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What is happening?

People are getting angry. Our lives are becoming more difficult. Our jobs are at risk. Our savings are losing value. We feel less secure in our homes. We fear we won’t have financial security in retirement. We’re losing confidence in the ability of our hospitals to treat us, our schools to educate our children and our police to protect us. Our public services keep getting cut while our taxes go up.

Yet a small group of politicians, bureaucrats and bankers seem magically immune to the realities that the rest of us wake up to each morning. They take more and more of our money in salaries, bonuses, expenses and pensions. They are constantly rewarded for failure. And they shamelessly spin and lie in order to justify their plundering and pillaging of our hard-earned money.

In Fleeced! we expose how we have all become the dupes of the lazy, the grasping, the ambitious and the incompetent who have increasingly taken control of our lives. And we show why and how we need to fight back against our new arrogant, self-serving masters if we are ever to stop the rapid decline in our society and once again start to improve our own and our children’s lives.

David Craig has spent most of his career working for some of the world’s best and worst management consultancies. He is the author of the controversial bestsellers Rip-Off! The Scandalous Inside Story of the Consulting Money Machine, Plundering the Public Sector and Squandered: How Gordon Brown is Wasting Over One Trillion Pounds of Our Money which won the Hammond Whiteley journalism award. Most recently, he co-wrote The Great European Rip-Off with Matthew Elliott.

Matthew Elliott is co-founder and chief executive of the TaxPayers’ Alliance, the UK’s most high-profile campaign group. He is a Fellow of the Royal Society of Arts and sits on the Advisory Committee of the New Culture Forum. He wrote The Bumper Book of Government Waste.


 

 

Praise for Squandered:

‘It is no exaggeration to say that if the right people read it, take it seriously, and take appropriate action, this book could not only save the taxpayer billions, it could save lives . . . This is a terrifying book, but a brilliant and necessary one. Please read it.’

Daily Telegraph

‘The most illuminating political book to date this year.’

Nick Cohen, Evening Standard

Praise for Plundering the Public Sector:

‘The first serious work to deal in a thorough fashion with the incompetence, nepotism and waste that have defined New Labour in government . . . David Craig and Richard Brooks have performed an immense public service, and this horrifying book deserves a wide readership.’

Spectator

‘This is a good topic and Craig knows his stuff. He writes with passionate disgust and with rich detail.’

Management Today

‘racy yet well-researched . . . gripping and important’

New Statesman

Praise for Rip-Off!:

‘The most shocking book of the year . . . It is a must-read for anyone in business or on the receiving end of consultants’ advice.’

Independent on Sunday

Praise for The Bumper Book of Government Waste:

‘Few books perform a greater public service in exposing the myth that “government knows best” how to spend taxpayer funds.’
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INTRODUCTION: WHY WORRY?

•   Under New Labour over £3 trillion of our money has been taken from our pockets

•   About half went in an uncontrolled splurge of public spending in the ‘boom’ and the other half seems to have evaporated in the ‘bust’

•   That’s around £50,000 for every person in Britain

•   The money has been squandered by self-serving politicians, wasted by incompetent bureaucrats or destroyed by out-of-control bankers

•   Our taxes go up, but our public services decline

•   We work ever harder, but our jobs are less secure

•   We try to put money aside, but our savings earn almost no interest

•   We save for retirement, but our pensions have been savaged

•   It will take at least 10 to 20 years for us to pay off all the debts that we have been saddled with by the people in power

•   While most of us have become poorer, politicians, bureaucrats and bankers have been busily feathering their own nests with our money

•   If we don’t fight back, the new ruling elite will continue to take, steal and waste our money and impoverish the country for generations to come


PART 1

MAKING US POORER


CHAPTER 1

WHERE HAS OUR £3 TRILLION GONE?

BILLIONS, TRILLIONS, GAZILLIONS AND SQUILLIONS

When many of us were children, we played the game where we tried to outdo each other by trying to think of the biggest possible number imaginable, as in ‘my dad earns billions and trillions and gazillions and squillions more than your dad, so there’, followed by sticking our tongues out. What most of us didn’t realize back in our carefree childhood innocence was that when we grew up, the billions and trillions would become real numbers, and real financial problems, rather than just part of a childhood game. When the first Bumper Book of Government Waste was published, we revealed that the government had wasted around £82 billion in the year 2005–6. By the time of the second Bumper Book this had gone up to £101 billion for 2006–7. With 2008’s Squandered we looked back over a decade of New Labour’s spending of our money and found that probably more than £1 trillion had been wasted. In their own small way these books broke new ground. After all, back then, just over a year ago, many people did not even know what a ‘trillion’ was. Some of us might have been hard-pushed to say with complete certainty how many zeros there were in a billion. Since then, of course, the economic collapse, ensuing bank bailouts and our government’s borrowing binge have made us all depressingly familiar with the idea of billions and trillions.

