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Q1  Chairman:  Good afternoon and welcome, Chancellor, to you and to your officials from 

the Treasury, Mr Ramsden and Mr Maxwell.  We are very grateful to you for spending some 

time with us this afternoon.  As you know, we would like to talk, in part, about the general 

background of the economy and then perhaps a little later on in the session be slightly more 

specific in terms of banking supervision and regulation, which we are just starting to work on, 

with a view to producing a report a little later in the year.  I am sure I do not need to say this 

but we are always grateful if witnesses could speak reasonably slowly and clearly for the 

benefit of the stenographer and for members.  Chancellor, I do not know whether you want to 

make any introductory remarks or whether you would like us to move straight into questions.  

We are happy either way.   

Mr Darling:  I was not proposing to do so, but I am grateful to you for letting me have the 

opportunity to talk to you about what is clearly an extremely important matter.  I would have 

thought we would have been able to pick up most of the issues that I would want to dwell on 
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during the course of the questioning.  If not, then presumably you would allow me to add 

anything if I think we have missed it out, but I doubt if that will be the case.  

Q2  Chairman:  Of course.  We understand that you need to leave by 5 o’clock so we will 

keep on time.  In these troubled times, before I ask the first question perhaps I ought to 

declare my interests.  I have interests as a member of the International Advisory Boards of 

Allianz and Rothschild et cie.  The first question I have is a very general one and that is: why 

is Britain in its worst recession for decades?  How much are domestic events and policies to 

blame for Britain, at least in the eyes of the IMF, being in a particularly parlous state amongst 

developed countries?  

Mr Darling:  The short answer to that is that we, and I think most countries in the world now, 

are being affected by one of the severest downturns that we have seen, probably since the 

1930s.  The primary reason for that is what is loosely called the “credit crunch”, which is 

basically the seizing up of the world’s financial system, and that has caused problems for us, 

and it has caused problems for most other countries in the world.  Because we have such a 

large financial services sector, and also because of the nature of our housing market, we were 

bound to be affected to a greater extent than some countries, but if you look at the forecasts 

that have been issued over the last few months, even over the last few days, of Credit Suisse 

for example, whilst they have marked us down in terms of their forecasts they make the point 

that they think that Japan and Germany will be marked down even further.  You can draw no 

comfort from that at all, indeed quite the reverse, because of course those are countries to 

whom we might seek to export, but the real problem that we face is that credit is certainly 

impaired, if not frozen, in many countries, and that is impeding our ability, and when I say 

“our” I mean economies across the world, the ability of these economies to recover.  There 

are obviously lessons to be learned in many areas, but in particular there are lessons to be 
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learned in relation to how we have supervised and regulated the world’s banking system, and 

that is no doubt something that you will want to explore.  

Q3  Chairman:  Yes, we will indeed.  So in short, in your view, there is nothing that one can 

ascribe to the policies in the UK which make us particularly vulnerable to this recession?  It is 

more the structuring of our housing market and our reliance on financial services?  

Mr Darling:  I think you would be very foolish indeed, no matter where you sat, and no 

matter which country you were representing, to say there were not lessons to be learned and 

there were not things that you could have done better, and that is self-evidently the case.  

However, you asked me what are the reasons for us being in recession and I have set them 

out.  What is different this time is whereas in the past this country has been in recession and 

has seen downturns, you could, in many cases, have ascribed that to a particular British 

problem, such as our inability to deal with inflation, the problems we have had in relation to 

very high interest rates and the problems where we had very fast growth followed by then 

quite severe retrenchment.  This problem is different in that it is not just one country or one 

region.  If it were one country these problems would only manifest themselves in that 

particular country.  This is a problem that, in modern times, almost uniquely, is affecting 

every country in the world.  That is one of the reasons why, if we get on to this area in 

relation to the G20 meeting in London in April, it has assumed such importance because 

whereas in the 1930s it took countries too long to realise just how serious the situation was 

then, I think there is a realisation, even amongst those countries that 12 months ago said, “It is 

nothing to do with us, it is British or America,” or whatever, they can see that one way or 

another we are all in the same position and one of the things we need to do is to make sure 

that we act together.  
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Q4  Chairman:  So if the downturn is the result of events across the world and not the 

responsibility of the UK Government in any way, would it be equally true to say that credit 

for the economic growth over the last ten years is a matter of the global economy rather than 

specific policies?  

