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Prologue


This book is about the shift from a brief period of US dominance lasting two decades following the end of the Cold War in 1989–91, towards a present in which power is palpably dispersing among other great powers of which China is the most important. I neither regret nor welcome this fact. It is.


Such transitions, and how global institutions and ideas adapt to them, are invariably disruptive. Sometimes the clash of rising and declining powers results in what is known as the Thucydides Trap. Named after the ancient Athenian historian, it refers to the moment at which an ascendant Athens challenged an established Sparta, or, in modern times, imperial Germany’s challenge to the British Empire at the dawn of the twentieth century. Some detect such tensions between the US and China today, though they can be overblown and some of the past ‘traps’ (including the Cold War) did not involve major war between the main protagonists.


Usually these transitions follow catastrophic wars, as peace is restored, so our present inverted experience is atypical and unlike the international new orders established in 1648, 1814, 1918 or 1945. It has been complicated, too, by what is called globalization. This is shorthand for how the global penetrates the more local, in the guise of capital flows, cut flowers from Colombia and Kenya or vegetables from Peru, digitization, refugees, terrorists and tourists. The digital aspect of this is the most important since it enabled companies to offshore the least profitable part of their business – fabrication and assembly – to low-wage economies, while retaining highly lucrative design and marketing for themselves, with the entire process managed and orchestrated online. Some claim it has also led to a difference of consciousness and culture within populations, pointing to the mutual incomprehension of people rooted in ‘somewhere’ near where they were born and those rootless ‘citizens of the world’ who can live ‘anywhere’, though surely alienation between bustling metropolises and the deep country is nothing new. Two events gave enormous impetus to this present transition: the 2003 invasion of Iraq and the financial crises after 2008 that shook the West’s confidence in its ability to shape the world. The first led to strategic retrenchment, after the hubris of the Bush Junior years, while, together with globalization, the financial crisis has highlighted inequalities within as well as between nations and triggered a left and right populist reaction. But these are not the only influences afoot.


Most obviously, the Middle East is in chaos, with its state failure and terrorism menacing Africa, China, Europe, Russia and the US. Russia and Turkey have succumbed to authoritarianism and the European Union is in crisis, reverting back to its ‘Carolingian’ core. Presidents Vladimir Putin and Donald Trump both seem eager to deal with competing European sovereign nation-states rather than with Brussels and the EU. The traditional West is fractured with some eastern EU states succumbing to illiberalism and the much-vaunted ‘Anglosphere’ presumes that, for example, Britain or Canada has much in common with such pseudo democracies as India or South Africa. Relations with Europe cooled in May 2017 after Trump delivered a salty lecture to Nato leaders gathered in Brussels, in which he refused to explicitly endorse Article 5 and then barged aside the Prime Minister of the alliance’s newest member, Montenegro, followed quickly by his refusal to commit the US to the Paris Agreement on climate change, thereby leaving the US in the company of Nicaragua and Syria. A certain froideur has even crept into relations between Trump and Australia.


The disruptive, scattergun inattention of President Trump is obvious enough, and it is already showing signs of damaging US soft power and tourist visitor numbers to the US, even as a promised $53 billion military build-up will not address any pertinent threats from American adversaries and rivals. More tanks and ships are irrelevant to the informational subversion and agile use of military power employed by the Russians and more missiles are impotent in the face of the multiplying soft power of Beijing. Trump’s erratic and transactional view of all alliances is likely to provide rival powers with many opportunities to divide and rule a West already reeling from attacks by domestic populists, some of them actively sponsored by Putin. The European Union is riven with divisions at all points of the compass, and is a geopolitical nullity, an empire of virtue in fact. Unless the new partnership known as ‘M&M’ or ‘Merkron’, meaning Chancellor Merkel and President Macron, changes that.


A few days before Donald Trump’s dark ‘Mid-West as Mogadishu’ inaugural address in January 2017, President Xi Jinping of China delivered an altogether brighter account of the world, quoting Charles Dickens’s A Tale of Two Cities to the effect that we are living in the ‘best and worst of times’. He committed China to globalization, free trade and maintenance of the post-war international order, themes which were picked up again at the huge One Road Initiative conference in Beijing in May 2017. Chinese Premier Li Keqiang was also handily present in Berlin and Brussels when Trump renounced a climate-change deal that was aspirational and which contained no sanctions in the event of backsliding and non-compliance.


But it is far too simplistic to imagine that a more self-assertive China is simply going to assume the costly role of global leadership that the US may be vacating, most obviously in tackling man-made climate change. Are the Chinese really interested in curbing climate change when they are selling India one new thermal coal power plant every three weeks for the next five years and consuming a lot of imported coal themselves?


Globalization has suited the Chinese very well, and their business-driven diplomatic approach means that they enjoy good relations with such deadly foes as Iran and Saudi Arabia, Israel and Iran, to take some examples. Are the Chinese going to assume a bigger role in the various miasmas of the Middle East just to protect their oil supplies? Isn’t American talk of China becoming a ‘Responsible Stakeholder’, as Robert Zoellick requested in 2005, ‘a new way for Western nations to pressure and constrain China’, as a top Chinese scholar responded? Recent years have also witnessed alarmist rumbling in the US much indebted to the American seapower geostrategist Alfred Thayer Mahan (1840–1914) about a looming showdown between China and the US in the Pacific or further afield, which has sometimes been echoed by chauvinistic Chinese naval officers. As in the case of swallows, one modest Chinese naval base in Djibouti does not make a summer. China’s main focus is achieving hegemony in its own Asia-Pacific backyard, extensively defined, most definitely by 2049 when the People’s Republic celebrates the centenary of the Revolution, not in squandering its blood and treasure beyond that realm in ways all too familiar to Americans from recent decades. Two things the Chinese are not are idealistic or stupid. What they are hoping to achieve, with the chaotic Trump in the White House, is to add international engagement, colossal overseas infrastructural investment and a predictable solidity to the limited things China is already renowned for, namely autocratic governance and remarkable economic growth, which even at roughly 6 per cent is much greater than anything the US has been managing. Projecting hard power on a global scale in not among Beijing’s ambitions.


China seeks a larger role within the UN, having led the World Health Organization since 2006, while lobbying unsuccessfully to run UN peacekeeping missions too, as the largest contributor of troops and second largest budget contributor. A Chinese paramilitary police general has become the newly elected head of Interpol. Dissatisfied with voting weights in the IMF, China has also created a new Asian Infrastructure Investment Bank, in which its veto is as crucial as that of the US in the IMF. It did this because in 2010 the US Congress refused to alter IMF voting weights – as both the Bush and Obama administrations sought – that left Beijing with the voting power of France, an economy five times smaller than China’s. In joining various international clubs, China will seek to rewrite the rule-books. Among the budget cuts China will demand of any international agency it joins will be anything to do with protecting human rights. It will invariably seek to mitigate sanctions imposed on rogue actors (when it does not actively subvert them, as it has done with North Korea) and it will oppose humanitarian interventions in the name of respect for absolute state sovereignty. Nonetheless, with Trump in the White House, China will present a plausibly moderate and reasonable face to the wider world, notably as a defender of free trade and international institutions. China has certainly offered to mediate disputes in regions where it has traditionally not been engaged. But some suspect this is primarily designed to bolster domestic belief that China is a world power. The results of Beijing’s mediation offers have also been modest. At the same time, China has launched its vast One Belt, One Road (formerly OBOR but now ORI for short) development plan to build and connect infrastructure across Asia to the Middle East and Europe so as to boost growth and trade. It will also join two of the world’s most powerful economies in Europe and East Asia, home to nearly three-quarters of the world’s population and one-third of its landmass. With a projected investment of up to $150 billion a year, and perhaps $5 trillion in total, this will eclipse such earlier US-led ventures as the post-war Marshall Plan, whose $13 billion cost translates into $130 billion in current values.


If the US provokes a conflict with China (for provocation is not a one-way street) it is doubtful whether traditional US allies in the Antipodes, the Gulf, Europe or even Israel will be rushing to her support. No one in Europe wants a conflict with Iran either, were the Trump administration to arrange one as it huffs and puffs at various enemies.


This is a very present-centred book, since I am not a ‘futurologist’ and I lack the gift of prophecy. There is some history in it, mainly to get to the essentials of particular cultures but also sometimes to illustrate the irrelevance of historical analogies, which can often be actively harmful, but it is not a work of history. Writing about a story that is evolving has clear limitations, but is not necessarily problematical. While I emphatically do not think Donald Trump is like Hitler (and in fact devote some paragraphs to denigrating such comparisons), it is worth recalling that the best biography of the German leader was published in 1936, written by the journalist Konrad Heiden, who had fled the country two years earlier. Besides, Trump is just a symptom of some of the changes my book seeks to describe, so whether he reaches the end of his term or is replaced by Vice-President Mike Pence is almost irrelevant. Perhaps he will establish a dynasty, with Ivanka Trump taking over in 2024?


In what follows I seek to explain how we passed from the relative stability of 1989–2011/13 to the bewildering present of 2017. Although many people feel anxious and gloomy about the state of the world, I see grounds for optimism beyond the comparative rarity of famines, excepting those that are man-made in Africa and Yemen, in such things as ongoing agreements on climate change and nuclear non-proliferation.


The US economy is vast, innovative and diverse, with positive demographic trends, and the US is not in decline. Its democratic culture, robust press and rule of law will survive its current ‘presidicament’. Authoritarian populism is currently enjoying an upswing, with the Russian version widely admired by fellow-travelling Western conservatives, but one only has to imagine the lives of ordinary people under such regimes, without the benefits of the rule of law, to dispel such fond illusions. Whatever the fate of the EU, Europe will continue to be a great civilization that affords most of its citizens a very decent way of life. It is not about to be transformed into ‘Eurabia’ by an ‘Islam’ that is bitterly divided itself, as some alarmists fear. Elections in Austria, the Netherlands and France (and the one in Germany in September 2017) have shown that there is nothing ineluctable about the populist wave, though after the resignation in May 2017 of the Austrian government they are not out of the woods yet. It is worrying that young people are among the chief supporters of the Austrian Freedom party, and that the Front National drew most support from people under forty. At some point, fresh people will find novel solutions to the current degeneration of mainstream politics on the left and right, and the challenge from insurgent populists whose electoral fortunes are more mixed than one sometimes imagines, judging from the FN, the Finns and Ukip. They do not handle governmental responsibility very well, and their leaders may actually prefer lucrative careers as media celebrities. Perhaps the most urgent political task, assuming confidence is restored in immigration controls and economic growth returns, will be how societies will navigate the impending Fourth Industrial Revolution, which will massively disrupt white-collar work in ways already depressingly familiar to the ‘old’ blue-collar workforce and those who grow up among the wastelands it has left. Will greater resort to social media result in a revivified public sphere or atomized ‘slacktivists’ obsessed with one craze after another, while the political equivalent of meteorologists read the political weather and policies are adjusted before they have even been implemented? None of us will remain untouched by this.


