



  




  [image: cover]








    


    




    THE


    NEW FEW








  



    


    




    Also by Ferdinand Mount




    NON-FICTION




    The Theatre of Politics




    The Subversive Family




    The British Constitution Now




    Communism (ed.)




    Mind the Gap




    Cold Cream




    Full Circle




    FICTION




    Tales of History and Imagination




    Umbrella




    Jem (and Sam)




    The Condor’s Head




    A Chronicle of Modern Twilight




    The Man Who Rode Ampersand




    The Selkirk Strip




    Of Love and Asthma




    The Liquidator




    Fairness




    Heads You Win




    Very Like a Whale




    The Clique








  



    
[image: titlepage]









  



    


    




    First published in Great Britain by Simon & Schuster, 2012


    A CBS COMPANY




    Copyright © 2012 by Ferdinand Mount




    This book is copyright under the Berne Convention.


    No reproduction without permission.


    All rights reserved.




    The right of Ferdinand Mount to be identified as the author of this work has been asserted in accordance with sections 77 and 78 of the Copyright, Designs and Patents Act, 1988.




    Simon & Schuster UK Ltd


    1st Floor


    222 Gray’s Inn Road


    London WC1X 8HB




    www.simonandschuster.co.uk




    Simon & Schuster Australia, Sydney


    Simon & Schuster India, New Delhi




    A CIP catalogue record for this book


    is available from the British Library




    ISBN: 978-1-84737-800-2


    eBook ISBN: 978-1-84737-801-9




    Typeset in Bembo by M Rules


     Printed in the UK by CPI Group (UK) Ltd, Croydon CR0 4YY








  



    


    




    For Tommy, Archie and Maya








  



    


    




    CONTENTS




    INTRODUCTION The Few make a comeback




    PART ONE


    THE CORROSION OF CAPITALISM




    The curious case of Mr Aldinger’s teeth




    Fred’s tenner




    The twilight of the shareholder




    The depersonalizing of savings




    The division of the spoils




    The three illusions




    Escape routes




    A stewards’ inquiry?




    The oligators – a brief intermission




    PART TWO


     THE EROSION OF DEMOCRACY




    The party’s over now




    Don’t vote, it only encourages them




    Closing the local




    A terrible squash on the sofa




    Sir Humphrey takes a back seat – or does he?




    Permanent recess – the decline of the House of Commons




    Stuck on the Eurostar




    PART THREE


    WAKING UP




    Glimmerings in the boardroom




    Coalition – a new world symphony?




    Are we getting anywhere?




    

      The Bankers




      The Parties




      Parliament and government




      Localism – the real thing?




      Europe – the unexpected reveille


    




    Inequality – the underlying question




    

      Abdul and Sir John


    




    The riots and after




    

      NOTES


    




    FURTHER READING




    BIOGRAPHICAL NOTE




    ACKNOWLEDGEMENTS




    INDEX








  



    


    




    

      

        

          

            ‘Never in the field of human commerce was so much paid by so many to so few.’




            ANON, 2008




            ‘For quite fifty years past the general drift has almost certainly been towards oligarchy. The ever-increasing concentration of industrial and financial power; the diminishing importance of the individual capitalist or shareholder, and the growth of the new ‘managerial’ class of scientists, technicians and bureaucrats; the increasing helplessness of small countries against big ones; the decay of representative institutions . . . all these things seem to point in the same direction.’




            GEORGE ORWELL, Second Thoughts


            on James Burnham, 1946


          


        


      


    








  



    


    




    
INTRODUCTION




    The Few make a comeback




    ‘Oligarchs’. It is a strange sensation to hear the word again. We had almost forgotten it existed. Oligarchs seemed to belong to the distant past, the age of the eighteenth-century Whig magnates or the doges of Venice. Oligarchy was a problem for Aristotle and Herodotus, not for us good democrats. Then, almost overnight it seemed, a handful of nimble freebooters leapt into the gap left by the collapse of the Soviet Union and scooped up for a song the country’s huge reserves of oil, gas and minerals. These new ‘oligarchs’, as they were swiftly dubbed, amassed personal wealth on a scale not seen under the czars. They then fanned out around the world, buying football clubs, palaces and works of art with an abandon that seemed reckless to the rest of us but which scarcely dented their colossal fortunes. It has been an amazing, shocking spectacle, but one which seemed to have nothing much to do with those of us who live in what used to be called the West. Or has it? Could it be that, without knowing it, we have been hatching our own oligarchs?




    For we also have had our surprise. In fact, it is the great surprise of our times, and an unwelcome one too, which is why we have taken so long to confront it. But the evidence is plain enough if we look: the Few are back on top. The twentieth century was billed as ‘the century of the common man’. That century has now come and gone. But instead of democracy widening and deepening as we had hoped, power and wealth have, slowly but unmistakably, begun to migrate into the hands of a relatively small elite. That migration is now continuing into the present century and shows little sign of weakening, let alone going into reverse.




    When Gordon Brown declared just before the last election that ‘the Labour Party must stand up for the many, not the few’, he was parroting a political cliché of our times.1 We took it for granted that, as the years went by, the management of affairs and the enjoyment of rewards would be more widely spread. We expected to become more equal both in power and pleasure. More and more individuals and groups who had previously exercised little control over their own lives would now have a bigger say. And the worst off too would share in the rising prosperity. Of course the more agile politicians would surf this incoming tide and grab as much of the credit as they could, but the tide would be coming in whatever they did or didn’t do.




    But has it turned out that way? Doesn’t this harping on the theme of ‘the many, not the few’ betray rather an embarrassed recognition that, in practice, the few have been doing very well for themselves? Far from being gradually dispersed, power seems to have been tightly gathered in the hands of a small number of dominant characters.




