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This world runs on unintended consequences. No matter how noble your intentions, there’s a good chance that in solving one problem, you’ll screw something else up.1

– Rand Beers, member of the US National Security Council




There are unintended consequences to everything.2

– Steve Jobs, co-founder of Apple







Introduction

This book was sparked into being by a deeply frustrating experience. I had embarked on what I imagined would be a brief and routine correspondence with HMRC, the UK tax authority. All I needed was to have a form stamped by the local office. However, the matter proved to be more complex than I had anticipated. They would only communicate by post, and so letters began passing back and forth between us. The matter was rather urgent, but it seemed to take ages for me to get a response. So I sent them follow-up letters in an effort to hurry things along. Mysteriously, when I received replies, the letters were dated two weeks earlier, even though the tax office was only a mile away from me in central London. In the end, I became so exasperated that I arranged to go to their office to meet with my correspondent, and she stamped the form for me on the spot. In response to my query about the time lag in our correspondence, she revealed that it was caused by a new and “more efficient” internal postal system. In order to save money on postage costs, outgoing letters were being rerouted via a central hub in Nottingham, but the new system was so unwieldy that it took a fortnight for mail to work its way through it. As a result, correspondence was crossing in the post, so that staff were having to deal with the same request on multiple occasions. Thus, whilst a few pence per letter were saved on postage costs, this was completely eclipsed by the unintended consequence of the extra workload caused to staff by the inefficiency of the system, to say nothing of the frustration and delays suffered by myself and their many other communicants.

Shortly after that, on an occasion that is still painful in the remembrance, the boot was on the other foot. I, an experienced London Underground traveller, was on my way to work when I was asked by a foreign-speaking tourist for assistance in reaching her destination. She was going to Euston Station, which was on my route, and so I helpfully accompanied her to ensure that she reached it safely. However, once we had arrived, she very carefully explained to me that she had actually just come from Euston, so that I had in fact taken her back to the station which she had started from some 30 minutes earlier.

I then came across another instance where good intentions simply weren’t enough. It was in an episode of The Simpsons, in which the home of Ned Flanders had been demolished by a hurricane. However, because of their love for Ned, his neighbours rallied round and quickly rebuilt it for him. As they all had their own ideas of the design it should have, it had a somewhat unusual, even geometrically impossible look. Once it was completed, Homer Simpson asked him, “So, Ned, what do you think of the house that love built?”, but before Ned could respond, the entire edifice collapsed due to the shoddy workmanship and lack of any coherent design. Marge commiserated with Ned, and observed that, “We meant well, and everyone here tried their best,” to which Ned’s bitter response was, “Well, my family and I can’t live in good intentions,” and he sarcastically observed that, “We can’t blame you, because you had ‘Good Intentions’.” Ned and his neighbours had discovered that, no matter how much love someone may have, good intentions aren’t always enough.3

In 2017 the charity Oxfam ran a campaign to highlight the fact that the richest 85 people in the world controlled as much wealth as the 3.5 billion poorest. Whilst building houses may be beyond us, many of us will feel that we can help people out by moving money from the comparatively rich (i.e. us) to the poor. But here too dangers lurk. Jon Kuhrt, who managed a cold weather shelter in Soho in central London, wrote that the location gave the residents a base that they could use to develop their skills in begging and shoplifting. They used the duvets that the hostel provided to give the impression that they were sleeping rough, so that concerned tourists would give them money. However, the cash then went straight into the hands of Soho’s many crack and heroin dealers. As one of the homeless observed when asked to take part in an activity in the hostel, “I’ll tell you what – if you get members of the public to walk through the hostel lounge and drop fivers and pound coins in my lap – then I’ll stay in.”4 A straightforward transfer of money from rich to poor may not always be for the best, although there are other ways to help. There is a range of organisations which exist to help rough sleepers in the UK, such as Crisis, Centrepoint and St Mungo’s. Rough sleepers can also be referred to an operation called Streetlink,5 which puts the homeless in touch with the most appropriate agency. So, if you have a concern for the homeless, why not set up a regular donation to, or do some work with, an appropriate charity?

