad risk (the ‘sub-prime’fn24 loans that are essentially junk). 


This process is called securitisation, because it gives people a false sense of security.31 Amazingly, everybody in authority thought – if they thought at all, which they didn’t; and if they understood it at all, which they didn’t – that this increased complexity was a good thing. The IMF thought it made ‘the financial system more resilient’: high risk underwritten by low risk meant that the system simply could not fail. It did fail. It also simply created a ‘shadow’ banking system where deals were done with no relation to the original value of the asset. In 2007 the shadow banking system was worth 9.5 trillion euros. In the US it was much more. In Britain, one bank (RBS) had a balance sheet larger than the entire UK economy.


This is all balls-achingly clear with hindsight, of course. But it is not unreasonable for people to assume that those at the top of their profession could have shown a bit of foresight, or indeed just ‘sight’ at the time. But they could not fully understand themselves what they had created. A large CDO, according to the Bank of England, contains enough data to fill a billion pages. And – without wishing to be uncharitable – these finance folk are not particularly big readers. The real thinkers were looking elsewhere: at inflation and interest rates. There was ‘intellectual apartheid’ in the financial system, in the words of economist Felix Martin; criminal, culpable negligence, in the opinion of many.


So what actually happened in the banking crisis?


Some questions are so epochal, even someone divorced from the real world feels compelled to ask them. In November 2008 the Queen opened an extension to the London School of Economics and inquired – terribly politely, one assumes – why nobody predicted the crash. The answer came from the British Academy a year later: ‘In summary, the failure … while it had many causes, was principally a failure of the collective imagination of many bright people, both in this country and internationally, to understand the risks to the system as a whole.’


Intellectual apartheid; complexity; consumer hubris; fragmentation: a failure of experts.fn25 Yes, we all have to take a bit of responsibility here. Many people in this period borrowed money for vastly overpriced houses, or cars, or ran up credit card bills for shiny goods they did not need. As a society, we all devalued the need to balance the books. Banks were operating in the context of an age of catastrophic profligacy that had manifestations everywhere. What triggered the crash was the recognition (gradual and then sudden) that the assets being traded were worthless, and the collective pretence that all was well could not be sustained. In America by 2007 banks had become addicted to ‘sub-prime’32 mortgages; those loans had been packaged up with other loans, and, instead of the good propping up the bad, the bad infected the good. Once it was recognised that the loans in the real world could never be repaid, the market around them collapsed. Two big banks (Bear Sterns and Lehmann Brothers) were bankrupted, because their assets no longer had enough real-world value to support them.


In Britain, the bank Northern Rock had a similar problem: a large book of mortgage lending to people who could never pay, propped up by short-term bonds elsewhere. When the international markets wobbled, investors started to look at the value of the bank’s assets, and got worried. They pulled their money. Confidence collapsed.


Remember: banks are used to problems of liquidity (cash supply); they are endlessly moving around loans and investments. The term used is ‘maturity gap’: some of your debts might be called in, while other sources of income are longer maturing. At last resort, the Bank of England can step in and provide liquidity support in those instances, and all is generally well. This was much, much worse: it was not a cash-flow problem; the problem was that the underlying assets weren’t worth anything like as much as everyone had believed. So the Bank of England couldn’t just provide a loan to tide the bank over until payday. There was no payday in sight. The government had to step in and assume the burden of the (worthless) assets. Northern Rock was nationalised, and other banks followed.


For a period, this became the new normal. The UK spent 8.8 per cent of its GDP – more than £150 billion – recapitalising the banks. That’s more than it spends on the NHS in a year. Think about that next time you are stuck in a crowded waiting room, bleeding quietly into your shoes.


At one level, the banking crisis represented the failure of free-market capitalism. Because all these bankers, when they were winning, kept the cash for themselves; when they were losing, they were propped up by the rest of us. Intervention was necessary to keep the market afloat; and intervention was necessary elsewhere too. Lessons had been learned from the Great Depression in the 1930s, and the philosophy of the economist John Maynard Keynes33 was employed: spend during a recession, to stop the economy from shrinking further. The government spent about £31 billion stimulating the economy: reducing VAT, starting big capital projects. Together, the government and the Bank of England made sure that more money was introduced into the economy,fn26 interest rates were kept low to keep people spending. Capitalism needed support, and it got it.