    Now and then we do recognize, with some uneasiness, social trends that we had not expected and do not welcome. We cannot help being aware, for example, that inequality of income has been increasing in recent decades, under Labour governments as well as under Tory ones. Books such as The Spirit Level (2009) by Richard Wilkinson and Kate Pickett and Injustice (2010) by Daniel Dorling have argued passionately that this excessive inequality lies at the root of many social evils. Both the Conservative and Liberal Democrat leaders in the Coalition accept a lot of their diagnosis. Under Tony Blair, the Labour Party was unwilling to talk much about inequality for fear of being tagged as an old-fashioned socialist party stuck in the past. But under Ed Miliband, Labour seems to be returning to its ancestral crusade for a more equal society. So there is a tacit consensus now emerging that something has gone wrong.




    What confronts and confuses us is a quite unexpected change of direction. For thirty years after the Second World War – in fact probably ever since the First World War – the gap between rich and poor had been narrowing; often not by much and seldom as a result of deliberate policy, but narrowing none the less. When the sociologist W G. Runciman published his classic Relative Deprivation and Social Justice in 1966, relative deprivation was actually declining. It was expected that, as economic growth continued, the poor too would enjoy their share, and more than their share of that growth. Of course people on low incomes still had very good reasons to resent being worse off than the people above them, but they also had reason to hope that this disadvantage would soften as the years went by. The slow amelioration of inequality was tacitly understood as a collective purpose, shared by all political parties.




    Nobody seems to be very clear precisely why Britain has become more unequal again in the past thirty years. And the gap is still widening today. Forbes Magazine reports that, overall, the ratio of the total rewards of chief executive officers of FTSE 100 companies to the pay of the average UK employee rose from 45 to 1 in 1998 to 120 to 1 in 2010. According to Missing Out, the report of the Resolution Foundation (July 2011), over the past thirty years the share of national income going to the bottom half of earners in Britain has fallen steeply. Real wages nearly doubled overall during those thirty years, but only 8 per cent of that growth went to the bottom earners. The wages of the top 1–5 per cent of the working population have gone on zooming into the stratosphere, recession or no recession, while wages at the bottom remain virtually stagnant.




    Nor, four years after the crash, is there the slightest sign of repentance. On the contrary, the men at the top have become even more insatiable. At a time when average living standards are being severely squeezed, Incomes Data Services reported at the end of October 20112 that the pay packages of directors of FTSE 100 companies have soared by 49 per cent in a single year, to an average figure of £2,697,644. Chief executive officers collected rather more, an average of £3,855,172. Some of their number soared far beyond that level: Mick Davis of Xstrata collected over £18 million, Michael Spencer of Icap over £13 million. Even in the Civil Service, which is after all directly under government control, bonuses continued to rise to a total of £140 million. The Ministry of Defence alone handed out bonuses worth £45 million. In that same year, the pay of the average employee rose by a paltry 2.7 per cent. The bottom tenth of workers did even worse. Their pay went up by an invisible 0.1 per cent.3




    We did not expect this at all. And most of us are at a loss to understand exactly what has happened. If you picked your way between the tents tethered outside St Paul’s Cathedral in the autumn of 2011 or listened to the protesters in other city centres, you would, I think, have been struck not only by their rage against the bankers but also by their bewilderment. Those rough-scrawled slogans and laments pinned to the cathedral railings had no coherence, nothing you could call a logical argument or a clear set of demands.




    None of the conventional explanations seems to provide a satisfactory answer. Changes to the tax system in favour of the top earners might help to explain the growing inequality in post-tax incomes. But the real shock has been the rise in the pre-tax incomes of the top earners. Besides, inequality in Britain went on growing during the twenty years during which Nigel Lawson’s tax rates were left unchanged. As a result of those lower rates, in fact, the rich paid far more tax than they ever had before and provided a much higher proportion of the Treasury’s total revenue. So tax changes don’t look much like the main problem – and they don’t look much like the main answer either.




    Oddly enough, the protesters outside St Paul’s agree with the high priests of capitalism that globalization is the villain. Professor Irwin Stelzer, resident guru to Rupert Murdoch, argues in his Sunday Times column4 that globalization has brought a level of affluence undreamed of to millions of Chinese and Indian workers, ‘but globalization has also exacerbated inequality in many Western countries, especially America’. On the one hand, managerial skills can now be marketed internationally and fetch higher prices as a result. ‘The news is less good for the woman making T-shirts or trainers’ in the USA. She is undercut by millions of Chinese who are ready to work for a dollar a day. Globalization hurts the workers in Britain and the USA, but it’s a golden opportunity for the footloose elite.




    At first sight, this argument sounds quite convincing. But if you think about it, there’s a bizarre inconsistency lurking in there. If global competition levels down the wages of people who make trainers or motor cars – which it obviously does – then why doesn’t it level down the wages of managers and the professionals too? There are, for example, millions of well-educated Indians who can handle a spreadsheet and could easily acquire those precious managerial skills (if they haven’t already), and who are ready to travel anywhere in search of better opportunities. This sort of competition from the emerging nations ought to nudge top-level rewards downwards, just as it does for workers in call centres and car factories, other things being equal.




    The suspicion grows that perhaps other things are not equal. Are the markets for top talent genuinely free? Or are they constrained and distorted in various ways – by monopoly power, by professional cartels to keep wages high, by government regulation, by stitch-ups in the boardroom, by undetected market abuse, not to mention by the ancient arts of carve-up, scam and outright looting?




    It seems unlikely somehow that this sharpening inequality should have emerged as a natural economic development in so many countries. It seems more like a symptom of something else, some deep-lying alteration in our custom and culture, not so much as a malign by-product of capitalism but as an undiagnosed malfunction or series of malfunctions.




