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GANESH:   I’m Janan Ganesh of the Economist and, in this 
programme, I’ll be asking if Britain should move away from banking and financial 
services. 
 
OAKESHOTT:  The British economy is unique in the world that it has a 
banking sector five times the GDP.  Banks based in London have more assets than in 
America―and we’re just a medium-sized economy! 

 
HANCOCK:   If you remember back ten years or so ago, all of the 
push was: borrow more, lend more and lend to people who might not be able to afford 
to pay back.  And we should be much, much more careful about that in the future. 
     
GANESH:   Voices from each side of the coalition, damning the 
bankers.  After two decades of loosening rules and irrational exuberance, the financial 
sector faces an era of re-regulation.  Four years on from the first intimations of the 
great crash, the mood of Britain remains anti-finance.  Politicians want to rebalance 
the economy towards manufacturing.  Even George Osborne, a free-market Tory and 
not exactly a horny-handed son of toil, wants Britain to “make things again”.  
 
So, how feasible is it for policymakers to change the composition of an economy?  
And what would the national balance sheet look like if we altered course?  
 
Much of the popular rage at the City of London has been provoked by the public 
bailouts of British banks.   
     
OAKESHOTT:  We really have got into a position where the market has 
broken down as far as the big few British banks are concerned. 
 
GANESH:   So what can the state ultimately do about the magnitude 
of British banks?  Should it, in extremis, consider breaking them up into smaller 
entities?   
 
OAKESHOTT:  Yes.  Other countries are very firm when banks get into 
difficulties.  When they nationalise them, say, as Sweden did, they make sure that 
those banks operate in a way that is important and essential for the domestic 
economy.  The trouble with us is that the banks are so enormous that we were not able 
to do that and that, in turn, is desperately damaging for our own economy and 
particularly for our own small- and medium-sized businesses. 

 
GANESH:   That’s Lord Oakeshott.  He’s been a financier for over 
thirty-five years.  He resigned as a Liberal Democrat Treasury spokesman earlier this 
year, arguing that the government should be tougher on the City.  To avert another 
ruinous bailout, he says, we need a clampdown.  But there’s a dilemma here because 
the financial sector is a huge source of jobs, foreign earnings and tax revenue.  Stuart 
Fraser, chairman of policy for the City of London Corporation, has the numbers. 
 
FRASER:   The financial services industry employs about 1.2 
million people.  It creates a surplus on the balance of payments of £42 billion―which 
is about half the cost of our physical imports―and it contributes about £56 
billion―11%, 12%―of tax revenue.  So it is an important contributor but a lot of the 
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business London does is not within the boundaries of the UK; it is from overseas.  So 
I know one of our major banks, major international banks here, 90% of their profits 
are generated outside of the United Kingdom.  But those profits are what is known as 
“booked” in London―and that’s where the tax arises. 
     
GANESH:   Some on the left, perhaps recalling the City’s fiscal 
contribution to Labour’s decade of spending on the public services, are worried that 
banker-bashing could go too far.  
 
USSHER:   I think it already is a backlash against the financial 
sector as a whole which is very understandable at an emotional level, and I don’t think 
you can criticize the public or policymakers from feeling the way they do. 
  
GANESH:   Kitty Ussher, a former City minister in the Labour 
government.  
 
USSHER:   Whilst we might not like our bankers or in any way 
condone some of the riskier activities they’ve undertaken, they are still―believe it or 
not―human beings.  And what it, of course, means is, at an international level, 
locating and operating out of London, if you’re a big financial services company, just 
looks less attractive.  And so, of course, that immediately means less tax receipts, less 
deals being booked in London―which doesn’t matter if you’re getting more tax 
receipts from elsewhere, but kind of does if you want to use that money to do social 
priorities and so on! 
 
GANESH:   Tax revenue―the most prized of all the golden eggs 
laid by the City!  The exact cost of the bailout won’t be known for years.  But Lord 
Turner, the chairman of the Financial Services Authority, says it could amount to £70 
billion net―possibly less.  This is a huge sum.  But it’s only just higher than the tax 
take from the financial sector in the single year up to 2007, according to 
PriceWaterhouse Coopers, the professional services firm. 
 
It’s precisely this fiscal contribution which makes it understandable that some on the 
left seem more protective of the City than some on the right.  In making the 
progressive case for going easy on the bankers, Kitty Ussher speaks for many in what 
was New Labour.  Ed Miliband and Ed Balls seem far less forgiving.  
 
But there are also hard-headed reasons to defend the City.  Stuart Fraser at the City 
Corporation.  
 
