The recession was obvious if you used common sense.

The collapse of the debt and credit bubble was obvious six years ago to anyone who used common sense to think about it. Friends often ask me, when I say myself and Liberal Democrats warned for several years about the unsustainable nature of the economic boom, whether we really knew that the economy was highly unsustainable. Two years after the recession started (though we didn’t realise it for a while) seems a time to review briefly and say “Yes, we did tell you so on the debt bubble in the economy”.
Various columnists in Liberal magazine Liberator have documented this in recent months; the warnings were also sounded by BBC and Guardian financial correspondents. British Liberal Democrat MP, Vince Cable, author of the Storm: The World Economic Crisis and What it Means, was the most prominent and consistent public figure warning of the problems ahead if corrective action was not taken. The Government dismissed him as a doom monger.
Here is an example from the Liberal Democrat Autumn Conference, Bournemouth, 19 September 2004. Motion ‘Personal Debt’ (Summation: Dr. Vincent Cable MP):
“Some people have borrowed more than is sustainable or prudent, putting themselves at risk of severe financial hardship or bankruptcy.”

“Many financial institutions are encouraging irresponsible borrowing without regard for the social consequences or the adverse effect on the economy.”

Dick Newby (Lord Newby) had raised similar points in the House of Lords a few months earlier, concluding:

“It seems to the Liberal Democrats that the fact that we do not have the benefit of hindsight should not mean that we sit on our hands.” He highlighted the need for coordinated regulation. HL Hansard Vol. 662: Column 333; 9 June 2004.

It was not the Government that caused the ‘credit crunch’ or the recession but greedy people, greedy financial speculators and banking executives, pointless auditors and accountants and weak ‘hear no evil see no evil’ regulators. Greedy individuals, a large chunk of the public, were the prime cause of what happened – borrowing money that they could not afford – but the Government, in the UK the Labour Government of Gordon Brown, has to take a share of responsibility for doing nothing to rein in excess when it was their duty to lead and say to people that the party could not go on indefinitely.
The housing bubble.

No one (ok not me anyway) saw a global collapse of the Western banking system fuelled by American and some British banks mortgaged up to the hilt with bad mortgage debt. But at a local British level it was obvious that a boom in personal wealth and spending based on ever increasing house prices and funded by mortgage and credit card debt way above levels people could comfortably afford to pay back was not going to last indefinitely. With house prices (relative to salaries) spiralling out of reach of middle income couples and lending by banks and personal debt spiralling out of control it could not go on even in the short term. That much was obvious. This was further fuelled by individuals all thinking that they should be able to own property but without having to save for any time to get the money to get started. The builders and developers wanting a quick large buck started more and more housing developments for single young professionals even though the sales of these were slumping; planners scared of turning down investment let this carry on even though developers were not meeting the needs of families at either the middle or lower end of the market.

I studied all this as someone involved in and greatly interested in the regeneration of Liverpool and therefore interested in urban regeneration across the UK, but the problems with the model were equal (if on a smaller scale) in the towns and villages, not just the cities. And I had a family ethos (almost Thatcherite, and quasi-religious if not distinctively Catholic) that frowned on debt that you could not afford.

The failure to get people off incapacity benefit and in to work.

Possibly the worst thing about the Government’s lack of action is the failure to get people off incapacity benefit and in to work while the economy was doing well and the country was prosperous. The Government is to blame for that. The decade from the mid-1990s to the mid-2000s is the most prosperous that the country has had; in material terms people were better off than ever before and there were jobs for anyone who wanted them, if they wanted them. The Government should have assisted and encouraged people on incapacity benefit and long term unemployed to get into work and insisted that those who could work did work. The failure of these people to do so meant that Poles and other educated hard working immigrants from Eastern Europe took the jobs instead. The Government should have adopted the proposals from Frank Field MP to encourage voluntary work (which I’ve expressed support for before) and from him and the Lib Dems to taper reduction of benefits when people start work. They missed the opportunity. The Labour Government squandered its stewardship of the economy by letting it run out of control but it let down people in its heartlands by not insisting those paid for by the state work if they are able. Tory MP Iain Duncan Smith has made new proposals to get people off benefits and into work recently; these are similar to those already mentioned and have merit. The other parties should not reject the ideas just because they come from a think tank headed by a former Conservative Party leader. Many people would be happier and healthier if working. Getting people doing some work, starting with voluntary work perhaps, will help people recover or do more, but the current benefits system is far too rigid. There should be a in taper reduction of benefits when people start work so that they do not lose everything at once.
Continued questions.