    Some people would prefer to brush the whole question aside. ‘Surely,’ they will claim, ‘it is better to tolerate some degree of inequality if it energizes the economy. A rising tide lifts all boats. Anyway, how can you possibly decide at what level inequality becomes intolerable? You surely are not arguing that everyone’s income should be mathematically equal?’




    This response might have sounded all right twenty or thirty years ago. But it ignores the very different character of inequality today. The blunt fact is that wealth is not trickling down to anywhere near the bottom. The rowing boats are stuck on the mud. Many of the worst off are sinking into a demoralized and detached underclass, just as the top earners are congealing into a super-class who hardly belong to the society they flit through. What is so dispiriting is that the gap appears to be widening all the time, regardless of whether we are going through a boom or a slump, and certainly regardless of which party is in power.




    As a result, we begin to sense that we are living in a dislocated society. When George Osborne says ‘We are all in this together’, it sounds grotesquely implausible, which it would not have done a generation ago. Who would have expected then that there would now be a think tank called the Centre for Social Cohesion or that Tony Blair’s Cabinet Office would have had a Social Exclusion Unit?




    It’s much the same story with the other disquieting trend that we cannot help noticing: the trend towards centralization. Power in Britain used to be spread around in a rather casual, even haphazard fashion that had grown up over the years. We rather looked down on Continental countries such as France, which had inherited a highly centralized State from Napoleon and Louis XIV But now, to our dismay, the roles are reversed. While many other European nations, not least the French, have been busily decentralizing their arrangements, power in Britain has drained away from private individuals and local communities to central boards, and bureaucracies, and government agencies, and ministries.




    Again, we lament the change without having much clue about its causes. Why in one area of life after another has centralization become the default solution, the irresistible option? What or who is driving this apparently inexorable trend? How come local government was so effortlessly stripped of its old powers? Is it possible that centralization and inequality are related, that the one trend enables the other, and that both are facets and consequences of oligarchy?




    We have managed to identify some of the villains who were to blame for the collapse of the banks. But we have not properly pinned down how and why they did it. It seems to be the case that unconstrained and self-perpetuating oligarchies have managed to manipulate the public and private institutions that they control and scooped a hugely disproportionate share of the rewards for themselves. In the same way, MPs and Euro MPs have abused their sovereign power to collar small fortunes in expenses and to exact handsome rents from big corporations and institutions via lobbyists. These abuses are not accidental but built into the system. Indeed, the political and economic tendencies towards oligarchy appear to gain much of their strength by their intertwining with one another. But how and why has this come to pass?




    It is oligarchy – the rule of the few – that appears to be the common denominator of the system. What is it that makes oligarchy possible in the first place and then sustainable over the longer term? Well, we instinctively assume that it must be the absence of constraints: legal constraints, moral constraints, constitutional restraints. Where the rules are no longer obeyed, or never existed in the first place, or have become hollow ceremonies, then the oligarchs flourish. And the reason why these constraints have gone slack, or disappeared altogether, must be because we have not kept them in good repair. We have not paid attention. We have not examined the system closely enough to identify the mechanisms (or the absence of them) that have got us where we are today.




    Let us be clear exactly what we are talking about. I am not claiming that either our system of liberal democracy or the rule of law has suffered an irreversible collapse. Not for the first time in history, oligarchs flourish under the rule of law and within the framework of a democracy. It is a mistake to confuse oligarchy with dictatorship or arbitrary rule. In all the previous long-running oligarchies – the Serene Republic of Venice lasted a thousand years, the Whigs dominated Britain for most of the eighteenth century – the law protected the property of the oligarchs and also kept the civil peace which they enjoyed. At the same time, as in the Roman Republic, another long-running oligarchy, periodic elections (admittedly on a restricted franchise) gave the system a rude legitimacy. So you cannot tell simply by examining a country’s formal constitutional arrangements whether that country is in reality a thoroughgoing democracy or whether it is a finely feathered (and sometimes well concealed) nest for a brood of oligarchs.




    Britain in the twenty-first century is certainly not a full-blown oligarchy. What we live in would be better described as a flabby, corroded type of liberal democracy, in which the oligarchs have been enjoying a free run. It resembles a school like the fictitious Narkover invented by the humorist Beachcomber, in which life bears only a flickering resemblance to the high-minded promises of its prospectus and which is really run by and for the tough eggs of the Upper Sixth, with the tacit collusion of the masters.




    It would be a comfort to be able to pin all the blame on one political party or party leader. Then we could hope that another party or a new leader could set a new direction and instantly begin to undo the damage. But the damage seems to go deeper and to reach further back. The dismal truth is that pretty much every government in the past thirty years has, wittingly or unwittingly, helped the oligarchs’ cause in one way or another. It was, for example, Margaret Thatcher and the Conservatives who set Britain’s bankers free in the Big Bang of 1986. It was under Bill Clinton and the Democrats that America’s bankers were similarly unleashed by the repeal of the Glass–Steagall Act in 1999. The Left is certainly entitled to criticize Margaret Thatcher and Ronald Reagan where they introduced free-market policies without thinking carefully about the consequences. But that critique would be more impressive if governments of the Left had not made much the same mistakes in imitating their reforms.




    The trouble is that, on the whole, politicians can only think about one thing at a time. In the 1980s and 90s, the overriding imperative was to bring Britain back from the brink of economic collapse. All that mattered was to make her industries and services competitive again, to liberate the energies of her managers and to turn the country back into a place that people wanted to live and work in. In that desperate eleventh-hour enterprise, Margaret Thatcher was a towering figure, indefatigable and implacable. The force of her personality was, if anything, more respected and admired overseas, but very few people in Britain would seriously deny the extent of her achievement. Unfortunately, in the heat and smoke of that long and painful battle, other abiding imperatives were lost sight of: the need to maintain the shape of our democratic institutions, the need to preserve the local dimension, the proper governance of companies and the importance of making them fully accountable to their shareholders and to the public interest, the need to keep markets free of harmful monopolies and to root out restrictive practices in the boardroom no less than on the shop floor.




