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AUTHOR’S NOTE FOR THE PAPERBACK EDITION

Since the hardback edition of Who Runs Britain? was published in February 2008, we’ve witnessed turmoil in the global financial system and damage to our economic prospects of a kind and on a scale, we haven’t seen since the late 1920s. The causes of this turmoil are described in this book. They are essentially the greed of a generation of bankers and financial whizz-kids, and the jaw-dropping naivety of ministers and officials. As we struggle to understand when we’ll be over the worst of the credit crunch and try to learn the lessons, it is as pertinent as ever to ask ‘who runs Britain?’ – to explore whether our elected representatives have the insight, the independence and, above all, the courage to stand up to the powerful financial interests that got us into this mess.
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CHAPTER 1

TOO MUCH MONEY

I didn’t expect flying cars. But when growing up in leafy, salubrious north London of the 1960s and 1970s, I did expect that the UK would become a progressively fairer place as we hurtled towards the millennium. Ours wasn’t a religious household in any sense. But we did have a faith (well, three, if you include support for the Arsenal and my adolescent, homoerotic obsession with David Bowie). My parents passionately believed that everyone should have an equal chance to make something of themselves. In my father’s case, this was manifested in devotion to the Labour Party. My mother was less tribal, though just as committed to campaigning for education and health systems that did not discriminate against the disadvantaged. They weren’t naive or doctrinaire enough to expect equality of outcome. There always had been, and always would be, gaps between the richest and the poorest. In fact, Mum and Dad might have manned the barricades to protect their right to have a Colston dishwasher or a Baird colour television before anyone else in our wide, airy, suburban road. But they had confidence that through a combination of progressive taxation, state education and the welfare state, the gap between the haves and have-nots would narrow – and would do so in a way that improved society. Little by little, there would be a greater sense of freedom and opportunity for the majority, at relatively minor cost or inconvenience to the wealthy minority. And statistics seemed to prove their point, because for the best part of the twentieth century, the gap between rich and poor had been narrowing.

My parents put their money where their mouths were. Actually, that is not quite right. As a matter of principle, they refused to spend a penny of their disposable income on our education (if you exclude the mountains of books that were everywhere). They were prominent in a campaign to close down selective schools and they sent me, my sister and my brother to local comprehensives. My school in Crouch End was a noisy, happy and cohesive gaggle of white kids, Greek Cypriots, Asians and West Indians. Those of us with professional parents and big estate cars were a smallish and thoroughly integrated minority. University and then a career in journalism would eventually see me return to a middle-class white ghetto. But, for my seven years there, Highgate Wood School was a haven beyond those invisible herding pens. It was what a comprehensive ought to be, even though its origins were not auspicious. Created as a secondary modern, it had been one of those dumping grounds in the 1960s for those who failed the 11-plus examination. When I arrived in 1971, the top of the school was still made up of teenagers who had flunked that exam and been rejected as academically inadequate at the age of just 11. But our aloof Welsh rugby-playing headmaster, Eurof Walters, did not write off anyone.

Mr Walters ran an institution with progressive ideals in a very old-fashioned way, putting an emphasis on discipline. Highgate Wood’s backbone was a Taffia of teachers called Jones, Williams and Owen. The place was filled with staff passionate about Thomas Hardy and Oliver Cromwell and isosceles triangles. These were teachers with a vocation, many of whom stayed at the school for 30 years. So although the adverse conditions which make it difficult for London state schools to thrive these days were present – there were punch-ups with gangs from rival schools, drugs were commonplace and we were boisterously obsessed with sex – Highgate Wood worked very well; it improved the life-chances of hundreds of children.

It is probably unsurprising that I too would take it for granted, once I ventured into the world, that Britain would continue to become a more equal place. It stood to reason: progressive values were palpably the rational ones; most human beings were evidently sensible intelligent people; ergo any democracy would obviously evolve into a place where the gap between the privileged and the deprived – as manifested in wealth and income – would narrow. For me in 1979, aged 19, the election of Margaret Thatcher’s Conservative Party as the new Government was a weird and temporary aberration, a blip, an anomaly. It would be years before I realized that the Pestons as members of a British egalitarian species were dinosaurs faced with extinction. Little did I know it, but more or less from the moment I became a full voting member of our democracy in the late 1970s, the gap between rich and poor started to widen and would never narrow again. Increasing inequality was to define the Thatcher years from 1979 to 1990. But more than that, her way of seeing the world became the establishment view. What was at first a right-wing minority view captured the centre ground of politics. In her world, striving for equality and economic success were antithetical aspirations, so equality must die – and it did.

During her decade in power, the real incomes of the poorest fifth, or quintile, of the British population grew by less than 0.5 per cent a year, while those of the richest 20 per cent rose by almost 4 per cent. It was a return to Darwinism for the distribution of income: the more anyone earned, the bigger the increase in earnings he or she secured. In the words of the Institute of Fiscal Studies, the respected economic think tank, in Poverty and Inequality in the UK: 2007, the magnitude of the rise in inequality under her Conservative Government was ‘unparalleled both historically and compared with the changes taking place at the same time in most other developed countries’.

Here’s the oddity: I gradually came to see that much of what Margaret Thatcher did was necessary. For much of the post-war era, the British economy was sliding into a mediocrity of below-par growth punctuated by periodic crisis. Perhaps there was a cure that would not have led to growing inequality. But that is an academic point. The medicine administered by Margaret Thatcher created a less fair UK, but also an economy that – after she had left – would start to grow faster than its main European rivals’ and would continue to do so right up to the present. Hers was radical surgery: a systematic reduction in the power of trade unions which reduced the bargaining power of employees; cuts in income tax to provide increasing rewards for incremental effort; reductions in benefits to create stronger incentives to take any kind of job; privatization of swathes of the public sector that improved basic services but also precipitated significant pay rises for those who ran the former nationalized industries. A lot of people were bruised or more seriously harmed along the way. However, the economy became more competitive. And the majority of us have become richer in an absolute sense, even as those at the top have scooped a disproportionately large win.