And after this salutary rescue, this humbling of the mighty, it is right to record that nothing much has changed. The markets are still as unreal as ever;34 still endlessly cycling through trades of gigantic sums of other people’s money; still as central to the British economy as ever.


Where are we now?


But we now live in a country still shaped by the aftermath of the financial crisis. The principle of spending to prevent recession was replaced by one of cutting to reduce our resultant debt. The cuts took place; but the debt has still grown. From 2010 onwards, the government has been pursuing an ‘austerity’ agenda, in an attempt to balance our books. John Lanchester has called ‘austerity’ an ‘attempt to make something moral-sounding and value-based out of specific reductions in government spending which cause specific losses to specific people’.


Let’s pause to establish what it means for a government to be in debt (TL; DR:fn27 not much). You will hear the terms ‘debt’ and ‘deficit’ often used interchangeably on television and radio, but the difference is simple: deficit is how much the government needs to borrow each year to balance its books; debt is the accumulation of each year of deficit. The debt has increased since 2008 due to two main factors: the government spent lots of money bailing out the banks; because the economy went into recession, it took in much less money from tax receipts, as people earned and spent less. Each year, the government tries to reduce the deficit or even actually take in more than it borrows; and largely it fails (it has only succeeded thirteen times since the Second World War). Back in 2015, the then Chancellor George Osborne predicted a surplus by 2020, but Brexit has put the kibosh on that,35 and the date has been pushed back to 2025.


Debt is best measured as a percentage of GDP, because then we can see how it compares to what we are really worth as a country. In times of war, countries will borrow just about anything, because the alternative might be annihilation. In 1815, when Britain had been fighting Napoleon for twenty years (sometimes alone), the debt was 200 per cent of GDP. It spiked again in 1919 and 1945 for obvious reasons. It was as low as 29 per cent in 2002, before rising again under Tony Blair, as he borrowed money for public projects (raising it to 37 per cent). Post-crash it has spiked once more and is now running at around 80 per cent.


Does this matter? Well, the answer is probably that it does not. Remember we are still in the unreal world of high finance. Nobody seems to expect a government to clear all the debt from its bonds,36 or thereby actually reduce the debt to zero (which, given its size, would be impossible). And the effect of a high level of debt for an economy like Britain’s is not clear. Like everything else, it impacts on confidence: will investors lend money to a country over its head in debt? The answer is yes, but not as favourably as to economies with more balanced books. As with households, a lot of debt leaves you vulnerable to catastrophe, as your resources are weakened in the event you suddenly need money for something; and you have to pay the interest on all the borrowing.fn28 But some people (Jeremy Corbyn and Donald Trump, for example) would argue that, at a time of low interest rates, when borrowing is cheap, it is a good idea for governments to borrow more, not less. Debt is an opportunity, not a burden.37


All we need to know for our purposes is that (from 2008 until at least after the election of 2017) the government has wanted, if possible, to reduce its public spending, and so the annual deficit. This is, as Lanchester suggests, partially for ideological reasons. In the end, we are still in the neo-liberal world of state reduction, and the cutting of welfare; we still, despite lots of knocks, believe in the benefits of capitalism.


What does austerity look like?


It is a programme of reduction in public spending, across everything except the NHS (which is ring-fenced because of the affection in which it is held by the public) and foreign aid (which is ring-fenced to the perpetual bemusement of a great many people)fn29 to the tune of around £12 billion in the years following 2015. This has included reducing the number of people liable to receive welfare from the state, and to cut the amount that those remaining do receive: in the areas of income support, housing support, disability support, and so on. The proposed figure to be cut from welfare funding has been designated as £9 billion (much of which was agreed, even up to the 2017 election, by both main parties). The theory of cutting something like unemployment support – widely believed, but not entirely substantiated – is that reducing welfare will incentivise people to work. The argument against this is that it might discriminate against people who are unable (either physically, mentally or socially) to do so, condemning them to penury and poverty. It also struggles to answer the point that a large number of people on welfare are already working, just in jobs that do not pay them a sustainable living.


