

  [image: image]




  WHAT PEOPLE ARE SAYING ABOUT




  A BETTER WORLD IS POSSIBLE


  






  We are in a place we have never been before. We are facing a series of interconnected systemic crises that put both humanity and the planet in serious peril. This book not only clearly describes the problem but, most importantly, points to the solution. The “rules of the game” need to be radically changed and this will only happen if enough people, speaking with a clear enough voice, demand such a change. This book is not, therefore, a “worthy” text on economics, but a vital handbook for our survival!
Stewart Wallis, Executive Director, New Economics Foundation




  We have to take our power and demand that our governments act boldly to tackle the environmental crisis; create a global economy that serves everyone; create truly inclusive democracy at all levels; and stop wasting lives and money on war. This book will inspire, challenge you and make sense of how the system works. It’s your handbook for a bottom up revolution. Read it and play your part.
Baroness Helena Kennedy QC




  Bruce Nixon’s book is a powerful call for a peaceful and constructive mass revolt by the people of the world. He shows that the present way our lives are organised threatens the suicide of our own species and the further destruction of many others. His analysis points clearly to what we need to do to change it. I hope the book will be widely read and acted on.
James Robertson, “The grandfather of green economics”




  At this time of ecological and spiritual crisis Bruce Nixon’s book is a voice of sanity, wisdom and common sense. His vision presents a genuine and positive way forward for humanity.
Satish Kumar, Editor of Resurgence, founder of the Small School and Director of Programmes at Schumacher College




  Sustainable development isn’t about saving whales or polar bears; it’s equally about saving us from extinction. Bruce Nixon’s work redirects us, with conviction, force and clarity, to that urgent goal.
Kevin McCloud, journalist, television presenter and WWF ambassador




  I am grateful to Bruce Nixon for his wisdom, clarity and intention about making this a better world. We have no choice in these troubled times but to read and take seriously what he has to say. Thank you, Bruce, for your strong, timely and eye-opening message.
Sandra Janoff, PhD, Co-Director, Future Search Network, USA




  This book is one of those rare things – a fascinating explanation of the interlocking global crisis in finance, climate, energy and food which leaves you at the end feeling hopeful and empowered.
David Boyle, author of The Tyranny of Numbers and Money Matters




  We are in the midst of an economic crisis, but it is not the one covered in the media every day. The real crisis arises from the irreconcilable clash between efforts to maintain and increase growth in GDP while at the same time as managing ever more serious ecological crunches, from climate change to the loss of ecosystems. Bruce Nixon sets out the dimensions of the crisis we face and reaches the inescapable conclusion that we cannot hope to solve the multiple and related challenges in front of us unless we alter our view of economics. Read on to find out how a better world is possible, and how we need to change things to get there.
Tony Juniper, campaigner, writer and advisor




  This book jolts us to recognize that we can’t go on doing things as we do. This needs to be said. Its many examples of proven sustainable ways of doing things also need to be more widely known. This is a book that should be widely read.
Christopher Day, eco-architect and author of Places of the Soul, Consensus Design: Socially inclusive process




  Bruce Nixon has provided a comprehensive assessment of why we need to change the way business and government operate to meet the needs of future generations of people, plants and creatures. After reading A Better World is Possible: What needs to be done and how we can make happen, one is left with a sense that with some joined up thinking and, above all, co-operation anything is possible.
Pete Riley, Campaigns Director GM Freeze




  There are a lot of books out there that provide you with a complex intel- lectual analysis of the dual climate and economic crises – and leave you alone to mourn the political vacuum, while lamenting humanity’s imminent demise. Bruce Nixon’s book, though, is a breath of fresh air. It provides you with an easy to follow analysis about the human and environmental crises we face, but goes beyond this to articulate what a better world might look like. Most importantly, he tells you what ordinary people can do about it. It’s a must-read toolkit for those of us wanting to see a more sustainable, just and equitable world.
Deborah Doane, Director, World Development Movement




  Bruce Nixon dares to name the real nightmare that we all try to retreat from, hiding behind a false god called ‘the market’, stale ideologies or, simply, self-denying withdrawal. It is not often that we find a visionary writer, prepared, after detailing the problems, to go ahead and risk offering “A way out”. Coming from a profound humaneness, this book is a must read for all those who engage in changing the present unacceptable, unsustainable world. Having forgiven ourselves for horrendous wrongs done by one set of ancestors to another, often carried forward to the present, we can, together, South and North in our rainbow reality, build a glittering world of fairness and justice.
Olaseinde Makanjuola Arigbede, National Co-ordinator/Animator, United Small and Medium scale Farmers’ Associations of Nigeria




  In a world of increasing population, diminishing natural resources and challenges posed by climate change, business-as-usual in our food and farming systems is no longer an option. This book starkly outlines the situation we are in – but also importantly the changes we can make, at citizen, community, national and international levels – to create more sustainable ways of producing and consuming the food on our tables.
Peter Melchett, Policy Director, Soil Association




  I am very happy to endorse this book. You have addressed the context of our challenges well, and put across compelling evidence that things must change. But, importantly, what you give readers is a sense of realistic opportunity – that as citizens we really do have an opportunity to engage with positive activity to help change our lives for good. Books like yours are essential reading for challenging times ahead, giving us all an opportunity to shape a future vision based on community and personal empowerment.
Myles Bremner, Chief Executive, Garden Organic
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  Introduction







  Another world is possible, she is on her way. On a quiet day, I can hear her breathing.
Arundhati Roy




  A period of extraordinary change




  I began writing this book two years ago. The sub-prime crisis and credit crunch were emerging, tipping the world into an unprecedented breakdown in the flawed financial system, followed by deepening recession. George Bush Jnr. has gone, replaced by Barack Obama. His election, as the first black American President, and his acceptance speech moved millions around the world and gave new hope. It remains to be seen whether he will be able to implement his bold plans for change given the difficulties he faces. In the UK, New Labour has gone. The Lib Dem Conservative coalition, promising new politics, fresh ideas and openness to feedback, has imposed the deepest cuts since WWII. But the strategy is not radical or evidence based. The West is hugely indebted to China and India, clearly now the dominant powers.




  Warnings about climate change and the threats to all life on the planet have grown louder. Public awareness has grown, though not enough. Governments, diverted by the financial crisis, still fail to take the necessary actions to avoid environmental catastrophe. We are truly living in interesting times; change unfolds at an astonishing pace. Paradoxically, response to the biggest threat to our survival is frighteningly slow and superficial.




  Worldwide poverty, hunger, disease, injustice and inequality continue. Pledges given by rich nations remain unfulfilled. Money which should be created only by central reserve banks is largely created by debt, to the benefit of bankers. It is a system that robs us and transfers wealth from those who create it to rich and powerful elites. The lack of well-informed, active, inclusive democracy at every level allows it.