Mr Darling:  I was careful to say in reply to your last question that I was not going to sit here 

and tell you there were not lessons to be learned on the part of us and on the part of every 

other government, because that would be a very odd position to take.  I think if you look at 

the last ten years - over ten years actually - we had an extraordinarily long period of growth 

with historically low levels of inflation, something that we were never able to achieve in the 

past.  We were able to reduce the levels of debt we had and we were also able to increase 

public investment in areas which had historically been under-invested in, such as transport, 

housing, as well as doing more in schools and hospitals.  One thing that is pretty clear, and 

has been for some time, and many people have talked about the fact that we live in a global 

economy and Britain reaped the benefits of that, and indeed our financial services industry 

could not have got to the position it was in but for the global economy, the other side of that 

of course is that we are now seeing the risks that come from globalisation, where a problem in 

one part of the world can, within weeks, affect us here as well as other countries.  As I say, 

when we come on to that question in relation to how we retrieve the situation, and how we 

move forward as we get through this as we come into recovery, I think there are huge lessons 

to be learned in relation to supervision, and also in relation to our ability to track things that 

were happening, such as the massive capital flows that were coming from the developing 

countries into the developed countries, and everything that followed from that, then there are 

clearly lessons to be learned.  I promise you that I shall not say it again, but certainly, with the 

benefit of hindsight, lots of things might have been different.  I think we have had an 
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extraordinarily long period of growth, but we are now, like everybody else, facing an 

extraordinarily downturn which countries need to work together to get out of.  

Q5  Baroness Kingsmill: Chancellor, I wonder whether you believe that the seeds of our 

current difficulties were to be found in the period of unprecedented growth that we have 

experienced to date?  And I wonder, further from that, whether, given that our financial 

system has suffered tremendous stresses and strains in recent times, you envisage a rebuilding 

of that financial system or whether something completely new and different is going to take 

its place?  

Mr Darling:  At the risk of saying the obvious, there will always be banks and there will 

always be a financial services industry.  I think there are several things that need to happen.  

Firstly, the shape of the financial services industry may well be different, it is an industry that 

will evolve anyway, but some of the things that people were getting into, like the attempt to 

lay off risk through securitisation, and to end up with the very company who tried to lay off 

that risk in another part of the building buying back that risk but they did not actually know 

that is what they had bought because it looked different, it was so exotic in its nature that they 

were not fully aware of what they were doing, that has got to stop.  To my mind, the whole 

culture in board rooms and financial institutions has to changed.  Both executives and non-

executives are not there just for the ride, to charge their fees; they are there to ask serious 

questions and to hold the executives to account.  Indeed if some of these institutions had 

asked more questions about what was going on perhaps we might not have got into this 

difficulty.  It is always easy and people do ask questions when things go wrong, but the time 

you ought to be asking questions is when they appear to be going right, just to be sure that 

you are in fact doing the right thing.  In relation to supervision, there is no doubt, 

acknowledging the fact that we live in a globalised world, and that is not going to change, that 

we need to have a far better way of tracking, as I say, some of the huge capital flows that are 
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taking place, how people are responding to that, and how they are dealing with that.  I think 

we need to tighten up our own supervisory regulatory regime.  A lot of it is making sure that 

supervisors actually do the job they are supposed to be doing.  If you take Northern Rock, for 

example, the FSA, to its credit, early on accepted that it had missed what had happened in 

Northern Rock.  The more serious question, as Lord Turner acknowledged in a speech that he 

delivered last week was why, having seen this had happened in Northern Rock, did they then 

not say, “Where else might this be going on?”  When I was dealing with these problems in the 

autumn of 2007 I remember asking various banks, “Have you got this problem?” and too 

many of them rather gave me the impression that this was just Northern Rock, it was not 

something that would trouble their bank.  Now we know different, and that needs to change.  I 

also think the major international institutions - the IMF and so on - need to be reformed.  