While Africa and Latin America make crucial guest appearances, they are not central to this story, though a book which took them as a point of departure would be fascinating, of course, not least because European and US politics seem to be undergoing a Latin American phase. The perspective is not much indebted to my local optics, however intriguing British domestic politics may currently be, since the point is to describe multipolarity and how other global actors view the world and the major issues of our times. In the case of some major conflicts, I have deliberately included enough evidence to enable readers to make up their own minds, even if this means they will reach conclusions different from my own. As a political historian, I’ve included what I think people ought to know, by establishing the deep context of the countries and regions in narrative form, with special attention to how they interact with one another and view the world from perspectives that are very different from those of the West. Throughout I have used brief excursions along particular paths to colour the dry essential story, for example on the relationship between celebrity and politics, or how China magics up a Pacific island from a coral reef. Although the book includes plenty of human drama, I have deliberately avoided reportage-style ‘human interest’ story-telling in favour of analysis, numbers and facts which transcend the fate of individuals, the cannon fodder, so to speak, of much media reportage. Inevitably, then, this is an open-ended narrative. The conclusion points only to what I imagine will happen next, as 2017 becomes 2018, and then 2020. Anything more speculative is left to futurologists and prophets who might know better than I whether we are destined to enjoy the best of times or the worst. Remember the rest of Dickens’s opening sentences:




. . . it was the age of wisdom, it was the age of foolishness, it was the epoch of belief, it was the epoch of incredulity, it was the season of Light, it was the season of Darkness, it was the spring of hope, it was the winter of despair, we had everything before us, we had nothing before us, we were all going direct to Heaven, we were all going direct the other way – in short, the period was so far like the present period, that some of its noisiest authorities insisted on its being received, for good or for evil, in the superlative degree of comparison only.




•


For the paperback edition I have revised some passages, for example inserting the results of elections which were in the future when I finished the original version in the summer of 2017, and updating the ongoing personnel rotations in the Trump administration. Nothing I have seen has changed my fundamental view that China will gradually displace the US as the world’s superpower of the twenty-first century, especially since the Trump administration seems uniquely ill-equipped to deal with a competitor which practises a combination of ‘the business of China is business’ and ‘win-win for all’ rather than all that outmoded stuff involving military superiority. Since there are no strategic conflicts between Europe and China, but rather a great deal of economic commonality, I can also imagine growing coalescence, which will worry both America and Russia of course. If there is one question I wish I had made more explicit, then it concerns the future of democracy in a world of authoritarian states. When so much else melts away before our eyes, I am not sure how long the West’s democratic certitudes will endure either.


Michael Burleigh,


London, April 2018
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Two Shocks That Made Our World ‘Incandescent with Moral Clarity’: The Post-Cold War Present


Saddam Hussein was the dictator of a medium-sized Middle Eastern country. He joined a series of such men, beginning with Iran’s Mohammad Mossadeq and Egypt’s Gamal Abdel Nasser in the 1950s and ending with Libya’s Muammar Gaddafi, who were magnified into Hitler proportions before attempts were made to destroy them. This comparison is routinely made to demonize an enemy so as to preclude diplomatic resolutions of crises. Diplomacy becomes ‘appeasement’ or ‘another Munich’ as if the world were permanently stuck in 1938.1


Saddam’s biographical details need not detain us. By 1979 he had achieved total command of the Ba’ath Party and Iraq, which the British had earlier cobbled together from three provinces of the Ottoman Empire. In 1980 Saddam led his forces into the costly and inconclusive eight-year war with Iran, in which he was backed by Western (and Gulf) powers against the Shia Islamic revolutionary regime of Ayatollah Khomeini. A quarter of a million Iraqis died, though a quarter of these were Kurds whom Saddam’s forces killed, sometimes by using chemical weapons, for collaborating with Iran. Saddam’s use of such munitions to neutralize Iranian ‘human wave’ attacks was a major spur to the Iranian decision in 1982 to revive the Shah’s nuclear programme.2


In the war’s aftermath, Saddam sought to liquidate $40 billion of debt to the Gulf monarchies by invading Kuwait, the smallest and nearest creditor. He declared it Iraq’s nineteenth province. A 500,000-strong US-dominated coalition force assembled in Saudi Arabia for Operation Desert Storm. The presence of Western troops in the Kingdom outraged zealous Saudis. Saddam was forced out of Kuwait by the swift US-led First Gulf War in January–February 1991, though not before igniting its oil wells and then violently suppressing uprisings by the northern Kurds and southern Shiites once back in Iraq. The First Gulf War vindicated about fifteen years of work by America’s military leaders – led by General Creighton Abrams – on how America could overcome the ruination that the Vietnam War had inflicted on the US military and the deep divisions it caused in US society.


The successful campaign in Iraq also resulted in something whose importance becomes clear only in retrospect. An act of collective defence on behalf of little Kuwait had a ‘good deed’ tacked on to its aftermath. This entailed meddling in Iraq’s internal affairs in perpetuity. ‘Operation Provide Comfort’ would see the US policing the skies over northern and southern Iraq for the next twelve years.3


Provided one watched only Western television news, the First Gulf War seemed like a teenager’s video game. It inflicted more physical damage on Iraq in six weeks than the Iran–Iraq War had done in eight years. The UN’s Martti Ahtisaari spoke of the ‘near apocalyptic results’, with a hundred bridges down, power stations destroyed and trains, TV and radio stations, flour mills and every type of factory pulverized from the air.4


Crippling UN sanctions, imposed originally in 1990 to prise Iraq out of Kuwait, were maintained to achieve additional goals which became ends in themselves: identification and destruction of Iraq’s WMD programme, payment of war reparations and an end to Saddam’s brutal repression of Iraqi citizens. Iraq could no longer import dual-use items (chemicals, fertilizers, pesticides) or agricultural machinery and water-purification systems, while an embargo on oil sales meant that Iraq could not easily import food and medicines. The UN itself estimated that a third of Iraqi children were suffering from malnutrition. Easily corrupted oil-for-food deals did little to alleviate the shortages of food and drugs, while UNSCOM’s cat-and-mouse search for WMD ensured sanctions were maintained for thirteen years. US patience was running out too. In late 1998 President Clinton launched four days of bombing of supposed WMD sites. That December Congress passed the Iraq Liberation Act, for exiled opposition politicians had charmed many of their US colleagues into voting that $99 million be earmarked for the future overthrow of Saddam Hussein.5


This last gesture reflected aggressive lobbying by an ideological claque that was never going to be satisfied with the demise of Soviet communism in 1990–91 or the business-first approach to Communist China before and after the bloody hiatus of Tiananmen Square. Pragmatic realism was almost as much of a sin in ‘neoconservative’ circles as the ‘appeasement’ they constantly denounced. For in many ways the neocons operated like a neo-Jacobin sect, though their backgrounds were often Trotskyite, in which compromise and nuance were anathema in a very unconservative way. Despite the neocons’ moralizing posturing, they presumed that every right-minded person must agree, and were prepared to use all manner of dirty tricks to ensure that this was so. For instance, as the prominent political scientist Francis Fukuyama discovered when he broke with the neocons, they quickly ceased to regard ex-members as ‘one of us’.6


The most visible figures in the movement include: Irving Kristol and his son William; Norman Podhoretz, Midge Decter and their son John Podhoretz, who run the journals Commentary and the Weekly Standard; journalists Charles Krauthammer, Irwin Stelzer (also a business adviser) and Max Boot; and Catholic public intellectual George Weigel, who adds theological heft. Others, including Robert Kagan, Ken Adelman, Daniela Pletka, John Bolton, Eliot Cohen and Elliott Abrams, operate in the interstices between think tanks and government. Their regular outlet is the editorial pages of the Wall Street Journal. The chief US institutional bastions of neoconservatism include such think tanks as the American Enterprise Institute, the Hudson Institute and the Henry Jackson Society. In the UK, the Murdoch press, the niche Standpoint magazine, the Henry Jackson Society (again) and the Policy Exchange think tank are the main outposts, with the utterly courteous journalist-politician Michael Gove as a link between all three. The Canadian-born David Frum, whom we’ll soon encounter, is a link between the US neoconservatives and the British element since he is chairman of Policy Exchange.


The neocons thought that preponderant US military power should be used to spread Washington’s benign imperium wherever opportunity arose. In other words a Cold War strategy of containment was to be replaced by one of global messianic transformation conducted in a spirit of what Norman Podhoretz called ‘incandescent moral clarity’, something he shared with Robespierre. Under three successive presidents the claque never quite captured power, though not for want of trying and with some individual exceptions such as Richard Perle, an adviser to both Ronald Reagan and George H. W. Bush. The neocons were critical of Reagan and his two successors, believing that Reagan used military power too episodically and then struck deals with the Soviet ‘evil empire’, that Bush Senior and his advisers were amoral realists and timid in not finishing off Saddam Hussein entirely in 1991 and concluding that Clinton was only a ‘halfway imperialist’ after his botched humanitarian interventions in Somalia and Haiti and his casualty-averse reliance on air power alone in Bosnia and Kosovo. At first it seemed as if George W. Bush would continue this dismal record against a very visible backdrop of man’s capacity for inhumanity. There was both an intellectual and geopolitical context to the ascendancy of the neocons under Bush Junior.


Francis Fukuyama’s proclamation of the impending ‘End of History’ (or general convergence into the Western liberal camp) coincided with a messy decade of humanitarian crises, Balkan and Sudanese ethnic cleansing and genocide in Rwanda. The CNN television effect brought every atrocity into the Western living room, invariably without deeper analysis, not of ‘causes’, but of what ‘doing something’ – as reporters implicitly urged – might entail. The ‘harrowing’ images never incorporated the equivalent of a health warning on a cigarette packet or wine bottle regarding the perils of armed intervention should things not go to plan.