So I am not going to resort to hand-wringing hypocrisy. My teenage conviction that it is always in the national interest for the gap between rich and poor to be reduced was wrong. As a journalist reporting on the business and political elite from 1983 onwards, it is clear to me that Britain has benefited from what was a cultural revolution under Thatcher. It was not just that she changed the tax system so that those who create wealth from which we all benefit could keep more of it for themselves. It was also that she was on their side, willing them to create that wealth in a way that the Labour Party of the 1970s and 1980s was not.

The caricature of the 1980s new entrepreneur, Harry Enfield’s ‘Loadsamoney’, should possibly be a national hero, Margaret Thatcher’s Stakhanov. It has been good for the UK that businessmen, footballers and even civil servants have had their pay linked much more closely to how well they perform. And also, perhaps, that some have been able to earn colossal sums for superlative performance. For 25 years, in a series of different media jobs – Business Editor for the BBC and the Sunday Telegraph, Financial Editor and Political Editor for the Financial Times – I’ve been an advocate for wealth creators being able to retain a generous share of the incremental wealth they create. I’ve argued that we should all cheer when a chief executive pockets millions so long as he (occasionally she) has significantly increased the wealth of the relevant company’s shareholders. Why? Well, those shareholders are us, because they include the pension funds that most of us rely on for a decent income in retirement. And we therefore benefit when a company boss boosts the value of a company’s shares. Further, any company should be prepared to pay almost whatever it takes to secure and retain the services of the best chief executive on the market, so long as his or her remuneration rises and falls with the returns generated for us as shareholders.

In practice, it has proved very difficult to design formulae for executives’ pay that aligns their interests in a perfect way with those of shareholders. The recent history of British and US companies is littered with sorry tales of companies being damaged by executives’ fraudulent or near-fraudulent attempts to manufacture profits in the hope of boosting their personal earnings. But the principle of trying to secure that alignment of interest between shareholders and managers is a sound one.

Even if Thatcher’s ideas were to gain near-universal acceptance, she never stopped being a divisive figure within the UK. What is more, by 1990 the country wanted a breather from its reinvention as an unpolluted neo-liberal paradise, where notions of equality are toxic. However, it did not need the election of an ostensibly left-leaning Labour Government for there to be a hiatus in the Thatcherite trends: between 1990 and 1997, when the Tories were in power and led by John Major as Prime Minister, there was a modest distribution of income to the poorest fifth of the population, those who could describe themselves as the victims of Thatcherism (although they probably didn’t feel much richer, since this relative rise in their earnings stemmed in part from a recession which precipitated a rise in social-security payments). However, it was in Major’s latter years that Britain became a slightly more equal place again, according to the conventional measure known as the Gini coefficient. This is a measure of income inequality that condenses the distribution of income into a number between zero and one, where zero corresponds to a world in which all households have identical income, and one would be a place where all income goes to a single person. During Thatcher’s years, Gini had risen (and how). It fell a bit as her successor steered their party towards electoral massacre and more than a decade in the political wilderness.

What happened to income distribution under Major turned out to be an anomaly. A swing in the political pendulum away from the Tories was not a manifestation of public clamour to soak the rich. Tony Blair’s New Labour won a landslide election victory in 1997 in part because he had made an explicit promise that he would not seek to redistribute income and wealth in a conventional left-wing way. He and his Shadow Chancellor, Gordon Brown, calculated that their party could not be elected unless they pledged not to increase personal tax rates – and, having given that pledge, they’ve never gone the whole hog to become ideological tax-cutters, but they have been generous in their tax treatment of wealthy individuals.

So although you would expect Gini to fall under a Labour Government, after Tony Blair became Prime Minister and Gordon Brown became Chancellor it actually rose: inequality worsened during New Labour’s first few years in office. This was a period of strong economic growth when Brown was determined to demonstrate his muscular love of capitalism to the City by keeping public spending in check. The Gini coefficient reached a record high in 2000–01. On that measure, the rich had never been better off. However, from then onwards, the billions of pounds which Brown allocated to tax credits for those on low earnings, along with an increase in means-tested benefits for pensioners and rapid growth in public-sector employment, started to have an impact. The gap between rich and poor closed a bit and returned to levels Labour inherited from John Major.

Even so, by the standards of most of the years since the Second World War, Britain was still an unequal place. And, latterly, inequality has actually increased again. In 2005–06, for the first time in many years, the pattern of income growth replicated what went on during the Thatcher years, with the richest fifth of the population seeing the highest income rise, and pay increments becoming progressively smaller for the lower-income groups. There has even been a deterioration in the measure of equality on which the Labour Government has performed best. That is the 90:10 ratio, which is the ratio of incomes between those at points 90 and 10 in a classification of earners from 1 to 99, where point 1 is the 1 per cent of the population who earn least and point 99 is top of the heap.

The 90:10 ratio tells an important story about the distributive impact of the policies of Gordon Brown and Tony Blair. For most of their time in office, they have given a significant boost in income to those who are not quite the poorest in the land, at a cost of a deceleration in earnings growth for those who are not quite the richest. If that were the test of being a modern socialist, then Brown and Blair passed it – though, whether by accident or design, they have failed to stem the impoverishment of the very poorest or the enrichment of the super-rich. But even their funny version of socialism, which pretends that the very richest and the very poorest don’t really exist, was nowhere to be seen from the end of 2005 or so. Since then the poor have become relatively poorer again on the 90:10 ratio and as measured by most other yardsticks.