Many of these policies have met with criticism, it must be said. Take tax credits. These are basically a subsidy from the government for those on low incomes; an income supplement. This is a bizarre idea, if you pause to consider it: the state is trying to make good the unwillingness of a private employer to pay a sufficient wage. In 2015 the government tried to reduce the cost of this system of state aid by £6 billion by 2020, by raising the threshold at which point people could benefit from tax support. This would have cost low-paid workers on average around £1,300 a year. There was a revolt (including by the House of Lords) and the proposal was shelved.


The ‘bedroom tax’ was another part of the austerity programme, but one that survived the revolt. It is actually known as the ‘under-occupancy penalty’,38 and has some reason behind it: people on housing benefit should not live in properties with extra bedrooms, when poor people, not on benefit, could never afford the same. So housing benefit is reduced for every spare room, saving £500 million a year. The problems with it are considerable though: it discriminates against disabled people, who need extra rooms for carers; it drives people from their homes and communities with no guarantee of smaller properties available;39 it means that if an occupant dies, then the resultant spare room will immediately become a burden. 


In the end, views on austerity are conditioned by worldview: do you believe the state should be as small as possible, and people should be as self-reliant as possible; or do you believe that the state should be a benevolent entity, doing whatever is possible to give support to the most needy? This debate – as old as humanity – has been given added pungency by the banking crisis: why can you give £150 billion to negligent wealthy bankers to cover their mistakes, but not support someone with a disability? The latter is a hard question to answer indeed. Or rather easy to answer but hard to stomach: we live in a society where banking needs to be sustainable; we live in a society where a disabled person’s plight affects only that person.


Is this a new Victorian era?


We know that the post-war belief in ever-reducing inequalityfn30 was something of an illusion, but it is worth reflecting on how bad the situation now is in Britain. As ever with economics, nobody agrees very much. Thomas Piketty believes that the prevailing course of capitalism is a return to the Victorian model of rich few, manifold poor. Certainly, wealth is concentrated in the assets – primarily houses – of the wealthy. By 1945, private capital had reduced to three times private income; it is now nearer six times. Private capital tends to be locked into individual wealth, it does not trickle down to the rest of the economy. In Piketty’s view ‘inherited wealth will make a comeback’: as in Victorian times, social mobility will suffer.


Certainly, after the banking crisis of 2008, people’s capacity to earn has been damaged. The Institute for Fiscal Studies (IFS) has said that workers will not see their wages, in real terms, recover to their 2008 level until 2021; they call the intervening period ‘the lost decade’40. On average, people will be poorer than they were a decade before. If inflation does increase as a result of Brexit, they may be a lot poorer. We know that, although the mean wage has increased in our economy, the median wage has remained stubbornly stuck:41 this means that the overall pot is increasing, but the benefits are skewing to the top half. Since 1977 the richest fifth of households have seen the greatest percentage increase; the poorest fifth have seen the lowest. The poorest fifth have 8 per cent of the national income; the richest have 40 per cent. And, backing up Piketty, wealth (assets, savings and investments) is even more unequal than income: the poorest 50 per cent have around 9 per cent of the wealth; the richest 10 per cent have 45 per cent.42 In his view, this prevents the benefits of a society being shared: ‘the past devours the future’.


Even those who argue that inequality is not getting worse (relative to previous decades)43 must accept that its starting position is pretty bad. And we have seen the political consequences: a prevailing mood against the wealthiest, which is both cultural and geographical.fn31 One response has also been to suggest that globalisation is to blame, in the sense of its effect of increasing immigration into this country. Globalisation is, certainly, to blame in some senses: as we have seen, Britain used to be a massively dominant manufacturing country on the scale of China; now much of our wealth comes from a dodgy financial sector that nearly bankrupted us.44 But the economics of immigration is an important issue in modern Britain.


Are immigrants ruining the economy and stealing our jobs?