    Half the time, I have to confess, I was as blind to these other imperatives as most people. In fact, I was in a tiny way complicit, a foot soldier in the long march towards oligarchy. As a junior official in the Conservative Research Department, I wrote papers for Sir Keith Joseph urging total co-ordination and centralization of all the local health and welfare services. Later on, in the early 1980s, when I was working for Margaret Thatcher, I was sent off to the Department of the Environment to devise a means of capping the domestic rates. The Deputy Secretary, Terry Heiser, warned me that, if we went down that road, local government would never be the same again. ‘But Terry,’ I said, ‘it’s only going to be temporary.’ Of course it wasn’t, and thirty years later, local government is still a pale and neutered shadow of its former self.




    Just as bad were my sins of omission. As a political journalist, I went to the party conferences year after year and devoted hundreds of column inches to mockery of their rowdy and chaotic proceedings. I did not fully grasp that these seaside get-togethers were a precious remnant of how democracy used to be. They represented one of the few remaining occasions where the politicians collided with the people. I am conscious now of how little I bestirred myself to defend their rude integrity when both Labour and Conservative leaders began to emasculate the conference debates and reduce them to slick PR rallies.




    Only as I began to write about the British constitution in the 1990s did I begin to twig that almost all the changes that were happening to the system were dragging it in one direction, towards oligarchy and centralization. And only when I was gathering evidence as a member of the Power Commission in the early years of this century did I really grasp how deep the disillusion had sunk; how much people resented the draining away of power and how impotent they felt to contest its loss.




    This is not a party-political tract, and it is certainly not a critique of the free market either. I am all in favour of the market, but I believe that what Adam Smith called ‘the Invisible Hand’ of free enterprise can operate to the public benefit only within a robust framework of law and practice. His masterpiece, The Wealth of Nations (1776), is as much a warning about the potential abuses of market power as it is a celebration of the free market. And that warning is as fresh and relevant today as when it was written 200 years ago. No one knew better than Adam Smith the dangers of monopolies and cartels: ‘People of the same trade seldom meet together, even for merriment and diversion, but the conversation ends in a conspiracy against the public or in some contrivance to raise prices.’ Those words should be inscribed above every minister’s desk and the entrance to every luxury conference hotel. Smith devotes much of his energies to explaining the legal and social structures required to support and guide the ‘invisible hand’ of the market, so that it operates to the public benefit. And in his less famous companion volume, The Theory of Moral Sentiments (1759), he tells us that none of this would be any good without the moral sympathies that bind us together. The trouble with the so-called ‘neoliberals’ is that they have not been neoliberal enough. They have not read too much Adam Smith but too little. There is a moral case for reform, but there is an economic case too.




    Nor is this essay a complaint about the vulgarity of the nouveaux riches – about their yachts the size of hotels, their wrists dripping with diamonds, their string of island hideaways and marble penthouses, their mistresses with improbable lips and their birthday parties costing the budget of a small African nation. That is an old lament. Ancient Romans and Greeks complained about the conspicuous wealth of Crassus and Croesus and the methods used to acquire it. The poet Horace deplored the tonnes of marble wasted by the profiteers from Rome on building their holiday villas out over the Bay of Naples.




    My purpose is not to launch a polemic against the personal avarice of the oligarchs but rather to identify the oligarchic tendencies that have gathered such momentum in recent years, and to try to identify the historical factors which have let it all happen. Only when we understand how we got here can we hope to work out a route to a better place.




    Oligarchic control is not a natural extension of capitalism or liberal democracy. It is a preventable corrosion. It is not the case that all advanced societies are equally oligarchic, or that oligarchy is always advancing. By exercising sustained determination and ingenuity, we can begin to reverse the pernicious trends. The excessive power of the oligarchs has been broken before. It can be broken again. It is a feeble form of fatalism to suppose that capitalism cannot be reformed and regenerated so that it benefits the many rather more and the few a good deal less.




    We need to remember, after all, that over the past century capitalism has gone through a strange up-and-down experience. During the first part of the period, the intellectual fashion was to pronounce capitalism a busted flush, a discredited and moribund system that would die of natural causes within the foreseeable future or otherwise have to be put down like a sick pet (the intellectuals were divided on whether euthanasia would be required). Then capitalism was pronounced, often by many of the same intellectuals, to have made a miraculous recovery. Henceforth all its operations were greeted with wonder and admiration. Almost overnight, this discredited system could do no wrong, and other ideologies such as socialism had hurriedly to make their peace with this resurrected super-system. In reality of course, the workings of the free market are as imperfect as any other human activity. Capitalism may have been raised from the dead, but it has not been raised incorruptible. It is time that we looked more closely, with an undeceived but not unsympathetic eye, to see what has gone wrong and began to think carefully about how we might begin to put it right.




    I put the quotation from George Orwell at the head of this essay for two reasons: to remind ourselves what an unerring eye Orwell had for unwelcome realities that nobody else at the time felt like facing; and also to point out just how long it has been, more than sixty years (and as we shall see, a lot longer than that), since the oligarchic tendencies have been gathering strength. But there is another quality that we need to disinter from Orwell’s work and resurrect and adopt for our own use. And that is his optimism. He is often wrongly seen as a Jeremiah in a tweed jacket. In fact, what shines through his writings is his belief that no historical process is inevitable. Even Stalin’s empire, so seemingly omnipotent and unshakable when he was writing Animal Farm and Nineteen Eighty-Four, would pass away. In the same essay written in 1946, from which I take my epigraph, he also said: ‘The Russian regime will either democratize itself or it will perish. The huge, invincible, everlasting slave empire will not be established or, if established, will not endure, because slavery is no longer a stable basis for human society.’