The really striking social phenomenon under New Labour has been the triumph of the super-rich. To be clear, it is a worldwide phenomenon and not something unique to the UK. But the presence on British soil of a disproportionate number of immensely wealthy people, who are becoming wealthier by the minute, has been encouraged by Tony Blair and Gordon Brown. They have nurtured a welcoming environment for billionaires of any nationality, who can live in the UK and pay relatively little tax thanks to benign rules for those who classify themselves as domiciled or resident in another country (usually a tax haven) for purposes of paying tax. And Brown as Chancellor was, as a matter of deliberate policy, strikingly generous to the City’s new plutocrats – the owners of hedge-fund and private-equity firms, the partners of Goldman Sachs – by cutting from 40 per cent to 10 per cent the tax they pay when selling their more important assets.

Under Gordon Brown and Tony Blair, there has been an extraordinary increase in the income of the top 1 per cent of earners, an even bigger increase for the top 0.5 per cent, and a still bigger rise for the top 0.01 per cent. Brown’s Britain, the UK of New Labour, has been very heaven for those in a whole range of businesses and industries where the talent of individuals is rewarded in tens of millions of pounds. At the apex of the income scale, what has been going on is a supercharged version of the trends promoted by Thatcher. The rate of increase in remuneration rises almost exponentially as you subdivide that top 1 per cent into smaller and smaller groups on higher and higher earnings. In this jungle where the super-predators feast best, some 30,000 people earn more than £500,000 per annum, or the proverbial million dollars at current exchange rates, and their average income is £1.1m (according to an analysis by David Goodhart and Harvey Cole in the August 2007 edition of Prospect magazine). They are the top 0.1 per cent of British earners with a combined income of £33bn, or about 4 per cent of all personal earnings in the UK. On those figures, Britain is a much less equal place than France, where this top 0.1 per cent scoop half as much, or 2 per cent of all personal income. But the UK is still more equal than the US, where the gap between rich and poor is at its widest for more than 60 years, with the highest-earning 0.1 per cent taking 6 per cent of personal income, and the top 1 per cent taking a remarkable 21.2 per cent of economic output.

Such figures give only a skewed picture of individual life-chances in those countries, and of whether their economies are constructed in a way that most of us would think fair. Those statistics say nothing about equality of opportunity or social mobility – about how easy it is to break out of poverty. However, that £33bn earned by 30,000 British individuals is, by any standards, a big number. It is, for example, considerably more than the value of the entire economy of Vietnam, a country with a population of 84m.

That said, it could be misleading to rely on just one set of statistics, because the super-rich are so adept at hiding offshore for tax purposes much of what they own or what they earn. So here are a few other snapshots of rich Britain. As one example, it became an accepted truth, cited even by the Deputy Governor of the Bank of England, Sir John Gieve, that 4,200 people in the City of London pocketed £1m or more in bonuses during the financial year 2006–07. Meanwhile, the form guide to the fortunes of the super-rich, The Sunday Times Rich List, estimated that in 2007 there were 68 billionaires living in the UK. And you needed at least £70m to be included in that newspaper’s list of the 1,000 wealthiest people. The aggregated wealth of these 1,000 was £360bn, or about 50 times the size of the Uruguayan economy. It is also much more than treble what they possessed when Tony Blair became Prime Minister in 1997, in contrast to a doubling in the average net worth of the typical British citizen.

As it happens, I know many others who ought to be on that list but aren’t, because they don’t like flaunting what they’ve got. And there are thousands living in the UK who have a net worth of at least £10m. To give some idea of what might be called the democratization of riches, an annual survey by Merrill Lynch and Cap Gemini showed that in 2006 some 485,000 people in Britain had net financial assets of at least $1m (around £500,000). Extrapolating from global trends, their data indicates there may also have been around 5,000 individuals in the UK with net financial assets in excess of $30m (roughly £15m) – although, once again, that feels to me like a bit of an understatement. But according to this survey, the so-called ‘high net worth’ population – those whose financial wealth was more than a million dollars – increased by 8.1 per cent in 2006, double the rate of increase in Germany and a third faster than in France. British dollar millionaires are being created at more or less the same rate as in America, which would have been unthinkable just a few years ago.

We are reconstructing a UK where the share of national income taken by those at the pinnacle of the income scale is at levels not seen for a century. Research by the Centre for Analysis of Social Exclusion showed that as long ago as 1999 the best paid 0.5 per cent and 0.05 per cent were pocketing almost as large a slice of national income as they were in 1937, having seen a steep decline that was dramatically reversed after 1979. Since then, there has been an almost unprecedented boom in earnings for hundreds of thousands of people, most of whom work in the City or in businesses connected to the City – although footballers, celebrities, entrepreneurs and corporate bosses have done pretty well too.

There are lots of other ways of showing this growing gap between the very rich and the rest. One way is to look at the ratio of bosses’ pay to that of employees in general. An annual review by Income Data Services showed that the median total earnings of the chief executives of the FTSE 100 companies – the UK’s 100 largest quoted companies – in the financial year 2005-06 was £2m, up 20 per cent on the previous year. (If you lined up chief executives and put them in order from lowest paid to best rewarded, the median would be the one right in the middle.) By contrast, the gross median pay for full-time British employees in April 2006 was £23,600, up a mere 3 per cent on the previous year. So the typical FTSE 100 boss earned 75.2 times what the typical employee was paid – and just one year’s pay rise for that typical boss was £400,000, equivalent to 17 times the total pay of the typical employee. To put that into some kind of historical context, in 1989 the average (not median) pay for senior directors running the top 10 per cent of British companies was £222,000 (according to a survey by the Institute of Directors and the Reward Group), when the median pay for employees was £11,648. So, less than 20 years ago, the ratio of bosses’ pay to that of the employee was 19:1. Since then, pay for the majority of employees has just about doubled, whereas bosses’ pay has risen by a factor of 9. And there is reason to believe that the income gap will widen further. In an international market for senior managers, the US determines where we are going on remuneration: right now, US chief executives earn 300 times what the average US worker makes.