  People all over the world are angry about what is essentially a rip-off – lost livelihoods and homes, diminished savings and pensions, indebtedness, recession, poorer chances of work and constant insecurity. They’ve given trillions to bankers who caused the crisis, withhold credit for enterprise and continue to pay themselves excessive salaries and bonuses.




  What has happened over recent decades is an outrage. Yet we allowed it. Change rarely comes about from within a system. It comes from outside. That has to be us.




  The two key arguments of this book are:




  The whole global system has to be transformed to serve everyone, everywhere.




  We, ordinary people, need to turn our anger into effective action to bring about radical change.




  We face the biggest challenge in our history. Climate change is one symptom of our failure to live in harmony with the Earth and all life on it, including each other. These 5 issues confronting us are inseparably linked:




  

    	
Climate change is possibly out of control and irreversible and possibly only 70 months before we reach the tipping point.




    	
Peak everything not just Peak Oil.




    	
We are destroying the ecosystem on which all life depends, poisoning the Earth, the air all creatures breathe and the water of which life is made.




    	Poverty and economic injustice




    	Violence, war, terrorism and the threat of nuclear annihilation


  




  We need to transform the system, rather than trying to fix it. We need to change it for the benefit all. We need far more representative and inclusive democracy from local to global levels. We need to transform the debt money system and taxation. Above all we need the hope and inspiration of a great new endeavour combined with practical action. Many people know that something is deeply wrong and have had enough. There are alternatives to this unsustainable, unjust system fuelled by debt money and war.




  We could be at the beginning of a new age in which we cherish the Earth’s resources and diversity, an age of sustainability, fairness, economic justice and peace – an age of less greed, selfishness and more responsibility. The urgency of the crisis could lead to nations and their leaders learning to respect difference, find common ground and work together for the well-being of all humanity. We could at last realise we are all interdependent and part of a miraculous, beautiful and interconnected web of life. In that way, we’ll save ourselves, just in time, from the potential disasters of climate change and nuclear obliteration.




  It is our choice. It won’t just happen. We certainly cannot leave it to politicians. It depends on every one of us, 6.7 billion people, using our power. We cannot afford to indulge in despair or cynicism and pretend we are powerless. We are not. We have a unique opportunity to transform our world. Everyone is needed to participate and play their part. All of us have to get involved in politics!




  The purpose of the book is to help create the mass movement needed to prevent catastrophic climate change, save our planet Earth, create a sustainable and just global economic system and put an end to war. I offer this book as a resource for people all over the world who want to act to transform the system. To use your power, you need to be well-informed. This book is full of information – choose from the contents what you most need to read.




  Part One: Making Sense of the Situation We are In. To change things for the better, we first need to understand the under- lying system. We shall not succeed in bringing about transformation if we are system blind. I’ll open eyes to the system, how it works, its consequences and the key underlying issues. By expressing my views I hope to help you form yours.




  It is a myth that the issues are too complicated for the average person to understand. It is vitally necessary to understand this increasingly complex, interconnected, constantly changing living system. Our understanding of the miracle of life will always be incomplete. There will be fresh insights every day. There can be no certainties. We are all on a journey and need open minds. Out of control politicians with big egos and big ideas are dangerous. Margaret Thatcher’s TINA “There is no alternative” is false. Solutions always bring unintended consequences – hence, the importance of applying the precautionary principle, risk assessment and due diligence. To reach wise decisions it is essential to involve all stakeholders and a wide diversity of people.




  Part Two: A Vision for a Better World: Possibilities for a better future and what needs to be done. Here, I describe constructive ways forward, key proposals and good models that already exist. Above all, we need to focus on Creating Possibilities. Many people I meet are experts on why we cannot change things for the better; maybe they tried, now weary and discouraged. We need to be aware that breakdowns nearly always herald breakthroughs! That’s if we choose to make it so. Breakdowns are normal and happen all the time. We need leaders, like you, who have hope and are focused on how we can, not why we can’t. This part of the book offers all kinds of exciting possibilities for a better, more sustainable, fairer, nonviolent world. However, it is most important that you dream and create your own possibilities. Here is another amazing possibility: that we, the majority of 6.7 billion people on the planet, realise our power to transform things for the better and take the necessary action. I set out actions that everyone can take to turn the situation round. I invite you to play your unique part in a perfectly achievable transformation.




  Will we to go down in history as the Age of Stupid? In March 2009 I attended one of the countrywide premieres of the Age of Stupid film. It was one of the most terrifying, moving and empowering events I have experienced – truly “people power” in action. The campaign was created and organised by two bold women, Franny Armstrong and Lizzie Gillett with their large team. The film helped get millions all over the world on to the streets to put pressure on their governments and demand they do the right thing to replace the Kyoto agreement that expires in 2012.




  On Saturday 5th December 2009, more than 50,000 people of all ages came together in the Wave, organised by the Stop Climate Chaos Coalition to demand action on climate change, the biggest ever UK climate change march. I am glad I was part of it. The Wave called on the UK Government to take urgent and effective action. We encircled Parliament. Government did respond.




  The UN Climate Summit in Copenhagen, COP15 looked like the best chance we had to save ourselves and future generations. The outcome was bitterly disappointing. For the first time representatives of 193 nations, including 110 world leaders, met with climate change as the single issue. An accord was reached but no binding agreement. The process was flawed. Hopes were not high for COP16 in 2010 and little was achieved. Be prepared to campaign again to make sure our governments do much MORE.




  We need a continuing mass movement. Arm yourself and your family and friends with this book. Use it as your handbook. Inform yourself about the whole system and what you can do to transform it and create a better, sustainable, fairer and non-violent world for the benefit of all. Get lobbying! We have to believe in ourselves and that anything is possible and “Yes, we can!”




  The book is partly a record of how the human story unfolded over these past two years. So, I have dated each chapter to place it in its time, updating as necessary.




  References. I have not provided a long list of references. Today, it is easy to source or update data by using your Internet browser. References are only given where permission was needed.




  



  


  


  


  


  Part One


  


  Making Sense of the Situation We are In:


  


  How, we, 6.7 billion people, are robbed


  and our futures are endangered by a few





  
Chapter 1


  


  A Time of System Breakdown but also


  of Hope


  






  Begun October 2008




  We live in a beautiful world much of which is a paradise. Life is full of possibilities, especially for people in the prosperous North. Scientific discoveries, medical advances and new technologies offer wonderful opportunities for greater well-being, if used for human needs and shared widely in the world rather than to make a few very rich people even more rich and powerful.