Such images assisted those elites who actively chose to expand Western democracy and the realm of universal rights, regardless of any retaliatory action this might provoke. Like it or not, other societies were going to be transformed, provided one could unearth even a small local constituency to support it, usually exiles with scant contact with their homeland. The feeling that after the collapse of Soviet-style communism the moment had come to expand democracy was felt across the US political divide. President Clinton’s National Security Advisor Anthony Lake explained this shift in 1993: ‘The successor to a doctrine of containment must be a strategy of enlargement – enlargement of the world’s market democracies.’7


But then came the Al Qaeda terror attacks on 9/11. A new President who had promised to be humble and restrained in using American power, and who disliked the roles of Globocop and nation-builder in chief, had to man up to the mood of the hour. Bush was not a profound thinker and he was intellectually lazy. This left plenty of scope for older men around him who dealt in certainties in a persuasive way.


Americans were shocked by the tactic – homicidal, mainly Saudi, Islamists using hijacked aircraft as guided missiles to kill nearly 3,000 people – and by the dawning realization that enormous military power and ramified intelligence services had failed to protect them. Within twenty-four hours of the attacks President Bush asked his chief counterterrorism official to find out if Saddam was involved. ‘But Mr President, Al Qaeda did this,’ he replied. ‘I know, I know but see if Saddam was involved. Just look. I want to know any shred.’8


Bush’s speechwriter David Frum invented an ‘axis of evil’ between three unconnected hostile states, Iraq, Iran and North Korea (two of which were sworn enemies), though this was not grandiose enough. The next clarion call was to ‘eradicate’ evil from the world, something as surely futile as trying to rid the human mouth of plaque.* There was no end to what might be done after Saddam: ‘we may willy-nilly find ourselves forced by the same political and military logic to topple five or six or seven more tyrannies in the Islamic world’.9


But first a five-week campaign (involving only 400 CIA agents and American paramilitaries on the ground) expelled the Taliban who had hosted Al Qaeda in Afghanistan. This was a legitimate act of self-defence after the US was attacked. NATO contributed an International Security Assistance Force. But this was always a sideshow to a main event whose legality was much more dubious since it involved preventive war. In its seventeenth year, the campaign in Afghanistan is the longest in US military history and the Taliban are resurgent.10


Rather than focusing on Afghanistan, where Al Qaeda was based, the Bush administration turned to Iraq. For George W. Bush, this was personal. In 1993 the Kuwaitis had intercepted an alleged Iraqi-inspired plot – involving a male nurse and Basra whisky smugglers as executants – to assassinate Bush’s father on a visit. In January 1998 fourteen leading neocons, led by Robert Kagan and William Kristol, had publicly written to Clinton urging him to overthrow Saddam; firing a dozen cruise missiles at Saddam’s intelligence service headquarters, as Clinton did after the attempt on Bush Senior, was not the response they wanted.


Since vengeance is not a ‘good look’ for shining citadels on hills, the removal of Saddam was just one element of a wider transformation of the Middle East that was supposed to culminate, as if by magic, in a durable Israeli–Palestinian peace on the part of governments made answerable to their own peoples. The latter would no longer be distracted by regimes who used the existence of Israel for domestic political reasons.11 Very helpfully, two smart-set media philosophers, the aristocratic Canadian Michael Ignatieff and the French millionaire Bernard-Henri Lévy, were more than willing to give this creed a plausible humanitarian rinse. In the UK the task fell to neocon hacks who lacked the celebrity these two brought to the cause. The cause and its execution had as much plausibility as shaking a kaleidoscope in the hope that it would produce a Raphael or Titian.


Saddam had stupidly opted for an Israeli-style ‘ambiguity’ regarding possession of WMD, despite Iraq’s programmes having been discontinued. Both the military planning and congressional authorization that left the precise timing to Bush were in place by October 2002, though Paul Wolfowitz, the Deputy Secretary of Defense, had wanted to have a crack at Iraq within a week of 9/11. Despite reports from the IAEA and UNMOVIC (as UNSCOM became in 1999) that no WMD had been found, barefaced lies, based on doctored intelligence and the testimony of defectors linked to Iraqi exiles, claimed that Saddam had an active WMD capability and, moreover, links with the Al Qaeda terrorists who had attacked New York and Washington in 2001.12


The brazenness with which the Bush administration combined national self-assertion with supposedly high humanitarian ideals grated with European leaders such as Jacques Chirac and Gerhard Schröder, who imagined they had forsaken sordid nationalism for a higher level of European moral consciousness. Since their armed forces hardly counted in modern warfare, they could be ignored. Bush was almost torturously inarticulate, but he had a powerful voice on tap and one gifted with the faux passion of the courtroom. The British Prime Minister Tony Blair, a deluded idealist, fused his destiny with that of Bush on the realist grounds that the UK should always cling to the US as a means of self-assertion at the top table. ‘Destiny,’ he said portentously to Congress, which had awarded him a Gold Medal, ‘puts you in this place in history, in this moment in time, and the task is yours to do’. In reality, as Stephen Glover later wrote in the Daily Mail: ‘there is no special relationship’, and Bush and Rumsfeld were indifferent as to whether the British came along for the ride.13


A swift and violent high-tech campaign collapsed Saddam’s regime; looting and lawlessness ensued. This was not just a matter of making off with petty-cash boxes, but of rendering seventeen of Baghdad’s twenty-three ministry buildings inoperative, as even the electric wiring was stripped from their walls. The total cost of looting was put at $12 billion.14


Mounting a shock-and-awe spectacle proved the easy part. The rather different activities of nation-building and state-building were tests the US comprehensively failed. There was a chasm between hatred of despotism – symbolized by statues of Saddam being toppled – and the deeper cultural resources needed to create a functioning democracy anywhere in the Middle East.15 The terms of US engagement, and hence of America’s entire foreign policy, were rewritten too. As Michael Mandelbaum, an astute foreign-policy expert, has said, the occasional hobby of interfering in the domestic affairs of other states became a full-time job, though recent US experience in Somalia, Haiti and the Balkans surely recommended restraint.


The future fate of Iraq was in the hands of a President who until 2003 was unaware of Shia and Sunni, and the ‘Vulcans’ – the collective moniker for Dick Cheney, Donald Rumsfeld, Condoleezza Rice and the neoconservative ideologues Paul Wolfowitz and Douglas Feith in the Pentagon – the lead agency in Iraq. The sobriquet derived from a statue in Rice’s Alabama hometown of the Roman fire god rather than from Mr Spock, the wise alien on the Starship Enterprise. Spock would have been a better choice.


An occupation regime chosen for its ideological conformity, rather than expertise on Arab affairs, prepared for its task by reading about the occupations of Germany and Japan after the Second World War. This is an almost perfect illustration of how knowledge of the Second World War is unhelpful to contemporary affairs since both Germany and Japan were entirely floored and subject to huge occupation armies which soon had former mass murderers back in situ running the police in Bremen and Düsseldorf, not least because they were anti-communists. Such analogies, and the puritanically obsessive de-Nazification/de-Ba’athification that flowed from them, were flawed, and impossible to implement with an army of occupation about a fifth the size of what might have been required had the analogies been even vaguely accurate.


Despite being founded on anti-imperialism, albeit with occasional lapses, the US seemed very like an empire by this point.16 As a disdainful Bush aide explained to a critical journalist: ‘We’re an empire now, and when we act, we create our own reality. And while you’re studying that reality – judiciously as you will – we’ll act again, creating other new realities, which you can study too, and that’s how things will sort out. We’re history’s actors . . . and you, all of you, will be left to just study what we do.’17


The generals who lead the vast US regional commands Centcom, Africom, Pacom etc., which in the case of Centcom encompasses 500 million people, are akin to imperial Roman consuls. Occupied Iraq’s two incoming imperial governors, L. Paul Bremer III and General Jay Garner, were not Arabists and had no experience either of a post-conflict society or of ‘nation-building’ – the talismanic term of the hour.


Callow Britons scooped up from the margins of NGOs and the Foreign Office latched on to the Americans, in line with the Macmillan-era conceit of playing worldly wise Greeks to dim American Romans. A few excitable historians urged the Americans to brush up on their knowledge of when Britannia ruled the darkies and the waves. The British had no influence on Pentagon occupation policy, despite their desperation to exhibit a largely one-way ‘special relationship’. They have been aptly compared to people sitting in the second carriage of a train someone else was driving, while being dismissed as imperial ‘lackeys’ by more sceptical Europeans. Even their much-vaunted expertise in pacifying insurgencies with a softly, softly approach essayed in Northern Ireland became risible in the eyes of the Americans as the British Army was hounded out of Basra and Afghanistan’s Helmand province.18


Intense sectarian violence erupted between Sunnis and Shias, exacerbated by a viciously effective Al Qaeda element that fused with bitter former Ba’athists, especially after Saddam was hanged in a basement of the Iraqi Ministry of Defence in 2006 by a late-night Shia lynch mob. Between the invasion and June 2012 an estimated 116,409 civilians were killed, according to the NGO Iraq Body Count, while US commanders revisited the history of French colonial counter-insurgency warfare so as to get a grip on a ghastly situation.19


US forces remained in Iraq under a UN Security Council mandate until November 2008, and thereafter under a bilateral security agreement specifying their withdrawal from the cities during 2009, and from Iraq by the end of 2011. When the last US combat units left in December of that year, having failed dismally to build a nation, the official fiction was that they left behind a ‘sovereign, stable and self-reliant’ Iraq. A total of 4,424 US military personnel had died in Iraq, with nearly 32,000 more wounded. In fairness, the US had fitfully functioned as a useful honest broker between rival Iraqi factions and tribes, and after peaking at 3,709 Iraqi civilian dead in October 2006, following a surge of US troops in January 2007, the monthly death toll declined to 500 in mid-2008 and then to around 300 thereafter. By 2013, two years after the US withdrawal, the annual death toll was 8,955, or an average of 746 per month.20


The Iraqi state is governed by a constitution approved by a referendum in October 2005, which, disastrously, transposed Lebanon’s power-sharing arrangements onto Iraq, intensifying ethnic and sectarian divisions. It does not help either that the kleptocratic governing class (including the 325-seat National Assembly) are isolated, for security reasons, in the six square miles of air-conditioned luxury that is Baghdad’s Green Zone which the Americans established within a former palace complex of Saddam’s.