I remain with continued questions about how much money some professionals and big businesses have made out of the crash, and confused by some of what has happened that effects people day to day in the UK.
How much have accountants and administrators made out of the collapse of leading institutions? Where has the money gone? How much have the administrators of Woolworths and the independent valuer of Bradford and Bingley plc. made? After a century on the High Street Woolworths closed after a frenzied cut price sale at Christmas 2008. Accountancy firm Deloitte were the administrators. (BBC news online 28 November 2008). They sold a huge volume of stock at discount prices but it was a huge volume – what happened to the money made from this sale and how much of it was paid to the accountants Deloitte and how much to the staff and creditors of Woolworths? (See also “Woolies ‘Didn’t Have To Collapse’ ” Sky News UK, 6 January 2009 http://news.sky.com/skynews ).
In the case of Bradford and Bingley, the independent valuer, PricewaterhouseCoopers LLP (PwC), are being paid £4.8m by the Treasury. That is £4.8 million to do a job that any ‘A’-level Mathematics class of students could do. In fact the Government could have set the job as an ‘A’-Level project, helped improve education, give pupils real life experience, paid them some money to help the winners and runners up get jobs and saved a hell of a lot of money for taxpayers. (On the appointment see the Daily Telegraph 28 June 2009).
The Daily Telegraph reported, 10 March 2009:
“Andrew Caldwell, a partner at accountants BDO Stoy Hayward, is heading a £4.5m project to determine how much Northern Rock would have been worth had it not been bought out by the Bank of England.” Who helped appoint the valuer - Chief Executive of the Institute of Chartered Accountants, the same profession that helped get the companies into this mess in the first place.
What is the point of auditors? The conclusion. Auditors are pointless, a waste of money – as a compulsory requirement they should be got rid of. Those that actually perform a useful service will survive and prosper when it is not compulsory to use them. Every voluntary sector organisation in the country that receives a grant pays auditors to check their books when all they do for the fee is read the information given and make no guarantees about it. They get paid for taking no risk and adding no value. It seems that auditors and accountants for the big companies (and surveyors for the people who buy houses on flood plains) do the same. Companies and professionals should get paid to provide a service, limited liability should not be a means of preventing them being liable for taking a risk that they get paid for.
Why lending stopped & became cripplingly restrictive.

Why did banks swing violently from paying out far too much money to many people who were bad risk to not paying out money to dependable individuals and couples who could afford repayments and were low risk? This was a crazy situation to swing from one extreme to the other. Those who understand finance blamed restrictions about availability of money, inter bank interest rates and restrictions by central banks and regulators. But banks are part of a competitive system. Competition – let us call it the market – dictates that someone will provide the product where there is a good business opportunity. How is that banks suddenly went from out of control irresponsible lending to not lending businesses and people the money needed to keep the economy going at a reasonable level? Where was the business spotting the business opportunity? Where was a Richard Branson? The Government, the Chancellor of the Exchequer (Alistair Darling) had to put pressure on banks and take more emergency measures because of the way the sector lost its nerve. Once they were being subsidised with public money that should have been sufficient breach of agreement for the bosses bonuses and basic salaries to be slashed.
The traditional bank manager.

There has been much talk about the need for traditional bank managers. These were fairly dull and not sympathetic figures whose image was of people who said whether you could or more likely could not borrow money. It seems incontrovertible though that banks should not lend more money to people than they can afford. Far from enhancing freedom and opportunity banks lending couples and individuals more money than they could afford to pay back has led to misery for many. I should declare an interest that a former traditional bank manager is close friend. However it wasn’t only obvious to him that banks should have done the job they knew and used caution and common sense. A bigger problem is revealed that I have only seen people on the Left point out. Bank executives made huge losses for their shareholders; they let the companies down; why has the system failed that they have not been financially liable to their companies for their reckless or negligent behaviour for their part in the losses?
The self-interested carpet baggers who destroyed traditional building societies are partly to blame for the collapse of stable banking, some toff speculators and big businessmen but many thousands of ordinary people too wanting something for nothing. The consolidation of banks and building societies into huge groups (such as Santander) may make them solid; on the other hand a new growth of local solutions may also help. Regulation at state, European and international level does need to make sure that it does not unwittingly favour a one (large) size fits all approach.

I still don’t understand ..

How banks will make money?

As interest rates dwindled to nothing in late 2008 I wondered that there would be negative effects on banks that employ many thousands of people. Presumably banks predicted their income based on higher interest rates and with rates at near bottom levels they would make a lot less money, therefore not having the turnover they expected and possibly threatening jobs and businesses in Britain’s High Streets even further. As I pondered this my friend Darren Gartside gave an inspired reply -.
“Banks don’t need to make money now mate – they’re state funded!” (Darren Gartside, Leicester, 22 January 2009). Seriously though (not suggesting Darren wasn’t being serious – Western Governments urgently bailed out the banks with Gordon Brown and Barack Obama in the lead) banks must make money on the margin on interest repayments and that had sunk and would be nowhere near matched by the difference they were saving on having to pay out on much lower interest rates to savers. I still don’t understand this.

Maybe I should check the new book by my friend David Boyle Money Matters: Putting the eco into economics (Alastair Sawday, £7.99). The book has the further subtitle ‘Global Crisis, Local Solutions’ (Paperback). Boyle is a writer, alternative economist and Liberal. He and colleagues at the New Economics Foundation and others have been advocating more locally controlled alternatives to big business finance and credit card companies for quite a few years. Their ideas do not look as out of touch with the mainstream now as critics might have thought in the past.
