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WHYTE: When I first came to the UK, I thought the Conservative Party was on 

my side. It was 1986 when I arrived from New Zealand to study for a PhD. I was 

a passionate believer in free markets and Margaret Thatcher was embarking on 

a programme of deregulation, including the so-called Big Bang in the financial 

sector. Twenty-six years on, the Conservatives are saying things that make me 

doubt they are still on my side. Things like this … 

 

NORMAN: There’s been a kind of unholy alliance between a free market ideology 

which took over government, and a wider process of social change in which fair 

dealing and trust were jettisoned in favour of a kind of get rich quick economic 

libertarianism. 

 

SEGUE: 

 

HANCOCK: We have to challenge assumptions of laissez-faire economics, the 

argument that leave people entirely alone without even a structure and things will go 

perfectly. 

 

SEGUE: 

 

MOORE: The classic left wing account of capitalism and doctrines of the free market 

is that they’re a brilliant conspiracy by the rich and powerful. I don’t actually believe 

this, but if you look at what happened with the credit crunch, that left wing account is 

clearly more believable than it was, say, in 1990. 

 

WHYTE: Those are the voices of three influential conservative thinkers - the 

MPs Jesse Norman and Matthew Hancock, and the journalist Charles Moore. 

Their words were broadcast on Analysis earlier this year and, if I’m honest, they 

shocked me. To me, they suggest a crisis of confidence in free market capitalism. 

In this programme, I want to examine this loss of faith. Has the financial crisis 

revealed a fatal flaw in the system of unfettered markets? Are the Conservatives 

right to recant? Or have they misdiagnosed the cause of the crash? One thing we 

can agree on is that capitalism has fallen into disrepute. Our economic system is 

diseased. But I think the Conservatives are wrong about the source of the 

infection. I blame government interference; they blame poor regulation.  

 

LEADSOM: We’ve seen the excesses of sort of unbridled capitalism where there 

were no limits on it, and now we’re seeing a complete pushback where people are 

going to think far more carefully about what they’re doing.  

 

WHYTE: Andrea Leadsom became a Conservative MP in 2010 after a successful 

career in the financial industry. She’s a member of the party’s new Free 

Enterprise Group. 

 

LEADSOM: I genuinely believe that what we saw in the financial crisis was the 

limits of capitalism. We embraced free enterprise to the point where we lost sight of 

what free enterprise is. I mean I was running Barclays’ Investment Banks team during 

the 90s; and we were main banker to many of the investment banks, so I literally saw 

every day broker dealers being bought out, banks being bought out, you know 

mergers taking place, fund managers combining - all of this massive consolidation 
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that took the number of banks from a really nice wide spread of banks down to a very 

small concentration. And I think what happened there is because there was no real 

regulation on the size and scope of the businesses, that’s what led to the problems 

we’ve got. It’s because if you go to the logical extreme of free enterprise, you end up 

where some really clever person rules the world because there’s nothing to stop them 

doing it. 

 

WHYTE: This is a surprising analysis from someone on the free market right. 

It’s the kind of thing I’d normally expect to hear from a member of the Labour 

Party. But it’s not just the new intake of Tories who have their doubts about 

light-touch regulation. Ferdinand Mount was in charge of Margaret Thatcher’s 

Policy Unit in the early 1980s. He now has reservations about her most notorious 

programme of deregulation: the Big Bang. 

 

MOUNT: As always, these things have unintended consequences; and what the 

unintended consequences were was that the live wires in the investment banks saw 

that they could use the deposits of the ordinary customers in the high street banks as a 

wonderful springboard for taking more and more complicated bets and producing 

more and more complicated financial products. And that has led to a new form of 

overtrading, so anyone who was enthusiastic about the Big Bang must admit that you 

know it had its downside. 

 

WHYTE: But not everyone thinks the problem was a lack of regulation. Luigi 

Zingales is an economist at the Booth Business School at Chicago University and 

author of A Capitalism for the People. He shares my view that the problem was 

too much governmental intervention, which created perverse incentives. By 

protecting money lent to banks by the public or institutional lenders, 

government makes it too easy for banks to take big risks. 

 

ZINGALES: They received an implicit subsidy by the government in the form of this 

sort of protection, they are too big to fail. This implicit subsidy translated into too 

cheap a cost of credit that really has fuelled tremendously their growth, their profits 

and also their risk taking, and the average Joe is now paying the cost without getting 

the benefits. And I think there is a socialisation of the losses and privatisation of the 

gains, and that’s what we have achieved in the financial sector. 