  For ordinary working people in countries like the UK, life is far better now than fifty years ago when I was a student in Liverpool. We only have to see a film like “of time and the city” by Terence Davies, showing scenes of Liverpool just after WWII, to appreciate the depths of poverty that existed then in British industrial cities in the mid twentieth century. Go back a century and poverty, ill-health and conditions in factories were even more desperate. Victorians experienced constant epidemics. Parents frequently had to watch helplessly as their children died. In 1851 the mean age of males in Britain was 25.78 years. The average lifespan in 1840, in the Whitechapel district of London, was 45 years for the upper class and 27 years for tradesman. Labourers and servants lived only 22 years on average.




  Most of us have so much to be grateful for.




  If the only prayer you ever said was thank you, it would be enough.
Meister Eckhart




  When we focus on the simple things that give us joy, everything falls into place and we are at ease. These are our families, our children, grandparents, having meals with friends, good neighbours, living in a community, love and generosity, the beauty of countryside and miracle of nature, our gardens, beautiful places, buildings, music and dance and much more. The same things are enjoyed by people in what we call poor countries, where people are often more philosophical. They cannot understand why we need so many possessions.




  However, there is a shadow side. Our world can be hell on earth. People in poor countries cannot be happy when they are unable to grow food, have no land, are starving, at risk of flooding, where there are no basic services, people are dying for lack of health care and medicines and there is no safety from violence and war and they are subject to an onslaught of missiles and bombs raining down on their homes and communities. It is distressing, when we are aware of all the avoidable disease, poverty, insecurity, injustice, violence and the unfulfilled lives. How can we be happy ignoring this, especially when our lifestyle and inaction is largely responsible?




  As I started writing in October 2008, the breakdown had begun. It is a far greater wake-up call than 9/11. It is the realisation that we’ve been robbed and our future on the planet is endangered by an economic system that benefits a few rich and powerful people but has disastrous consequences for the rest. We are the victims of a giant experiment – a big “con”. We’ve been taken for “suckers”.




  We, 6.7 billion people, need to feel our outrage and anger.




  The fear and anger we prefer to avoid needs to be felt and turned into action. It is astonishing that we allowed it all to happen. There were many warning voices. Who is responsible? The honest answer is we all are. Many of us, in the prosperous West, played our part. We got involved in the excitement. We consumed and got more affluent, though more stressed and no happier. The poor majority in the world bear little responsibility for it. We were seduced by the possibilities for making more money, having more and more stuff at amazingly low prices and a whirlwind of new, constantly developing technology. Technology brought enormous benefits but is also part of spend, spend, get rich quick addiction and out of control capitalism.




  We, in prosperous democracies, are in the best position to change it. We need to start in our own country. Although civil liberties have been eroded in the past 13 years, we don’t live in such fear of the consequences of dissent as people in many poor countries do. It’s our responsibility to show courage and take action.




  It’s worth looking back to learn. Many people, all over the world, have woken up to the reality of the past thirty years: the system must be changed! But governments and corporate leaders don’t “get it”.




  The financial crisis and the rapidly growing recession are doing most harm to “ordinary” people, especially the poor majority all over the world. Free market capitalism is not, as claimed, a “trickle down” system, lifting the poor out of poverty. It is a “trickle up” system through which the poor, and not so well off, make a few people enormously rich. It makes the gap between the rich and poor increasingly wider. It has failed to solve the enormous problem of poverty. One billion people are hungry. It is plundering and degrading the Earth on which all life depends. It is not, as claimed, a self-correcting system. Or at least, the self-corrections have devastating effects. It is out of control. However, these events, distressing as they are, are symptoms of a greater crisis. And they distract us from the bigger threat. Governments, using our money, are rushing to patch up the financial system and prevent depression, reestablish “business as usual”, without changing the fundamentals.




  The City of London, instead of doing what it’s there for, aided and abetted by government, engaged in ingenious schemes and devices to “create money out of thin air”. Then, government used taxpayers’ resources to bail out the people who mismanaged these institutions. It continued to allow UK citizens to be robbed through tax avoidance and evasion schemes and offshore havens. Instead of seeing the underlying perverse economic system and tackling that, instead of seeing the threat of climate change as the highest priority, government squandered resources on an illegal Iraq war and a questionable war in Afghanistan, without providing our troops with adequate equipment.




  A complete loss of integrity. An epidemic of scandals has caused us to lose faith in people we should be able to trust – at the top of business, in banking, government, Parliament and the MPs who represent us. A widespread lack of integrity has been exposed.




  Human beings face the biggest threat in their history. The biggest crisis is not the collapse in the financial system, causing estimated losses of around $2,800,000,000,000. The greater threat is climate change and destruction of the ecosystem on which all life depends. Like Peak Oil, the economic collapse, awful as it is for many people, is a symptom, a warning that our time is up unless we take bold and urgent action. It is diverting our attention. Our current way of life is unsustainable and simply has to change. Because oil is embedded in almost everything we consume, Peak Oil will ultimately force the change upon us. There may be a temporary remission now, but in the longer term the price of oil will inevitably escalate as supply is outstripped by demand.




  All of this, coming together, amounts to the biggest challenge we have ever faced. It would be better to take vigorous action now, rather than when it is too late.


  





  

    The Gravest Threats to Humanity




    

      	Climate change – unpredictable, possibly out of control and irreversible and the dire consequences for 6.7 billion people




      	By the end of the century average temperature could have risen 5 degrees and seas by 1 to 3 feet




      	Consuming more than “spaceship Earth” can provide. Human population isrising. By 2050 it is expected to reach 9bn – whilst most other species are declining




      	Destruction and degradation of the complex ecological system on which all life depends




      	The “Western” consumerist way of life




      	“Mono-culture of the mind” as Vandana Shiva calls the “one and only one way” we in the West impose on the world




      	Hidden control of food and commodities by a few giant companies and their influence on world and national government




      	Pandemics caused by industrialisation of animal husbandry and its cruelty




      	Poverty, injustice, starvation, avoidable disease and stunted lives – 1bn hungry people




      	Growing toxicity: what we eat and drink, absorb through our skins, the air we breathe and electronic smog




      	Violence – war, civil war and nuclear proliferation, the threat of nuclear catastrophe and nuclear terrorism




      	Lack of inspired, principled, servant leadership, fit for the 21st century




    


  




  We need to realise that all of us must be servant leaders. Transforming the world requires us to transform ourselves.




  Breakdowns always offer the possibility of breakthroughs. The global crisis may turn out to be a blessing. We need to understand this: breakdowns can lead to breakthroughs. As the old paradigm dies, new opportunities are created. Living systems are like that. This breakdown is challenging the unsustainable, free market dogma that has flourished for thirty years. This breakdown opens the way for radical transformation and greening our economy.