They were set up 60 years ago in a different world.  I think they have a valuable role to play 

now.  That is part of what we have been arguing through the Group of Seven countries and 

now through the G20 countries as well.  There is a whole range of things that we need to look 

at there.   

Q6  Baroness Kingsmill: Do you think we need to have a greater diversity of financial 

institutions, not just the five big high street banks but possibly a greater number of smaller 

institutions so that no one could be too large to fail or one, for example, rather like a regulated 

utility, where there is a full service provision so that they take simply take deposits and make 

simple loans?  Do you think there is an argument for a variety and diversity of financial 

institutions in the UK? 

Mr Darling:  You raise a number of very interesting questions there.  Firstly, if you look at 

our banking system today and compare it with what it was like even two years ago, it is in fact 

probably subject to greater de facto controls than it was.  We have recapitalised the banks, we 

have announced further measures on 19 January, but we have made it clear that if banks use 
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these then there will be lending conditions.  That is a far more intensive approach than we 

have had in the past.  In relation to the structure of the banking system generally, I do not 

think government can decree that there are going to be so many large institutions and so many 

smaller institutions.  I think inevitably there are going to be fewer smaller institutions, simply 

because of the risks and because of the ability of these institutions to lend.  Of course, that 

does raise broader questions about what the regulatory regime ought to look like.  As Lord 

Turner again in a different part of his speech was saying, perhaps the way in which we 

regulate these institutions will need to differentiate between a very large global bank that 

deals with everything from deposit-taking to investment activity, to the approach perhaps of a 

more straightforward conventional building society, if you like.  Indeed, if you look at the 

problems that some of the big American bank have got into, and some of the problems of 

RBS for example, which is now one of the biggest banks in the world, most people in this 

country are familiar with RBS or NatWest or Ulster Bank or whatever, but what they are 

maybe not aware of is that most of those banks’ activities are overseas and can be found in 

many, many different parts of the world.  Of course they were exposed, as we have seen very 

recently, to quite substantial risks, which come back to the British taxpayer at the end of the 

day.  That does call into question our conventional regulatory approach to these things.  In 

banks like that you have to have a far better view of what they are up to all over the world.  

The approach you take is perhaps different to that which you take if you are dealing with a 

smaller building society.  I am not sure I would like to see a Glass-Steagall-type split, if that is 

what you were getting at.  

Q7  Baroness Kingsmill: I was thinking of an Ofbank really.  

Mr Darling:  I suppose the “Ofreg” approach, which we have seen in the utilities and we have 

seen in other areas as well, is where you say that, as a matter of fact, you are going to have a 

very small number of players in a particular market, therefore you have far more detailed 
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controls.  We are not at that position yet, but, as I have made clear, firstly, I asked Lord 

Turner to carry out a review, and that thoughtful speech he gave last week was, I suppose, a 

precursor to that.  I have also said that we will be publishing a White Paper at about the time 

of the Budget in which I want to air a number of these views, because I do think, in answer to 

Lord Vallance’s question at the start, there are lessons to the learned, and I do not think that 

we just say after a couple of years it is back to business as usual.  I do not think we would find 

that acceptable. 

Q8  Lord MacGregor of Pulham Market:  I declare an interest as a member of the 

European Supervisory Board of DAF Trucks and also chairman of various pension fund 

trustees.  Could I come back on the point about Lord Turner’s speech.  I was present and I 

have got it in front of me.  It is very condensed but he did make the crucial point: “The key 

problem was not that the supervision of Northern Rock was insufficient, but that we failed to 

piece together the jigsaw puzzle of a large UK current account deficit, rapid credit extension 

and house price rises, the purchase of UK mortgage-backed securities by institutions in the 

US performing a new form of maturity transformation, and the potential for irrational 

exuberance in the market price of credit.”  Then he went on to say, “Regulators were too 

focused on the institution-by-institution supervision of idiosyncratic risk: central banks too 

focused on monetary policy tightly defined and meeting inflation targets.”  I think this gets to 

the heart of it.  The question therefore is: was that not compounded by the Tripartite system?  

Each institution, the FSA, Bank of England and the Treasury, looked at the details assigned to 

each, but the big picture was completely missed?   