Unintended consequences can ruin even the most trivial of acts. A train driver pithily wrote to a newspaper that he had, “Just killed a bird at Birchgrove Station because someone put bread down for them on the platform.”6

Our use of words can be just as problematic as our actions. Dr George Thompson, President of the splendidly named Verbal Judo Institute, advises police forces on their use of language, pointing out that it is only too easy to say something which will have exactly the opposite effect. For example, telling someone to “Calm down!” tends to be seen as being critical of their behaviour and will only give them another reason to be upset. Similarly, ordering someone to “Come here!” just warns them that they are in trouble and that they should probably scarper as quickly as possible.7

We all have goals that we would like to achieve in life. Like HMRC, we may wish to save a bit of money or, like Homer Simpson, we may want to help a neighbour. From the trivial to the life-changing, we will be faced with challenges on a daily basis. Whether consciously or otherwise, we will adopt a course of action that we believe will enable us to achieve those ends. Whilst we may succeed, there will be many occasions when we need to adopt a more subtle approach.

A common problem provides a typical example. In the middle of the night, an increasingly exasperated parent is doing their very best to get an unsettled baby to sleep. Their judgement being somewhat fuddled by their own lack of sleep, they try a number of different methods. They pick the infant up, rocking her back and forth, and when that has no immediate effect they lay her down and wind up her mobile, which plays gentle music as it turns. As the baby is still awake, they begin to read a story. Of course, in the clear light of day we can see that the baby is becoming more and more overstimulated and will never get to sleep with all that activity going on, but at the time, with the best of intentions, the poor parent is failing in the one thing that they most wanted to achieve. As Tim Lott, an exasperated father, observed, “The real problem is that most children don’t want to go to sleep when you tell them to… Going in and shouting ‘Go to sleep!’ is not an effective solution. I should know, I’ve tried enough times.”8

And I suspect that many of us have a single friend who, despite being very nice and personable, has become so desperate in their attempts to find a partner that they either fling themselves at the most unsuitable people or are so obvious in their attempts to attract a mate that they merely frighten off the source of their affection.

And sometimes there are extremely straightforward cases, such as the elderly Buddhist lady who, just before boarding her flight from Shanghai Airport, threw nine coins into the plane’s engine as a way of praying for safety.9 Fortunately, airline staff were alerted by concerned fellow passengers. Eight of the coins missed, but one landed inside the engine. The flight eventually left five hours late once the coin had been retrieved.

By taking a deep breath and thinking these problems through rationally, with perhaps a little external advice, we should be able to plot a course of action which will bring about the required result. Sometimes it is as simple as not throwing coins into a plane’s engine, but unintended consequences can be cunning things, and by their very nature will often take us by surprise. It is hoped that this book will, by examining a wide range of unintended consequences across all aspects of life, help us to become more aware of their dangers and provide some tools to enable us to avoid them and achieve what we set out to do.

Taking a long-term view is an important start, and is vital not only when parenting and forming relationships, but also in dealing with major national issues such as education and health. However, one major problem with the democratic process is that it tends to encourage (and often almost requires) that governments seek short-term answers to long-term problems. If they fail to do so within their relatively brief time in power, they run the risk of being replaced by an alternative party which is likely to attempt different (but still short-term) answers to the same entrenched issues, thus swaying first one way and then the other without achieving anything. Schools, the Health Service and Law Enforcement have all fallen foul of this approach, with teachers, hospital staff and police officers continually struggling to implement and adapt to new regimes, just in time for them to be thrown out in favour of a new “grand plan”. Like the parent with the sleepless baby, the chopping and changing may be enough on its own to ensure failure.

These are complex cases where, even if long-term planning is possible, a straightforward solution is much harder to see and may quite easily not exist at all. If there were an obvious way to run a cheap and efficient National Health Service then all parties would surely work together to follow this course. If producing well educated and responsible young people were simply a matter of putting more money into schools, then by now we would have nothing but legions of smart (in all senses of the word) school leavers stepping out into the world. However, as the 2011 riots in Britain showed only too clearly, modern society is a frustratingly complicated mechanism, apparently immune to simple solutions. As writer HL Mencken has put it, “For every complex problem, there is a solution that is simple, neat, and wrong.” With that advice ringing in our ears, let us venture into the jungle of what the Germans know as “verschlimmbesserung” (literally, “improvement for the worst”), or unintended consequences to the rest of us.





Chapter 1
“The best-laid plans of mice and men…”

Which of us has not set out on a course of action, armed with the best of intentions, only to find everything seemingly conspiring against us? Part of the problem is that many aspects of life have become so complicated that we cannot be quite sure what the consequences of an unconsidered action might be. If it is bad enough for us as individuals, it is incomparably more difficult for governments, who often face immensely complex situations as well as often being subject to the short-term interests of voters.