  There is a better way as I hope to show. People are motivated by a vision of something better, not fear and gloom. That just leads to dysfunctional behaviour like denial, depression, inaction or confrontation and violence. It is not a hopeless situation. A far better future is to be had. We need to create our own vision of the future we desire. That is how the most successful leaders, leaders who have changed the world, transformed their organisations or built new ones, have done it: by honestly confronting the full reality of the situation, communicating and articulating an inspiring vision of what is possible, providing hope and empowering people to take wise action. That is what all of us need to do. All of us can be leaders. We need to learn how.




  “Yes we can!” Like many others, I was up late, watching, listening to the exciting drama of Barack Obama’s election. I joined millions all over the world, watching Afro Americans, and just Americans, celebrating together a historic victory, singing, dancing, crying and jumping for joy. It was a milestone in the long struggle of Afro Americans to emerge from slavery, discrimination and feeling or being thought inferior. His message “Yes we can!” spoken by their grandmothers for over 200 years is an inspiration to people everywhere. We are truly one world!




  The good news is that major breakdowns often throw up great leaders. That may be happening now. Barack Obama, from a relatively humble background that gives him empathy with ordinary people, provides a good example to all of us. He is the first black President of the United States. This alone should give us hope. He won by involving record numbers of hitherto disengaged Americans. The youth vote, Afro Americans, Hispanics and the not so young all got engaged. He involved them in his campaign and he got them out to vote. He raised a quarter of his $600m campaign fund, the largest ever, from ordinary people. He used the “Fifth Estate”. He created a more democratic process, using the Internet and texting that suited young people. That achievement alone is an inspiration. He is now in regular email contact with that vast constituency, using its members not only as a sounding board but to provide constant feedback on his performance.




  US Open Government Directive. On his first day in office Obama issued his Open Government Directive, stating that his administration should be transparent, participatory and collaborative:




  My Administration is committed to creating an unprecedented level of openness in Government. We will work together to ensure the public trust and establish a system of transparency, public participation, and collaboration. Openness will strengthen our democracy and promote efficiency and effectiveness in Government.




  In his victory speech on 6 November 2008, Barack Obama singled out one woman as someone who embodied the spirit of his election win. Ann Nixon Cooper, aged 106, was born when women and black people were not allowed to vote. In a BBC interview, she spoke about the enormous changes she had witnessed during her lifetime. She feels nothing but relief that things have changed as much as they have. Some day maybe we’ll all be one, she reflected.




  Obama gives hope to the world again, especially to oppressed peoples. “Yes We Can!” is a beacon for taking personal responsibility and the cause of better democracy throughout the world. He has been clear that it will be a long hard struggle. Black Americans know that from experience. He is committed to listening to people, including them in the process, telling the truth and taking thoughtful, considered action in a disciplined, deliberative way. In appointing his own team, he refers back to Abraham Lincoln’s example of appointing former adversaries to his Cabinet, a “team of rivals” that helped him in the Union’s darkest hour.




  Barack Obama provides inspiration for a world that desperately needs it – The Audacity of Hope, as he titled his second book. His inspiration could not have come at a better moment. However, the United States of America is an extremely divided nation. He knows he’ll disappoint. We are always in danger of expecting too much of one leader. Instead, of expecting too much of one person, all of us need to lead. In a crisis situation as complex as this, the collective leadership and creativity of all humanity is needed. Margaret Wheatley defines a leader as “Anyone willing to help.” That’s my definition too. We all need to express inspiring possibilities as a positive intention.




  The human story is a long struggle to emerge out of oppression, poverty, chaos, intolerance and violence. Some would say it is a dialogue between good and evil – generosity and greed, love and hate below which is fear. It is also a story of unintended consequences and disappointment. We fail to learn from history; we quickly forget. If only leaders learned from history. Ever since we emerged on the planet, we have been on a journey of discovery and experimentation. It is all a mystery. Each of us has to give it meaning and find our unique purpose. I believe we are progressing, constantly experimenting, constantly learning from failures, often lurching from one extreme to another.




  Maybe we are at the end of a thirty year long nightmare, inspired by the doctrines of Milton Friedman, grasped by Margaret Thatcher and Ronald Reagan without intellectual rigour or integrity, taken even further by George Bush, Tony Blair and Gordon Brown. We forgot the lessons of the Great Crash of 29 October 1929 and the Great Depression that followed and undid all the measures introduced by FDR to prevent that happening again. At Bretton Woods, the American negotiator rejected some of the most important ideas of John Maynard Keynes, designed to prevent a repetition. Milton Friedman’s doctrines of monetary policy, taxation, privatisation and deregulation informed policies of governments around the globe, including the USA, the UK, Canada, New Zealand, Chile and, after 1989, many Eastern European countries – to their people’s cost.




  These doctrines were forced on poor countries, as a condition of access to markets, aid and loans – the latter have led to enormous burdens of debt and interest repayments. For many, this was a disaster. Linked with Bush’s message of “freedom loving peoples” and so-called democracy forced on entirely different cultures, his doctrines gave a few people freedom to make a lot of money at the expense of everyone else. Amongst the casualties have been many jobs and steady demise of reliable pension schemes.




  Not with our consent




  Experiments based on extreme, untested theories have been conducted at the expense of “ordinary people”, inflicted on us without our informed consent, by leaders, many of whom lack the essential qualifications for global leadership – humility, integrity, ecological and environmental education, awareness of the need to involve people in change, openness to learning, and an understanding of how to resolve conflict. Often they have been unwilling to tell us the truth. Global media monopoly keeps people misled and badly informed.




  We have been guinea pigs for these experiments! The process has brought us to the brink of the greatest disaster of all time. But that realisation can open our eyes, help us decide: “never again” and make it a time of opportunity. This time we have learned more and it could be different. Hopefully we are less naïve. It can be a hopeful time again.




  The disastrous Iraq war begun without a UN resolution, the necessary risk assessment or long-term strategy, fought on a false premise, against the advice of experienced experts, was an “eye opener” to millions. It was also a disillusioning experience for the millions who marched to protest against it. We should not give up.




  We need a different set of guiding principles at this stage in our evolution when we are more than ever one world. Unlike many of its advisers and citizens, our government failed to grasp the importance of ecology, the “precautionary principle” or the need for rigorous risk assessment before letting loose potentially dangerous technologies, or making strategic decisions affecting the environment and the future of humanity. We are entitled to expect leaders to act with due diligence. Joe Klein’s interview with Barack Obama for TIME on 3 November 2008 was widely reported:




  What seems important or clever or in need of some dramatic moment a lot of times just needs reflection and care.




  Barack Obama




  New Labour was often dangerously ignorant and unyielding to the best advice. It failed to see the ironies of using violence to end violence and creating more debt to solve a crisis caused by excessive debt, or the alternatives (Chapter 10). Will the LibDem Conservative coalition be different? We need leaders with open minds who see themselves as servants and put listening, honesty, integrity and the public interest before all else.