    What is true of communism is true of oligarchy too. We make our own destiny, and we can unmake it if we really want to.




    This book has, I think, a pretty straightforward plan. In Part One, we retrace the story of how capitalism began to deviate from the way it was supposed to operate, and we identify the mechanisms that opened the way for the oligarchs to grab the spoils. In ‘The Oligators – A Brief Intermission’, I offer a brief sketch of what an oligarchy looks like, what are the influences that tend to generate oligarchy (the ‘oligators’), what are the features that enable it to survive and what are its besetting defects. In Part Two, we tackle the political realm: how our political leaders have castrated the democratic structures of their parties and undermined the independence of local councils and other outside bodies to produce a new centralized politics. In ‘Waking Up’, we move on to the present: first, we look at the signs that politicians and business leaders are waking up to the dangers; we examine what sort of proposals are on the table and assess their chances of doing the trick. Then we give the Coalition a half-term report. Finally, we offer a rough route map for getting to a better place, and quite briskly too.
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The curious case of Mr Aldinger’s teeth




    For a brief moment, the fate of Western capitalism appeared to depend on William F. Aldinger’s teeth. It was on 30 May 2003 that the shareholders of the Hong Kong and Shanghai Bank Corporation assembled in the Barbican Theatre for their annual general meeting. HSBC was at the time the most admired bank in Britain. It probably still is, though the competition for the title is not what it was. The bank had swollen to a colossal size, swallowing among others the Midland Bank, itself one of the largest high street banks in the world. Now HSBC was to gulp down another enormous mouthful, the firm of Household International plus William F. Aldinger III, its chief executive officer. Household supplied mortgages to nearly 50 million Americans who would not otherwise have been able to obtain one – ‘sub-prime mortgages’ as they were politely known, or ‘trailer-park mortgages’, as they were more brutally dubbed.




    Household did not come cheap. HSBC had agreed to pay $13 billion for the company, or £9 billion. Bill Aldinger did not come cheap either; his three-year pay deal worked out at $57 million or £35 million. His fringe benefits were equally spectacular. His salary was encrusted with as many add-on gems as Damien Hirst’s skull. A private jet to ferry him to and fro from the States was a routine requirement. The jewel in the crown was HSBC’s undertaking to meet the bills for the dental care of Mr Aldinger and his wife, Alberta, until the day they died.




    For many shareholders this was a bridgework too far. Not only were the terms of Mr Aldinger’s personal engagement absurdly sumptuous; Household itself had a decidedly dodgy reputation for pressing its needy customers too hard and charging usurious rates of interest. The company was beset by lawsuits from aggrieved customers and constantly abused on a bunch of websites dedicated to its alleged misdeeds. The whole venture was decidedly out of character for HSBC, which, for all its dazzling growth, had a sound conservative reputation. Alone among the big high street banks, it did not lend out a hazardous multiple of the money it took in on deposits. Its reputation for reliability had spread across the world, not least because of its long-term chairman, Sir John Bond, a bouncy, owlish character who had spent all his working life with the bank, the last ten years of it at the top. He had been CEO from 1993 until he took over as chairman in 1998. Sir John was famous for his parsimony – by bankers’ standards, that is. He paid himself a mere £2.1m million a year in salary and bonuses, and collected the same amount again from a long-term incentive plan. Far from demanding a private jet, he had been known to travel economy class, at least on short-haul flights. He was not in the Aldinger class.




    Why, then, did he persist in laying out these huge amounts for a dubious company and a CEO, both of whom had been repeatedly accused of ‘predatory lending’? Neil Collins, city editor of the Daily Telegraph, wrote the day after the AGM that ‘Household is the sort of acquisition that has danger written all over it’.5 If you specialize in lending money to borrowers whom other banks won’t touch, Collins argued, ‘you have to charge them more to compensate for the ones who don’t pay, and such is the desperation of some borrowers that the temptation for usury is ever-present.’ As a result of succumbing to such temptations, Household’s name was mud. And of course HSBC could hope to make the company more profitable only by squeezing its customers harder still, at incalculable cost to HSBC’s own reputation.




    Yet Sir John insisted to indignant questioners that Bill Aldinger, like the company he ran, was worth every penny. His services could not have been obtained for less. If they replaced him, they would have to pay the same or more. So ungrasping had Bill been that he had not even asked for a contract. A handshake was good enough for him. As for Household, it was a first-rate company, which lived up to its motto ‘helping everyday people every day’. As for predatory lending, well, the New York State definition of it was 8 per cent above the rate on long bonds, and this would catch most credit card companies in the UK.




    As Bond carried on, imperturbable, unflustered, I looked along the row of distinguished directors up on the Barbican stage. Aldinger was sitting at the end, equally imperturbable. He was mild and pale with a long face, a Milquetoast of a man. In an Ealing Studios film about a man who got away with £35 million he would have been played by Sir Alec Guinness, or in the remake by Tom Hanks. He kept his mouth firmly shut throughout the meeting, offering the shareholders no clue as to the scale of the dentists’ bills they were letting themselves in for.




    While I was watching Mr Aldinger’s unmoving lips, the debate had now switched from his teeth to the pay rates of the office workers on the forty-first floor of HSBC’s tower at Canary Wharf, a magnificent structure visible from the middle of Essex to the North Downs. Abdul (he offered no other name) rose to complain that the contractors who employed him to clean Sir John’s office gave him a mop and a bucket and £5 an hour, with no pension and a lousy sick-pay scheme. Sir John, for the first time looking a bit flustered, said that the contractors paid the going rate (just as he had argued five minutes earlier that they were paying Mr Aldinger the going rate, only the going rate happened to be a smidgeon higher).