 

WHYTE: Socialised losses and privatised gains - hardly a free market. 

Government guarantees remove the market’s way of constraining risk. Risky 

borrowers - whether they are individuals or banks - normally pay more for a 

loan because they might not pay it back. But if you deposit money with a British 

bank and that bank goes bust, the government will repay your deposit, up to 

£85,000. So where is the incentive for your bank to look after your money? The 

government is effectively subsidising banks to take risks, and subsidies always 

lead to excessive production - in this case the excessive production of risky 

banks. The new generation of free market Conservatives think this subsidy is 

necessary; and more alarmingly for me, they seem to be redefining what it 

means to be a free market capitalist.  
 

HANCOCK: I’m a free market Conservative. I believe very strongly in the power of 

the free market to bring people out of poverty and to increase prosperity. For that 
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market to work properly, it needs to have a strong framework. 

WHYTE: Matthew Hancock is another member of the Conservative Party’s 

Free Enterprise Group. Elected in 2010, he’s already been given the decidedly 

un-free market title of Minister for Skills. 

 

HANCOCK: I think it’s vital that we don’t muddle up a laissez-faire approach in 

which everything is left to be with a free market that has a strong framework. And in 

banking that involves having a view over the sustainability of a bank, for the very 

clear reason that otherwise the profits are privatised and the losses are socialised and 

paid for by the taxpayer. Now outside of the banking sector where companies from 

time to time go bust and that doesn’t bring down the whole economy, it’s reasonable 

not to have that judgement; but the banking sector is special, for the reason that the 

collapse showed us so clearly. 

 

WHYTE: So, in your view, banking is an exception to the normal rules in which free 

market principles don’t hold? 

 

HANCOCK: Of course banks are different because when big banks go bust, they 

bring the whole economy down. And, therefore, it’s right that we have an overview 

about whether their business model is sustainable. 

 

WHYTE: The belief that banks are different and need regulation didn’t save 

them from meltdown. Regulation failed. I think the market would have done a 

better job. If we’d had a truly free market in banking, without the promise of 

bailouts, we’d all have been much more fussy about where we put our money. 

Banks would have had to tempt us - not with high rates of interest achieved by 

gambling, but by being safe and even boring. Like they used to be. Instead, the 

popular view among politicians is that regulators can force banks to be sensible. 

But far from being a thorn in a banker’s side, a regulator can be a useful friend - 

especially when they fend off pesky competition. It’s a problem Conservative MP 

and former banker Andrea Leadsom has seen first-hand. 

 

LEADSOM: Having talked to a number of would-be bankers and small banks, they 

will say off the record that the barriers to entry from the regulator (currently the FSA) 

are enormous. So they will go along looking for a banking licence and they will be 

asked to put together a very detailed business plan, to perhaps even set up a dealing 

room in a couple of cases. They’ve been asked to sort of provide all of the IT and 

everything at an enormous cost and then they’re simply turned down. And the 

problem from a regulatory point of view is that the FSA has no incentive to promote 

competition and every disincentive because clearly if you’re in charge at the FSA, you 

grant a banking licence, the bank goes bust, it’s on your head; whereas nobody is 

breathing down your neck asking you how many banking licences you’ve given out 

this year. So from a regulatory point of view, there’s massive barriers to entry. 

 

WHYTE: But surprisingly Andrea Leadsom thinks that banks still need 

regulators in order to promote competition. She says big banks make it hard for 

rivals to enter the market by creating what she calls ‘oligopoly barriers’.     

 

LEADSOM: There is none greater than the fact that the banks own the payment 

system VocaLink and they don’t allow other banks to access it direct; they go through 
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an agency clearer. But they, therefore, are completely dependent for their customer 

service on these antiquated systems that are really creaking, and that is how, if you’re 

a new player, you have to access the payments market. It’s tantamount to sort of 

putting Google and Microsoft in charge of the Internet and saying, “Now be nice, 

chaps. You’re not to put up any barriers. We want everybody else to be able to play.” 

You know realistically, no way. 

 

WHYTE: Right, but there’s nothing to stop people developing alternative payment 

systems. 

 

LEADSOM: But it’s the economies of scale. You know these are massive. I mean 

there are certain areas where the scale that’s required to compete is just too enormous. 