  Wilful leaders have to be restrained. They are like wild horses and we have to tame them. We need participatory democracy that gives people real involvement. We cannot afford any longer to be discouraged, disengaged and uninformed. Leaving it to “them” is not an option. The crisis will not be resolved unless we citizens take our power, support and use the many NGOs to bring about change, seek reliable sources of information to inform ourselves, lobby our MPs and push government and big business relentlessly!




  If we are not angry we need to be! We must become active world citizens, organise, protest, use the Internet, demonstrate, use civil disobedience if necessary and insist on a proper world democracy. The often secretive decision-making process monopolised by governments and big corporations, who dislike contrary voices, is dysfunctional. Business is there to serve people, not itself. Governments need to serve people, not business. We cannot allow wilful leaders to put politics, corporate interests or their personal egos before the needs of people and planet.




  Sleaze and corruption are endemic. How can senior politicians take a strong stand for the interests of citizens, and protect us from Big Business, when there may be lucrative jobs for them once out of office? It was reported that Tony Blair would earn around £2 million a year in his part-time role providing “strategic advice and insight” to JP Morgan, the US investment bank. In addition the deal for his memoirs was reported to be worth at least £5 million. It is alleged that members of the House of Lords, that absurd name for an outdated second chamber that reinforces our class system, take cash to change legislation. In the dying days of the last Parliament, the fiddles became notorious – abusing their expenses, which they tried to hide, voting themselves out of step pay increases, vastly expensive pensions, in contrast to the deteriorating pensions most citizens face.




  Politicians need principles, integrity and courage. That must include intellectual integrity, telling the truth as honestly as they can. This is barely possible within an adversarial party political system in which representatives slag each other off and are “whipped” into toeing the party line. Given the political system and media that we have, speaking and acting with integrity takes massive courage. But all confidence in our leaders will be lost if they don’t do it.




  Because of human nature, we need powerful institutions that force us to do the right thing and act with honesty.




  The purpose of this book is to encourage “ordinary” people to believe they can change the world for the better. It is becoming increasingly clear that everyone needs to get involved in politics. No leader, however gifted and inspiring, can do it without citizens’ support. That support must include challenging our leaders. Disagreement, diverse and conflicting views are essential to avoid disastrous, wilful courses of action like those of George Bush and Tony Blair. They acted without due diligence and integrity.




  When Greenpeace activists were arrested for painting a slogan on a chimney at Kingsnorth coal power plant, the High Court ruled it was warranted in order to prevent the much greater damage that would result from global warming. The World Development Movement (WDM) calculated that a new power station at Kingsnorth would create 30,000 climate refugees. WDM argued that this would be unjust to the developing world and should not be allowed to happen.




  Al Gore says we have reached the stage where civil disobedience is needed to prevent the construction of coal plants that do not have carbon capture. We know that effective carbon capture is a long way off being proven or commercially viable. Like nuclear power, it could merely store up severe problems for future generations. Isn’t it extraordinary that we have to do these things to prevent our own governments, which should be protecting us, from endangering the future of humanity?




  Pressure works. It is all very well to say just get on with things and take individual action. That on its own is not enough. We have to bring about system change. That means campaigning, being an activist. It was public pressure, through Friends of the Earth and other campaigning groups, that changed the UK Climate Change Act, raising the 2050 CO2 reduction target from 60 to 80 per cent and the inclusion of aviation and shipping. Constant pressure has forced companies to react.




  Activism is my rent for living on the planet.
Alice Walker




  Changing the global economic system requires us to transform democracy and rethink human rights. Protection from the consequences of an economic system that results in climate change needs to be part of the Universal Declaration of Human Rights, as Mary Robinson argues. As Ecuador has done, we also need to acknowledge the rights of nature and our fellow species and not treat them as inferior and merely there to serve our needs. Democracy has to be unlocked everywhere if the world is to be transformed. Democracy can only work if citizens are fully informed. Democracies like ours need to lead the way.




  We need a new inspiration for our lives, beyond consumerism and greed, the possibility of a sustainable, just world and an end to violence as our way of dealing with conflict and difference. This is a book for people who, in their hearts, want to make this happen. That is almost all of us, if we knew how and believed we could make a difference. We can do this, as well as earn a living and bring up our families. We just have to prioritise the unique contributions we want to make. It means each of us knowing who we are, identifying what most matter s to us. We need to know our purpose in being on this Earth.




  I aim to open eyes. The corporate and conventional view gets overwhelming exposure, through huge advertising budgets, infiltration of government and politics, enticements, increasing control of education and research, withholding information, punitive treatment of whistle-blowers, wielding the law as a weapon, and media domination. Until recently, what amounts to corporate corruption or criminality, dressed in a blue suit, went almost unnoticed and unpunished, unlike working-class criminality. I am far from anti-business, but against corporate abuse of power and an economic system that is both harmful to smaller and local businesses and endangers our lives and well-being on a massive scale.




  Human beings are inherently creative. We have survived by adapting. When we see the need for change, we begin to transform the system and create something new. This time it must be done much faster! The vast majority care about their fellow human beings. The most powerful influence in the world is love. You see this in families and all the good, caring things people do in their communities. We need to apply love to the great global transformation.




  
Chapter 2


  


  Understanding the Financial Crisis


  






  Begun December 2008




  When the capital development of a country becomes a by-product of a casino, the job is likely to be ill-done.
John Maynard Keynes




  Never in the field of endeavour has so much money been owed by so few to so many.


  Mervyn King




  Setting the scene




  Extraordinary affluence: Robert Peston’s description of two examples of extraordinary affluence, summarised here, sets the scene for this chapter. Indian businessman Mukesh Ambani built a 27 storey tower in Mumbai to house his family and staff. His wealth was valued at US$15.5bn (according to Forbes), making him the richest man in Asia and the world’s seventh richest. Lakshmi Mitt, Indian steel magnate, paid £57m in 2004 for an eighteen bedroom mansion in London (Peston, R, 2008).




  In contrast, 62 per cent of Mumbai’s population live in slums. India has massive poverty. Most people in Mumbai, to which many poor people have migrated, live in slums and shantytowns. They cover only 6.8 per cent of the city’s land yet 62 per cent of the population live in them. Much of this poverty is caused by dispossessing poor people from their lands to make way for industrialisation, denying them the means to feed themselves. A ghastly example of some consequences of India’s rapid economic growth is




  in North East India, where “… vast subterranean coal fires burn out of control beneath towns and villages in the Jharia coalfields in Jharkhand state. The air is filled with smoke and poisonous gas as fires smoulder in the ground from underground coal seams which are spontaneously combusting over an area of several hundred square kilometres. Children mine coal here day in day out, and half a million people are being moved out of their ancestral villages to make way for the coal mines fuelling India’s growth.” (Unreported World: India, Children of the Inferno, 2009)




  The worst financial crisis since the Great Depression




  As I continued writing in December 2008 the worst financial crisis since the Great Depression was unfolding. It was brought about by the greed of a few reckless people, lack of competence and integrity, and governments and business leaders with an uncritical belief in unproven economic theories. $10.8trn worth of global equities had been lost. The world’s financial institutions faced losses of $2,800,000,000. These are unimaginable figures, more than enough to implement the UN Millennium goals and save the world from the consequences of climate change and Peak Oil. Just $500bn would have been enough to cancel all “Third World” (that condescending phrase) debt.