Normal caveat applies here,fn32 but it is unlikely that immigration is the bogeyman to the UK economy. Since 1997 we have had net migration into the UK of more than 100,000, and for the last couple of years before Brexit it was more than 300,000. And, despite the amount of time we all spend discussing it,fn33 we are still not clear on the net impact on the economy. In 2000 the Home Office found that immigrants contributed £31.2 billion to the economy, and used benefits and state services worth £28.8 billion, a net positive economic effect of almost £2.5 billion. The same period, judged by MigrationWatch,fn34 found a net negative effect of £1 billion. The reason for the discrepancy is that there is no agreed metric for the impact on public services (and how that might affect economic growth); no agreement how much of shared costs (like defence) to attribute to migrants; and no agreement about gauging lifetime contributions or not. More recent figures from University College London estimated that between 1995 and 2011 immigrants from the EU created a positive fiscal impact of over £4 billion, and from outside the EU a negative impact of £118 billion. In the same period, the impact of British nationals was a negative cost of £591 billion (because basically, as citizens, we are all a burden on each other).


There is some agreement that recent migrants contribute more than older migrants, and that EU migrants contribute more than non-EU migrants (the latter something you would not have heard much in the Brexit debate). At the very least, it is clear that immigration has had no devastating impact on the economy. Jonathan Wadsworth, of the London School of Economics, would go further: ‘Immigration is at worst neutral and, at best, another economic benefit.’ The latter argument is shared by the Office of Budget Responsibility (OBR),45 which has judged that – if net migration is reduced by 80,000 a year – the government would have to borrow an extra £16 billion over five years to make up the difference in income.


All this makes sense if you consider it rationally, rather than patriotically. Migrants to the UK tend to be young,46 and here to work:47 those sort of people tend to use public services less and pay more in income tax. The other part of the equation often missed is that an increase in people in the country creates an increase in demand for paid goods and services: every time a Bulgarian buys a coffee in Britain, he is increasing our GDP; when enough Bulgarians buy coffees, there will be a demand for a new coffee shop, which will employ people48 and so positively impact on the economy.fn35


It is also not the case that, on a national scale, immigrants take jobs from British people, or significantly reduce wages overall.49 However, it is likely that lower income workers are likely to be more affected than higher: immigrant labour is more destabilising in the lower end of the market. In the areas of highest migration, though, there was no increase in the fall of jobs of UK-born workers. This is not to say that anyone who feels that competition from immigrants has deprived them of a job, or undercut their rates, is lying or a racist.fn36 There will be communities where an influx of immigrants has unsettled the established economy. But probably not many, and not enough to skew the overall picture.


Here is another statistic, which begs another question. Unemployment is currently at less than 5 per cent; around 75 per cent of people in the country are employed, the highest figure since records began. There is no widespread indigenous unemployment, again intuitively showing that there has been no massive job loss due to immigration. But the follow-up question is vital: if so many people are employed, why are so many people poor?


Why is low unemployment not better for us?


Keynes once said: ‘Look after unemployment and the budget will look after itself.’ It is perhaps not recognised sufficiently that this, once self-evident, truth no longer holds true for the British economy. A sobering thought for you: over half the people living in relative poverty work for a living. In the last decade, the number of people in working-poor households has increased by 2 million. These citizens get up in the morning, try to earn a wage, and cannot get by without the stigma and the hardship of serious poverty. There is an economic model called the ‘Phillips Curve’, demonstrating the notion that decreased unemployment should increase inflation, because wage-earners will spend more and drive prices up. This hasn’t happened quite as much as it should have, because many people in employment do not earn enough to spend. Overall, more than 13 million people in the UK live below the poverty line.


While the government, in 2016, introduced the National Living Wage (at £7.20 per hour, rising hopefully to £9 per hour by 2020), and so gave a pay rise to 1.3 million people, it has not solved the problem. First, it only applies to over-twenty-fives, so does not help those starting out in the employment market. Second, it is not necessarily going to provide enough for a truly comfortable life.50 It is also a good example of free-market failure: one of the principles of free-market capitalism is that the market sets the prices; people are paid what they deserve. This policy represents the sort of interventionism that is normally derided by capitalists.