FRASER:   If there was over-regulation of a considerable degree, 
then you would see, over a period of time, a shrinkage of the City.  The City has huge 
strengths, but it can only tolerate so much.   
 
GANESH:   Could excessive regulation, in particular, of capital 
requirements also mean higher borrowing costs and therefore, in the long-run, a 
dampening effect on growth? 
 
FRASER:   Yes.  I think we have a problem here that the financial 
services industry has probably had―or feasted off―low interest rates for too long.  
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That has undoubtedly led to a misallocation of capital with regard to the degree of risk 
being taken on.  But, of course, then we have the broader economy where low interest 
rates at the moment, I believe, are absolutely vital for manufacturing and, indeed, for 
the health of the economy.  So there is this problem.  The financial services industry 
should have higher capital costs in certain areas but we don’t need that across the 
country as a whole. 
     
GANESH:   So, re-regulation of the City carries risks for 
manufacturing because businesses could find the cost of borrowing going up.  And 
what of the plight of manufacturing?  Kitty Ussher, who now runs the left-leaning 
think-tank, Demos, has been studying the relative position of industry and finance.  
 
USSHER:   Financial services is less than manufacturing already.  
This completely hasn’t come through the current debate.  Off the top of my head, I 
think manufacturing’s about 14% and financial services, at its peak, was about 10% or 
11%.  So, the idea that financial services needs to cut back because it’s taken too large 
a share and that should then go to manufacturing is not based on fact.  I think there’s a 
sense in the debate that making things is real and financial services is not.  I think it’s 
very important to unpack what we really mean by this.  If what we’re really saying is: 
financial services is not real and therefore can vanish and is more vulnerable, then we 
need to put in place the sort of regulatory response to reduce that risk.  So, you need a 
balanced economy.  You need to focus―if you want to create wealth―you need to 
focus on the innovative, high-skill areas of the economy and try and ensure for social 
reasons that as many people as possible have the opportunity to participate.   

 
HANCOCK:   We should desire a balanced economy and we should 
go for what we’re good at―like our car manufacturing or our high-tech space 
technology or our pharmaceuticals―as opposed to just thinking of the economy as 
one great, big blancmange of policy.   
 
GANESH:   Matthew Hancock, Conservative MP for West Suffolk,  
and former chief of staff to George Osborne. 
 
HANCOCK:   Over the last 15 years or so the amount of 
manufacturing in our economy has halved and it’s now just over 10%.  And this 
means, actually, we’re much less well placed to benefit from the recovery, especially 
in the places that are really growing fast―like China and the whole of South East 
Asia―because we haven’t got the base to export from.  So, yes, we should be 
extremely enthusiastic about growing that area of the economy and helping 
manufacturing, especially very high-tech manufacturing that we’re pretty good at. 
 
GANESH:   Champions of rebalancing say it would be in keeping 
with Britain’s history as the world’s first industrial nation.  Making things seems to be 
integral to this country’s sense of itself.  But Britain―and a specific region of it―has 
a history of financial prowess that goes even further back.  The economic historian, 
Nick Crafts, of Warwick University. 
 
CRAFTS:   The interesting feature of the Industrial Revolution 
period, in fact, is to some extent the locus of economic activity moves north.  It was 
the south, it was the home counties, it was Greater London which really had the 

5 5



 

wealth before the Industrial Revolution; and after we moved through this classic 
“workshop of the world” phase, then we gravitate back to that original position.  So, 
in that sense, the Industrial Revolution’s a slightly odd period, slightly aberrant from 
the rest of the last four or five centuries. 
 
GANESH:   And why is that? 
 
CRAFTS:   It seems to me that the things that we did really well 
during the Industrial Revolution were not based on a massive science superiority, they 
were not based on a fantastic tertiary education system or anything of that sort.  They 
were based on lots of relatively low- to intermediate-level technical skills, expertise; 
the ability to tinker, if you like.  As we move towards the twentieth century, then I 
think we move to a different kind of industrial leader, which is based much more on 
R&D, on a science base, on education.  That said, other countries―notably the United 
States―had big advantages which we couldn’t easily emulate: very large domestic 
market and very cheap natural resources in early twentieth century terms.  So, it 
wouldn’t really have been possible for Henry Ford to be Henry Ford in the United 
Kingdom. 
   
GANESH:   Henry Ford was a great industrialist and certainly not a 
tinkerer.  But had he been a financial pioneer, Britain might have been just the place 
for him. 
 