 

WHYTE: I don’t agree. The fact that a company is big does not necessarily mean 

it is blocking competition. Economies of scale allow businesses to charge 

customers lower prices. That’s why a supermarket can charge less than a corner 

shop. The fact that Tesco can undercut smaller stores is not necessarily bad for 

consumers. So why, again, the argument that banks are different and need to be 

under the watchful gaze of a regulator? In his book The New Few, Ferdinand 

Mount argues that bankers are among the worst of a new breed of oligarchs who 

seem immune to the old standards of corporate governance. 

 

MOUNT: I think that they’ve broken free of the old restraints boards imposed. 

They’ve suddenly woken up to the fact that they can pay themselves pretty much 

whatever they fancy regardless of whether the company or the institution is 

prospering or not. 

 

WHYTE: How’s that? I mean why isn’t there some kind of discipline from the 

shareholders or more broadly from the market that restrains the way they pay 

themselves? 

 

MOUNT: Well if you take shareholders, shareholders have gone to sleep. This was 

forecast long ago in the 1930s; that when you have companies which have so many 

thousands of shareholders scattered all over the globe, they aren’t going to be able to 

get a coherent act together to say to the directors and senior managers look, you’re 

looting the company in effect.  

 

WHYTE: But isn’t that separation of management and ownership the whole point of 

the publicly listed company; and the share price, which reflects whether people want 

to hold the shares or not is what disciplines the management? 

 

MOUNT: That’s the theory of it, but of course theoretically and legally the 

shareholders are the owners of the company. But you’ve got this what you might call 

intermediate layer between the individual shareholders, which has grown up over the 

last twenty years, and that’s the big difference - is the asset managers, the fund 

managers, the pension funds now dictate the affairs of most big companies and they 

don’t dictate it with much energy. These are malfunctions in the system which can be 

corrected, and I think we can see the beginnings of them being corrected. 

 

WHYTE: But are these malfunctions of free market capitalism? If shareholder 
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apathy explains rocketing pay and publicly listed companies, you’d expect pay in 

comparable privately owned firms to be much lower. But it’s just as high. 

Extremely high pay may bewilder onlookers, but bewildering prices are not 

evidence of a malfunctioning market. A blue fin tuna can cost £450,000 in a 

Japanese seafood market. This amazing price is a simple consequence of supply 

and demand. Perhaps the complaints about high pay do not ultimately concern 

economics. I asked Ferdinand Mount if qualms about high pay are about 

economic efficiency or social justice. 

 

MOUNT: It can be both. It’s an economic problem when companies simply find that 

all their surplus revenue is going in bonuses. It’s also a problem when companies are 

doing very badly and still reward their executives beyond their deserts. But it’s a 

social problem because it leads to a kind of unjustifiable inequality. Nobody objects 

to a successful company paying its managers well, and certainly not the people 

working in it or the general public. It’s when these things get completely out of 

proportion. 

 

WHYTE: This concern with “unjustifiable inequality” and free market 

outcomes being “out of proportion” strikes me as a departure from the 

Thatcherite thinking of my youth. But perhaps I had misjudged Conservative 

thinking, even then. Lord Griffiths ran Margaret Thatcher’s policy unit from 

1985 ‘til 1990. I asked him what she thought about the morality of markets. 

 

LORD GRIFFITHS: She did have a belief in the value of enterprise and in the 

market economy, which I don’t think previous leaders of the Conservative Party 

really had. But she was never in my judgement the kind of free marketeer which she’s 

sometimes made out to be. She believed in the market, but she also believed in the 

market within a boundary of social justice. For example, I remember on many 

occasions she’d really the hit the roof to me privately about the compensation for 

example in the city. She was very concerned about issues of consumer protection and 

so on. For example, in every privatisation that was done, various restrictions were 

built in, in order to protect the consumer. You had Ofwat, Ofcom and so on, a 

regulatory body which was there to protect the consumer. So it was not really … This 

was not the free market enterprise of a Milton Friedman or of a sort of purist 

Hayekian view.  

 

WHYTE: And those say constraints, they were genuinely held that it was the right 

idea? It wasn’t just a sop to potential opposition? 

 

LORD GRIFFITHS: No, I mean she felt that very strongly. And I think the reason 

that she felt it was she felt that the market economy had a moral basis which came out 

of a Judeo Christian ethic, which she really believed in; and that for her was what 

provided the structure, the underpinning of a market economy. 