  National debt. Robert Peston said we borrowed too much. The ratio of our record £4000 billion consumer, big company (especially through private equity) and public-sector debt to our annual economic output or GDP is just over 300 per cent. Householders borrowed £1200 billion in mortgages alone. (Peston, R, 2008). In January 2009 UK national debt reached £697.5bn, 47.5 per cent of £1473bn GDP. The Centre for Policy Studies claimed that government figures for national debt, wrongly excluded the cost of public sector pension liabilities, the hidden costs of New Labour’s flagship Private Finance Initiatives (PFI) contracts and debts incurred by Network Rail. When these are taken into account total national debt was three times what government claimed. We were not the most indebted. The per cent figures for other large economies in 2009 were US 60.8, France 63.9, Germany 64.9, Italy 104, Japan 170. US national debt had grown steadily since the end of WWII and was expected to reach $11trn.




  The cost of rescue. Governments committed $2trn to be injected into the banking system. The proposed US economic rescue bill reached $800bn to $1.3trn. The UK government gave £39bn to three of our biggest banks – Royal Bank of Scotland, Lloyds TSB and HBOS – by buying shares in them to provide new capital. Some commentators predicted UK government borrowing could reach £120bn by 2010/11, or 7.8 per cent of national output.




  The general picture was clear. Deeply in debt, we’d pay for it in higher taxes, public expenditure cuts and recession. Mervyn King, Bank of England governor, described it as the worst financial crisis since WWI.




  How it happened. The financial crisis was brought about by excessive lending and debt, reckless selling and mergers, gambling by bankers and the creation of ingenious, opaque devices that made the financial market too complex to understand or control: short selling, “securitisation”, derivatives, hedge funds and private equity. The failures of the US credit agency and UK’s Financial Services Agency all contributed to the collapse. As systems become increasingly complex, they become increasingly unstable. Even the banks could not understand the system and that became the problem. They could not value their assets, assess their risks nor trust each other. So they were reluctant to lend. In 2001 bank dependence on net wholesale funding from other banks and financial institutions was nil; by 2007, it had become £625bn. That boosted property values too much. When all this was realised in August 2008, trust collapsed.




  It first began to show in the USA. The “sub-prime crisis” was caused by unscrupulous lending to people who did not have the income to buy a home. That inevitably led to large-scale repossessions and contributed to a depressed housing market. Imprudent lending led to the failures of mortgage lenders, insurance companies, a world-wide “credit crunch” and collapse of the banking system and the stock market crash. The spreading of risky debt around the banking system contributed to its complexity and made banks reluctant to lend to each other.




  Recklessness was encouraged by a culture in which huge remuneration and bonuses were regarded as acceptable – though not by the general public. It was allowed by inadequate regulation and supervision. The taxation regime disproportionately favours the very rich and large businesses at the expense of small businesses, middle classes and the poor and allows extensive tax evasion and tax havens. London drew in super-rich people and entrepreneurs, including 116,000 “non-doms”, who were allowed to avoid paying their proper share of tax. That further inflated an already escalating property market. It fostered a culture of breathtaking greed, justified by the theory that it helped make the UK prosperous.




  Do we really want our country to prosper in such a way? It has had a corrupting effect on whole of society and spreads like a virus.




  These policies make it hard for “ordinary” people to buy a home, especially first-time buyers, people on low incomes, including essential workers, living in big cities and rural areas where prices have been driven up by wealthy buyers. An escalating housing market puts families under huge pressure to earn enough to pay their mortgages. This has personal and social consequences. With the encouragement of banks, their lax lending policies and cheap credit, the nation became overindebted. Often both partners with children had to work full time, many working excessive, if not intolerable hours with further consequences for children and marriages. Then properties became worth less than the mortgage. This is not real wealth, based on productive industries, skilled work of which people feel proud, businesses creating human well-being. Social mobility continues to be elusive and our children are amongst the unhappiest in Europe.




  “Ordinary” taxpayers and savers foot the bill for government interventions needed to stabilise the system. It is low and middle income taxpayers whose contribution to taxes is disproportionately high. The rich and super-rich pay disproportionately low rates of tax and employ experts to minimise or avoid tax and keep their money offshore. Furthermore, low interest rates, introduced to revive a failing economy, hit hardest small savers, who outnumber mortgagees, pensioners and local government investments. We are still paying for obscene bonuses.




  Taxes are “perverse” in the sense that rich people pay least proportionately. The already very wealthy are best able to benefit from the City’s expertise and ingenuity not only in getting richer but also in tax avoidance and evasion, offshore tax havens and money laundering. This is expertise in making even more money out of money, rather than creating real wealth. It includes buying and selling companies as if they were possessions, gambling on the stock exchange. These practices make life even more insecure for ordinary people and are an avoidance of responsibility to society and fellow human beings.




  This makes people angry; the robbing of the poor to bail out the rich.




  The free market preachers have long practised state welfare for the rich...
George Monbiot, Guardian, 30 September 2008




  President Bush inherited a small surplus of $240bn; Barack Obama inherited a deficit of over $1.2trn. The US Treasury debt was believed to be $4trn or 30 per cent of US GDP. In October 2008, Eurozone governments pledged around $3trn to restore confidence in the banking system. The UK Government’s package of measures aimed at rescuing the banking system would make $692bn available. The total UK money rescue plan involved some £600bn. Banks would get a £46bn cash injection that might rise to £75bn, compared with total annual public spending, including Health and Education, of £618bn. Britain’s deficit was likely to reach £90.1bn in 2009/10.




  Breathtaking irresponsibility, lack of awareness and criminality. Financial sector payments made up some two-thirds of the bonuses across the entire British economy. Total bonus payments in 2007 hit £28bn. According to the Office for National Statistics (ONS), bonus payments in the UK financial sector had more than trebled since 2003. This was for just over one million employees in the sector but heavily skewed towards the highpowered executives who regularly received seven-figure bonuses.




  Lack of awareness and responsibility was breathtaking. In the City sums like £7000 were spent on a single bottle of champagne. There were reports of AIG Insurance, bailed out by US taxpayers, spending $440,000 on a lavish corporate retreat. Barclays bankers at were said to be flying to Italy for a £500,000 three-day corporate trip to a five-star hotel on Lake Como. There were similar reports of eighty bankers entertaining 100 clients and their partners at the 16th century Villa d’Este in Cernobbio and over one hundred Barclays Private Equity staff enjoying a break at £1800 a night in the French Riviera.