My initial introduction to unintended consequences came in an Economics class at school. We looked at a case where the British Government had attempted to improve the British colour print film market. In the 1960s the US company Kodak was the dominant force, and their only real competitor was the much smaller British company Ilford, who had then been in business for over 80 years. Kodak was perceived as the “quality” product, but Ilford made a reasonable living at the budget end of the market. Following a 1966 report by the Monopolies Commission, legislation was introduced to force Kodak to reduce the price of its colour film. However, by removing the price differential between Kodak and Ilford, Ilford was squeezed out and was restricted to making “own brand” film for the likes of Boots the Chemist. Thus, Kodak’s one competitor was removed, and the Monopolies Commission, instead of promoting competition, had actually installed Kodak as an effective monopoly.

This is but one tiny example of how a powerful organisation can take a hammer to a problem, only to have it rebound and hit them on the head, but a catastrophic example unfolded in the wake of the terrorist attacks of 11th September 2001. At that time the US Government was understandably eager to take all possible action against terrorist organisations, and was particularly keen to cut off their sources of funding. It consequently introduced the “Patriot Act”, which included regulations designed to make money laundering more difficult and thus make it harder for illegal organisations to use the banking system. However, these regulations also made it trickier for legitimate financiers to trade in the US, and so they became more inclined to invest elsewhere. As they withdrew from the US market, demand for the US dollar, and thus its value, fell.

Meanwhile, President George W. Bush needed to borrow heavily (in the region of US$4 trillion [about £3 trillion]) in order to fund his “War on Terror”,* and in particular the invasion of Iraq. One of the ways that he raised this money was by issuing so-called “Patriot Bonds”, which were essentially Government IOUs which guaranteed a certain return to the purchaser. In order to attract potential investors, the rate of return had to be higher than otherwise available interest rates. So, in order to make the Bonds more attractive, the benchmark US interest rate was steadily reduced, falling from 6.5% in 2000 to 1.25% by November 2002, before bottoming at a record low of 0.25% in 2003. As the interest rate was reduced, demand for the dollar followed suit and thus its value fell further.

Mortgage rates also followed interest rates down, and so buying a home became more affordable and increased the demand for housing. Property prices therefore followed suit, and as they steadily climbed, housing became a bandwagon that people were ever more desperate to jump aboard, either through fear that failing to buy now could mean that the house they wanted might not be affordable next year or just because of the promise of an easy profit.

As the number of new mortgages grew, so did the profits of the banks that supplied them, and so more mortgage suppliers sprang up to cater for the demand. Of course, the number of new house buyers had to run out eventually, but once demand began to drop off, the lenders, being geared up to supply a steady stream of new loans, looked to potential new markets. They targeted people who would not normally have been able to afford a mortgage or who would not have qualified on other grounds, perhaps because they could not provide a deposit or prove their income. The mortgage companies offered special “bargain basement” introductory offers to these potential buyers, and in many instances did not require any independent proof of income. These customers have since become infamous as “sub-prime” borrowers. However, at the time, with house prices continuing to rise, even if the repayments became unsustainable, buyers could either remortgage or just sell the house at a profit. As millions more Americans began to aspire to own their own home, these mortgages seemed to give them a low-risk means of getting their feet on the property ladder. Such was the popularity of these loans that at the height of the market in March 2007, this type of mortgage issued to sub-prime borrowers had an estimated total value of US$1.3 trillion (about £1 trillion).10 To put such a figure into some sort of context, this is a little more than the annual production of the whole of Mexico.

Even though these lenders were by definition a risky bet, pressure was being put on salesmen to lend as much money as possible, and whilst one might think that they would be concerned about the possibility of their borrowers defaulting on their loans, the mortgage companies believed that they had this eventuality covered. They employed a sophisticated form of insurance called Credit Default Swaps or “CDS”. If the borrowers repaid their loans, all well and good, but if they didn’t, the mortgage companies could claim on an insurance policy, so there seemed no way that they could lose. The more mortgages they could issue, the more money they would make, regardless of the borrower’s ability to repay the loan.

With no apparent risk to either borrower or lender, anyone staying out of the property market looked a bit of a chump. However, sucked along by the boom in property prices, inflation in the general economy began to rise. So, in order to take some of the heat out of the economy, the US Federal Reserve began to put interest rates back up, increasing them from 0.25% in 2004 to 5.25% by July 2006, a massive twenty-one-fold increase. At the same time, the “easy initial terms” of many mortgages were coming to an end, and the combination of these two factors caused the rates payable on mortgages to soar and many monthly repayments to double.11 As so many borrowers were only just able to afford the repayments in the first place, mortgage defaults rocketed and huge numbers of homeowners were forced into selling. Under the American system, borrowers who can no longer afford repayments are able to simply hand back the house to the lender and walk away free of any debt. So, once repayments became unaffordable many did just that. Of course, the sudden resulting increase in the number of houses coming back on to the market meant that property prices not only stopped rising, but began to fall precipitously. With mortgage rates high and values falling, the foundations of the boom were wrenched away, so that demand fell even further, creating a vicious circle of ever-increasing supply and reducing demand.