 

WHYTE: The current concern with moral markets may be no departure from 

Thatcherism, but the return to industrial policy certainly is. The government has 

established a British Business Bank that will subsidise loans to some companies 

and assigned ministerial buddies to Britain’s largest firms. They talk about 

rebalancing the economy away from services and towards manufacturing. I 

asked Matthew Hancock, the newly appointed Minister for Skills and a member 



 

8 

of the Conservative Free Enterprise Group, what had changed in his party’s 

thinking. 

 

HANCOCK: Over the past twenty or so years, the government thought that it 

shouldn’t have a view over the structure of the economy. If asked the question, is it 

right that finance is growing so fast, is it right that manufacturing has shrunk by half 

over the Labour years, the government response would be we don’t have a view over 

the structure of the economy. I think that’s wrong. So we should think about it, we 

should find out what we’re successful at. We should support that whilst always 

supporting challenger industries and being open to new industries that increasingly 

pop up where nobody knew that they were going to come from. 

 

WHYTE: But if you support one, mustn’t you be indirectly harming the other? 

 

HANCOCK: Not necessarily. So let me think of an example. How we treat 

pharmaceutical regulation has an impact on how well our pharmaceutical industry 

does, but that doesn’t take way from how well our high-tech manufacturing does.  

 

WHYTE: Won’t capital flow to the favoured industries? 

 

HANCOCK: Well capital naturally anyway flows to what we’re good at and capital 

will flow to … I suppose in theory capital will flow to what the government supports. 

My point is we should be active and thoughtful about what the government’s 

supporting rather than trying to pretend that the government is neutral between sectors 

when it isn’t. 

 

WHYTE: I was getting confused. A minister who claims to be a champion of free 

enterprise was sounding like a 1970s style economic planner. 

 

HANCOCK: There’s a difference between a strong framework around a market to 

ensure it’s free and it being planned, because planned implies somebody at the centre 

says well this is going to grow by that much. Remember the Gordon Brown quote … 

 

WHYTE: (over) You will enter these … 

 

HANCOCK: … we’re going to need thirty thousand more jobs in the x, y, z sector. 

Rubbish! A … 

 

WHYTE: Hang on. You’re in favour of that because you … 

 

HANCOCK: (over) No I’m not. I’m not in favour of predict and provide, but I am in 

favour of supporting industries that are good. But I’m not going to then say … 

 

WHYTE: (over) But you must … But how do you know which ones are good? 

 

HANCOCK: The ones that are doing well.  

 

WHYTE: But if they’re doing well - they don’t need your help, do they? 

 

HANCOCK: Of course! We can always support our best industries more. 
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WHYTE: But isn’t this also going to make you backward looking all the time? I 

mean there are all sorts of new industries that could emerge that you don’t know 

about … 

 

HANCOCK: Yeah. 

 

WHYTE: … and yet you’re doing things to starve them of capital by redirecting … 

 

HANCOCK: (over) We try to, we try to, we try to improve the flow of credit and 

capital. But the key point is that by supporting sectors that work well, including 

entrants and challengers within those sectors that are working well, you promote what 

we’re good at in this country. And of course an industrial strategy must ensure that 

challengers and competitors can come up, and that whole new industries can have the 

space to develop. That’s why it’s not a planned economy where the centre says we’re 

going to put so many resources into this industry and so many resources into that 

industry, but it is about … 

 

WHYTE: (over) Partly planned, partly planned economy. 

 

HANCOCK: No, it’s about having … it’s about ensuring that where the government 

has a footprint, which it automatically does and can’t get away from, we think about 

the impact of that footprint and how much, where we can help - maybe by changing 

regulation, maybe by ensuring that there’s the appropriate skills provision. That’s 

very different from the predict and provide approach where the central government 

decides how many people will work in whatever industry. I don’t think anybody’s 

proposing that. 

 

WHYTE: Nobody may be proposing Soviet-style economic planning, but once 

you announce that you want to help what you have decided are the country’s 

best industries, you encourage businessmen to seek favours. As Luigi Zingales 

points out, businesses these days are good at lobbying politicians.  

 

ZINGALES: Lobbying by companies moved from being reactive to being proactive. 

In the old days lobbying was I try to get the government off my back and I find it very 

healthy and it’s an expression of freedom. Unfortunately, I think companies have 

become better on this dimension and now it’s not getting the government off my 

back; it’s getting the government in my quarter to do something that makes me better 

off. And so this distortion distorts competition in a permanent way and damaged the 

average Joe. 

 

WHYTE: Current Conservatives seem unworried about such cosy and 

corrupting relationships between businessmen and politicians. The government 

plans to change the supervision of financial firms from a rules based system to 

one that relies on the discretionary judgement of government officials. I put it to 

Ferdinand Mount that this would encourage bankers to seek favours from these 

officials. 