Mr Darling:  I do not agree with that last point.  I do agree with your first observation, and 

both of us have referred to that part of Adair Turner’s speech with approval.  His analysis in 

relation to Northern Rock and our failure to ask ourselves was the problem that we saw in 

Northern Rock elsewhere, equally the point I was referring to when I replied to Lord Vallance 
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about the products being securitised and people not really being aware of what was actually in 

these securitised assets, and, in particular, not being aware that an awful lot of them turned 

out, when it came to the crunch, not to be worth anything like what people thought, and, 

equally, that banks were acquiring these products and not realising it, is a problem which 

Adair Turner correctly identifies.  In relation to the Tripartite structure, firstly in relation to 

picking up problems, I do not think it was the Tripartite structure that was the difficulty.  I 

think it is certainly the case that the FSA and the problems that Lord Turner identified were a 

contributory factor.  I agree that making sure the Bank of England is equally focused on 

financial stability as well as monetary policy is important.  As you will be aware, the 

legislation to give the Bank of England that statutory responsibility is reaching its final day of 

consideration in the House of Lords at the moment.  I did think long and hard about the 

Tripartite structure in the latter part of the 2007 after the Northern Rock problems, but the 

conclusion I came to was that whilst it would be tempting to have one person responsible for 

everything, in fact it would make it much easier for me to say, “You are responsible; it is for 

you to fix it,” I think that would have created something that would have been altogether too 

cumbersome.  Remember, when the Bank of England was responsible for looking at the 

banking system, it tended to look at a very much smaller number of banks, and it did not look 

at everything that they happened to be up to, as you will no doubt recall.  When we consulted 

on this, there were very few takers for saying let us have a “super regulator”, including the 

Bank.  The model is such that we have the FSA is responsible as the regulator for the 

institutions; we have the Bank now with statutory responsibility and beefed up resources 

looking at the stability of system; and we have, I think, far better mechanisms to make sure 

that they both know what they are doing.  The Treasury is always going to have to be 

involved because, as we have seen spectacularly over the last few months, with the amount of 
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money involved, there is no way the Bank could on its own balance sheet do what we are now 

having to do. 

Chairman:  Lord Paul? 

Q9  Lord Paul:  Could I declare an interest as Chairman of a manufacturing company, 

Caparo.  Sterling has fallen to unusual lows; is this a matter of concern?  I must say from a 

manufacturing and industry all over the country point of view that is the best thing which 

could have ever happened because their salvation lies in exports to Europe.   

Mr Darling:  You are almost having a go at answering your own question, Lord Paul.  We 

have seen extraordinary volatility in markets generally, currency markets included, over the 

last few months, but you are equally right that in terms of recovery, there are many areas 

where this country does have the skills and expertise, including (and it will come back) the 

financial service industry.  In terms of manufacturing, if you look at our pharmaceutical 

sector, the biotech sector, a lot of manufacturing that we have, it may be smaller than it was 

20 years ago but some of it is very successful, and I think there is every reason to believe that 

not just because of the quality of what we do but in price that we can compete well.  That 

said, that is not going to happen as fully as it should unless other countries are in a position to 

buy what we sell, and that is why, as I said earlier by way of introductory remarks, the 

importance of getting recovery in our markets and getting those economies going again is 

very, very great indeed.  That is why we would like to see more countries working together in 

terms of making sure that they put in place the right fiscal stimuli to get their economies 

going, because the more we work together the greater the impact, as well as of course the 

need to make sure that the banking system works, because if the credit is not flowing that will 

impair the ability of us to see our exports starting to grow. 
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Q10  Lord Paul:  The Bank of England MPC identified two other possible causes of the 

weakening of sterling besides the sharp cuts in interest rates: a perceived increase in the 

riskiness of assets denominated in sterling; and a fall in market perceptions of the sustainable 

value of sterling because, for example, a fall in overseas’ demand for UK financial services 

could worsen Britain’s current account deficit.  Can you add something to that?  