CRAFTS:   By the mid- nineteenth century, or even before, London 
is the most important capital market in the world.  It becomes a massive centre for 
foreign investment.  In the nineteenth century, Britain very profitably is investing 5%, 
6%, 7% of its national product abroad.  That’s transmitted through the London capital 
market.  The most successful sector, I suspect, in nineteenth century Britain was 
finance.  It has a very strong position in the balance of external payments.  Invisibles 
have always been a very strong part of the British balance of payments since the mid-
nineteenth century or thereabouts.  And capital markets then, as now, there are quite 
big advantages to being a first mover, to getting a large position that has massive 
advantages in terms of information flows and so on.  
 
GANESH:   And does Britain’s status as a financial centre 
deteriorate at all during the twentieth century? 
 
CRAFTS:   Britain’s ability to exploit London’s unique position in 
world capital markets is seriously impaired in the first half of the twentieth century 
because the world becomes for a while deglobalized.  There are lots of limits on 
capital mobility.  We have ourselves foreign exchange controls for a very long period 
―from the early 1930s through to the end of the 1970s.  We have a rather strongly 
regulated City as well.  So, in that period, London to an extent stagnates.  The re-
flowering, the renaissance of London comes in the Seventies and Eighties with 
deregulation, in particular, and an ability now to exploit this latent competitive 
advantage much more fully. 
 
GANESH:   So banking isn’t some exotic, post-modern, late 
twentieth century add-on to the UK economy.  This country has long served as the 
consummate financial intermediary: facilitating the great global swirl of money and 
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taking a share of the profits.  Economists call it our area of comparative advantage: 
it’s what we’re good at.  
 
A country with a very different comparative advantage is Germany, whose 
manufacturing sector is the envy of many in Britain.  It’s as if invisible economic 
activity, such as finance, somehow doesn’t count.  There’s something reassuring 
about the production of cars, factory machines and other tangible goods.  But is this 
cult of Germany justified? 
 
Recently, the chairman of a ubiquitous, globally dominant company was asked at a 
Downing Street lunch which country he thought had the better economic prospects in 
this embryonic century, Britain or Germany?  Without hesitation, he chose 
Britain―arguing that its ingenuity in finance and services would be harder for 
emerging economies to emulate than Germany’s industrial specialism.  Nick Crafts 
agrees. 
 
CRAFTS:   It’s quite hard to imitate a financial agglomeration like 
London.  I think we’ve seen that even within Europe.  Frankfurt has not superseded 
London in the same way that perhaps German industry superseded parts of British 
industry during the twentieth century.  The other point is countries with large 
manufacturing sectors typically have more volatile economies than those with large 
service sectors.  The business cycle fluctuations are more severe.  So, having a large 
manufacturing sector is not of itself particularly a route to economic stability. 
 
GANESH:   There are other downsides to the German industrial 
model.  It grew slowly during Britain’s boom years.  It’s vulnerable to recessions in 
its export markets.  Its recent revival may have more to do with adopting British-style 
flexible labour markets than with those famous factories.  Nor is it even 
metaphysically possible for every country to be an industrial exporter: someone has to 
be buying the exports.  The agonies of the eurozone have something to do with 
Germany exporting much more to its neighbours than it consumes itself―helped by a 
single currency that’s weaker than the old deutschmark.  Still, the German model has 
plenty of advocates among influential economists, such as Oxford University’s Dieter 
Helm. 
 
HELM:   I think it’s quite a wrong reading of history to argue that 
for the last fifteen, twenty years, the British economy has actually been doing well 
and better than its continental rivals.  What looked like being an economic sclerosis in 
Germany turned out to be a period of intense investment in the workforce, in 
restructuring the labour markets, in its infrastructure, and, hey presto, we struggled to 
come out of this deep recession.  And what’s happening in Germany?  The fastest 
growth rate since reunification.  It’s pushing towards 4% per annum, and that’s based 
on solid industrial investment which we haven’t seen. 
 
GANESH:   What George Osborne wouldn’t do for four per cent 
growth!  But aspiring to industrial prowess is one thing.  How would we actually 
achieve it?  Advocates of rebalancing, such as Lord Oakeshott, Matthew Hancock and 
Dieter Helm, distance themselves from the discredited idea of picking winners, the 
old policy of giving government support to particular businesses in particular sectors.  
But they say other things can be done. 
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HELM:   It’s really important to sort out what governments can 
do effectively to improve the performance of an economy and what they can’t.  The 
traditional answer to the question has been that governments decide that we ought to 
have manufacturing, we ought to have this particular industry, we ought to have that 
particular industry.  That has been almost entirely disastrous in the past.  Now, what 
governments can however do is provide the framework within which industries, 
whether they be manufacturing services or whatever, can thrive.  So, providing an 
educated workforce; providing an infrastructure, a set of roads, railways, a water 
system, an energy system that provides a framework for reasonable cost, for 
reasonable input services that industry can use―these are fundamentals that 
government can do.  And then on top of that, of course, governments do determine the 
tax rates. 
 