 

MOUNT: I don’t see that that’s the case. That once you’ve got the level of capital 

agreed, I don’t think you spend your whole time sucking up to the governor. You get 
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on with trying to serve your customers. I think that these preliminary rules of doing 

business don’t carry with them quite the risk that you suggest. 

 

WHYTE: A decision by the governor to increase or decrease your capital holdings is 

so much more important to a bank’s profitability than how it serves its customers. 

They’ll become far more concerned about where they stand with the regulators than 

where they stand with their customers. 

 

 

MOUNT: Well that’s a risk, but I don’t think it’s a very serious risk. We’ve seen 

risks coming out of a rules based system too. These are matters of judgement and 

experience. They’re not just things that you can say a priori this way is better than that 

way.  

     

WHYTE: Hancock was similarly sanguine about the threat of cronyism. The 

new Business Council gives Britain’s fifty largest firms official ministerial 

buddies. For example, Vince Cable is the buddy of BG Group, and David 

Willetts is GlaxoSmith Kline’s buddy. What will these ministers do for their 

‘special friends’? 

 

HANCOCK: Well I hope that in the first instance they will listen and make sure that 

when we can do things to improve the environment for business in that sector, then 

the government does those things. After all, there’s no point in sitting in a goldfish 

bowl in Whitehall without listening to what’s going on on the ground and what can 

help get Britain moving. 

 

WHYTE: But as a business leader, I’m not concerned about the whole economy. I’m 

going to lobby effectively for subsidies or for some kind of advantage. Why won’t the 

business buddies fall under their spell? 

 

HANCOCK: Well in government I’ve found lots of people have ideas that they bring 

to you, and some of them are following what will be in their best personal interest and 

others are ideas that will work across the piece, and you have to consider all of these. 

But the most important thing is that you keep listening. 

 

WHYTE: The foundation of free market ideology is that no individual politician 

or bureaucrat or committee can know what will “work across the piece”, as 

Hancock puts it. If they could, we should just have a Soviet-style control and 

command economy. Markets are discovery mechanisms. It’s a messy business, 

filled with unwanted failures and envy-inducing successes. But there is no better 

way to organise our affairs. I tried to sell my vision of a genuinely free market, 

one unguided by politicians or regulators - even in banking - to Ferdinand 

Mount.  

 

MOUNT: Well, as Sir Humphrey would say, that’s a very brave proposition.  

 

WHYTE: What makes it so brave? 

 

MOUNT: (laughs) Because I think we’ve had enough of a roller coaster ride over the 

last few years. If we were starting from there, that might be a brilliant way of 
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organising things; but from where we are now, the dangers of moving to your 

wonderful free system are completely un-quantified and, I think to most of us timid 

mortals, rather terrifying.  

 

WHYTE: I suppose it depends on where you see the risk lying - with markets or with 

regulators? 

 

MOUNT: There are risks with both. There’s always risks and we shall see how this 

regime works out. But I can bet one thing; that in ten years time, it won’t be looking 

exactly the same as it looks now. We are in a process of experimenting and fumbling 

our way towards new structures.  

 

 

WHYTE: Of course us market fanatics think that the market is a mechanism for 

experimenting and trial and error, and that when governments get involved they 

hinder that process and get in the way of arriving at the best answer. 

 

MOUNT: Well I mean you know I’m very much in sympathy with that and I think 

that you’re rather exaggerating the degree to which intervention has become the new 

popular doctrine. 

 

WHYTE: Well in finance, they’ve done everything they can to preserve the current 

system. I mean the system would have been wiped … We would have had radical 

changes.    

 

MOUNT: If they hadn’t stepped in and saved the banks. (laughing) Well again that’s 

a very brave, alternative approach - not one I think you’d find many takers for except 

among market fanatics. I’m a sort of semi fanatic, but I just think that is not going to 

happen in the present circumstances. But in the long-run, I think if you really look 

back over the past thirty years, I think what you would find is that the idea of the free 

market has become much more embedded in the political debate generally and I think 

it will re-emerge as we come out from under the shadow of the great crash. And so to 

all market fanatics, I would say cheer up and wait a bit and your day may yet come. 

 

WHYTE: It’s nice of Ferdinand to say so. But I’m not so confident. If even the 

Conservatives cannot stick to their free market principles, what hope is there for 

us fanatics?   