According to our calculations, at least £3 trillion – that’s £3,000,000,000,000 – of our national wealth may have magically disappeared in the 12.5 years since the current government was first elected in 1997. It’s difficult to imagine what £3 trillion looks like. If you were to pile it up in £10 notes, you’d have a stack that was bigger than the House of Commons and Big Ben (see Figure 1), provided that our thieving MPs didn’t steal most of the money before you had finished. Our working population of about 30 million people would each have to save almost £5,000 a year for 20 years to put this £3 trillion back in the bank. £3 trillion is around £50,000 for every man, woman and child in the country.

Figure 1 Visualizing £3 trillion
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About £1.5 trillion of our cash went on a rush of profligate government spending, fuelled by the boom, and around another £1.5 trillion seems to have mysteriously vanished in the bust. So, when billions and trillions are mentioned by the media and various financial experts, they unfortunately usually refer to what we as a nation have lost or owe rather than anything that we might ever own or earn.

BRITAIN’S BOOMING

Until the recent financial collapse, things were looking pretty rosy for the British economy. Since the recession of 1992, Britain had experienced 15 years of uninterrupted economic growth with low inflation, falling unemployment and rising living standards – what many economists called a ‘Goldilocks economy’ where growth is believed to be neither too ‘hot’ (i.e. too fast) or too ‘cold’ (too slow), but just right. Incredible as it may seem now, Gordon Brown even had a reputation for effective economic management. There was a time when people could keep a straight face when showering Brown with compliments like Tony Blair’s in 2007 as he prepared to hand over the keys to 10 Downing Street: ‘He is an extraordinary and rare talent and it’s a tremendous thing if it’s put at the service of the nation as it now can be. He has shown, as perhaps the most successful Chancellor in our country’s history, that he’s got the strength and the experience and the judgment to make a great Prime Minister.’1

More wealth meant higher tax revenues. Quite properly living up to its 1997 election manifesto promises, the government chose to plough much of its increasing tax-take into providing more money for public services like health, education, policing, social services and so on. By the end of the 2009–10 financial year, New Labour will have spent almost £1.7 trillion more in cash terms (about £1.35 trillion when adjusted for inflation) than would have been spent had Gordon Brown and his colleagues kept public spending at the levels inherited from the previous administration (see Figure 2).

Figure 2 Government spending has more than doubled under New Labour
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Finance Initiative (PFI) projects and other schemes which the government has kept off its balance sheet through various creative accounting techniques, you’re almost up to £2 trillion in cash terms or £1.5 trillion after taking inflation into account.2 Moreover, now that public spending has shot up to new stratospheric heights, even if we got a government that could trim it by 5 or 10 per cent, it would take years and maybe even decades to bring it back under control. So going forward, we can expect a few trillion more to disappear into New Labour’s voracious new public sector.

If you’re one of Britain’s growing army of over 6 million public-sector workers, you might welcome Figure 2 with joy – the rise in spending is the basis for probably the biggest boom in public-sector employment, rising wages, lavish expenses and inflation-protected pensions in British history. However, if you’re one of the rapidly decreasing number of people in the private sector then your feelings may not be quite so positive, as a massive increase in your taxes for the last 12 years and probably for the next 20 to 30 years will be needed to pay for our government’s unprecedented generosity to itself, its friends and its own employees.

BOOMS AND BUBBLES

As late as April 2007, our then chancellor Gordon Brown was still repeating his well-worn mantra: ‘We will never return to the old boom and bust.’3 Just a few months later, as we all know, there was a deafening bang and you could hardly see Britain’s economy for all the crashing debris, smoke and dust. It’s not fair to kick a man while he’s down, but recalling our Iron Chancellor’s judgements on his own economic genius can help us appreciate the extent of his self-delusion and our consequent impoverishment. Brown used the expression ‘boom and bust’ more than 100 times in the House of Commons. Thankfully, and for obvious reasons, he tends not to use it anymore. But although Brown will go down in history as the man who said he had abolished Tory boom and bust, he was actually not the only person to make this bold and unlikely claim (see Figure 3).

Figure 3 The end of Tory boom and bust?
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One of the many other claims that our chancellor turned prime minister made, most of which have subsequently turned out to owe more to fantasy than financial fact, was that he had rescued the economy from the malevolent clutches of the previous, economically incompetent Tory administration: ‘because we inherited an economy that was not only in danger of overheating but where tackling fundamental long-term challenges . . . had been neglected for too long’.4 In reality, Britain had experienced five years of continuous economic growth since the 1992 recession by the time Brown moved into the Treasury in May 1997. So the chancellor was merely mounting a horse that was already racing ahead of the field rather than, as he and his docile Treasury would have us believe, being given a lame no-hoper and courageously spurring it on to a magnificent victory against the background of the thunderous cheers of the crowd’s adulation.