It is likely that, in the government’s quest to reduce unemployment, it has lost sight of the purpose of employment in the first place: a dignified and pleasant existence. Our ‘employment’ statistics count people in part-time work, or failed self-employment, people for whom work is not guaranteed every day. Currently, over a quarter of all employment is part-time (up from a tenth in the last twenty years); and nearly 3.5 million people are searching for more hours of work than they currently get (that number was under 2.5 million in 2002). Around 900,000 Britons were on zero-hours contracts in 2017, which means their income was dependent on the economic performance, needs or whims of their employer. In an act of self-deluding euphemism, this is often characterised as the ‘gig economy’, which makes it sound all-empowering and fun, like being in a band. On the one hand, it may be liberating: to earn extra money by renting out a flat on Airbnb or being a part-time Uber driver. On the other hand, there is a risk that the under-employed will effectively become the servants of the actually employed. The Chartered Institute of Personnel and Development estimated that 1.3 million are working in the gig economy, 58 per cent of whom are using it to top up their normal income.


When the government instructed former Labour strategist Matthew Taylor in 2016 to investigate the changing nature of employment, he produced a report that urged the aim of creating ‘good work for all’. It is, charitably, a worthy intention that seems unlikely to succeed.51


Contrast the elderly here. The proportion of pensioners living in relative poverty has fallen from 50 per cent in the 1990s to about 15 per cent today. Why? Because they are removed from the turbulent waters of the modern economy. Their pensions have been triple-locked, which mean they rise with prices, average earnings or by 2.5 per cent, whichever is higher. Wages for the employed have stagnated in this time: inflation has been outstripping earnings by a considerable amount. Old people are more likely to own assets, especially houses, that have appreciated dramatically.fn37 House prices in London have risen by around 50 per cent in the last seven years, which is lovely if you bought a house on the cheap in 1973 (you bastards). If you didn’t, you are likely to rent, and in London tenants now must pay a third of their disposable income just to live in someone else’s property. And rents are increasing disproportionately in comparison to earnings, with potentially disastrous consequences. In 2017 a report by the charity Shelter projected that up to a million people could be homeless by 2020, as a result of not being able to afford to pay rent. As it stands, homelessness has increased every year between 2012 and 2017. In 2016 the number of homeless children in Britain was an astonishing 120,000. It is a national crisis, tragedy and badge of shame.


The housing crisis in the UK is – among other things – a simple function of supply and demand:fn38 the population has increased (largely due to immigration) in the last decades, but the number of houses for that population has not kept pace. And, as the people who own homes (the middle-aged and elderly who entered their prime purchasing period at a time when houses were affordable) are living longer, the bank of available housing is not being renewed quickly enough either. Essentially, there needed to be around 300,000 houses built every year for the last several years to provide sufficient supply. In the last forty years, that figure has never been reached; indeed, in recent times, half of that figure has not been reached.fn39 In 2001 the UK population was 59 million in a country of 21.2 million homes; in 2016 it was 65 million with 23.7 million homes. Whenever people discuss problems in housing in this country, it boils down to this: not enough are being built.


And this is another example of market failure. Whereas local authorities used to be responsible for building sufficient houses (and they did not, as those who have lived on council estates may testify, always do this well), since the 1980s this has been deferred more to the private sector, including housing associations working for profit. They have not filled the gap.fn40 The only answer to the problem of not enough houses is to build more houses. It is so simple even a politician should understand thatfn41.


Instead, recent governments have sought to assist the other side of the equation: through ‘Help to Buy’ schemes, they want to subsidise the mortgage process by guaranteeing cheap loans. But that does not assist the supply problem of not enough houses, it merely helps to ensure that inflated prices of the assets can better be met. Because, as we know, what happens when supply does not meet demand: prices go up. And that is what gives us our unaffordable housing market. There was a marvellous letter to a newspaper recently that illustrates how the situation has changed: ‘In 1965 I was a fireman earning £1,000 a year and I bought a house for £3,500 with a mortgage of three times my salary. Today that very ordinary property is valued at £650,000, so a buyer would need a £50,000 deposit and an income of £200,000 a year. This shows how utterly impossible the situation is for young people.’
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