Shia, Sunni and Kurds vote along ethnic sectarian lines. Following the departure of US forces, the majority Shia supported the National Alliance, led then by Prime Minister Nouri al-Maliki. He was an activist in Dawa (the Call), and was arrested several times by Saddam before fleeing to Syria and then Iran, where during a seven-year sojourn he was close to the Revolutionary Guard and Hizbollah. He was allegedly co-responsible for a 1981 bomb attack on Saddam’s embassy in Beirut in which the Iraqi ambassador and sixty people died. In 2006 Maliki was jobbed into the office of Prime Minister by the US Ambassador Zalmay Khalilzad, George W. Bush and Tony Blair, after a CIA analyst reported there was nothing to disqualify him. Maliki’s previous job had been on a committee to purge Ba’athists, a policy he eagerly pursued as Prime Minister.


On coming to power Maliki expunged Sunnis from the bureaucracy, notably in the new Iraqi National Intelligence Service. As commander-in-chief he controlled both an army of a million men and the police force, while his cronies operated more sinister Shia sectarian militias. The most effective elements of the Iraqi army were deployed protecting Maliki himself. The collapse of this army during ISIS’s initial rampage led to Maliki being ousted, under US and Iranian pressure, and his replacement in September 2014 by the engineer Haider al-Abadi, who some view as the last Prime Minister of a unitary Iraq.


Saddam’s Iraq was not transformed into a bulwark of democracy and liberal economics (the dream of American neocons) that would then surge through the wider region so as to protect the security of Israel, a vulnerable state that is armed to the teeth. A much-weakened Iraq made Iranian and Saudi rivalry for regional dominance explicit in Lebanon, Syria, Yemen and elsewhere, as the next chapter will show, by inadvertently boosting the power of Iran. Prolonged US failure in occupied Iraq daily advertised the limits of US power. While there was much public war weariness – arguably contributing to the election victory of the faux ‘isolationist’ Donald Trump in November 2016 – most Americans still bought into an at once sentimental and aggressive militarism that had become pervasive under Bush. Trump does too. Invariably, the tuxedo-wearing classes at veterans’ fundraiser gala events are not the parents of Hispanic and Scots-Irish boys who have had their limbs blown off in Afghanistan and Iraq.21


•


The Iraq debacle had even greater consequences in world affairs. Heavy-handed US intervention in Iraq and Afghanistan confirmed Russian suspicions that the new American-dominated post-Cold War order enabled the US to act like a rogue state under the flag of high principles. There was already a strong feeling in the Russian elite of having been double-crossed when their country was floundering.


President Bush Senior’s Secretary of State James Baker had vaguely promised Soviet leaders that in return for allowing the reunification of Germany, NATO would not expand into Russia’s former satrapies in central and eastern Europe, let alone the Baltic. Nothing was formally agreed, however, and the powerful Polish-American head of the Senate Ways and Means Committee would have certainly blocked such a move. With Clinton in the White House from 1993 onwards these decisions fell to his new team, first Warren Christopher and then from 1997 onwards Madeleine Albright as Secretaries of State. One lobby consisted of the charismatic leaders of the newly liberated states of central and eastern Europe, who justifiably did not trust the Russians, as well as Germany, which wanted a buffer zone to its east. The second lobby were US defence industries which stood to make enormous sums of money selling the prospective NATO accession states US equipment like the F-16 fighter aircraft and whatever was needed to enhance interoperability with Western systems.22


Boris Yeltsin’s Russia was to be reassured with a nebulous Partnership for Peace, which gave Moscow a seat, along with twenty-one other PfP nations, but no voice at the top table. The opportunity to use something like the Helsinki Conference on Security and Cooperation in Europe (CSCE) to recast both NATO and the former Warsaw Pact alliances was not taken. After calculating how many Polish, Czech, Hungarian American votes he needed the year before, in 1997 Clinton announced in Madrid that, at US urging, NATO would admit the Czech Republic, Hungary and Poland. They joined the alliance in 1999, and were followed by nine further states in the next decade, while Russia was excluded.23


While Western intelligence agencies desperately sought other lucrative missions such as combating drug traffickers or Russian gangsters, NATO needed a much larger role to justify enormous defence budgets. After the demise of the big red dragon, NATO rapidly discovered a jungle filled with poisonous snakes, conveniently on its own doorstep. In the name of humanitarian intervention, NATO was used to fight two wars inside former Yugoslavia, which had not attacked any NATO member and which was not part of the NATO area. Although Yeltsin played a role in bringing Serbia’s murderous leaders to heel, the Russian public, and many of those waiting in the wings for Yeltsin to go, were deeply hostile to the transformation of NATO into a missionary war-fighting tool. One of them was Vladimir Putin.24


Russia (and China) suspected that, even in its diluted present form, the Responsibility to Protect (R2P) doctrine, adopted by the UN in March 2005, thinly concealed a Western Right to Intervene wherever it liked against weak states without major protectors.25 This creed was backed up by vocal international human rights lawyers and their NGO lobbies, who paradoxically would then denounce wars their own conceit had indirectly fomented or, worse, had given perverse incentives to increasingly brutalize before the US bombers arrived. As the public often knows, impassioned calls to do ‘something’ are often as irresponsible as doing ‘stupid shit’, as President Obama would put it.26


By 2013 the war in Iraq had cost $1.7 trillion, with Bush borrowing the money rather than raising taxes to pay for it. By 2050, when the big disability and pensions costs will manifest, over a decade of war will ultimately cost the US between $4 and $6 trillion, in line with how Second World War costs peaked in 1993. The lower figure would cover what the American Society of Civil Engineers says needs to be spent upgrading America’s crumbling infrastructure.27 These costs will coincide with, and are dwarfed by, demographically induced health and social security costs which by 2050 will leave a minimum $52 trillion gap in funding, or roughly four times US GDP, unless Plan B is to increase taxes by 150 per cent.


Such harsh facts have inhibited popular support for any major overseas interventions, which under President Obama shifted to a casualty-free (at least for Americans) war in the shadows waged by special forces, spies and drones. The main beneficiaries of war weariness were ultimately not the anti-war demonstrators of the left, but the US nationalist, ‘paleo conservative’ and realist non-interventionist right, who regard any Middle Eastern ‘quagmires’ as a waste of blood and treasure. Its intellectuals know how to question such serviceable analogies and clichés as ‘appeasement’, ‘axis’, ‘credibility’, ‘present danger’ or ‘threat’, which were strewn along the paths to war, though such voices are still marginalized in a transatlantic commentariat disproportionately dominated by neocons. The latter faithfully reflect the views of a few powerful newspaper proprietors rather than the few readers one might meet.


During the years after the invasion of Iraq and Afghanistan much-vaunted American soft power also took a major hit. Much of this was related to the dark sides of the ‘Global War on Terror’, but the atrophy of the US political system, culminating in the sordid election campaign in 2016 and the presidency of a coarse billionaire reality-TV star, had its effects. Since authoritarian rival powers have no compelling model to offer anyone not beholden to their regimes, this constellation has left a dangerous space in what is otherwise a multipolar world, whose old structures need to be radically refashioned and revivified to ensure future stability.* But before we pursue these geopolitical themes, there is one further crisis (for it is ongoing) which also massively damaged Western hegemony.28


•


The second shock whose reverberations we are still experiencing had similarly longer-term origins: the financial crash of 2008 and the ensuing Great Recession as the financial meltdown mutated into the ongoing eurozone crisis.


In September and October 2008, the Western world’s core financial system collapsed. Long after Bear Stearns, Lehman Brothers and Northern Rock are but a vague memory, the world has still not recovered, and the economic crisis has generated political responses that are equally disturbing. The major economies of the Western world remain between 15 per cent and 18 per cent smaller than they were in 2005–2006, blighting the lives and prospects of millions.29


Since the crisis was financial in origin it is reflexive to blame ‘bankers’, a term so undifferentiated as to be of limited use, a bit like blaming ‘soldiers’ for the mistakes of ‘generals’. What happened was not simply a matter of individual greed, but a series of incremental failures that involved consumers, auditors, ratings agencies and regulators, central bankers and politicians. This is not to claim that everyone and no one was to blame, for inordinate individual greed played its part. Banks have not paid what are projected to be about $300 billion in fines for the fun of it. The most egregious offences included deliberately subverting international sanctions on Iran, laundering money for Mexican drug cartels and rigging the Libor interbank rate. Some US justice agencies regard these fines as an alternative revenue stream, especially if the banks are European like Deutsche, HSBC and Paribas. The US case against Barclays for mortgage security offences is just cranking into gear as I write while Deutsche has been hit by another huge fine for illegal ‘mirror’ trading operations with Russians.


Even within investment banks – the biggest villains – it is important to make distinctions between the analysts, salespersons and traders, not to mention IT and personnel, those on the corporate and equity sides, not forgetting the specialism of derivatives, and hierarchies of managers and executives, with each division competing with the next, as well as with rival banks. For many the day starts at 5 a.m. and ends at 7 p.m., much of it spent watching charts, graphs and numbers on Bloomberg screens, with constant instructions on the phones and office squawk box from 7 a.m. onwards. Banking is not a job for life since underperformance results in employers shedding entire ‘deciles’ as they lop off the 10 per cent biggest failures or axe entire departments. The mandatory unbundling of fees paid by investors for ‘research’ by banks and brokerages could quite easily wipe out the entire group called analysts, the small herd that reports on the performance of the same companies. Institutional failure also results in mass layoffs, for it is untrue that bankers emerged unscathed from the crash. In the wake of the 2008 crisis, RBS alone shed 41,000 jobs. Automation reduces headcounts too. But to understand what caused the financial crisis one has to look at the top, which is where what the economist John Kay has called the ‘financialization’ of our lives commenced.


Important players sent key signals reflecting a combination of complacency and laissez-faire ideology, doubtless after the persistent interference of financial lobby groups. In contrast to his sober predecessor Paul Volcker, the warning from Alan Greenspan, chairman of the US Federal Reserve 1979–87, about asset bubbles was so coded and diffident that markets shrugged it off. ‘How do we know when irrational exuberance has unduly escalated asset values?’ was the question he left hanging in the air as he concluded a speech in late 1996. He was referring to the inflating bubble in internet and technology stocks, which duly crashed three years later.