During the first ten years’ of Brown’s stewardship, on paper our national wealth apparently more than doubled from around £3.2 trillion in 1997 to about £7 trillion by 2007. This would count as an incredible achievement for this government and its chancellor if this growth had actually been based on something solid and value-added like raised manufacturing output and increased exports. However, about £3 trillion of the increase came from rising house prices and another £1 trillion or so is due to inflation. Then there were other factors like a rise in population from virtually uncontrolled immigration and the rapid growth of the public sector which also helped create the illusion of economic growth. Once you take these out, you actually find that our real national wealth experienced a decline of close to £1 trillion during the ten years of Brown’s supposed economic boom.5 Chancellor Brown made many claims about how he had increased our wealth and how we could trust him because of his personal integrity – but then so did Bernie Madoff (see Figure 4).

Figure 4 Similar claims from Brown and Madoff
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In a recent book about Bernard Madoff, the author started by asking the question: ‘How does one guy lose $50 billion – of other people’s money?’6 Fleeced! will try to answer a similar question about Gordon Brown – but sadly for us the sums involved are somewhat larger than the paltry petty-cash of $50 billion which may have disappeared in Madoff’s Ponzi scheme.

There were some countries like Germany, Holland, India and China which did actually create real wealth in the 1997– 2007 worldwide economic boom. However, in Britain, Spain, Ireland and the USA much, if not all, the supposed growth was unfortunately illusory, based mostly on a housing-price bubble.

Although much of Britain’s boom was imaginary, at least there was a huge increase in tax revenues pouring into the government’s coffers. When campaigning in 1997, Brown had promised to keep spending at the level proposed by the previous Tory government for the first couple of years of his time as chancellor. Unable to splurge the increasing funds, Brown found that tax revenues exceeded spending and so he almost accidentally managed to reduce Britain’s budget deficit and thus the National Debt. By his 1999 budget he was able to claim: ‘As a result of sound economic management, debt interest payments next year have been cut by £2.5 billion from their previous forecast.’ He seems to have forgotten that it was the previous administration’s, rather than his own ‘sound economic management’, which had provided the cash bonanza. It might well have been this success through continuing his predecessors’ policies that contributed to convincing our then chancellor of his own economic genius. By around 2000, once he was freed from the straitjacket of the previous government’s financial self-control, Gordon Brown’s own financial incontinence kicked in. From then on, even though tax revenues kept on rising and rising thanks to Brown’s brilliance in wringing the earning classes dry, incredibly our government managed to spend more every year than it collected in tax (see Figure 5).

 

Figure 5 Since 2000, even as tax revenues increased, the government spent more than it collected
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Like so many of his subjects, Chancellor Brown went on a historic spending spree. For us it was three holidays a year, Jimmy Choo shoes, flatscreen TVs, electronic gadgets and drunken nights on the town. For him it was a massive expansion in public services – spending on health shot up from £45 billion a year to over £100 billion, education jumped from £38 billion to about £80 billion and, perhaps surprisingly given that we were supposedly experiencing an economic boom, welfare benefits rose from £90 billion to close to £160 billion. Although it’s hardly an original insight, we would be remiss here if we did not remind ourselves of what Charles Dickens’ Mr Micawber said about what happens when people spend more than they earn: ‘Annual income twenty pounds, annual expenditure nineteen nineteen and six, result happiness. Annual income twenty pounds, annual expenditure twenty pounds ought and six, result misery.’7 Sadly for us, this well-known piece of financial wisdom applies just as much to countries as to individuals. This naturally meant that our borrowing and debt levels, having gone down for the first couple of years of New Labour, then started to climb inexorably upwards.

Brown and his Treasury liked to claim that HMS Great Britain was steaming happily across the calm seas of home-grown economic prosperity when, through absolutely no fault of the captain, the ship hit the iceberg of the US sub-prime economic crisis and then went plunging into the murky depths of a sea of apparently bottomless debt with just enough room in the lifeboats for the passengers with first-class tickets: the politicians, bureaucrats and bankers. In December 2007 Brown told us: ‘The global credit problem that started in America is now the most immediate challenge for every economy.’8 And he kept on repeating the message that he and the government were in no way responsible for anything ever: ‘People are worried about the impact of what is a global credit crunch, that people understand started in America and is impacting on Britain.’9 However, the truth was that due to this government’s uncontrolled profligacy, HMS Great Britain was already holed below the economic waterline and leaking money rather badly by the time the US sub-prime iceberg came into view. We would eventually have sunk anyway, even in the unlikely event of our captain managing to avoid the iceberg.