    Abdul was loudly applauded by his fellow toilers who had come with him. After he had sat down, the shareholder action groups – the Pensions Investment Research Consultants (PIRC) and the National Association of Pension Funds – went on grumbling about this and that. But none of it made the slightest difference. The remuneration packages of all the directors, including Bill’s golden hello and the care of Bill and Alberta’s teeth, were approved with only a scattering of dissentients. The acquisition of Household had already been approved by 99.3 per cent of the votes at an extraordinary general meeting. Like almost all such AGMs, the whole occasion was a charade, an empty ritual which gave the shareholders the semblance of a hearing and put the management through the semblance of a grilling.




    Two years on, Sir John was still cooing with delight at getting hold of Household. The Financial World described it as ‘one of Bond’s greatest achievements’. In an interview headed ‘Premium Bond’,6 Sir John claimed that ‘external observers suggest that we could have paid £6 billion [to] £11 billion more than we paid for it. It has done everything we expected of it.’ Eighteen months later, on 7 February 2007, the new CEO of HSBC, Michael Geoghegan, had to announce the first profits warning in the history of the company. Debt provisions were over $10 billion, almost entirely because of catastrophic bad debts in Household. What had happened was that cash-strapped customers had taken out second mortgages to enable them to repay their first mortgages and they were now failing to make payments on these second mortgages as well. Yet despite having to issue this profits warning and the unmistakable shadow of worse to come, Geoghegan declared defiantly, ‘This is a dream portfolio.’




    Looking back, we can see that this HSBC profits warning was the first brick in the Great Wall of capitalism to crumble. The first distant rumbling of the rapids was audible to anyone who cared to listen. Within days of the HSBC warning, shares in other sub-prime mortgage specialists began to collapse one after the other – New Century Financial, Fremont General, Novastar Financial. Big banks such as Barclays and UBS shyly admitted that they too were exposed to the sub-prime market. UBS closed its hedge-fund division. Bear Stearns was engulfed in speculation. It emerged, to general consternation, that nobody seemed to know, not even the banks themselves, exactly how far they were exposed through parcels of sub-prime loan that had been ‘sliced and diced’, transformed into securities and sold on to other traders. Then in September 2007, the Northern Rock disaster began.




    By the time the credit crunch had reached its worst across the Western world, there was no more disguising the fact that HSBC’s acquisition of Household International had been a hideous mistake. Bond’s successor as chairman, Stephen Green, who had been CEO when the purchase of Household went through, also happens to be a priest in the Church of England (he is now Lord Green and a minister in the Coalition government). He could do no other than tell the truth: ‘It is an acquisition we wish we hadn’t done with the benefit of hindsight, and there are lessons to be learned.’




    In March 2009, HSBC abandoned its sub-prime lending business, and Household was run down. The whole investment was written off and the company was effectively worthless. The damage was far worse than the $13 billion that HSBC had paid for the business. HSBC had to set aside no less than $53 billion in three years for bad loans, most of them relating to Household. Fund managers who had always been sceptical of the deal now described it as a ‘catastrophic investment’ and ‘an absolute disaster’. It is important to remember just how many people had from the start thought that the venture was crazy. There was no need for ‘the benefit of hindsight’. Shareholders and commentators alike could see at the outset that the whole idea was irrationally conceived and likely to benefit scarcely anybody, not the shareholders, not HSBC’s existing customers nor its existing workforce – with one crucial exception. Senior management could expect to draw even larger salaries and claim even more extensive perks, now that the empire they controlled was significantly larger. Prince among this small group who would benefit from the deal was of course their new colleague, William F. Aldinger III, not to mention his wife and his dentist.




    Any reasonably sane person would, I think, have come away as I did from the Barbican Theatre that day at the end of May 2003 thinking that there was something seriously wrong with the workings of capitalism at the beginning of the twenty-first century. Sir John Bond was, at a rough computation, being paid not ten or fifty times but 400 times what Abdul the cleaner was being paid, and he was being applauded for taking an enormous gamble with the firm’s money that seemed, to most rational observers, rather unlikely to succeed. Ultimately, the firm’s money – its capital base at any rate – consisted of the savings of a vast number of ordinary citizens, most of whom would have thought it crazy to fork out so many billions for the privilege of taking on the mortgages of people who could not afford to pay them off. Trooping out of the bowels of the Barbican, even those who believed devoutly in the free market as the least bad system of supplying human wants would have experienced a little queasiness, like confirmed meat-eaters after their first visit to an abattoir.




    Back at the Barbican for the annual general meeting eight years later on 27 May 2011, shareholders were if anything angrier than ever. They revolted against everything: the manner of the appointment of the new chairman, Doug Flint; the pay of the new chief executive, Stuart Gulliver, who earned a total of £6.2 million; and the new remuneration plan. Flint, who himself took home £4.11 million per annum, had to admit that the acquisition of Household had been ‘a very black mark on our history’, and that HSBC had delivered ‘disappointing and inadequate’ returns over the past five years; even the FTSE index had improved by 25 per cent, while HSBC shares had risen by a pathetic 3.5 per cent. In fact, if you go back to the day of the Barbican meeting in May 2003, HSBC shares had not risen at all in the past eight years but actually declined, from 721 on 30 May 2003 to 627 on 4 July 2011. Easy enough to blame this abysmal performance on the Bank Crash, but not so easy when it is the conduct of your very own mega bank that helped to trigger the crash. And yet here was Gulliver’s pay, just as substantial as the wodge that Sir John Bond had taken home. The gap between the remuneration in the boardroom and the wages on the shop floor had become, in the words of one small shareholder present, ‘obscene’. Nothing could stop the gravy train, not even the biggest disaster in the history of the bank.




    You might charitably consider the possibility that the Household catastrophe was a one-off accident, the consequence of a rush of blood to the head. Many other British companies, not just banks, had come to grief trying to gain a foothold in the US market; it seems to be a challenge that is hard to resist for CEOs with oversized egos.