The turmoil caused by the 9/11 attacks required an infusion of money to shake loose a system that had seized up. Two rounds of tax cuts in 2001 and 2003 took $3.2 trillion out of the economy over ten years, and left Obama (who came to power in 2009) facing a $1 trillion annual deficit when he took office. Interest rates had also been cut to 1.75 per cent and by 2003 to 1 per cent. The jury is still out on whether Greenspan kept rates too low for too long, a question that need not detain us.30


Globalization has resulted in some economic convergence between rich and poor countries, but it has also heightened inequalities within them. It enabled finance capital to go where it would, often avoiding regulation and taxation in the process, which usually meant to places too poor to generate their own capital. Vast sums flowed outwards into ‘emerging markets’ (with crises in Korea, Indonesia and Thailand in 1997, Russia in 1998 and Brazil the following year) while the low-interest-rate regime coincided with, and was fuelled by, a vast glut of mainly Chinese enforced savings flooding into US government bonds.31


Unlike earlier financial crises, this was not a case of an unsustainable boom such as the internet stock bubble resulting in a sharp bust, though after the dot-com collapse hot money moved from technology stocks to complex mortgage-backed derivatives as investors sought out safe, fixed-income yield.32 Growth in the major economies was roughly as normal in the five years before the 2008 crash. So much so that with what appeared to be stable, sustainable growth, the bullish Labour Chancellor of the Exchequer, Gordon Brown, repeatedly proclaimed an end to ‘Tory’ cycles of boom and bust, even though the New Labour government had bought into a differently moralized version of Thatcher and Reagan’s no less moralizing belief in the virtues of free-market capitalism. Later others would speak of the ‘Great Moderation’.33


But there was a fateful imbalance between countries that spent too freely – as if there was no tomorrow – such as the US, the UK and parts of Europe, and China and Germany, where spending was too low but where many people rent their homes and credit cards are comparatively rare. Speaking of which, the German word for debt is Schuld, which also means guilt. In the sinner group, cheap money sustained a consumer-credit and mortgage binge, especially as many people saw their wages stagnating and borrowed their way to the good life. Cheap credit encouraged consumers to shift the cost of living onto plastic cards and loans. Why not, since property prices seemed to always move upwards? Whereas the average US home had risen in value by an average of 1.4 per cent per annum in the period 1970–2000, from 2000 to mid-2006 annual appreciation was 7.6 per cent, and then 11 per cent in the final year’s spurt before the crash. Amoral realtors, often touting mortgage deals on commission, like characters in the film The Big Short, pumped oxygen into this bubble. Then it burst. By 2011 average US house prices were 33 per cent below their peak, and one in four homeowners was in negative equity. Ten million lost their homes.


In a low-interest-rate environment banks and insurers sought novel ways to increase returns, by diversifying out of their core businesses. For that to happen, many checks had to be deliberately relaxed while the lessons of the earlier ‘Savings and Loans’ banking debacle in the late 1980s were ignored.


Governments competed to encourage their large financial sectors because of the corporation and income taxes (and ancillary employment) they would yield. Successive US administrations, including those led by Carter, Clinton, Reagan and Bush Junior, made their own contributions to what unfolded. Responding to financial lobbies acting on behalf of what were often major political campaign donors, they loosened regulation. One major effect was to encourage the creation of universal or ‘mega’ banks that fused retail and investment banking, by ending the mandatory separation of the Glass–Steagall Act regime that had prevailed from 1933 to 1999.


This was largely the handiwork of Bill Clinton, who in 1994 had already allowed interstate banking. The latter meant smaller, more prudent lenders who knew their customers and who were gobbled up by the likes of Citibank, Wells Fargo and Bank of America, which could elude tight state regulation. Superficially this seems odd for a liberal politician.


Clinton was a ‘New Democrat’, part of the baby-boomer generation whose educational attainments (Oxford Rhodes scholar in Clinton’s case) brought them close to the media and money elites even as they grew distant from the blue-collar unionized Democrat base. Their liberalism subtly shifted from what the state could do to a globalized philanthropy, in which interest in the domestic working poor shifted to a desire to eradicate disease and hunger in faraway places. The baby-boomer rock ’n’ rollers were also in charge now. Symbolically, the Rolling Stones played a private eighty-minute set for 500 Deutsche Bank executives in Barcelona in July 2007. Singer Mick Jagger quipped: ‘Thank you for having us. The best part is, it’s [the band’s $5.4 million fee] coming out of your bonuses.’ In the new order, the plutocrats (especially those in Silicon Valley) were relaxed about gender, sexuality and race, while the old union core often had old-fashioned attitudes. Regardless of whether Clinton’s cabinet was a kind of rainbow of hyphenated ethnicities, it had more millionaires than the cabinet of his ultra-patrician predecessor Bush Senior. And after raising more money from Wall Street than his Republican rival John McCain, Obama’s cabinet would have more millionaires than that, while in turn the Trump administration is full of billionaires.34


It was Clinton’s former Goldman Sachs Treasury Secretary Robert Rubin, and his successor, former Harvard President Larry Summers, who pushed through an end to the anachronistic ‘Depression-era’ Glass–Steagall Act with the Financial Services Modernization (or Gramm–Leach–Bliley) Act in 1999, thereby enabling financial holding companies to operate in many fields far from traditional banking. The justification was that otherwise US banks would not be competitive with big foreign players. Summers, it should be recalled, had knocked a third off Harvard’s own colossal endowment by dabbling in derivative instruments. By 2005 Harvard salaries were frozen, ancillary staff were cut, and prestige construction projects were cancelled.35


Other Clinton innovations were to enable executives to take stock options in lieu of pay, and to deregulate energy and telecoms firms, including Enron. Vast industrial companies like General Electric and General Motors also got in on the banking act, moving surplus cash onto the $12 trillion market for ‘repurchase agreement’ or ‘repo’ loans. Bear Stearns came a cropper after having to refinance $50 billion of repo loans every night. Cosying up to the ‘filthy rich’ as well as Bono, Fleetwood Mac and Nelson Mandela was all part of Clinton’s ‘triangulation’ of Democrat Party politics, as was the $650,000 his wife would earn for three speeches to Goldman Sachs before losing the US election.


The aim was to grow the party’s appeal beyond a shrinking unionized, industrial working class, to the new liberal professionalized middle classes, while finding some common ground with a Republican-dominated Congress. The North American Free Trade Area or NAFTA was the ultimate expression of this approach, with globalization presented as being ineluctable, and ‘change’ as the new mantra. If American workers would not put up with twelve-hour shifts and stagnant wages, the employers could move the factory to Monterrey in Mexico.


In a vast country, things are more nuanced than that suggests, since those who produced computers, cosmetics, machinery and petrochemicals in Texas had a boom time exporting to Mexico. In Texan towns like Dallas, Fort Worth and Laredo 382,000 jobs, and another three quarters of a million throughout the US, depend directly on exports to Mexico.36


But in general terms, the Party of the New Deal had become the best friend of Wall Street. Speaking of which, a Blairite ‘New Labour’ cover version came to power across the Atlantic, followed by the Cameron conservative remix of that, as British politics degenerated into the equivalent of a pop song that mirrored these American developments. A professional political class who knew pop music better than history spent their time essaying exciting ‘counter-intuitive’ ideas (many involving their new best friends in Silicon Valley) and playing games with their friends in the media, all the while becoming estranged from the people who vote every four years.37
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Whether in Europe, Russia or the US, television has probably destroyed national cultures more than any other medium. Obviously there are exceptions, like The Wire, but even the good stuff, Breaking Bad or The Sopranos, merely celebrates dreadful people, amidst entire days given over to shouting, soaps and shopping or refighting World War Two.


Mark Burnett, a British former commando who served in the Falklands, progressed via posts as a nanny in Beverly Hills to pioneering a cheap form of ‘reality’ entertainment, with a show called Survivor, whose first season aired in 2000. Amateur contestants and cheap film technology meant that such stuff could be rapidly churned out. The Dutch variant franchise Big Brother simply exhibited contestants 24/7 in a communal house. The commando’s version involved stranding sixteen lucky contestants on a Malaysian island so as to watch them suffer and then fall out. Burnett’s TV show was such a success that he wrote a book, called Dare to Succeed: How to Survive and Thrive in the Game of Life. One day, he decided to film the finale of the run at a New York ice rink. Afterwards he chatted with the man who had allowed him to use this space, though he did not own it. The man was Donald Trump.38


Trump was and still is a larger-than-life figure, whose businesses included hotels, casinos and construction, which entailed close contact with men whose names end in vowels. Curiously, Trump would always use poured concrete in his buildings rather than structural steel, though other tycoons avoided the concrete since the Gambino and Castellano crime syndicates controlled its supply. Other close associates, such as Joseph Cinque, whose American Academy of Hospitality Services gave Trump businesses many awards, though the tycoon’s daughter and butler were trustees, had back stories that included the monikers ‘Joey No Socks’ and ‘The Preppy Don’ together with three bullet scars on his midriff. Another long-time ‘adviser’, who spells his Russian-Jewish surname Felix Satter when it only had one ‘t’ on his birth certificate, had convictions for ramming a cocktail glass stem into someone’s face and for real estate fraud, though he did not go to jail.39


The commando and Trump hit it off so well that they soon cooked up the idea of a new show in which teams of contestants would vie for the favour of a big businessman by devising money-making stratagems. Those who failed to impress Trump would be dismissed with ‘You’re fired!’ To save Trump time and motion, the show would be filmed in a studio mocked up as a boardroom in Trump Tower. In a climate where people were worried about losing their jobs (many of which involved temporary contracts), such a show spoke to genuine underlying anxieties about how to succeed.


Commencing in 2004, The Apprentice was designed to ‘paint’ a picture of how ‘beautiful American business is’, as Trump volunteered to a credulous media. The winner would get a $250,000 contract to manage a Trump project for a year. No mention of advertising revenues of $700,000 per minute once the audience quickly rose to 20 million or of the ‘product placements’ such as fashion and perfumes branded by Ivanka Trump.