But those who run our largest companies, the members of the FTSE 100 index, are not by any means the best paid in the UK. And since there aren’t that many of them anyway (though you wouldn’t guess that, given all the media attention devoted to exposing their allegedly excessive remuneration), they don’t feature much in this book. Among the new generation of plutocrats they’re pretty low down the hierarchy. The high-earning elite is to a large extent found in the financial sector, where a combination of globalization and a technological revolution has allowed a talent for making money to be rewarded in ways that are breaking all known barriers. Millions of pounds, tens of millions, even hundreds of millions are accruing to brainy individuals who create and trade almost incomprehensible new financial products. These individuals may have the nous to spot and buy entire companies that are undervalued. Or they may be computer whiz-kids who build complex computer programs to exploit minute, temporary anomalies in financial markets. The best-paid director of a British FTSE 100 company is actually the number two at Barclays, the ‘president’ of the bank, Bob Diamond, who runs all its investment banking and fund-management businesses. He earned £22m in 2006 and has accumulated shares in the bank worth at least £70m. However, there are several executives at the world’s most successful investment bank, Goldman Sachs, who earn more than that. And there are hundreds of people in London working in hedge funds and private equity making that kind of money every year. A couple of partners of a UK-based hedge-fund firm called GLG, Noam Gottesman and Pierre Lagrange, have been reported by the house magazine of the hedge-fund industry, Institutional Investor’s Alpha, to have earned £120m each in 2006 – although that was paltry compared with the billion dollars plus pocketed by a handful of their US-based rivals. Also, a few individuals are generating hundreds of millions of pounds for themselves as more or less sole traders in the business of buying and selling entire companies. The most successful of those is Sir Philip Green, owner of Bhs, Topshop and quite a lot of the rest of the high street, who paid himself a tax-free dividend of £1.2bn in 2005 (technically the dividend went to his non-resident wife, to avoid the payment of tax).

The forces at work are powerful and global. It is not just happening in the UK but all over the world, especially in the US, Russia, India and China. In a way it’s wrong to look at this trend in terms of nationality in any sense. These inordinately wealthy people are British, or American, or Russian in name, but they are essentially stateless, living where the taxes are lowest and where the opportunities to increase their net worth are greatest. For a variety of reasons – technological, regulatory, economic – increasing amounts of wealth are sticking to individuals with special talents rather than being dispersed to the owners of public companies or being siphoned by the state in the form of tax. That’s true whether you are a footballer born in Madeira, like Cristiano Ronaldo, or an Indian steel magnate, like Lakshmi Mittal, or a British hedge-fund superstar whose father was a car mechanic, like Chris Hohn. Why is that? Well, capital was – until the meltdown in money markets in the summer of 2007 – plentiful and cheap for those who could demonstrate they could make big profits in the way they deploy that capital. In the UK, for example, Philip Green was able to borrow £10bn from the world’s biggest banks for his failed attempt to buy Marks & Spencer, with minimal negotiation and with few strings attached. What counted for the lenders was his track record of making fortunes from buying and selling other businesses.

And the marketplace for an individual’s talents – whether as a manager or an inventor or a performer – is the whole world, which means that the returns generated by the relevant talent can be huge. Take David Beckham. The ‘Beckham’ brand is a global brand: his name sells more around the world by a substantial margin than that of his new employer, the Los Angeles Galaxy. That’s why he can negotiate a contract with his Californian football club supposedly worth £125m to him. And it’s why a hard-nosed financier such as Philip Green is prepared to pay millions of pounds to the supermodel Kate Moss to borrow her brand for use at his fashion chain, Topshop.

Also, many of the newly created businesses can go global remarkably rapidly. Based in the UK, Permira – a private-equity firm that buys and sells whole companies – has in just a few short years become an international powerhouse controlling many billions of pounds, even though it employs just 103 professional staff. Faster still has been the wealth creation among the younger generation of internet businesses, the Web 2.0 gang, from YouTube to MySpace to Facebook.

In other words, globalization has been wonderful for anyone with a special talent capable of generating incremental revenues. The crucial word here is ‘incremental’. If you can demonstrate that you have the magic to generate additional revenues, then you can do very nicely. The reason is that the market for the fruits of your talent is bigger than it has ever been. That market is the whole world. There are, of course, still regional and local markets. But, for many products and services, an almost seamless, all-day-and-all-night, worldwide marketplace with billions of customers has been created by the internet and the dismantling of barriers to trade. The rewards of succeeding in that marketplace, for a multinational maker of snacks, or a social-networking website, or a football club with a brand, are immense.

There are two sorts of winners in the transcontinental souk. There are those who make millions by demonstrating to an established business – from Goldman Sachs, to Tesco, to Manchester United – that they can make a difference to corporate success or failure. These can include bankers, or engineers, or footballers, or professional managers. But the enormous spoils accrue to those who do it for themselves, by going direct to the market as owners rather than employees. They might do this by setting up a new financial business, such as a hedge fund or a private-equity firm, or – like Mark Zuckerberg at Facebook – by seeing the international potential of an online meeting place for university students.