As the US sub-prime mortgage defaults escalated, one bank in particular began to feel the pressure. In its enthusiasm to ride the US mortgage gravy train, Lehman Brothers bank had bought five mortgage lenders, including sub-prime lender BNC Mortgage and Aurora Loan Services, which specialised in loans to borrowers who lacked proof of income. In 2006 alone Lehman’s various companies financed US$146 billion (about £112 billion) in mortgages. Whilst having hundreds of billions of dollars in assets, Lehman also had hundreds of billions of dollars of debts, and as many of its assets could not be speedily turned into cash, it needed a constant inflow of money from other financial institutions to keep its financial engine turning. However, as it became apparent that its mortgage-based assets were losing value fast and becoming all but impossible to sell, the money that oiled the huge machine drained away and on 15th September 2008 it ground to a shuddering halt. With debts of over US$600 billion (about £460 billion) on its books, Lehman Brothers was by far the biggest bankruptcy in US history, bigger than Enron, WorldCom, Chrysler and General Motors combined.

With the fall of Lehman, enormous pressure was placed on the banks and other financial institutions that had lost their money. They accordingly turned to their insurance policies, the Credit Default Swaps, and it quickly became apparent that many of these could be traced back to just one company, American International Group, or AIG, which had written Credit Default Swaps on over US$500 billion (about £385 billion) of assets.

AIG was already suffering similar pressures to Lehman, as it too had invested heavily in the residential mortgage market as well as having over US$400 billion (about £308 billion) in Credit Default Swaps with Lehman. Having allowed Lehman Brothers to go bust, the American Government was now faced with the possibility of a worse disaster, the downfall of AIG, which would in turn have brought down other financial institutions to whom AIG owed money. The American Government had no option but to loan US$180 billion (about £138 billion) to keep AIG afloat.12

Lehman’s collapse brought about a lethal combination of domino effect and vicious circle and meant that, in order to stop things becoming even worse, governments around the world were forced to bail out banks and insurers, which resulted in many whole countries falling into difficulty. Some, such as Iceland, Greece and Spain, only narrowly averted bankruptcy. Western economies crashed like boulders rolled off a cliff and suffered the worst recession for eighty years.

The cost to US taxpayers of bailout packages and other assistance was the best part of US$10 trillion (about £7.6 trillion)13 (about 2/3 of the output of the entire US economy in 2008), with European governments contributing a further US$2 trillion (about £1.5 trillion).

Astonishingly, in attempting to defend the West by conducting its “War on Terror”, America had initiated a chain of events that, just seven years after the attacks on the World Trade Center, had resulted in the devastation of Western economies – an outcome surely beyond the wildest dreams of any terrorist.

One of the problems for democratic governments is that they so often feel that they ought to be seen to be doing something whenever there is a new outrage or scandal. And if they are to do something, with elections often looming, speed is vital.

The scandal surrounding British MPs’ expenses in 2009 was a case in point. An exposé in the Daily Telegraph revealed that hundreds of MPs had been abusing the system of paying expenses, including claims for dubious second homes and nonexistent mortgages. The more exotic claims included £2,000 (about US$2,600) to repair a leaking water pipe under a tennis court, another £2,000 to clear a moat, hundreds of pounds for horse manure and, most notoriously, Sir Peter Viggers’ claim for £1,645 for a “floating duck island” (although that claim may not have been actually paid). 389 current and former MPs were eventually ordered to repay falsely claimed expenses, and within a month of the scandal breaking, 28 MPs had either resigned their cabinet posts, said that they would not stand for re-election or resigned with immediate effect. They included Michael Martin, who became the first Speaker of the House of Commons to be forced to step down in 300 years. Five MPs and two members of the House of Lords were sent to prison for expenses fraud.