    Yet the evidence from the great bank crashes of 2008 is too overwhelming to dismiss the HSBC debacle as a freak. For exactly the same hubris, the same unwinnable bet brought down Lloyds and brought down the Royal Bank of Scotland.




    Nobody in their right mind would have acquired HBOS, which was a festering morass of bad debts, least of all in the middle of the biggest financial crisis since the Great Depression. Yet that was what Eric Daniels, the supposedly cautious conservative CEO of Lloyds, did, seemingly without a second thought. It was offered as an excuse that Gordon Brown had suggested the idea to Daniels’s chairman, Sir Victor Blank, at a party. But no grown-up executive would bet the future of a bank as large and venerable as Lloyds on the strength of a passing whim of a Prime Minister. Daniels lamented afterwards that they had not had time to do due diligence on the state of HBOS. But every observer could see that HBOS was a stinking midden. Who could possibly benefit from such a merger? Not the staff, many of whom would lose their jobs as the number of branches was cut. Not the customers, to judge by past experience: as banks have grown larger, their service to the customer has become increasingly peremptory and impersonal, especially to small business lenders. To the shareholders then? Forget it. Any payback from swallowing such an indigestible beast as HBOS would be years away, if indeed there ever was one. No, as with HSBC and Household, the only beneficiaries on the horizon would be the senior management, who could start paying themselves even larger bonuses, and start doing so immediately, simply because they now presided over an even larger company.




    This rebarbative conclusion applies with even greater force to the case of Sir (now Mr) Fred Goodwin and the Royal Bank of Scotland, to which I now turn with a mixture of horror and fascination.








  



    


    




    
Fred’s tenner




    A few minutes after the train had left Edinburgh, I gave the bar attendant a £20 note for a cappuccino and got a tenner in my change. The sumptuous engraving of the earth-brown banknote caught my eye: ‘The Royal Bank of Scotland promise to pay the bearer on demand TEN POUNDS STERLING AT THEIR HEAD OFFICE HERE IN EDINBURGH BY ORDER OF THE BOARD 19th September 2006.’ This stirring promise was signed by the Group Chief Executive, whose sprawling signature sliced across the Royal Bank’s coat of arms with its thistle at the bottom and above it the bank’s motto ‘FIRM’. For all its flamboyance, the signature was still easy enough to decipher. It read: ‘Fred Goodwin’.




    By the time I pocketed the tenner, four years after it had been printed, almost every word on the banknote was a howling lie. The Royal Bank of Scotland had effectively gone bust and could no longer promise to pay anyone anything unaided. It continued to exist at all only because it was considered ‘too big to fail’, and the government had stepped in and taken a majority shareholding, which eventually came to constitute 70 per cent of the equity, in return for pumping in billions to keep the business alive. Between them, RBS and the other ancient Scottish bank, the Bank of Scotland, which had already merged with the Halifax and was soon to be merged with Lloyds Bank, had received no less than £37 billion of public money. The RBS share price had collapsed from a peak of £18 to a nadir of 11p. And Sir Fred Goodwin, the famous Fred the Shred, once voted ‘European Banker of the Year’, had resigned in utter ignominy. The company’s motto now looked like a hideous joke. The Bank had turned out to be about as firm as porridge. All that remained, four years on, was Fred’s faded signature on a crumpled note. That and, I suppose, the thistle on the coat of arms.




    Goodwin might have departed in ignominy, but he certainly did not depart in poverty. During his eight years as head of RBS, he paid himself around £30 million in salary and bonuses. And he left with a pension pot of £16 million or more, estimated to deliver him about £700,000 a year for the rest of his life.




    Was his downfall, and the bank’s, to some extent a matter of bad luck? Was the collapse of RBS at least in part a knock-on consequence of the worldwide credit crunch, for which Fred Goodwin can at worst shoulder only a fraction of the blame? Did he really deserve the title that stuck to him of ‘the world’s worst banker’?




    The answer is No, No, and emphatically Yes. Goodwin’s increasingly reckless conduct of the mega bank cannot be excused simply because other people, both in the City and the media, were taken in by his abrasive manner and cheeky self-promotion and were impressed by his eagerness to seek out bigger and bigger deals at whatever price. The bank he inherited was in pretty sound shape. Even during his first couple of years as Chief Executive Officer, the bank was more or less fully funded; its lending was pretty much covered by the loans it took in from its depositors. The massive expansion of its loan book, the headlong acquisition of business after business, culminating in the takeover of the Dutch bank ABN-Amro at a comically inflated price, coupled with RBS’s growing dependence on borrowing from other banks as well as its exposure to virtually limitless losses on derivatives and other complex financial products turned it from one of the world’s safer banks into an accident waiting to happen. To have transformed RBS in so short a time from a leading if unadventurous provincial bank into one of the largest banks in the world was a measure not of Goodwin’s genius but of his hubris. After his downfall, it was pointed out that he lacked any training in banking or any formal banking qualifications – a deficiency he shared with another sharp-elbowed thruster, Andy Hornby, who over more or less the same period hugely expanded what had once been the staid old Halifax Building Society, took over Scotland’s other ancient bank and brought the resulting HBOS Group to its knees in almost exactly the same way Goodwin destroyed RBS. What both men really lacked were the essential qualities of any banker: prudence, thoughtfulness and a sense of proportion.




    Everything about Goodwin was monstrously overblown: the enormous new company HQ at Grogarburn outside Edinburgh, a small town the size and shape of the US Pentagon and costing £350 million; his Dassault Falcon 900 Jet; his scattering of £200 million on promoting RBS at celebrity events, while at the same time he was winning plaudits from City observers by his ruthless attitude towards costs and his readiness to shred the employees of the companies RBS acquired. During his reign, power within the bank became increasingly centralized. At the same time, the rewards paid to those at the top of it progressed by leaps and bounds. Goodwin became the roi soleil of Grogarburn and, like other sun kings before him, surrounded himself with toadies and flatterers who bowed before the brilliance of Fred the Shred. He was in fact the model of a modern oligarch.