But precisely the same trends are terrible news for those with no special skills. Builders and cleaners in the UK are being undercut by migrants from Poland or Slovakia. And a British cleaner had better hope that the company which employs him or her is not taken over by a private-equity house – because in that case the pressure to work harder for the same basic pay becomes remorseless, while the new owners scoop a gigantic jackpot. The best that a British cleaner can hope for is to become more productive in order to keep his or her job, all the while hoping that inflation in many of the basics of life, such as food, energy and housing, leaves something left over for pay TV and a mobile phone. Recently, according to research by the supermarket group Asda, those hopes have been cruelly crushed, as price rises in the essentials have squeezed the living standards of thousands and thousands of low-paid people.

What is worse is that the bar is being raised all the time for what qualifies as an economically useful skill. It is a cliché that manufacturers in the Midlands have been, and are being, squeezed by Chinese rivals – though it can be highly profitable to own a basic business in low-growth, high-cost Europe if your special genius is driving down costs. Lakshmi Mittal has become a billionaire many times over by becoming the very biggest in a very basic industry – steelmaking – and ruthlessly increasing the productivity of his European operations. But even being talented at software development and maintenance is no guarantee of a decent income, as Asian universities crank out armies of maths and engineering graduates. In the worldwide battle for economic supremacy, it’s best not to be cannon fodder – but the qualifications for becoming a general or even a captain are becoming more demanding all the time.

But even if there is a global inevitability to this widening in the gap between haves and have-littles, for the first time in my career I’m finding myself rather less enthusiastic to be a cheerleader for the uber-capitalists. The sums of money now accruing to top talent, especially in financial services, have become absurdly large. Significant numbers of individuals are earning in a single year sums that they would not be able to spend in a lifetime, or indeed the lifetimes of their children and children’s children. Well-heeled dynasties are being created in a way that we’ve not seen since the Victorian era.

Why should any of us care? For one thing, it’s not healthy for democracy. The new super-rich have the means through the financing of political parties, the funding of think tanks and the ownership of the media to shape Government policies or to deter reform of a status quo that suits them. More or less whenever I talk to a minister or a Tory politician or a senior civil servant, I observe a neurosis on their part not to do or say anything that might upset the wealthy, that might prompt one or two of the super-rich to stomp off in a huff to another country. It could, for example, be expensive for Labour as a political party to upset many in the City by imposing seriously higher taxes or tougher regulations on the operation of hedge funds and private equity in a way that curtailed their profitability, even if there was a strong public-interest reason for doing so. How so? Well, since 2001, the private-equity doyens Sir Ronnie Cohen and Nigel Doughty have contributed £1.8m and £1.005m respectively to Labour, the former Goldman Sachs partner John Aisbitt has given £750,000 and the hedge-fund executive William Bollinger has handed over £510,000. Tony Blair decided it was preferable for Labour to be financially dependent on wealthy individuals than on the party’s trade union founders; but both forms of dependence can create conflicts of interest in the formulation of policy.

Perhaps more dangerous for democracy would be the potential mischief-making of the bored offspring of those who generated the great fortunes. They may have strong ideas about how whole countries should be run, and would have the economic muscle to turn ideas into influential campaigns.

But the biggest cost from the swelling of the super-rich class is an erosion of the fabric that holds together communities and the nation. The plutocrats who live here behave as though the UK is permanently on probation. They pay the least amount of tax they possibly can, a fraction in percentage terms of the tax most of us pay on the income we earn. They rarely allow themselves to be comfortable in their Britishness, whether they have been born here or have adopted the country. And they would never surrender their right and ability to move somewhere else should the financial tariff for staying in the UK rise above an unspecified threshold. What’s more, Gordon Brown’s actions when Chancellor underpinned this idea of the super-rich doing us all a favour by living here, since he very carefully shied away from ever alienating them; which explains in part why the burden of tax increases has fallen on the vast majority who are not quite wealthy enough to relocate to Monaco or the Caymans.

Brown may be right that the presence on British soil of wealthy entrepreneurs who pay little tax in their own right is beneficial, in that they create or expand businesses and employment. But it is demeaning to the authority of the state and insulting to the majority of taxpaying citizens that so little in tax is collected from them. Many of the super-rich actually feel it is their moral duty not to pay tax. This is not malicious hearsay. I know these guys pretty well, and they regularly moan about paying any tax. But whatever you think about the waste and inefficiency of public services – and I would certainly be one of those who would criticize Gordon Brown and Tony Blair for failing to make the public sector demonstrably more efficient while pumping huge amounts of cash into it – my strong conviction is that no one should use a club’s facilities who is not prepared to pay the subscription fee. Here’s the point. Any particular wealthy individual may have used state schools and hospitals when growing up. Or their employees may still use them. And their ability to generate wealth today depends in large part on the stability of the state and an expensive physical infrastructure. All of which costs money. So their determination to make the least possible contribution to what underpins their ability to enrich themselves – not even paying Gordon Brown’s slashed, paltry rate of capital gains tax – is grotesquely selfish.

One group who wholly legitimately avoid paying much tax are those that live here but claim that they are non-domiciled for tax purposes. In order to qualify for this privilege they would typically have been born abroad – but these ‘non-doms’ have frequently lived in the UK for decades and some have generated impressive fortunes from a UK base. They include financial supporters of the Labour Party, such as the private-equity pioneer and friend of Gordon Brown, Sir Ronald Cohen (whose colleagues say that he pays substantial tax in the UK on his British earnings, even though he is a non-dom) and Chai Patel, the healthcare entrepreneur. Our rules on the treatment of these notionally foreign individuals are more benign than those of most other developed economies. I can be confident of this because relevant billionaires have told me so. In theory, non-doms are supposed to pay tax to Revenue and Customs on their earnings generated in the UK, though there are clever ways around this and they can almost always avoid capital gains tax. According to Treasury figures, around 25,000 non-doms pay no UK income tax at all (there is no suggestion that Cohen or Patel are among the zero-tax non-doms).