The main attraction was Trump himself, whose billionaire lifestyle was displayed in the opening sequences, with the O’Jays’ R&B hit ‘For the Love of Money’ as theme song, despite Trump having been bankrupt six times and at one point having a net worth of minus $250 million. A mouthy New Yorker with vivid gestures, like the striking ‘cobra’ jab he used to fire the unlucky, Trump was good TV. But eventually the show was undercut by a strategic rival, hosted by the jailbird homemaker Martha Stewart, which sucked air out of the deflating original and audiences for the final series slumped to 4 million. But by then the show had served one vital purpose. It had made Donald Trump a national celebrity. He was quick to spot the uses of social media in a culture dominated by photographs of one’s breakfast and the ubiquitous selfie as a means of bypassing the dead-tree mainstream press. But he is also a pathological narcissist and not alone in that. The more insignificant we become, corks bobbing on a sea of global forces, the more we must assert our presence, slowing death to a freeze frame of our every doing, and sharing each random thought and reaction with, in Trump’s case, 34.6 million Twitter others.40


Media ownership has become one avenue to political power, as exemplified by Silvio Berlusconi and his Italian Mediaset empire, or the former policeman Thaksin Shinawatra, whose Shin phone and TV group contributed to him becoming Prime Minister of Thailand between 2001 and 2006. But modern populists like Trump do not need to own the media, especially since they spend so much time accusing it of being corrupt or fake except when it is owned by such old muckers as Rupert Murdoch. Instead, they are adept at harmonizing their style to the manner already favoured by TV producers and directors, as anyone who has had any dealings with BBC news programmes knows. The latter prefer pithy soundbites and the maximum polarization of opinion. If you express bland balance on any issue to the ‘researchers’ who pick guests, you can be sure you won’t be appearing, which some regard as a welcome relief. A few insults and a blazing row live on air don’t go amiss either, which is why someone like Nigel Farage, who failed several times to become his party’s second MP, seemed to be on TV every night. Social media amplify the performance. Farage’s derogatory remarks to the leaders of the EU in the parliament at Strasbourg have made him a YouTube star all over the US, where he has latched on to the mega-celebrity of Trump like one of those pilot fish that attach themselves to sharks. Logically enough Farage’s post-political career is with Talk Radio and Fox News.41
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The entertainment industry was like froth on the surface of one of the biggest economic crises of modern history. Banks were central to what happened. The biggest of the new megabanks were ‘systemic’, meaning the whole economy could crash with them if they failed, unless the taxpayer picked up the tab first. The ten megabanks in the US had assets equivalent to 60 per cent of GDP, their UK equivalents in a much smaller economy were 450 per cent of GDP. Incredibly, Royal Bank of Scotland was the biggest bank in the world under its thrusting and later-knighted chief executive Fred Goodwin. This reflected a wider national hubris involving oil and financial services. Trading on the historic reputation of ‘canny’ Scots being good with money, Goodwin’s RBS acquired the much larger NatWest group, sundry US asset management firms, and finally the sprawling ABN Amro. As a result of this corporate megalomania, by 2008 RBS had a balance sheet of £1.9 trillion, more than the UK’s GDP, thereby (along with North Sea oil) indirectly fuelling the ambitions of the Scottish Nationalist Party for independent statehood.42


As the saying goes, the road to hell was also paved with good intentions. Clinton sought to make home loans available to people with non-existent or patchy credit histories. The US Department of Housing and Urban Development (HUD) was actively involved in promoting this extension of home ownership. Others with existing mortgages gambled, with the connivance of predatory lenders, on ever-ascending property values to extract more and more equity to cover their lifestyles since their wages and salaries were stagnant. Equity could be withdrawn from one’s home to redecorate, buy a new car, go on a luxury cruise, or build a mini buy-to-let property empire.


Scrutiny of the relationship between loans, affordability and value vanished as banking degenerated into an industrial process involving the sale of synthetic financial products. Keen to outshine the performance of their glitzy investment banking colleagues – often short, bald, fat nonentities who became celebrities – humble retail-bank salesmen entered into the spirit of the times by tacking on such superfluous products as payment protection insurance (which rarely paid out) to various kinds of loans so as to earn commission. Why not replicate the trick by extending it to car loans and the like too, a present cause of concern about overheating?


Best of all, a vast ‘shadow banking’ sector grew apace, wherein the normal rules of bank capitalization no longer applied, and remoteness from the underlying assets was complete. This was like a mystery galaxy next to the known solar system. Those more mathematically gifted than me say that algorithms used by physicists to explore turbulence in water were misapplied to finance. Complexity inevitably benefited the finance professionals who could master the acronyms and jargon, though when stripped down to essentials, these things are not hard for any layman to grasp.


The bright sparks who engineered novel financial products called derivatives found creative ways to bundle mortgages into traded securities called CDOs or collateralized debt obligations, part of a $9 trillion sector which at its peak was 60 per cent of the entire US banking system. Nothing could go wrong since the bundles were aggregated from across the nation, thereby avoiding any localized house price crash due to flooding or a plague of termites. CDOs were like sausages. They included just enough meat and spice to mask whatever else was involved in the mix.


Ratings agencies like Moody’s and S&P awarded these bundles AAA credit ratings, thus attracting, among others, staid German pension-fund managers who could not legally acquire securities without this top rating in a climate where low interest rates limited profitable alternatives. The ratings agencies earned about $200,000 per bundle of CDOs they rated, even if no one really knew what lurked in these bundles or how to price them. Ironically, in 2006 the IMF viewed Securitized Investment Vehicles or SIVs as a way of mitigating and spreading risk as so much money piled into mortgage loans: ‘the dispersion of credit risk by banks to a broader and more diverse set of investors, rather than “warehousing” such risk on their balance sheets, has helped make the banking and overall financial system more resilient’.43 Major ratings agencies have paid huge fines to atone for their dubious activities in 2008. For example, in early 2017 Moody’s settled for $864 million, while Standard & Poor’s paid $1.375 billion in 2015.44


The fusion of different cultures also played a part. In the US, a mega-rich class of Rockefeller ‘old money’ atoning for the sins of robber-baron progenitors was displaced by a more ruthless class of operator who had problems even understanding terms like ‘fiduciary responsibility’, especially if a corporate lawyer could parse them out of it. In the class-riddled UK the interaction of oiks and toffs was calamitous. In 1995 the Singapore-based rogue derivatives trader Nick Leeson singlehandedly collapsed the venerable Barings Bank after concealing trades that had gone disastrously awry. The better class of personage on the executive or ‘C’ floor did not have the incentive (or often, as in this case, the intelligence) to grasp the source of profits from which big bonuses came, beyond fitfully musing why the Singapore office of Barings was so remarkably successful.45


So it was with CDOs on a vaster scale not to mention credit default swaps, which were used to hedge against CDOs defaulting. When a (British) Deutsche Bank senior executive was asked by a Commons select committee to explain what a CDO might be, he haughtily replied: ‘I have not come before this committee as an expert in CDOs.’ If this was the case with a senior executive, imagine how bewildered were the worthies who populated corporate boards of governance, by-products devised by thirty-year-olds with PhDs in maths or physics. Shareholders counting their dividends were not motivated to be curious either, though their subsequent losses should have made them so. Speaking of them, the average length of time fund managers held stock was four months rather than the eight years a few decades previously.


The CEOs of ramified companies regarded each moving part as a tradeable asset too, as they monitored the corporate stock prices which delivered their salaries and ‘performance’ bonuses, even if the firm lost money, sometimes rolling over repo loans just before quarterly results were published. Mandatory quarterly reporting was introduced in the US in 1934, but only in 2005 in the UK, and critics claim it encourages both short-termism and ‘pump and dump’ cynicism. The big losers were the shareholders. If executives were awarded stock options then the value of existing holdings was diluted. Best of all, although such options were an expense, there was no obligation to declare it for tax purposes, so that the likes of Cisco, Microsoft or Starbucks could seem far more valuable than they were.46 During the nineties compensation for senior executives rose from an average $2 million to $10.6 million or by 442 per cent. Even when top US Treasury officials were debating emergency infusions of liquidity, or how to sell what was left of Lehman Brothers to a wary Barclays, the bank chiefs’ first concern was how this would affect their ‘compensation’, despite their responsibility for the biggest financial disaster in modern history.47


Sins of omission were pervasive in 2008, though no lone rogue was involved. Europeans were dismissive of a disaster caused by ‘Anglo-Saxon’ capitalism, though their own regional Landesbanken and cajas and pension funds eagerly joined the Wall Street carnival, while also funding speculative property booms in Ireland and Spain. This would bring some of them to the brink of ruination, and some – like Northern Rock – went off the cliff, with the first British bank run in a hundred and fifty years. Auditors signed off on accounts that had huge risks buried in impressive-sounding financial instruments whose future returns were booked as current assets and profits on which huge bonuses were paid. By the time of the crash, the US derivatives market was worth $600 trillion.


The ecology of error was pervasive and involved institutional rather than individual corruption. Huge accountancy firms like Arthur Andersen combined humdrum auditing with lucrative consulting, despite the obvious conflict of interest, that would see Arthur Andersen’s reputation (carefully established since 1913) destroyed by such corporate scandals as Enron and WorldCom which led to the loss of its operating licence. In the nineties its senior partners scooped trebled per-share payments, with the firm employing 85,000 people worldwide. Nowadays it employs 200 in Chicago, whose days are spent liquidating what remains of the business.


Then there were the regulators. In the US, regulatory agencies were both dispersed and proprietorial to each sector, especially after the 2000 Commodities Futures Modernization Act dispensed with the need to even keep records in some novel markets. Who was responsible for products that combined the features of equities and insurance policies, that in reality would have sat better with the gambling regulators?48 Mervyn King, a former Governor of the Bank of England, has vividly explained how derivatives magnified the problems of sub-prime mortgages once the housing market slumped:




It was rather like watching two old men playing chess in the sun for a bet of $10 . . . and then realizing that they are watched by a crowd of bankers who are taking bets on the result to the tune of millions of dollars. The scope for introducing risk into the system rather than sharing it around is obvious. And that is why Warren Buffett described derivatives as ‘financial weapons of mass destruction’.49




Lord King might have extended his metaphor. Imagine that some billionaires (perhaps the managers of our mutualized pensions) joined the outer throng of millionaires, taking bets in the billions on the bets of the millionaires, without being able to see the two chess players all the fuss was about. Why not blindfold half the gamblers too, or include a side bet about next week’s weather or the Derby winner?