    Now of course ambitious young thrusters have always gone into banking expecting much of the cash that passes over the counter to stick to their paws. And Goodwin was not the first bank chief in Scotland to gain a reputation as a predator.




    On that same earth-brown tenner there is a fine engraving of a shrewd-looking gentleman in a full-bottomed wig. This is Lord Ilay (1682–1761), originally known as Archibald Campbell and later as the third Duke of Argyll. Ilay was the first chairman of the Royal Bank and it was his main aim in that role to do down his rival, the somewhat older Bank of Scotland, and secure for RBS a monopoly of issuing banknotes. He was a cunning, lecherous fellow who played a role that still remains murky in the negotiations leading up to the union of England and Scotland. Ilay was pretty cynical about politics, as about most things. He wrote to his brother-in-law Lord Bute:




    

      

        

          Politics is a continual petty war and game, and as at all other games, we will sometimes win and sometimes lose, and he that plays best and has the best stock has the best chance . . . It is enough that we can maintain an interest with some of both sides without giving up anything we must and ought to maintain, and if I can save myself or my friend by being thought a Mahometan by a Turk, I’ll never decline it.


        


      


    




    In other words, if he believed in anything, it was in the necessity of double-dealing, hedging your bets and watching your back at all times.




    It was because of rather than despite these unromantic qualities that Ilay was such an agile and successful financier. He borrowed from his fellow Scot, the rather more mercurial John Law, the idea that a nation could build a sound commercial future on paper money. That idea has had its ups and downs over the centuries. Law himself was disgraced and had to flee France after the Mississippi Bubble of 1720, when the Banque Royale, of which he was the chief director, was brought to its knees by issuing too much paper. But paper money has remained the foundation of modern credit. And it is the huge expansion of credit that has fuelled modern capitalism. The Royal Bank of Scotland under Ilay was the first bank anywhere to offer its customers overdrafts. Ilay can in fact be accounted the father of modern banking, not just in Scotland. He was also a classical scholar, mathematician and botanist; his patronage was an energizing source of the Scottish Enlightenment. Yes, he could certainly be tagged as a Whig Oligarch and not a particularly nice person. Yet at every turn in his long and tumultuous career you sense his keen mind weighing the odds, looking out for the least worst option. While keeping a sharp eye on his own interests, he was always anxious that the people of Scotland generally should prosper from his policies. He would have been horrified that such fecklessness should have simultaneously brought down Scotland’s two oldest and grandest banks.




    What a contrast with the modern oligarch whose signature sits next to Ilay’s portrait. Brash, boastful, heedless of the damage he might do, looking always for the next deal without seriously calculating the interests of the shareholders of RBS, let alone of its employees and customers. What a contrast too with the clearing banks (as the high street banks used to be called) at any time up to the 1990s. It was not simply that the clearing banks were cautious and conservative, indeed often reviled for being too much so. They were also continent and economical. Even their chairmen and managing directors took home pay packets of modest size, and not absurdly out of proportion to the wages they paid their employees, perhaps twenty times as large, not 400 times. Young thrusters who wanted to make a pile would not think of going into Barclays or Lloyds; they would go into one of the merchant banks in the City, although even these exercised some restraint over pay and liked to shovel a good deal of their profits away into their hidden reserves, unlike say, Goldman Sachs today, which pays out nearly half its earnings in salaries and bonuses.




    If you look back over the rise and fall of Sir Fred Goodwin, you can only rub your eyes and ask yourself: how did it come to this? How did such a foolish, arrogant hothead gain control of a staid old bank and lead it to disaster while he piled up his own personal fortune? Whatever happened to Edinburgh’s reputation as a city of canny and cautious men of business? How had modern banking come to throw away so many of its old checks and balances? A prudential tradition which had lasted more or less since Ilay’s day (with the usual rude interruptions of booms and bubbles) seemed not so much to have gone astray as been deliberately abandoned. How and why had all this come about?




    RBS, like Lloyds, is still a shattered cripple, limping along on the taxpayer’s arm, still discovering fresh bad debts on its books three years later. Yet HSBC remains one of Britain’s greatest banks, and it has come through the credit crunch and the recession with far fewer dents in its reputation or its finances than its few remaining rivals. But it was at HSBC that the trouble started. And it is perhaps in a great company run by honourable and intelligent men like Bond and Green that one may gather the clearest clues to the systemic failings in the way big business operates today. For we cannot accuse HSBC of being run by crooks or idiots. If such an excellent bank can be led so horrendously astray, there must be pernicious elements embedded in present custom and practice, elements so prevalent that people both inside and outside the banks and other big businesses have come to take them for granted. What is it that has gone wrong?








  



    


    




    
The twilight of the shareholder




    After all, capitalism is supposed to be a quite simple system. Someone sets out to launch an enterprise. He persuades some other people to join with him in putting up the cash to buy the tools, rent the premises and hire the staff. These investors are each allotted shares in the business in proportion to the amount of money they put in. They become shareholders, and the money they have put in forms the capital of the business. The shareholders then appoint directors (who may or may not include the original launchers of the business) to manage the business from day to day. But the shareholders retain the power to hire and fire the directors, and to decide the firm’s strategy: whether to expand the business by raising more capital, or to sell off part or all of it, or in extreme cases to close it down. They also decide how much money to take out of the company for themselves each year in dividends. If the company needs to raise more capital, the shareholders have priority rights to invest, so that they can maintain their percentage share of the total capital. The shareholders between them own the company; the directors manage it on their behalf. That’s the theory.
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