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“I would like to pay 
tribute to the 
contribution you and 
your company make to 
the prosperity of 
Britain. During its one-
hundred-and-fifty- year 
history, Lehman 
Brothers has always 
been an innovator, 
financing new ideas and 
inventions before many 
others even begin to 
realise their potential.” 

Gordon Brown, chancellor of the exchequer, with Dick 
Fuld, opening Lehman Brothers’ new London 
headquarters, 5 April 2004 
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The incidence of banking crises in OECD economies





Functions of finance

Capital allocation Risk mitigation

Wealth managementPayment system









I had some input into the creation of this 
product (which by the way is a product of pure 
intellectual masturbation, the type of thing 
which you invent telling yourself ‘Well, what if 
we created a “thing”, which has no purpose, 
which is absolutely conceptual and highly 
theoretical and which nobody knows how to 
price?’).

Fab Tourré quoted in W.D. Cohan, 
Money and Power: How Goldman Sachs Came to 

Rule the World, 
New York, Random House, 2011.  p. 515.





UK 
(£trn)

US 
($trn)

Germany 
(€trn)

France 
(€trn)

Houses (excl. land) 4.45* 19.71*^ 4.52 4.34

Commercial property 0.77 15.56
2.93

0.99

Other structures 0.91 6.49 1.22

Plant and machinery 0.74 6.65 1.15 0.58

Total 6.86 48.42 8.60 7.12

Physical assets of nations, as at end-2012

* Includes underlying land.
^ Household sector only. Source: OECD

Physical capital



UK US German
y 

France

Net housing wealth
(property value less housing loans)

63.7* 32.7* 43.7 51.0

Net cash and deposits 25.2 16.9 30.6 23.8

Net long-term savings
Insurance and pensions

Directly held in securities

64.0
52.9
11.1

159.2
64.2
95.0

28.6
27.6
11.0

44.0
28.8
15.2

TOTAL 152.9 193.1 112.9 118.7

(US$000 per capita at purchasing power parity, end-2012)

*Includes underlying land. Source:  OECD, author’s calculations

Household wealth
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Source: Federal Deposit Insurance Corporation; important banking legislation

As published in Preston Ash, Christoffer Koch and Thomas F. Siems, ‘Too Small to 
Succeed?—Community Banks in a New Regulatory Environment’, Dallas Fed 

Regulatory complexity

Number of pages in new acts (US)Number of new banking acts (US)



Sen. C. Levin (D, Michigan): When 
you heard that your employees in 
these emails and looking at these 

deals said ‘God, what a shitty deal’, 
‘God, what a piece of crap’, when 
you hear your own employees or 

read about these in emails, do you 
feel anything?

Mr D.A.Viniar (CFO, Goldman Sachs): 
I think that is very unfortunate to 

have on email.

US Senate, permanent 
subcommittee on investigations, 

27 April 2010
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Sen. Collins: Did you consider yourself to have a duty to act in the 
best interest of your clients?

Mr Sparks: I had a duty to act in a very straightforward way, in a 
very open way with my clients. Technically, with respect to 
investment advice, we were a market maker in that regard. But 
with respect to being a prudent and a responsible participant in 
that market, we do have a duty to do that.

Sen. Collins: … did the firm expect you to act in the best interests 
of your clients as opposed to acting in the best interests of the 
firm?

Mr Sparks: Well, when I was at Goldman Sachs, clients are very 
important and were very important and so …

Sen. Collins: Could you give me a yes or no to whether or not you 
have a duty to act in the best interests of your clients?

Mr Sparks: … believe we have a duty to serve our clients well.
Congressional testimony, 27 April 2010, with 

Senator S.M. Collins (R, Maine) and D.L. Sparks, 
former partner and head of mortgage department, Goldman 

Sachs
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We were all appalled and shocked 
when we heard about these 
allegations yesterday. I have to tell 
you that I am sickened that these 
events are alleged to have 
happened. Not just because I was 
editor of the News of the World at 
the time.

Rebekah Brooks, Chief Executive, 
News International, in a memo to 

staff, 
8 July 2011“Rebekah Brooks Arrested”
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Just going after the company is also both 
technically and morally suspect. It is technically 
suspect because, under the  law, you should not 
indict or threaten to indict a company unless you 
can prove beyond a reasonable doubt that some 
managerial agent of the company committed the 
alleged crime; and if you can prove that, why not 
indict the manager? And from a moral standpoint, 
punishing a company and its many innocent 
employees and shareholders for the crimes 
committed by some unprosecuted individuals 
seems contrary to elementary notions of moral 
responsibility.Jed Rakoff, 

‘The Financial Crisis: Why Have 
No High-Level Executives Been 
Prosecuted?’, 
The New York Review of Books, 
9 January, 2014.



‘The prohibition of the law is absolute.  It will not 
allow an agent to place himself in a situation which, 
under ordinary circumstances, would tempt a man 
to do what is not the best for his principal.’

McCardie, J., Armstrong v. Jackson (1917) 2KB 822
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“This is an era that history will record as the 
beginning of a new golden
age for the City of London, and I want to 
thank you for what you are achieving. And I 
believe the lesson we learn from the success 
of the City has ramifications far beyond the 
City itself – that we are leading because we 
are first in putting to work exactly that set of 
qualities that is needed for global success.” 
Gordon Brown, speech to Mansion House 
dinner, London, 20 June 2007 (a week before 
he succeeded Tony Blair as prime minister, 
and six weeks before the beginnings of the 
global financial crisis) 
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UK (£) US ($)

Personal deposits 1.09 8.74

Non-financial business deposits 0.39 1.04

Total deposits 1.49 9.79

Mortgages 1.06 2.78

Consumer credit (and other HH) 0.11 1.74

Business lending
Of which commercial property

0.43
0.17

3.53
1.68

Total lending (inc. government) 1.61 8.05

Financial sector transactions 5.53 8.93

Total assets/liabilities 7.13 16.98

Flows through the deposit channel, local currency (bn), mid-2014

The deposit channel

Source: Bank of England, Federal Reserve



UK (£) US ($) FR (€) GE (€)

Total deposits 1.49 9.79 1.66 2.34

Total lending (inc. government) 1.61 8.05 2.17 2.74

Financial sector transactions 5.53 8.93 5.82 4.85

Total assets/liabilities 7.13 16.98 8.00 7.59

Flows through the deposit channel, local currency (bn), mid-2014

Financial transactions on bank balance sheets

Source: Bank of England, Federal Reserve, European Central Bank
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Source: Federal Financial Institutions Examination Council, Call Report

As published in Preston Ash, Christoffer Koch and Thomas F. Siems, ‘Too Small to 
Succeed?—Community Banks in a New Regulatory Environment’, Dallas Fed 

Regulatory burden

Number of pages in US bank regulatory filings
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