The combination of brokerage and corporate advice within investment banks resulted in analysts and salespersons boosting shares to the retail clients they were supposed to advise impartially, because their corporate banking colleagues one floor up or down represented those companies and wanted such business as share issues and IPOs from which they reaped huge fees – fees which dwarfed the modest sums that brokers buying and selling stocks yielded in an age of electronic trading. Metaphorical Chinese walls proved as moveable as the physical walls in banks that accountants could reclassify as moveable furniture to reap greater depreciation deductions in tax returns. But that was only the beginning of it.


If the brokers knew what they were selling was ‘crap’ then they could advise other clients (or their colleagues) to short the same stock, borrowing shares for a notional or margin sum and then collecting a fat profit when they sold at a lower price shares they had effectively rented. Realizing that CDOs were a giant Ponzi scheme, some enterprisingly sceptical bankers bet as much as $5 billion against them, with the knowledge of their managers, while their colleagues were still selling these securities to investors. The smart team at Deutsche Bank even wrote a song about the ‘fools’ still buying the ‘crappy CDO business’. A treasure trove of retrieved emails illustrates the extreme cynicism to the losses of others that was common in such high-testosterone working environments. With a few exceptions including British novelist Sebastian Faulks’s Week in December, imaginative fiction generally failed to describe this culture as you have to live the life to know it.50 Their colleagues at Goldman Sachs were even more adept at ‘directional bets’, that is shorting CDOs which their clients were buying, or, as Senator Carl Levin asked Goldman’s CEO Lloyd Blankfein during a hearing: ‘Do you think [your clients] know that you think something is a piece of crap when you sell it to them and then bet against it, do you think they know that?’51


Some astute people saw the gathering storm clouds. One was the real-estate speculator known as Sonny to reporter Ron Suskind, a billionaire with serious money invested with Lehman Brothers. In 2006 Sonny pulled his money while selling off his property portfolio. He knew. Say someone put a 10 per cent deposit down on a $900,000 Miami beachside condo in March 2006. Sixty days later the purchaser had to pay the balance of $810,000. Instead, he or she walked away from the deal, losing $90,000, which was much less than the $300,000 hit the condo’s value had taken since the initial signature two months before. Alarms sounded in the strangest of places.


One Saturday three wealthy couples set off on a 110-foot yacht called La Rêve for a three-day cruise. The owner, Sal Nero, who ran a hedge fund, was plagued by calls out on the ocean. One of his guests, Robert Wolf of UBS, asked what was wrong: ‘The nightmare is here,’ Nero told him. The giant French insurance group AXA was not allowing clients to redeem funds while its triple A-rated CDOs plunged to worthlessness. While Nero disappeared to make a flurry of ‘sell’ calls, Wolf phoned a promising young senator, who was relaxing on his forty-sixth birthday. Wolf explained to Barack Obama, for it was he, that UBS, Lehman, Goldmans, Citigroup, Merrill Lynch, Morgan Stanley and Bear Stearns were all leveraged up to the gunwales with ‘no margin, no cushion, to take a significant loss’. Wolf added: ‘Listen, Barack . . . I think what we’re looking at could be a once-in-a lifetime kind of thing . . . This is a market-driven disaster that could crush Wall Street and with it the whole US economy.’ Obama hired him on the spot as an adviser. When the shit really hit the fan, Obama was one of those who genuinely grasped the enormity of what had happened. This gave him a huge advantage over his 2008 election rival, the elderly Republican John McCain and his clueless running mate Sarah Palin.52


When the party finally stopped, it seemed as if the global banking system would implode, as the scale of concealed obligations and interconnections became apparent in a blizzard of IOUs and banks stopped lending to each other or to consumers and businesses. It was like watching dominoes fall. The first to go was Lehman’s, the fourth largest investment bank in the US. Next up was Merrill, a smallish bank, but a very large brokerage with the life savings of four million customers, which was merged with Bank of America ten minutes before midnight. Then Morgan Stanley, and at the top Goldman Sachs, each of these big three being three times the size of Lehman’s.53 In the UK, RBS had to be bailed out with £42.5 billion from the taxpayers, with more of their money shovelled into Lloyds Bank after it unwisely digested HBOS in a further example of striving for scale. The problem was that bank bosses could not keep a close eye on these ramifying empires, which often included relatively small but risky investment banking presences that could bring the entire edifice crashing down, rather as a tiny parasite can fell even the biggest beast. The eye for detail focused on corporate logos and office carpets or the colour of the bank’s fleet of cars.54


•


Dealing with the recessionary aftermath of this colossal crisis fell to President Barack Obama, who wisely backed the measures George W. Bush approved in the dying months of his presidency, such as the $426 billion Troubles Assets Relief Program, or TARP, to buy up mortgage-backed securities, an initiative Republicans were resisting. Perhaps overambitiously, in power Obama sought to achieve vast health insurance reform (the health industry is 17.5 per cent of US GDP) at the same time as financial reform and dealing with a deep recession in which huge corporations like Chrysler and GM were going to the wall. Three bold initiatives proved too much for a leader whose flaw was to govern through a rolling seminar in which every decision was then comprehensively relitigated.55


As a professor of law, Obama assembled a team that resembled Kennedy’s ‘best and brightest’, except Obama’s team were cleverer and had not fought in wars. It included such key players as Tim Geithner and Larry Summers, who were predisposed to take the line of least resistance with the banks, brokerages and insurers responsible for the catastrophe. They continued to bail out the banks, with minimal demands in return, and injected an almost $800 billion stimulus into the economy, a sum which doubled when combined with stimulatory tax breaks. The Republicans did their best to counteract this by insisting on cuts to the federal government workforce during a recession. Unemployment climbed 10 per cent by 2009, not falling below 8 per cent until 2012.


A politically toxic and heavily symbolic moment came in March 2009 when, despite a massive $85 billion TARP bailout of money owed by insurance giant AIG to derivative trade counterparties, its financial services division executives awarded themselves $165 million in bonuses. This reinforced the view that there was one law for the rich and another for the struggling poor with their food banks.56


Obama’s reforms of the financial services sector included establishing a Bureau of Consumer Protection as part of the wider July 2010 Dodd–Frank Wall Street Reform and Consumer Protection Act. This covered almost everything from ATM cards to predatory mortgage lending, though Wall Street’s army of Washington lobbyists blocked several crucial amendments and Trump has said he wishes to undo Dodd–Frank. Nonetheless, derivative instruments were somewhat clarified by having to be exchange-traded, while regulation of the entire sector was streamlined, and there were mandatory stress tests of banks for systemic risk. As Martin Wolf has said, banking is now as regulated as the nuclear industry, for it can blow us all up too, though whether 30,000 pages of rules (in the US) or 60,000 pages (in the EU) help seems doubtful, since few can master them. It will clearly be odd if US consumers have greater access to relaxed credit than the Europeans or that the latter’s banks will have to maintain greater capitalization reserves as a result of Trump’s policies.57


With the aid of more armies of creative corporate lawyers, big finance quickly found new avenues to explore. One involved the $3.5 trillion of virtually free money from quantitative easing, which the banks could use to buy Treasury bonds yielding 3 per cent, though even more profit could be made by investing in emerging markets rather than a sluggish domestic economy. One hundred per cent mortgages are back and low interest rates can be defied by the latest bubble of peer-to-peer lending, in which the discredited banks are heavily invested. Reaching the unbanked poor is another potentially lucrative avenue. Car-leasing schemes may increase car sales, but they are also creating a huge pool of used cars with depressed values. CEO pay is still stratospheric, and through corporate inversions, many US firms simply took themselves overseas, whether for cheap labour or to avoid 35 per cent corporation tax. Ironically, abroad and especially in the developing world, they often benefited from the free-market fundamentalism which the US had prescribed through the IMF, even though at home successive Democrat presidents had endeavoured to curb it.58


•


In August 2007 the European Central Bank published an analysis of risks to global financial stability. It mentioned the US, China, Japan, Saudi Arabia and Russia, but not Europe itself. In May 2008 the European Commission celebrated the ECB’s tenth anniversary. A glossy book reported that ‘Governments coordinate their economic policies to ensure that all economies work harmoniously together . . . The single currency itself acts as a protective shield against external shocks . . . Existing coordinating mechanisms mean that decisions can be taken quickly and smoothly – both in economic good times, and in the event of economic and financial difficulties.’59


In 2008–10 the financial crisis exposed the inability of Greece, Cyprus, Portugal, Ireland and Spain to refinance or repay government debt (notably in Greece), or to bail out banks that had overextended loans to feed property frenzies, as was the case in Ireland and Spain. In a sense this was Lehman Brothers again, but on a national scale. It had dire implications for French and German banks that had purchased these government bonds, as well as other banks that had lent to the banks buying the bonds. Some banks had insured themselves against Greek default, others had not, on the assumption that sovereigns tend not to default, or that somewhere along the line taxpayers would come to the rescue.


In the event, the European Central Bank and International Monetary Fund stepped in, with the EU Commission in a supporting role, for at this point the governments of France and Germany essentially took command. This was because only sixteen of the EU’s states belonged to the eurozone and the Maastricht Treaty rules prohibited using the EU’s relatively small budget to bail out countries. The IMF was encouraged to take part in order to bring a less ‘political’ technocratic and international approach to the party, although poor African states soon balked at bailing out countries whose living standards their own people could only dream of.60


The debt crisis was amplified by the rigidities of the common currency or euro, the most fateful big push on the part of euro enthusiasts. The ancient Roman denarius was often invoked; the failed Latin Monetary Union (1865–1914/27) was less familiar. Long in gestation, with such failures as the 1970 Werner Plan discarded along the way, monetary union was given added urgency by German reunification in 1989–91 when the German Question returned with a vengeance, after the abrupt demise of the predictable Bonn Republic. An American friend has wittily compared the Anglo-German engine to the dance duo of Fred Astaire and Ginger Rogers, in which it was said he gave her class and she gave Astaire sex appeal. The French conferred political respectability on Germany, while Germany’s economic power amplified France’s diminishing international influence.61


Paradoxically, the more the Germans tried to reassure their anxious neighbours that the leopard had changed its spots, the more some suspected a repeat of Chancellor Gustav Stresemann’s tactic in the Weimar era of restoring German power through its apparent diffusion. In line with the thinking behind the initial 1951 European Coal and Steel Community, Germany would relinquish her Deutschmark currency so as to win French acquiescence to her becoming a more powerful nation of 80 million people without reviving the German Question which since the time of Bismarck had resulted in three major wars, two of them global.