Mr Darling:  I saw the Bank of England report and, as you know, our policy, which is 

operated through the Bank of England, is to target inflation.  Our policy is not to target the 

currency.  That has been tried in the past, but that is not our policy at the moment.  Our remit 

to the Bank of England is very clear, an inflation target of two per cent, and that will remain 

the position, as I have said on a number of occasions in the past.  

Q11  Lord Levene of Portsoken: Could I declare an interest as Chairman of Lloyd’s and as a 

Director of the China Construction Bank.  Chancellor, firstly could I compliment you on one 

thing where it seems like a long time ago now, although it was not that long ago, when you 

said we were facing the most difficult economic position for about 60 years and a lot of 

people laughed at this, but, unfortunately, you were proved right.  Your forecasting in that 

respect is to be admired.  Could I follow up on what Lord Paul was asking about the exchange 

rate.  Of course we all recognise that it is always a two-edged sword and that for exporters a 

lower pound is good news, but for a large part of the rest of the economy it is not such good 

news, particularly in terms of imports.  However, I have found in my travels recently with a 

lot of, in some areas, the self-imposed derision of where we are in financial services, the fall 

in the value of the pound does not help because it gives the impression that the UK is rapidly 

descending down the league.  Of course, it is absolutely right that it is not for the Government 

to try and fix the exchange rate, that was tried many times in the past and it did not work, but 

is there a recognition that the value of the pound is a significant area where other countries 

look at the perceived strength and success of the UK?   
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Mr Darling:  As I said to Lord Paul, there has been far more volatility in markets, including 

currency markets, than we have seen for many years, and if you look at all the world’s major 

currencies there have been movements up and down.  What I think outside observers want to 

look at is how any one country is dealing with the particular problems that it faces in relation 

to whether it is banking problems or whatever.  One of the things in the Pre-Budget Report 

that I was keen to emphasise was that the Pre-Budget Report came in two parts.  One was a 

considerable stimulus to the economy - £20 billion - because I thought that was necessary and 

it will have an effect.  It will not have an overnight effect but it will have an effect as it feeds 

through.  That was recognised by both the IMF and the IFS in its Green Budget report last 

week.  The other half of it was that I said, yes, it was necessary to do that but it is also 

necessary to live within our means, and that is why, I think uniquely, I have announced that 

we intend to raise money through increased taxation as we come through this downturn and as 

recovery starts.  I think that is very important.  Indeed, it has been acknowledged by observers 

on a number of occasions.  It is very important that people see that countries take action now 

to support their economies, but also recognise that as you come through a recession (and that 

is why I have put in place the Temporary Operating Rule in line with the Code for Fiscal 

Stability that we published over ten years because I believe that it is necessary for us) and as 

we get into recovery, that it is necessary to start bringing debt down again.  That is important.  

I think when people look at us they understand why we are doing what we are doing at the 

moment and, indeed, most countries are now doing this, but we also want to ensure that they 

understand the other half of it, the consequences of it, and that you are prepared to take the 

political pain, if necessary, to do something about it.  That is something that I suspect every 

country will have to do.  

Q12  Lord Levene of Portsoken: Chancellor, in your opening remarks you talked about the 

G20.  I was in Davos last week and everybody was talking about the G20, not least the Prime 
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Minister, and how important this is.  Nevertheless, it is 20 countries that are going to be 

coming together, and anybody who has tried to get 20 individuals to agree on something 

knows that it is not very easy.  An enormous amount of store is being set by this.  What is 

going to happen if there is no real outcome to that meeting which people seem to be pinning 

so much hope on?   

Mr Darling:  Yes, it is very difficult to get 20 people to agree to something; it is sometimes 

very difficult to get two people to agree to something, so I understand the point you are 

making.  I would make a couple of points here.  Firstly, I think it is absolutely essential that 

we make as much progress as possible towards reaching common ground on the need to 

jointly support our economies.  I think there are countries all over the world, whether it is 