GANESH:   Transport, education, infrastructure―it all sounds very 
expensive.  This is austerity Britain.  Politicians who talk a good game about 
promoting industry must explain where the money will come from.  But even if the 
coalition is sketchy about how it will pay for rebalancing, it’s still significant that a 
government led by Conservatives wants the state to take a strategic view of what the 
economy should look like.  Aren’t Tories supposed to believe that you can’t buck the 
market? 
 
HANCOCK:   This idea that you can have a laissez-faire approach to 
the economy is nonsense!  For a long time, people made the argument that we can’t 
shape our economy and the government should, ought to have no view.  But the 
government does have a view on the shape of the economy anyway.  We regulate the 
pharmaceutical sector; the government provides more than a third of the economy 
directly through public spending; we regulate all sorts of different parts of the 
economy separately.  And those regulations have an impact on how much companies 
can grow, whether Britain’s a leader in these areas.  Even where we build our roads 
and where we put our infrastructure has an impact on the shape of the economy.  So 
let’s not just pretend that it doesn’t and say that it ought not.  It does.  Let’s make the 
most of it. 
 
GANESH:   Tory MP, Matthew Hancock.  His party is in no danger 
of reviving the almost Gaullist industrial strategy of Michael Heseltine, who promised 
to intervene before breakfast, lunch and dinner.  But it’s moved a long way from free-
market purism.  Seen from a certain angle, George Osborne’s economic vision, 
ironically, looks Germanic: fiscal conservatism rather than supply-side tax cuts, an 
emphasis on science and apprenticeships, and support for the regions through 
enterprise zones and high-speed rail.  
 
But what about the limits of policy?  One of the biggest boosts to British industrial 
exports in recent years has come from the fall in the value of sterling―and that’s not 
a government decision so much as a market movement, as Dieter Helm reminds us. 
 
HELM:   The plight of manufacturing industry is, in some sense, 
a consequence of the British economy having been driven by oil and gas and for 
sterling having been a petrocurrency.  So, if we go back, in 1980 when oil and gas 
really came on stream, sterling went up a lot in value.  As the currency goes up, it’s 
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almost inevitable that the manufacturing industry will be squeezed.  We took our 
benefit from the North Sea in a stable and higher currency level than we otherwise 
would have had.  Now the oil and gas has run out; we’ve depleted it at break-neck 
speed.  We’re no longer a petrocurrency and it means the exchange rate’s going to be 
lower and therefore there will be some adjustment back. 
 
GANESH:   The role of the currency is telling as it speaks to the part 
played by forces that policymakers struggle to control.  Tax, regulation and 
investment can all affect the make-up of an economy this way or that.  But a country’s 
economic specialism might also be determined by deep-rooted features that 
technocrats elsewhere can’t replicate overnight.  Germany, for example, has both  an 
established culture of corporatism and reverence for technical education that Britain 
can’t absorb through a mere act of parliament.  Nick Crafts. 
     
CRAFTS:   Germany does represent a different variety of 
capitalism.  It has been a more corporatist economy.  It certainly has nurtured 
technical skills in a way which Britain stopped doing during the twentieth century.  It 
has developed very strong, if you like, clusters of manufacturing, and clusters give 
comparative and competitive advantage.  Those things are quite hard to replicate in 
any short space of time.  So, if we were to try to change the education system and try 
to make it much more like Germany, that I think is a 25- or 30-year project.  It’s also 
one which in my opinion would be highly open to government failure! 
  
GANESH:   So there are limits to what governments can achieve, at 
least quickly.  Let’s remember Germany’s higher savings ratio, which allows for all 
that investment in capital.  Regardless of interest rates in their respective countries, 
Germans have tended to save while Britons have tended to consume.  Politicians must 
bear in mind these deep-seated obstacles to rebalancing the economy. Britain could, in 
a fit of pique, wilfully squander its strength in finance without a clear, viable plan for 
replacing it with industry. 
 