As a result, the Government took action to force various types of authorities to make their dealings more transparent. Local councils, for example, had to publish full details of all expenses over £500 (about US$650). Unfortunately, however, putting this kind of information into the public domain has enabled fraudsters to make use of that information to send bogus invoices to the councils in question, masquerading as the genuine suppliers and defrauding the councils.14 By using this information to convince UK councils to change the bank details of their suppliers, criminals were able to siphon off at least £7 million (about US$9 million) in 2010 alone.15

This transparency has also had the effect of revealing the unintended consequences of the Government’s money-saving schemes. Thus, when a freeze on recruiting new permanent employees was introduced across Whitehall in May 2010, rather than reduce numbers when staff left, managers instead engaged agency staff at a much higher cost, so that the overall wage bill actually rose by 65% over the following 4 months.16

None of this is particularly new. In the 17th century, the British Government introduced a tax which had unintended consequences for the next 150 years. And it all came about because of a problem with coins. If you look at a British £1 or £2 coin, you will see that the edge is milled, and some have a catchy slogan. The ones currently (in 2017) in my pocket have “Standing on the shoulders of giants” round the £2 and “Pleidiol wyf i’m gwlad” (“True am I to my country” for those not conversant in the Welsh tongue) on the £1. However, in the 17th century, there was no such adornment. Many coins at that time were made of silver and thus had a value in themselves. As the coin edges were plain, there was an understandable temptation for the unscrupulous to trim a little off them and thereby gradually accumulate a nice stock of precious metal for themselves. So bad had things become that it was reckoned that by the end of the 17th century the average coin had been reduced to one half of its original weight. The Government therefore wanted to withdraw the coins then in circulation and replace them with brand-new tamper-proof coinage with milled edges. This would be a costly business, and the Government had to find a source of revenue to pay for the new coins. A tax on income was felt to be too controversial, as it would mean that the state would be enquiring into personal matters. (Governments have since become less squeamish.) A “Hearth Tax” at a basic rate of 2 shillings per chimney or stove had been introduced in 1662 but was unpopular as it allowed inspectors to enter each room of a house to count the number of fireplaces. That Act had been repealed in 1689 and was replaced by the grandly named “Act of Making Good the Deficiency of the Clipped Money” in 1696. This was a form of property tax that neither required taxpayers to submit information to the state, nor to have an inspector enter their house. It was reasonably reckoned that the grander a house was, the more windows it would have, and so in 1696 a very simple tax was introduced on windows, with a flat rate of 2 shillings per house and a variable tax for houses with more than 10 windows. Properties with between 10 and 20 windows paid a total of 4 shillings, and those with more than 20 paid a total of 8 shillings. As is so often the way with taxation, the rate steadily increased over the years, being raised six times between 1747 and 1808, by which time the lowest band started at 6 windows and was levied at 8 shillings per window per annum, with a higher rate for houses with more windows.

However, one obvious way of reducing liability for this tax was to have fewer windows in your house, and within 20 years it was noted that the amount being raised from the tax was declining. In 1747, the tax was restructured so that although no tax was paid on houses with fewer than 10 windows, if a house had 10 or more windows a tax of sixpence per year per window was payable on every window. Similar disproportionate increases occurred at 15 and 20 windows. Quite naturally, the result was that builders and house owners tried to ensure that they had the maximum number of windows for the minimum tax, and thus in the mid-1700s nearly 50% of houses had 9, 14 or 19 windows, thereby maximising their tax efficiency.17 So, when the 34 properties in the Essex village of Woodham Walter were assessed for window tax in May 1761, 11 of them had 9 windows and 5 had 14. None had 10 or 15. When Jane Winn’s home in the village was originally assessed, it had 13 windows, but when reassessed four months later these had been reduced to 9, thus reducing the tax from 9½ shillings a year to 3.18 The property today has become The Bell Inn, and it was only in 1930, when the pub was being renovated, that the blocked up windows were rediscovered and opened up, rectifying 173 years of reduced light and ventilation.19

As well as blocking up existing windows, new houses were being built with fewer windows. The theory had been that the tax would just affect the rich, but as it was levied on whole buildings, rather than the individual homes within them, even poor people became liable to pay. Disease and ill health were rife as people in tenements suffered from the gloom and dampness which were exacerbated by the minimal natural light. In 1781, there was a lethal typhoid outbreak in Carlisle. An investigation concluded that the outbreak had begun in a house occupied by six poor families, and that:


In order to reduce the window tax, every window that even poverty could dispense with was built up, and all sources of ventilation were thus removed. The smell in this house was overpowering, and offensive to an unbearable extent. There is no evidence that the fever was imported into this house, but it was propagated from it to other parts of town, and 52 of the inhabitants were killed.20




By 1851, with the Industrial Revolution and urbanisation at its peak, new houses were going up everywhere, and yet glass production had not increased at all over a 40-year period. It was then that the unintended consequences finally became too onerous, and the window tax was abolished as income tax took over as the main source of government income. Bizarrely, it is still possible today to see older houses in the UK with blocked up windows – purely as a result of a tax that was done away with over 150 years ago.