Here are a few other relevant statistics, which imply that they run rings around the tax man. Some 112,000 individuals indicated on their self-assessment tax returns for the year to April 2005 that they are not domiciled in the UK for tax purposes. That’s 72 per cent more than in 2002 – which may reflect the expansion of the City and is a pretty stupendous growth rate. Now those 112,000 were liable to tax in 2004–05 of about £3bn on taxable income of £9.8bn, according to the Treasury. That may seem quite a lot of wonga, but it equates to an average tax liability per non-dom of just £27,000 on declared income of £90,000 a year. In other words, they are being taxed as though they were middle-ranking civil servants, not successful wealth creators. The Treasury says the reason for the relatively low yield of tax per non-dom is that many are not particularly wealthy or well paid. Many of them, it claims, are foreign doctors or even nurses recruited by the National Health Service. Which is probably correct. But the Treasury also acknowledges that a significant number are very well-remunerated temporary émigrés working in investment banks, private-equity firms and hedge funds.

There was a time when Gordon Brown was hell-bent on cracking down on the non-doms and also on those British-born people who continue to operate businesses and own assets in the UK but become resident offshore for tax purposes. But, around 2002, his zeal to tax them on their total worldwide earnings evaporated – largely because he became persuaded that the non-doms, especially those in financial services and the City, were making an important contribution to the economy. He became anxious that merely insisting the super-wealthy pay the tax that most of the rest of us pay – such as the top 40 per cent rate of income tax on all their global earnings and 10 per cent on realized capital gains – would lead to a flight of valuable capital and brains abroad.

However, if they weren’t to flee these shores, the sums that could be raised from them would be quite something. If the wealth of the UK’s 1,000 wealthiest on The Sunday Times’s list were rising at 10 per cent per annum – and it’s probably been increasing more than that – and if Her Majesty’s Revenue and Customs could get its hands on just 10 per cent of the capital gain as and when crystallized, and could also secure 40 per cent of the income earned by these individuals, the 1,000 would be paying about £12bn per annum in direct taxes or about £12m each every year. What these individuals actually pay is a fraction of that. In 2006, the accountants Grant Thornton estimated that 54 UK-based billionaires were paying income tax of just £14.7m on a combined fortune of £126bn and only a tiny number paid any capital gains tax at all. Of these, at least 32 of the billionaire dynasties had probably not paid any personal taxes on their wealth.

The difference between what they pay and what they perhaps ought to pay, if the tax rules that applied to most of us also applied to them, would run to billions of pounds. Capturing these billions would not transform the public finances. But they would allow a useful cut in the basic rate of income tax or even in the top rate of income tax – which, in theory, would be good for wealth creation in the UK, in providing stronger incentives for all of us to work more and accumulate more.

However, for years both Labour and the Tories were too afraid of the super-wealthy – or too close to them – to campaign that they should pay their fair share of tax. Senior politicians of both parties have been fearful that they could be painted by the media (much of it owned by the super-rich) as somehow ‘anti-success’. And they tend to enjoy being in the company of business winners. Tony Blair, when he was Prime Minister, valued the friendship of successful business magnates, from Rupert Murdoch to Charles Dunstone, the founder of Carphone Warehouse. Both parties also benefited from the generous donations of fabulously wealthy individuals – which they would not have wished to jeopardize. But overlaying all of this is that mainstream politicians accept as a fundamental truth that there is an inverse relationship between the amount of tax that could be raised from the super-rich and economic activity: it is seen as self-evident that the world’s most talented entrepreneurs would relocate themselves and their businesses offshore to a more benign taxation environment if they were asked to pay the same proportionate amount of tax as the rest of us.

That fear of the economic costs outweighing any immediate gain in tax revenues is almost impossible to prove or disprove. It is certainly the case, for example, that some of the hedge funds that have been created in the UK provide a surprising amount of high-skilled, high-remunerated employment in London, which at a stroke could go elsewhere. The hi-tech trading floors of CQS or Marshall Wace, which I have visited, are filled with lots of people who spend money and pay taxes in the UK. And if those businesses were moved to Geneva, or Dublin, as they could fairly easily be, the jobs would be gone too. But the politicians’ fear of this flight may well have lost a sense of proportion.

There has also been a cynicism in this Government’s exploitation of one of the harsh realities of globalization, which is that millions of people on middling incomes in middling jobs do not have the clout to demand tax reductions that the super-rich have or that big companies have. Only a limited number of very big businesses or stunningly talented entrepreneurs can actually up sticks to anywhere in the world, if the tax rates here are not to their liking. So tax increases have tended to be directed towards those who cannot escape them: the most important measure in Gordon Brown’s last Budget as Chancellor in 2007 was to cut corporation tax for big companies, to deter them from moving abroad, while increasing it for small companies, most of whom would find it almost impossible to emigrate.

Even so, politicians in all parties began to spot in 2007 that much of the electorate was becoming exasperated at how little was being paid by those making enormous sums. The turning point was the remark to the Financial Times by a senior and respected provider of funds to private equity, Nick Ferguson, to the effect that it wasn’t really cricket for his cleaner to be paying more tax than those pocketing millions in a particular corner of the City. Ferguson’s cleaner became a totem of the unfairness of the system. It is not overstating the matter to say that his cleaner panicked the Treasury into reforming the entire system of capital gains tax (CGT) that was in part responsible for the injustice. Treasury officials discussed plans to increase CGT explicitly in terms of the ‘Ferguson premium’.