A more manageable goal than replacing finance with manufacturing might be to make 
the money men and women more helpful to industry.  The City is still being assailed 
for its supposed short-termism and indifference to British manufacturing.  But is 
industry itself unimaginative in how it goes about raising money?  City policy chief, 
Stuart Fraser. 
 
FRASER:   I think we have become overly dependent on bank 
lending to the smaller- and medium-sized companies; 80% is through bank lending.  I 
think you need a much wider and diversified source of finance―capital markets and 
other areas.  It’s completely the reverse from America.  America, it’s about 20% to 
25% of finance is from banks; the rest is capital markets.  And it’s here for the 
government to try and encourage investors, in the broadest sense, to put risk capital 
into businesses because, to be frank, if I’m going to invest in a company where I stand 
to lose all my money, if it’s very successful I want to share in that success!  A bank 
loan doesn’t reflect that risk―I can still lose all my money―but if it’s a roaring 
success, all I do is get my money paid back.   
 
GANESH:   He would say that, cynics would argue.  After all, the 
banks are yet to meet the agreed targets for lending to smaller businesses.  But he’s 
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surely right that British businesses have something to learn from their American 
counterparts about using the full range of capital markets available, and not just 
banks.  
 
Intriguingly, the case for rebalancing is also undermined from abroad.  France and 
Germany, supposedly the great industrial purists, are zealously trying to attract 
financial services away from London to Paris and Frankfurt.  Could this be a case of 
virtue paying a compliment to vice?  As the tectonic plates of global economic power 
shift during the century, there are threats to London’s financial pre-eminence from 
beyond Europe.  Stuart Fraser. 
    
FRASER:   The biggest threat is always New York because they 
have the agglomeration of talent, they have the power, they have the reserve currency 
of the world.  It’s interesting, having just come back from Shanghai where I help 
advise on the Shanghai government as to how they develop.  It’s a long way, and to 
be brutally honest they are much more interested in Asia than they are in London or 
New York.  So the competition is Hong Kong, Singapore, maybe even other 
developing centres in China itself.  One of the basic ingredients of any global centre is 
you have to be totally open to the world and bring in the talent from around the world 
when you want it, and that is difficult for many countries.  Frankfurt and Paris?  No.  
They’ll take a bit of business, obviously.  But they haven’t got that agglomeration and 
they won’t get anywhere near it.  It’s ours to throw away. 
 
GANESH:   Indeed.  Competition from European cities might not be 
as severe as some fear.  But there’s another continental threat to London’s financial 
sector: regulation emanating from the European Union.  Former Treasury minister, 
Kitty Ussher, thinks that London should be less worried about Paris, the city of lights, 
than Brussels, the city of laws.  
 
USSHER:   There is no doubt that Europe is the key issue that the 
banking sector is concerned about, and it is the issue that the Government doesn’t 
seem to want to talk about.   Now, there’s a number of reasons for this, but the main 
one is that EU leaders, responding to G20 decisions, have responded to the financial 
crisis by shifting the sort of regulatory centre far more within the European 
Commission’s purview―at exactly the same time as the British government has 
decided to completely dismantle the Financial Services Authority and re-jig the way 
that regulation is done here in a way that doesn’t match or mirror or complement 
[giggles] what’s going on in Europe!  So firms are feeling out of control.  They feel 
that things are happening to them in a way they can’t influence. 
     
HANCOCK:   Whilst I very strongly support everything we can do to 
improve manufacturing, it shouldn’t be at the expense of financial services.  It should 
be as well as making sure that we have a well-regulated and well-run and sustainable 
financial services industry that can export. 
 
GANESH:   Tory MP, Matthew Hancock.     
 
HANCOCK:   Some of the best institutions that are safe and don’t 
carry massive risks for the taxpayer are doing well and we need to make sure they 
continue to do well.  They’re big employers―and let’s remember big employers 
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throughout the country―not just in London but in Chester and in Southampton and in 
Edinburgh.  So, we should support them in arguments in Europe, not least as the 
French official position is to reduce the size of London as a financial centre!  So 
we’ve got to get the balance right. 
     
GANESH:   Balance is the point. Of course, regulation was lax 
during the boom years, and must be toughened up now for the sake of taxpayers and 
the wider economy.  But Britain isn’t in a position to be choosy about where its 
growth comes from.  Our economic specialism seems to be finance and services.  We, 
the public, have to understand the value of the City.  For their part, politicians must be 
more realistic about their ability to alter fundamentally the composition of the 
economy.  In a world that is tilting eastwards, it’s not obvious that industry is a safer 
bet than finance.  We may never love the City, but we should be pragmatic enough to 
let it flourish. 