China, and as you know Premier Wen was here this week, whether it is Japan, Germany now, 

ourselves, President Obama, Korea, countries right across the world, that are taking action 

together.  Secondly, I think there needs to be action in relation to trying to get the banking 

system operating effectively, because if we do not do that then it is going to hold us back for a 

long time.  Again, I think that is recognised.  Also we will have to tackle the sometimes more 

difficult question in relation to either the intentional or unintentional retreat into 

protectionism, which I think would be disastrous for us.  Then of course there is longer term 

reform.  The second thing I would say is that I regard the G20 process as a process.  We will 

have a meeting on the 2nd, and I think it is essential that we make as much progress as 

possible, which is why the Prime Minister is absolutely right to be devoting so much time and 

energy to doing this because it is essential for us as a country.  We need to learn the lessons of 

what happened, as I say, in the 1930s when people stood back and just waited for far longer 

than they needed to have done, which meant that the then downturn was far longer than it 

might otherwise have been.  Of course, the process will not end on 2 April.  It will go on 

because further steps will be necessary and we will need to see through the decisions that we 
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make.  What is encouraging is that when we met last November in the United States that 

whereas six months earlier half the people there would have said, “Well, it is not our problem, 

it is yours”, everybody could now see that it is their problem.  When the deputies, that is the 

senior civil servants of those 20 countries, met at the Treasury here in London at the weekend, 

I think people were very seized of the fact that all of us, the whole world, is now standing on 

the edge of something which could be extremely difficult if we do not take action together.  If 

you like, that is the easy part; to recognise you have got a problem.  The more difficult 

problem is then to say what do you do in the light of that problem.  I think we have got to 

devote every possible effort to get that process going.  It will go on beyond the 2nd.  It is a 

process, it is not something that is going to end on that day; it needs to go on well beyond 

that.   

Chairman:  Lord Eatwell? 

Q13  Lord Eatwell:  I have various interests as non-executive director of SAV Credit and 

economic adviser to Warburg Pincus and Palamon.  Chancellor, I want to talk about 

international regulation as well, but before doing that I would like to ask about something you 

said earlier about the culture of boards of banks and people not asking the difficult questions.  

Are you planning some changes to corporate governance or are you simply hoping that people 

will behave differently?   

Mr Darling:  This will be part of the White Paper on supervision and regulation.  We need to 

deal with this matter because I regard it as an important part of the regulatory system because 

if a board is not regulating itself, if people are not asking serious questions, it means that the 

job of the regulator or supervisor is that much more difficult.  When we have some specific 

proposals to make then I will make them.  In the meantime, you will be aware, for example, 

that the FSA is strengthening its supervision of what constitutes a fit and proper person to be 

on the board of a bank, and that is a useful first step.  There are also other measures, in other 
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words that boards for example should make sure that their remuneration structure does not 

encourage people to effectively bring down the bank and everything else with it.  This is an 

area which I think has been neglected into the past.  I think it is a particular problem in the 

banking sector because it affects every single one of us, but that is something that we will deal 

with as part of the overall review of how we need to strengthen the supervisory and regulatory 

system.  

Q14  Lord Eatwell:  If we move on to international regulation, if we look at the institutional 

structure that we have at the moment, we have the Basel Committee, which set the rules but 

which is essentially a committee of consenting adults, in the sense that it is a purely 

consensual organisation.  We have the IMF, which has treaty powers but, firstly, it has no 

relationship with the private sector and, secondly, its enforcement activities tend to be 

enforcement on the weak and not the strong.  What sort of structure of powers do you think 

would be appropriate at an international level?  

Mr Darling:  Firstly, in relation to Basel, I agree with you that one of the biggest complaints 

is that its progress is tortuous.  It took ten years to produce Basel II and then, arguably, it 

picked the one year that it would have been much, much better if had taken another ten before 

it got there.  There is a recognition now that the pro-cyclical effects of Basel II are causing 

huge problems, and they need to be addressed.  Like most of my fellow finance ministers I am 

extremely frustrated at the slow progress.  It was discussed at the Basel meeting in January, 

and I think there is an understanding that it has got to change, but really we need to look at 

these things far more intensively.  The pro-cyclicality of a number of the Basel requirements, 

in particular in relation to the amount of capital that banks need to hold, is something that we 

do need to look at.  I think there is an argument to be had that if during good times banks had 

a greater requirement to hold capital, that would not just act to strengthen their own balance 

sheets but would act as a brake to lending at a time when it might otherwise be thought that 
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the lending levels were going to become unsustainable in the medium term.  I think in relation 

to your IMF point, there, too, there need to be changes.  I think the IMF needs to be better 

equipped to intervene before things go wrong or as people can see that problems are arising.  