  In December 2008 an astonishing example of criminality appeared, the alleged $50bn /£33bn fraud, involving a hedge fund run by Bernard Madoff, former chairman of the NASDAQ stock market. Banks affected included Britain’s RBS, Spain’s Santander and France’s BNP Paribas. According to the US Attorney, Mr Madoff told several employees that the $17.1bn hedge fund business was a fraud that had been insolvent for years. He reportedly said, “a giant Ponzi scheme,” it finally collapsed like a stack of cards.




  The salaries, bonuses and pensions of bankers and others responsible for the global financial and economic meltdown were scandalous. Risky short-term transactions rewarded at the expense of beneficial long-term investment. The basic pay of Bob Diamond, who runs the City arm of Barclays Bank, was £250,000 in 2007, but his total pay including bonuses and shares was £21m. In January 2008 he received £14.8m from another incentive scheme. Many of these huge rewards are hidden. Sir Fred Goodwin, who resigned as chief executive of the Royal Bank of Scotland to receive £20bn cash from government, earned £5.375m in 2008. He waived his right to a £1.2m payoff but was entitled to an annual pension of £579,000. RBS made the biggest corporate annual loss in history – more than £24.1bn, partly because of the unwise decision to buy ailing ABN Amro at a peak price! Despite the catastrophic failure of RBS under his stewardship, he refused to give back any of his likely pension pot of almost £30 million. City bankers like these seem completely out of touch with ordinary people and their feelings of anger. Why are such people awarded knighthoods?




  There is a common pattern in human affairs. “Whistleblowers” are ignored until it is too late and punished. Paul Moore, the former head of risk at HBOS, was fired for warning his board of the risks of their “overeager sales culture”. It is now revealed that the Royal Bank of Scotland was involved in enormous schemes, some £25bn to cut its tax bill and avoid some £500m of tax annually. The latest revelations claim that Barclays made close to £1bn profit a year from a series of elaborate deals so complex that HM Revenues and Customs struggles to unravel them. A whistle-blower said that such schemes were central to Barclay’s business.




  Stealth and sleight of hand. Chancellor of the Exchequer, Gordon Brown, a decent man with good intentions, was deeply involved in building London City as the kind of global financial centre it has become. It is widely believed that he thought he could, with ingenuity and sleight of hand, disguise tax increases, for example by increasing National Insurance contributions. His early tax changes undermined pension schemes and made them even more vulnerable. Now ordinary people suffer the consequences. Flaws in our democracy allow this kind of behaviour. Proper scrutiny in Parliament would have prevented it. Like many of us at the time, he was trapped in a flawed mindset. We are all on a steep learning curve and need open minds.




  The UK Government boasted our economy was the 4th richest in the world. As a result of Thatcher and New Labour policies, the UK became the fourth richest economy. But it is an unbalanced economy, too dependent on North Sea oil and gas while it lasted, too dependent on arms manufacture, retail and financial services. Manufacturing now accounts for only 13 per cent of our economy.




  In 1979 when Margaret Thatcher came to power, she was confronted with the need to transform a Britain that had become one of the poorest countries in Europe. As decline in our manufacturing industries left thousands without work, she set up incapacity benefit, intended for people near the end of their working lives. But that has led to an unintended legacy of dependency, with many people under thirty signing on continuously. In Northern cities like Liverpool and Manchester, as many as a quarter of the population are living on benefits. New Labour, despite strenuous efforts largely failing to tackle poverty, left an unsolved problem for the new government.




  It is now clear what has emerged. Like New York, London City became a global centre for making money out of money and the most expensive city property in the world (now displaced by Moscow). Its prosperity was built too much on ingenious and opaque devices to make rich people richer, enabling them to avoid tax. The City, rather than fulfilling its proper role of supporting enterprises that create real wealth, played the major part in creating the current crisis, credit boom and bust and making homes unaffordable. New Labour presided over a period of growth dependent on excessive consumer spending, record levels of personal debt. It contributed to an even more unequal society.




  Gordon Brown loosened control of the City. He wisely made the Bank of England independent of government in 1997, but stripped away its regulatory powers to supervise banks and other providers of financial services, transferring them to a newly created Financial Services Authority (FSA). This took away its most important function and did not work. The FSA was cut off from essential information and had too little power.




  The roots of the crisis




  If banks feel they must keep on dancing while the music is playing and that at the end of the party the central bank will make sure everyone gets home safely, then over time the parties will become wilder and wilder.
Mervyn King 10 June 2008




  As long as the music is playing, you’ve got to get up and dance.
Chuck Prince, outgoing CEO of Citibank




  Chuck Prince was being honest about himself. It would take greater courage to call a halt to the dance. The collapse of the global banking, with all its reverberations, has its roots in untested economic theories, originating in the USA, supported by most Western governments and imposed by global institutions as the way to increase prosperity and raise the poor out of poverty. It is a world run by an elite of mega rich and powerful people who worship the “Great Gods” of continuous economic growth and free market capitalism. These theories were not validated, nor generally questioned, until now.




  “Mono-culture of the mind”. The world has been subjected to what Vandana Shiva calls “Mono-culture of the mind.” After World War Two, the USA wanted to keep its factories busy. They reinvented the “buy now pay later” consumer society that brought on the 1929 crash, adding built-in obsolescence, and subliminal advertising to create dissatisfaction and wants that were more powerful than needs. A new form of capitalism unfolded. However, in 1945 after a conference at Bretton Woods, regulatory measures were adopted that were intended to prevent a repetition of the Great Depression of the Thirties. A system of rules, institutions, and procedures were set up to regulate the international monetary system. The forerunners of the World Bank and the International Monetary Fund (IMF) were set up. A relatively benign period ensued in which incomes generally improved.




  However, in the Eighties, economist Milton Friedman’s controversial ideas on a free market economy, monetary policy, taxation, privatisation and deregulation began to be widely adopted by leaders such as Ronald Reagan and Margaret Thatcher. These ideas were imposed on poor countries by the World Trade Organisation (WTO), World Bank and IMF, often with disastrous consequences (Chapter 4).




  Total System Failure. A process had begun that ultimately led to the current crisis and what Joseph Stiglitz calls system failure. It also contributed to massive, accelerating unsustainable economic growth. The process is described in his article in Vanity Fair, January 2009. For parts of the following analysis I am indebted to his thinking.