Even with today’s more sophisticated governments, collecting property taxes is by no means straightforward. As new taxes are introduced, taxpayers are on the lookout for any possible loopholes. All UK property sales must be registered, so it would appear to be an easy task for the Government to collect the stamp duty that it levies on most property sales. However, the very wealthy have found it worth their while to take their property out of UK legislation by placing it in an offshore trust. As the Sunday Times reported in January 2012,21 more than £100 billion (about US$130 billion) of central London property (about 1 in 20 houses) was held in such trusts, thus escaping the clutches of the taxman. The Government, cottoning on to these loopholes, introduced new legislation in the March 2012 budget, placing a punitive 15% tax on properties over £2 million (about US$2.6 million) which were bought by companies. However, increasing complexity inevitably brings a corresponding increase in unintended consequences, so doubtless there will be further developments.

Failing to learn from the British example, in the 19th century New Orleans introduced its own version of the window tax, taxing houses according to the number of storeys. However, only storeys at the front counted for tax purposes, and so, almost inevitably, builders began to construct houses with just one storey at the front, but with more behind, giving rise to the uniquely New Orleans “Camelback” house.22

Taxation provides a powerful weapon for governments. As well as raising income, it can also be used to attempt to control people’s behaviour, so tobacco and alcohol are often highly taxed. Taxation has existed from time immemorial. The famous Rosetta Stone is a piece of rock that in 196BCE was carved with an important announcement in three different languages – Egyptian hieroglyphs, a written Egyptian script and ancient Greek, thus providing the key to the translation of hieroglyphs. And what information was so important that it needed to be carved into rock as hard as granite in three different languages? It was to express the thanks of the Egyptian priesthood to the ruler Ptolemy V for having declared a tax amnesty, so taxation had obviously been causing anguish even then. Indeed the Old and New Testaments of the Bible are full of references to taxation. Even in the late 2nd millennium BCE, it seems to have been well established, for we find Joseph telling the Israelites that, “When the crop comes in, give a fifth of it to Pharaoh.”23

Most taxation is imposed purely to raise revenue, and over the thousands of years since it was first dreamt up, one might imagine that governments would have worked out how to do this efficiently. However, there are many instances in which the instinct to squeeze out more and more from the populace overrides the evidence that increasing tax rates may actually result in reducing the amount raised. Thus, in 1988, UK Capital Gains Tax was increased from 30% to 40%. This is a tax on the profit that has been made on certain assets, but can be avoided easily enough just by not selling those assets. And so it was that such sales fell steadily, decreasing by more than ¾ over the next five years. This far outweighed the increase in tax raised on the sales that did go ahead, resulting in a fall in the amount that this tax collected from more than £2 billion (about US$2.6 billion) in 1987/8 to £606 million (about US$790 million) in 1992/3, a 70% drop. Research indicates that people are very sensitive to this type of tax and that when it is levied at a rate of between 15% and 35%, for every 1 percentage point increase, there is a fall in total income of between 2% and 5%, with the opposite applying if the tax is reduced.24

One of the problems with taxation is that it is a blunt instrument, and lays itself wide open to exploitation of its unintended consequences. When VAT was introduced in the UK in 1973, businesses in the Channel Islands (which are not subject to VAT) expressed concern that the time taken to process their flower and dairy exports to the UK (where VAT would be charged) would cause unreasonable delays and that consequently their produce would lose its freshness. Low-cost imports from the Channel Islands were accordingly exempted, and this arrangement worked smoothly for many years. However, by 2011 the VAT rate had risen from its original 8% to 20%, and so, with the advent of Internet shopping, it became worthwhile for Amazon and other online retailers to save the VAT by sending CDs and DVDs from mainland UK to the Channel Islands, before they made the return trip back to the UK customers. Amazon for example sold via their “preferred vendor”, a Jersey-based company called Indigo Starfish. Thus, a CD which retailed at £12 from a UK retailer could be sold by Amazon via Jersey at £10 without any reduction in their profit margin. Independent “bricks and mortar” record retailers were already struggling as a result of the fall in CD sales as consumers moved towards downloading music (both legally and illegally) and the price advantage obtained by online retailers was the final straw for many. As a result, between 2006 and 2011 over 2/3 of UK record shops closed (including my local independent store), leaving just 270 in the whole of the country. Graham Jones, author of Last Shop Standing, a book about the demise of record shops, said, “Although there are many reasons why stores have closed down, the VAT loophole is by far the biggest contributing factor.” As the cost of setting up an operation in the Channel Islands is at least £30,000 (about US$39,000), the small independent shop stood no chance.25 The larger bricks and mortar retailers were not exempt either, with the Virgin, Our Price and Zavvi chains disappearing and even the once mighty HMV empire twice falling into administration. Thus, bizarrely, an exemption intended to help daffodil growers and farmers resulted in increased carbon emissions as CDs were ferried between the Channel Islands and the UK mainland, caused the Government to lose tax income (an estimated £85 million [about US$110 million] per year in 2006) and contributed to the end of the high street record shop.26 The Government eventually acted, ending this tax relief in April 2012, but it was too late for the hundreds of shops that had already closed.