But in the end the Treasury used a sledgehammer to crack a nut. In the pre-Budget report of 2007, the new Chancellor, Alistair Darling, announced there would be an 18 per cent rate of capital gains tax for everyone. By doing so, he infuriated hundreds of thousands of small businessmen who had created proper businesses over many years of toil and were now being told that the tax they would pay when selling all or part of their life’s work would rise by 80 per cent. The Treasury claimed that the tax being paid by those explicitly in Ferguson’s sights, the partners of private-equity firms who can make millions when assets are sold by their funds (what is known as their ‘carried interest’ or ‘carry’), would also see an 80 per cent tax rise. But in the furore, one rather important detail was widely ignored. The Treasury had totally rejected the argument of principle about the ‘carry’, which is that it has the characteristics of income rather than capital gain and should perhaps be taxed as such at 40 per cent. Once again, the Treasury had bent over backwards to protect the high earners in the private-equity industry, because it was persuaded that they were great for Britain and would move abroad within seconds if forced to pay 40 per cent tax.

The partners of private-equity firms tell me that they are more than happy paying 18 per cent. Apart from anything else, most won’t pay as much as 18 per cent even if they are UK taxpayers, thanks to the way they construct their deals. And a good many of them are not UK taxpayers.

To be crystal clear, Darling had mollycoddled the private-equity industry again. And, in a second sense, he did it once more in the way that he belatedly took action to extract a bit more tax from non-doms and non-residents. Darling, an immensely cautious politician, had come to recognize that the non-dom had become a distasteful character for many voters, and not only among Labour supporters. In fact, he has been accused of shamelessly stealing from the Tories in respect of the non-dom reform. It was striking how on 1 October 2007, the Shadow Chancellor, George Osborne, announced that a Tory Government would impose an annual levy of £25,000 on all those who register for non-domicile status, which would be on top of whatever other tax the non-doms pay to the Exchequer. It was a bold initiative for a Tory party which had been financed for years by donations from non-doms and those not resident here. But Osborne had been aware for months that his party’s core middle-class vote was increasingly fed up at what it perceived as the free ride being given to the rich. This was quite a shock for a Labour Government which in theory was more committed to redistribution through the tax system than the ostensibly right-wing opposition. Darling responded by announcing a very similar non-dom levy, one that was just a bit higher at £30,000. But once again, the party founded by industrial trade unions bent over backwards to keep the City and private equity sweet. The levy would only apply to those resident in the UK for seven years. So the high-earning clever-clogs financiers working for global banks and financial firms, who come to London for just a few years before relocating to New York or Tokyo, could continue to be non-dom at no additional cost at all.

That was no accidental omission. By design of a Labour premier, Gordon Brown, and a socialist mayor, Ken Livingstone, London is now the capital city of the borderless world of the super-rich. But the reinvention of Britain as a giant tax haven also brings costs, for all the contribution of the immensely wealthy to economic growth (which is real, though often exaggerated). I shall look at the longer-term costs in the final chapter of this book. But among the conspicuous immediate annoyances for the majority of Britons is the inflation generated in the price of residential property – which has created wealthy ghettoes in parts of London and the south-east where no one earning less than a few hundred thousand pounds per annum can contemplate living. The ratcheting up of all property prices, stimulated by the prohibitive pricing at the top of the housing market, has contributed to the exclusion of younger people and those on low earnings from home ownership in vast swathes of the country.

That is a small example of a modern paradox: at a time of unprecedented prosperity, young people face greater financial uncertainty than they have for decades and many of those in middle age and on middle incomes would be justified in believing that the current economic and stock-market boom had passed them by. In Chapter 7, I explore the collapse of a British private-sector pensions system that had been the envy of the world. The super-rich may be effortlessly becoming richer, but millions of people have been obliged to contribute more cash than they have ever done to guarantee even a modest income in retirement. And, what’s more, some of the hard-pressed company pension schemes that were once a model of enlightened paternalism are now being transferred to specially created new companies backed by the super-rich – who see in them an opportunity to make a fortune for themselves, though not for pensioners. There is something unseemly in the way that the retirement hopes of millions of people – who have saved all their lives – can be bought and sold as though they were no different from Mars Bars.

But the point of this book is certainly not to argue that free markets are in general a bad thing. The chapter on the travails of Royal Mail (Chapter 9) is something of an indictment of the Government’s refusal to privatize the postal service. What the book tries to do is provide a tourist’s guide to a new world in which financial opportunities are limitless for a minority of individuals with specific talents. The chapter on private equity (Chapter 2) tells you how to make a couple of billion out of buying and selling entire companies, while the ones on hedge funds (Chapters 5 and 6) are about how the world’s brainiest mathematicians and scientists are designing computer programs to beat financial markets rather than finding a cure for cancer. You can rail against what you may perceive as a waste of talent. And you may be infuriated that billions of pounds are being hoovered up by a few individuals, rather than being deployed to alleviate poverty. Or you may simply decide that you would rather join them than beat them – and will therefore endeavour to acquire the analytical skills and ruthlessness that might ultimately secure your entry to the plutocracy.

However, the Philip Green story (Chapter 3) shows that natural flair accounts for the difference between an entrepreneur who makes a few bob and one who makes a few billion pounds. And, indeed, some of that flair may be genetic – which is sobering. Just look at what has been achieved by the Tchenguiz brothers, Robbie and Vincent, whose family has within their lifetime been driven by turmoil in the Middle East from Iraq to Iran and then from Iran to here. With no roots in the UK, but buckets of drive and charm, they generated hundreds of millions of pounds, first through property investment and more latterly by buying and selling whole companies. But although in one sense they created their own respective business empires from very little, they come from a long line of Middle Eastern Jewish traders: Robbie Tchenguiz told me proudly that his great-grandfather owned and worked 2,000 camels along the main Arab trade routes. At the time of writing, a number of Robbie Tchenguiz’s more ambitious investments were not performing brilliantly. The turmoil in financial markets took a toll. But his story remains one of remarkable personal reinvention a world away from his birthplace.