BRITAIN’S BUST

We may not have had the boom, but we certainly got the bust. At the moment it’s not possible to say exactly how much of our wealth has been destroyed since the crash hit us, but there are indications that it’s a fair bit. The value of UK shares, for example, has fallen by around £474 billion since 1997 – this will seriously affect anyone with savings in stocks, unit trusts or a pension fund.

Partly as a result of the government’s large expansion of the public sector and the eye-watering pay rises it has given to public-sector managers, and partly due to its cowardice in failing to tackle the public-sector pensions time-bomb, the estimated future costs of public-sector pensions have risen from around £360 billion in 1997 to well over £880 billion today (some estimates put the costs as high as £1.2 trillion). So that’s at least another £520 billion we’re going to have to find from somewhere.

Then we can add on the cost of the bank bailout. Cautious estimates suggest that of the total £1.227 trillion made available to the banks, taxpayers will lose at least £200 billion. The government and its Treasury will claim that we taxpayers are not really liable for all the banks’ losses because each bank will have to bear part of their losses themselves and they will pay interest charges and other fees to the government as part of the taxpayer-funded rescue scheme to help them out of their self-inflicted difficulties. However, there is only one place the banks can go to get the money to pay off their losses, fees and everything else. That place is their customers: us. So, whether the banks siphon off our money directly in the form of massive government handouts or indirectly from charging us more for services and loans and paying us less interest on savings, we will always be the ones to foot the bill for the hundreds of billions in toxic loans, credit default swaps, collateral debt obligations and whatever other financial schemes that the short-term, bonus-hungry bankers were only too happy to mistake for money.

Figure 6 The greatest destruction of national wealth in British history?
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However, perhaps the most obvious decimation of our wealth has come from the explosion in government borrowing to make up for the collapse in tax revenues due to the recession. In his last five-year projection as chancellor, Gordon Brown predicted total government borrowing of a mere £142 billion, give or take a few billion. In his successor Alistair Darling’s latest far from reliable forecast, borrowing over five years looks like being at least £703 billion. And this is assuming a rapid return to sustained growth of over 3 per cent by 2011, which is far from certain. So the rise in borrowing to £703 billion gives us another £561 billion above Brown’s original projections that we’re going to have to cough up, long after the main members of the government that got us into this mess have retired to the lavishly expensed comfort of the Lords, to well-paid employment with the banks they saved with our cash or to highly remunerated positions with international financial institutions like the World Bank and International Monetary Fund (IMF).

This amounts to around £1.755 trillion blown away in the bust. Adding all the excessive spending during the boom and the destruction of our wealth in the bust, we come to the irritating conclusion that well over £3 trillion of our wealth may have mysteriously disappeared under the stewardship of Chancellor Brown and his successor (see Figure 6).

THE BUDGET THAT WASN’T

Some commentators and analysts took the government’s 2009 budget seriously and tried to calculate what effect it would have on the country’s finances and economic prospects. What many experts seem to have failed to understand was that April 2009’s exercise in financial futility was not intended to be a budget as we know it. The government was well aware that the country’s finances were shot to pieces. It also knew that the only way of beginning to balance the books was by cutting public spending. But that posed a thorny political problem. The government wanted to go into the next election lambasting the Tories as brutal butchers intent on decimating public spending so that children could not go to school, the sick would lie untended in the streets and the elderly would die in poverty and starvation. Therefore, the government could not be seen to be making the slightest change to its own bloated spending plans. Instead, the prime minister and his chancellor made a few populist but economically costly gestures such as raising tax and cutting allowances for higher earners. The Treasury knew that these changes would raise little or no money. Those earning over £150,000 are best placed to avoid any attempts by Her Majesty’s Revenue and Customs (HMRC) to take their cash. And even if the wealthy were ready to pay more, the new tax changes would only raise about £5 billion to £7 billion extra per year. That’s pretty small beer compared with the government’s projected borrowing of £175 billion in 2009–10.

As for the chancellor’s projected figures for the British economy that there would be a 3.5 per cent contraction in 2009 and 1.25 per cent growth in 2010, these were contradicted by an IMF report which foresaw two years of economic decline, 4.1 per cent in 2009 and a further 0.4 per cent in 2010. Then a few days after the budget, the Office for National Statistics issued figures showing that the economy had shrunk by 1.9 per cent in the first quarter of 2009 compared with the chancellor’s forecast of about 1.6 per cent. But in some ways it seemed that the government hardly cared and its only purpose was self-preservation – to hold on to the privileges and perks of power for as long as possible. Our leaders appeared to have given up on the economy and were just trying to tread water, pocketing their generous salaries and huge expenses while far beneath them HMS Great Britain sank, gurgling and spluttering, further down into the dark and dismal depths of an ocean of debt.

How did things get to be this awful?
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