If Benjamin Franklin is to be believed, other than taxes, death is the only thing of which we can be certain. However, he probably did not suspect that there could be a curious relationship between the two. In the late 1970s, the Australian Government abolished a tax on inheritances. As an extraordinary result, the death rate in the days approaching the changeover fell, with an appropriate increase in the death rate in the days following. It seems that about 1 in 20 of those dying were somehow able to delay their deaths just long enough to take advantage of the new rules.27 Indeed, Australians appear to have extraordinary willpower for, at the other end of the spectrum, they were given only 7 weeks’ notice that children born on or after 1st July 2004 would receive a “Baby Bonus” of A$3,000 (about £1,600 or US$2,100). Even with so little prior warning, mothers managed to delay the birth of their babies, with the result that 1st July 2004 was the birthdate of more Australian children than any day in the previous 30 years. It is estimated that over 1,000 births were “moved” (about a quarter by more than a week) so as to qualify for the payment. Admittedly, most of these were due to changes in the time of induction or Caesarean section procedures, but even so, it meant that a lot of mothers who had babies entirely naturally, when offered a cash incentive, were somehow able to postpone giving birth.28

The more complex a system is, the more it opens itself to unintended consequences, and the UK tax system certainly fits that bill. By 2009 the UK could boast that its tax code was the longest in the world, running to over 17,000 pages, or about 15 times the length of the Bible. There are around 1,100 different tax reliefs alone,29 and a Daily Telegraph columnist was moved to observe that, “The tax system as it relates to corporate Britain has become wholly untenable. Its design and evolution is now one of such Byzantine complexity that nobody properly understands it. Like the hydra, close off one loophole and the system automatically generates others to take its place.”30 A perfect recipe for unintended consequences. But that sort of complexity is by no means necessary. In 1965/6 the equivalent volume was a mere 1/20 of the length at 759 pages, whilst the 2015 Hong Kong tax code, admired as the most efficient in the world, is just 276 pages.

Governments do have concerns other than economic ones of course. The freedom of their citizens is important to many, and in 2010 an Italian mayor was concerned that Muslim women were being forced by their husbands to wear the veil when they were out in public. He thus introduced a law to put a stop to this, banning any clothing that, “prevents the immediate identification of the wearer inside public buildings, schools and hospitals.” In due course one woman, Amel Marmouri, was prosecuted for transgressing this law whilst standing in a post office queue. She was fined the equivalent of £430 (about US$560), but the result was that, rather than freeing her from the perceived restriction of the covering, her husband said that, “Now Amel will have to stay indoors. I can’t have other men looking at her.” So her freedom, and very likely that of other women in a similar position, has been further restricted as a consequence of a law that hoped to achieve the opposite.31

Equality is another much-vaunted goal of Western governments, but trying to impose it can be akin to grasping hold of a writhing eel. Requiring that companies take “affirmative action” to ensure that a minority group is not under-represented at senior level sounds all very well in theory, but as a 2014 American study has indicated, beneficiaries of this policy are often viewed as being less competent by their colleagues, which in turn creates self-doubt in their own minds. New York University’s Professor Lisa Leslie observed that, “Diversity initiatives are effective, but also produce unintended consequences that can limit the career success of the very groups of employees they are intended to benefit.” Her colleague Professor David Mayer, of the University of Michigan’s Ross School of Business, went on to suggest that it was important to make very clear to everyone involved exactly how affirmative or positive action programmes worked. “A lot of people assume it’s about hiring people less qualified because they are members of a protected group, even though that’s illegal.” As he pointed out, if people know that it’s rather a case of widening the selection process, so that the job is made available to all, regardless of their race, sex or other defining characteristic, then it is “a totally different animal that few object to. Be transparent.”32

Equality legislation may not only run the risk of having a detrimental effect on its recipients, but may even produce exactly the opposite of its intention. The 2010 UK Equality Act was supposed to create “equality of opportunity for all”, and ensure that women should have the same opportunities as men. However, as BBC golf commentator Peter Alliss has observed, in the world of golf this has backfired, resulting in a reduction in the number of women taking part. As golf clubs were required (albeit sometimes grudgingly) to offer women the same membership terms as men, they have also been forced to stop the previously common practice of giving discounts to lady players. As a result, many women have found that they are now unable to afford the fees and have stopped playing. The Ladies Golf Union admitted that their membership had fallen from 189,000 in 2010 to 159,000 in 2014, although they claimed that there were other contributory factors as well.33