But I do not believe that conventional public companies – in which millions of us have stakes through our pension funds – are condemned to wither and die, that there is no future for businesses listed on stock markets rather than owned by wealthy individuals or by private equity. In a world of growing competition, there are problems with the stock-market model of ownership that has served us relatively well for decades. In a nutshell, there is a question about whether the traditional split between ownership and management in a stock-market-listed business allows those businesses to react speedily enough and boldly enough to the growing challenges and threats they face. The great advantage of ownership by private equity or by Philip Green is that if a serious problem at their respective businesses requires fixing, there is no need for lengthy agonizing about how shareholders would react before action is taken. Philip Green is both owner and manager, so if he wants something done, it is done; and the power to take decisions is only marginally more diffuse at a private-equity-owned firm. By contrast, chief executives of listed companies have relatively little time to actually run their businesses, because they have to devote vast effort and resources to communicating financial results and strategy to thousands of shareholders – who want to know everything but are rarely prepared to provide any guarantees of support to those managers, and who rarely speak with a single, coherent voice. Little wonder that private equity can recruit the very best executives. Even so, the crisis of confidence at publicly listed companies can be overcome. They can thrive again under determined, motivated leadership, as shown by the gloriously theatrical events at Marks & Spencer over the past decade (Chapter 4).

M&S and other companies are being shaken up and revitalized in part to ward off the threat of being captured by a Philip Green or a private-equity firm or to pre-empt pressure from hedge funds. So, in that sense, the rise of these new tools of the super-rich is a good thing. But what concerns me is the lack of serious public debate about how globalization and deliberate Government policy has empowered those with particular financial talents to make vast sums of money for themselves, while disempowering the rest of us.

The financial crisis of the summer of 2007 – manifested in the run on Northern Rock, the first run on a substantial British bank for 141 years – was a direct consequence of the pervasive and orthodox Anglo-American ideology that the liberalization of global financial markets is both intrinsically good and unstoppable. The extraordinary creativity of participants in these markets has spurred growth over many years, by directing money or capital to places where it can best be employed. But some time over the past two or three years, their success bred complacency. Innovation became malign: trillions of dollars of financial products were created and then sold to banks and investors, many of whom did not understand the risks they were taking on. It was not unlike a pyramid-selling scheme, which could be seen from the mass panic that took hold in August 2007 when a big French bank said it could not put a value on these products. At that moment, and for weeks afterwards, banks and other financial institutions became deeply reluctant to lend to each other. Why? Because in the climate of fear and uncertainty, it was rational for any individual bank to hoard its cash, even if it was irrational for the system as a whole.

When the going was good, investment bankers, hedge-fund managers and partners in private-equity firms all did very nicely from the bonuses and the capital gains and the fees generated by the frenetic manufacturing of deal after deal after deal. Many of them are now paying a price for failing to understand the risks they were taking on. But it is often a small price, in the form of reduced future remuneration. Don’t weep for them. They have already extracted fortunes. It is most of us who are paying for their foolhardiness, as the pricking of a financial bubble they created has a negative impact on all our prosperity. Months, possibly years, may go by before banks are prepared to lend as freely as they had been doing. In a way, that is a good thing. Banks and other financial institutions were lending too much too cheaply, thus encouraging individuals and businesses to take on excessive debts. But in reducing how much they will lend, by increasing the cost of that debt, and in withdrawing credit completely from some borrowers stigmatized as poor risks, there will be pain for companies and consumers. The price of money is going up for all of us, and the economy is slowing down, because regulators and governments did not dare stop the over-exuberant behaviour of greedy traders, bankers and financiers. In fact, to an extent the Government encouraged the excesses of these super-rich individuals and their financial servants, because they were thought to be good for London and good for Britain. And, as of now, there is collusion between most politicians, bankers and investors to avoid asking the big question: has the freedom of investment banks, private-equity firms and hedge funds to buy and sell what they like, when they like, gone too far? That would be to threaten the return to full throttle, whenever it comes, of the most successful machine in the history of the world for expanding the clone army of the super-rich.

Now, I don’t believe there is some secret conspiracy between plutocrats and governments to sustain a mutually beneficial status quo. But I do believe that politicians are too fatalistic about their ability to shape globalization – and naturally it is in the interest of the super-rich to encourage such fatalism, to have it widely believed that the current system is more or less the best available.

That said, there is a plausible argument that for all the growing concentration of money in fewer hands, we live in a world where power in a broader sense is more evenly and more fairly shared than hitherto. The internet has turned up the volume on the voices of millions of citizens – through blogs, social websites and online campaigns. And politicians and businesses are using ever more scientific methods to measure what voters want and then supply them with it. There is a question about the determination of what we think we want, which is well beyond the ambition of this book. But to argue that money and power are not connected would be absurd. Many of the new super-rich are not currently using their immense wealth to buy politicians and influence political decisions. That’s largely because they are too pre-occupied with making themselves even wealthier. Even so, the dismal tale of the Labour Party’s attempt under Tony Blair to reduce its financial dependence on the trade unions by raising money from wealthy supporters is a stark warning of how the credibility of the political system can be threatened when there is a perception of power and position being bought by the privileged few (Chapter 8).

And it would be to ignore all history to presume that the super-rich, or their trust-fund children, or their plutocratic children’s children won’t endeavour to convert a fraction of their fortunes into control of the media, sponsorship of lobby groups or seats in parliament. Their big financial boots will become big political boots. It is irrelevant whether you think that they will do ill or good with their new political power. The accumulation of vast wealth by a growing class of super-rich – who owe no allegiance to any state – is a regressive trend for the distribution of power. It will taint governance and distort democracy.
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