Currency union was the handiwork of a very small technocratic elite working according to the incremental méthode Monnet, named after the French visionary fixer Jean Monnet, taking one step backwards, or sideways, and two steps forward. Although this was very much an elite project, ordinary people were told it would ease their travels since no currency needed to be changed, and once in the Schengen Area there was no need to show an ID card or passport. Businesses large and small would be freed from complex exchange rate calculations, even as they were smothered by EU regulations.


Sincerely felt but irrelevant rhetoric silenced expert exposure of obvious pitfalls which occurred under a regime in which countries lost the ability to set exchange or interest rates for themselves. Another key issue that was ignored was how such a currency bloc would react to an asymmetric shock to one or all of its members, if there were no fiscal unity and transfer mechanisms to compensate an entire country, as there are with distressed regions within properly sovereign states.62 The shock duly came about as demand for the bonds of weaker economies drove down the interest rates required to sell them, thereby encouraging borrowing on a colossal scale. When investor sentiment turned, the bonds of ‘peripheral’ states became harder to sell, and the gap between their interest rates and the rates on the most creditworthy bonds (Germany’s) increased sharply. This brought northern European banks that had purchased the bonds of the ‘peripherals’ to the brink of ruination. These underlying economic realities, about which Europeans were warned, were camouflaged with much grave and vague talk about avoiding a regression to the era of major European wars, as well as the prospect of establishing a benign and virtuous soft superpower to rival the harder-edged US or China. Each EU advance involved lawyers bending international treaties to their maximum limits so as to avoid anything as messy as a popular vote. When referenda were held, they were often rerun until the ‘right’ result was achieved.63


Monetary union between the original eleven member states began with the adoption of a common currency peg in 1999, and after a period of convergence, physical notes and coins were introduced on ‘E-Day’ or New Year’s Day 2002. Political imperatives invariably meant that strict convergence criteria were relaxed, as a unified Germany itself had done in 2001, 2002 and 2003. Though the Maastricht Treaty rules for euro adoption stipulated a maximum 3 per cent budgetary deficit and debt no greater than 60 per cent of GDP, Italy joined despite a 7.7 per cent deficit (in 1995) and a debt to GDP ratio of 117.4 per cent in 1997. Having been admitted to the EU in 1981, so as not to exclude the land of Aristotle and Plato, as Valéry Giscard d’Estaing insisted, Greece adopted the euro in 2001–2002 after the ‘magician’ in charge of its national statistics agency transformed an 8.3 per cent deficit into a 1.5 per cent deficit by disappearing the losses of the state railways and arms purchases – Greece being the fourth largest importer of arms in the world. Eyes were averted from the corruption and political clientelism of Greece, not to mention that it did not have a forestry or land registry and tax collection was nugatory.64


Although the German government did indeed relinquish the DM for political rather than economic reasons, it also ensured that its version of fiscal prudence (the budgetary thrift of a stereotypical Swabian housewife) was included in the DNA of the European Central Bank. The German creed combined the social market economy (worker participation on company boards, for example) with a zealotry about rules that largely reflected Germany’s catastrophic experience of hyperinflation in the early 1920s. The very different roles of the Bundesbank and the Banque de France also illustrate the cultural divide between a federalized Germany, where the Bundesbank is very powerful, as central banks are in Switzerland and the US, and a highly centralized France where the national bank is under political control.65


The European Central Bank had a much more restricted remit than the US Federal Reserve and, more importantly, the European Union has no equals to the range of US federal agencies able to intervene in ailing states. The politics of pork ensures that vast Pentagon money can be spread around even the most improbable of places, while the Federal Deposit Insurance Corporation ultimately bails out banks.* But then the US really is a nation-state.66


The terms of joining the euro area also incorporated the crucial German stipulation that it was not a ‘transfer union’, meaning that rich countries like Germany and the Netherlands were not going to bail out their more profligate southern neighbours. Hostility to a transfer union was rife among German taxpayers, and was independently guaranteed by Germany’s powerful Constitutional Court, though Germany itself had bent deficit ceilings when it suited.


Reuniting Germany on a 1:1 Deutschmark/Ostmark basis proved massively costly, not to mention modernizing the old GDR, which eventually required a special solidarity or ‘Soli’ tax. This meant that, unlike previous hegemons such as the US with its reconstructive Marshall Plan, Germany refused to write off the debts of others. Though it is also important to note that German economic thought (and policy) was dominated by belief in the centrality of rules to free markets, in accountability and responsibility, in the risk of moral hazard when bailouts encouraged more reckless borrowing, and that a bit of pain is necessary to recovery. German moralizing has been somewhat undercut by widespread evidence of ‘Vorsprung durch Cheating’ in several sectors.67


One of the reasons for the indebtedness of the European periphery was the huge trade surpluses Germany accumulated. Germany had undergone structural reforms under Chancellor Gerhard Schröder in the early 2000s (the so-called Hartz I–IV reforms) whose effects were to liberalize Germany’s labour practices in a more competitive direction, just as the euro made German products relatively cheap. The Germans also produced high-value goods like luxury cars and machine tools, which individuals and companies aspired to buy, whereas much of southern Europe faced cheaper competition from China. Speaking of which, Germany was never excoriated for ‘dumping’ Audis and BMWs in the manner of China’s cheap-as-chips furniture, toys, TVs, screwdrivers and hammers.68


Since the Germans refused to pump up their own consumption while importing more from the peripheries, Germany duly built up huge trade surpluses which were then lent on easy terms to the European periphery to finance expanding fiscal deficits. Not only German banks benefited. So did construction companies that put in a lot of modern infrastructure, or German arms firms which targeted Greece’s relatively large defence budget. Although Germans denounce Greek corruption, bribery was involved when Ferrostaal won a Greek order for four diesel-electric submarines with Howaldtswerke-Deutsche Werft. The corrupt Greek socialist Defence Minister involved, Apostolos Tsochatzopoulos, was eventually jailed. It was discovered that €1.5 billion had been skimmed off arms contracts and Ferrostaal were fined €140 million. After Greece went into meltdown, German corporations (which sometimes had major regional government shareholders) grabbed cheap assets in fire sales and the Chinese swooped in too on the docks at Piraeus.69


More than a decade in gestation, the euro became currency in 1999 before either fiscal or a politically inconceivable political union had been achieved, in disregard for the evolution of the United States of America, which to some European federalists was the rival model to be improved on. This flawed element of a European project whose solution to any problem or setback was always ‘more Europe’ made it impossible for governments to devalue their way back to competitiveness. The absence of common fiscal institutions made it impossible to direct funds to distressed countries, as the US federal government would do if there were mass unemployment in the Midwest. Language barriers also meant that there was much less worker mobility than is common in the US, though the UK became a little like Texas, which acts as ‘America’s America’ in the job market. Exiting the euro (for which there was no formal provision) was widely seen as likely to result in a general financial catastrophe. Although only nineteen of the twenty-eight EU countries are in the eurozone, and some European states are not in the EU, it was feared that if the euro imploded, the European Union itself would collapse or regress into a pure trading association.


Faced with popular hostility towards a project which, like the EU itself, had been suspicious of democracy from its inception, adding the nation-state to the list of bad things to be overcome, the EU Commission has so far rescinded laws designed to prohibit ecologically unsound coffee machines, kettles and hairdryers while adding a modest pan-European investment scheme that depends on private sector multiplication. Far better experts than I have ruminated on Greece or Germany (or both) leaving the eurozone, or of it being divided into hard northern and soft southerly bi-currency zones, an E+ and an E-, so to speak or in the first case a ‘neuro’. We’ll come back to that and the political effects in the final chapter.


Inertia and muddling through have been the preferred solutions, not least because Europe’s countries do not have synchronized election systems, never mind common financial institutions or a common government. Someone would pay a heavy political price if their own people were the losers of radical reform. How could any German chancellor explain that it was the Germans’ turn to take a hit, or a French president that France was about to lead a southern second-division euro? Leaving aside the political sensitivities of where to ‘put’ France, after the Anglo-Welsh vote for Brexit in June 2016, the EU feared a cascade of Grexit, Frexit, Italexit, Nexit and so on, though with the possible exception of Italexit this has become a receding moral panic.


The management of Greece was transferred from its succession of struggling dynastic centrist left or right parties to a ‘troika’ comprising the European Central Bank, Europe’s Finance Ministers (Ecofin) and the IMF, which increased the perception of foreign dictation, especially since the Germans seemed the most implacably legalistic about eurozone rules. Use of the Russian-derived epithet was dropped in favour of the more anodyne ‘the institutions’. The experience of foreign dictated austerity, with no economic improvement in sight, also undermined the attractions of a future common government, for manifestly the voices of some powerful countries would count for more than the minnows.


Inevitably, the hard left (and their hard-right nationalist ANEL partners) came to power in Greece in January 2015 on a wave of popular despair and resentment and were then repeatedly re-elected to defy the troika. The new Prime Minister, Alexis Tspiras, imagined he could reverse austerity and get some of the debt written off, while Greece would remain in the Eurozone which the majority of Greeks wanted. Some of the Syriza hardliners wanted to bring about a general overthrow of western capitalism from their peripheral Balkan bastion. Although they often talked darkly about a Greek deep state, this did not include the Communist trades unions and militant students on their own side who eagerly invoked ‘the people’ so as to marginalize any Greek supporters of the EU as the last hope of an unreformed Greek polity. The latter were traduced as ‘collaborators’, ‘fifth columnists’ and ‘traitors’ who went along with the troika’s ‘fiscal waterboarding’. Syriza managed to reduce Greece to the status of Venezuela on the Aegean, as withdrawals from ATMs were rationed to €60 per day. After following the Greek crisis every day for months, I can report that the war of nerves has left me with a twitch at the mention of Yanis Varoufakis or Euclid Tsakalotos that makes me resemble Herbert Lom’s Inspector Dreyfus in the Pink Panther comedies. In the end the vainglory of Varoufakis and Syriza’s unpredictability was their undoing as they became all too predictable to Germany’s Finance Minister Wolfgang Schäuble, who spoke of Greece having a ‘time-out’ from the Eurozone and meant it. Greek debt currently amounts to €320 billion, or 180 per cent of GDP, and the repayment schedules stretch into the 2060s. Ordinary Greeks have probably seen about 10 per cent of the unimaginable sums deluged on debt repayment.
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