  The truth is most of the individual mistakes boil down to just one: a belief that markets are self-adjusting and that the role of government should be minimal.
Joseph Stiglitz




  As a result of policies started by Margaret Thatcher and continued by New Labour, a “flexible labour market” meant worsening terms for employees and job insecurity. The UK’s much admired company pension schemes for employees, especially final salary schemes started to collapse. Business invaded everything and “service” was secondary.




  In his book Who Runs Britain, Robert Peston argues that under New Labour a small group of super-rich dictated large amounts of government policy. They were given access to Downing Street and the Treasury to a new extent. Nothing like it occurred under Margaret Thatcher. In return for comparatively small financial contributions to the Labour Party, they were given what amounted to exemption from the obligation to pay taxation. The effect was to create private wealth on a scale not been seen since before World War One.




  Debt was a key piece of the jigsaw. Our apparently growing prosperity was based on benefiting from other countries’ (China, India, Japan and Saudi) propensity to save – their thrift paid for our big binge. By borrowing from them, we systematically transferred their savings to fund our growth. The rub is that much of our country is now owned by them. We have to pay growing interest and ultimately repay the debt. These extremely clever people and our leaders were not wise enough to see this. Unfortunately there is no correlation between being extremely clever and being wise. That’s the lesson for us, 6.7 billion people: we can’t leave it to them!




  The rocket scientists of finance they employed were amongst the cleverest people on Earth, but their technology was complicated and fragile. It was bound to end in tears.
Evan Davies, City Uncovered, BBC2, 14 January 2009


  





  

    Summary


    The roots of the crisis and the dismantling


    of regulation




    

      	President Richard Nixon devalues the dollar, which begins to undermine the system set up at Bretton Woods, at the end of WWII.




      	President Reagan, ex B movie star, presides over a process of financial deregulation, removing Paul Volker as Chairman of the Federal Reserve Board and appointing Alan Greenspan.




      	Mrs Thatcher begins similar policies in UK. The destruction of the real economy begins and the seeds of a bubble are sown.




      	The long-term effect in USA is a massive infrastructure legacy for Barack Obama to address. Mrs Thatcher bequeathed similar problems here in UK.




      	Privatisation and hasty, cheap sell-offs of taxpayers’ investments make a few people extremely rich.




      	Privatisation does not necessarily lead to better value or service to the public.




      	Tony Blair continues the process, privatisation by stealth, introducing competition and business concepts into public services, health, education and prisons.




      	Mutual savings banks, building societies, banks and insurance companies become PLCs, raising capital by borrowing on the financial markets. Former members are tempted by shares and windfalls. Banks merge and small savings banks and mutual societies are swallowed up by big banks.




      	Ownership of companies becomes more remote as they are taken over and larger and larger transnational corporations are formed. Changes in ownership become more frequent.




      	It becomes a game like Monopoly, without responsibility for people’s needs, work or lives.




      	Larger means more remote from communities and their needs.




      	The advent in the 1980s and 1990s of Private Equity not publicly traded or listed on a stock exchange, the boom in “leveraged buyouts”, “corporate raiders” and “hostile takeovers”.




      	“Leveraged buyouts” impose huge indebtedness that bears down on companies and leads to deteriorating terms for employees including their pension schemes.




      	Western countries export manufacturing to developing countries and the UK economy becomes too dependent on retail and financial services. We cease to know how to make things. Some areas of the country become deprived waste lands.




      	Boom and Bust: The Hi-tech bubble is followed by the housing bubble.




      	Self-regulation by banks and corporations becomes the credo.




      	After intense lobbying Congress repeals the Glass-Steagall Act that had separated commercial banks (that lend money) from Investment banks (that sell equities) to prevent conflicts of interest. This was a catastrophic error.




      	Gordon Brown took away the regulatory powers of the Bank of England giving them to a weak FSA.




      	Slowly, Britain’s once admired employee pension schemes were eroded, in some cases raided.


    


  




  


  Thus the scene was set.


  





  

    How the banking crisis and global recession emerged




    

      	Banks start lending irresponsibly, their senior people awarding themselves huge bonuses based on short-term earnings.




      	Banks are next allowed to increase their debt – to capital ratios which inflates the housing bubble.




      	Tax cuts and lower interest rates add further fuel to the fire.




      	Incentives such as stock options encourage top management to adopt short-term attitudes; huge bonuses for bankers encourage risky investments.




      	Complicated instruments such as derivatives – “weapons of mass destruction” as Warren Buffet calls them – are created by banks; these make supervision difficult. “Gambling” becomes widespread.




      	Securitisation – “rocket securities”–is the next innovation, invented in USA and adopted by Lehman and Northern Rock. In both cases, under a certain kind of arrogant leadership, it leads to meltdown.




      	“Sub-prime mortgages” are offered to poor people who have little chance of being able to keep up payments and the resulting large-scale defaults and foreclosures precipitate the crisis.




      	These developments and the complexity of inter-bank lending lead to a complete lack of confidence within in the banking industry and the so-called credit crunch.




      	On both sides of the Atlantic, particularly in USA and UK, flawed incentive structures, an inadequate regulatory system and inadequate supervision e.g. USA credit rating agencies and the UK Financial Services Authority (FSA) allow a situation to develop that they were designed to prevent.




      	Takeovers by Private Equity investors increase leverage (indebtedness), hence ultimately increasing costs, and reduce the availability of company information.




      	“Structured finance” is used by bankers to put billions and billions of dollars and pounds in offshore havens, many in British crown colonies like Antigua, the Bahamas, British Virgin Islands, Barbados and the Caymans, to avoid billions in tax.




      	The US and Western economies become dependent on cheap goods and huge borrowings from thrifty China, Japan, India and Saudi Arabia. USA and UK have become hugely indebted to these countries.




      	Consumer and business borrowing reach unprecedented levels.




      	UK and US government borrowing debt reaches unprecedented levels too.




      	Before the bubble bursts UK house prices, particularly in the south east, reach the highest levels. Housing becomes increasingly unaffordable for young first-time buyers and essential workers.




      	Governments bail out the banks whilst banks continue to hold lavish parties and meetings and pay out money to shareholders. Failed bank bosses still collect huge settlements. The taxpayer will pay.




      	Meanwhile there has been a massive collapse of confidence, leading to recession, job losses, further defaults on mortgages, damage to pension schemes, major falls in the value of equities in the stock markets which damages rich and poor.




      	The bail outs do not actually result in essential lending to businesses because the banks have made too many bad loans.




      	The FTSE 100 index (cut will have) recorded the worst annual performance in its 24 year history when markets closed on New Year’s Eve 2008, notching up a near 33% decline. Nikkei index in Japan closed at its lowest in 26 years.




      	In early March 2009, whilst the recession continued, the Bank of England cut its interest rate to 0.5%, the lowest in its 315 year history, and the Bank and UK government agreed to use “quantitative easing” to put £75bn to £150bn extra money into the economy.
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