Most governments like to at least appear to have the best interests of their citizens at heart. But they can appear to be very secretive, and it was to counter this perception that in 2000 the Labour Government introduced the UK Freedom of Information Act. This gave ordinary citizens the right to obtain non-classified information from the authorities, but also meant that government departments might have to spend a great deal of time and effort in researching the answers to the requests for information, some of which they came to view as being merely vexatious.

One perhaps unusual duty carried out by the UK Government has been the recording of claims of UFO sightings, which since 1959 had been handled by a specific UFO monitoring unit based within the Ministry of Defence. However, after the unit was closed in 2010, a memo reported that any future reports would be “answered by a standard letter… retained for 30 days and then destroyed, largely removing any FoI liability.” Quite understandably, the MoD does not wish to waste time and effort in answering what they see as pointless enquiries about reported UFO sightings. So, rather than retain correspondence which may in future be the subject of an information request, the Freedom of Information Act has encouraged them to destroy these reports, regardless of any value they might have. Whilst it is arguable that much of the information on this subject is of no value, it does not take a great leap to see that other departments may adopt the same approach, destroying potentially embarrassing material rather than running the risk of having it come into the public domain via the Act.34 And sadly, if Britain is subsequently invaded by aliens, we may now never know about any of their earlier visits.

The Prime Minister’s office took a similar approach to the MoD. Just before the Act was introduced, it instigated a default option whereby Downing Street emails were automatically deleted after 3 months unless they had been specifically saved. In addition, the possibility of the public reading their correspondence has made officials more nervous of committing their thoughts in writing at all, and meetings are held of which no written record is kept. As one special adviser commented, “It means that people don’t remember things. It is dysfunctional. Then they check their emails and they don’t exist anymore.”35

Whilst “Freedom of Information” has brought real benefits and opened up the Government to scrutiny, it has also meant that in some areas there is less information to be made available, the public are no better informed and the Government itself is rather more confused about its decisions. Even political biographers, who may have thought that they would benefit from more access to information, may find that there is actually less of it in future. Charles Moore, the biographer of Margaret Thatcher, wrote that whilst researching his book, he had a welcome cornucopia of material, much of which was available online. However, he observed that with freedom of information laws in force, fewer people would be committing their truths to the written word. As writer Adam Gopnik has mused, “Instant transparency does not increase openness – it merely mutes conversation into corridors and off-the-record.”36 When we know that every written word may be subject to public scrutiny, we tend to be much more cautious about what we write.

Governments of major countries are, by their nature, unwieldy beasts, and can suffer from a lack of focus that can derail the worthiest of projects. In 1993, the British Government, noticing the imminent arrival of the Second Millennium, wished to do something special to mark this very special occasion. Their intention was to produce a grand project that would reflect the very best of Britain. The result, sadly, was something rather different.

A Millennium Commission of the great and the good was appointed to deal with the matter. However, over the next five years, the Commission saw a stream of Creative Directors and Government Ministers come and go. Finally, it was decided that the celebration would be in the form of a huge dome (the largest fabric structure in the world) on a piece of industrial wasteland in Greenwich, east London. It would be open throughout the year 2000 and would be filled with (at the time unspecified) wonders that would attract millions of people. The scheme would also regenerate this deprived area. But, as its architect Richard Rogers was later to say, “We had no idea what we were doing. No one did. The Tory government came up with the idea of a business pavilion, then Labour came in and decided it should be about entertainment and culture.”37

Initially, the estimate for the number of visitors to the Millennium Dome (as it came to be known) was 12 million, but it quickly became apparent that this was an impossible dream. In fact, ticket sales over the course of the year amounted to only half that number and a mere £168 million (about US$218 million) of the £793 million (about US$1.03 billion) cost was recouped from ticket sales, sponsorship and merchandising, leaving the £625 million (about US$812 million) deficit to be picked up by the Government and National Lottery.38 A survey indicated that 87% of the 6 million visitors were satisfied with their experience,39 but the brutal fact remains that each of them had had their visit subsidised by over £100 (about US$130). To make things worse, the building itself then languished for a further four and half years, costing another £28.7 million (about US$37 million),40 before it was rescued and transformed into the privately run O2 Arena, a concert venue which at last made a success of the structure.
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