At the moment it tends to be there to rescue so that when a country has got into difficulties it 

can make facilities available.  That is one of the things that we will be pressing at the G20 

meeting.  

Q15  Lord Eatwell:  You mean intervening with the strong and successful? 

Mr Darling:  No, if you can see a situation where countries are beginning to get into 

difficulties, you might want to take action then rather than wait until they “go to the IMF” 

because when you go to the IMF, Iceland for example, it went to the IMF after the game was 

up, if you like.  I think it is one of these things that we need to look at.  In relation to the 

governance of the IMF, as you know, that has been a running argument primarily in relation 

to those emerging economies which say, “Look, we are going to be contributing more and 

therefore we want more voice there.”  That is an argument that needs to be had.  If we want to 

encourage the emerging economies, the developing economies which have got surpluses to 

make available money to those countries that need it, then that is something that needs to be 

had.  In relation to how the IMF interfaces with the private sector, yes, I think that is a 

problem that certainly needs to be addressed.  Just how quickly one could address it, I do not 

know.  Lord Levene made the point that it is difficult to get 20 people to agree.  To get I do 

not know how many people involved to agree, 50 or 50 million to agree, it would take a long 

time.  The reform of the IMF and the international institutions that we set up after the War is 

something that really needs a push.  Frankly, it sometimes takes a crisis like this to get people 

to understand that there needs to be change and it needs to be done, and for international 

institutions to change, with a sense of urgency and speed.   
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Q16  Lord Tugendhat: I do not think I have any relevant interests to declare.  I am Chairman 

of The Imperial College Healthcare NHS Trust.  I too would like to go back on some of the 

points that you raised.  You talked about targeting inflation.  Are you satisfied that the 

benchmark that we have for measuring inflation has proved to be appropriate, or do you think 

that a benchmark that incorporates housing costs would provide a better view of the actual 

state of the market?  

Mr Darling:  It is a live argument, as you will know.  Indeed, in my Mais Lecture last 

October I said that this is something that we needed to look at, but there is by no means a 

consensus as to how you actually value asset prices generally but housing in particular.  I said 

in that Lecture, and I think I said it again at the Pre-Budget Report, that I am not persuaded 

that we should change the remit to the Bank of England at the moment or its terms of 

reference, which of course are contained in the 1998 Bank of England Act, but there will be a 

continuing debate.  Dave Ramsden, who is the Chief Economist to the Treasury, may want to 

add something to that because that is something that he and his colleagues obviously keep 

abreast of.  

Mr Ramsden: Just to add, as the Chancellor emphasised in the Mais Lecture, there is 

potential within the framework provided by the Bank of England Act to allow for discretion 

in terms of how the exact approach to monetary policy objective is achieved.  Flexibility is 

built in.  It was forward looking over a forward-looking horizon and was meant to take 

account of shocks.  There is nothing to stop account being taken of asset price developments.  

If I could just refer back to the previous answer, because I think it is relevant, I think a key 

thing here, and back to asset price cycles more generally, is to join up the bottom-up approach 

of, for example, the Financial Stability Forum, who are looking at it instrument-by-instrument 

or institution-by-institution, with the kind of top-down approach of, say, the IMF, and trying 

to draw what is called the macroprudential where you think about the macroeconomic 
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implications of all this regulatory activity at a micro level.  This was something that we were 

discussing at the G20 meetings at the weekend and it is something that we need to develop 

further, which can then complement individual countries’ or regions’ approaches to their own 

monetary policy.  I think you can keep a distinction here.  

Mr Darling:  This is something where you would need to have an international approach.  I 

was saying earlier that there is an argument that you have some counter-cyclical approach in 

relation to the amount of capital that banks are required to hold.  Because of the nature of the 

banking system, this is something that you would have to get broad international agreement 

on.  You could not just do it in one country.  As Dave Ramsden was saying, this is something 

that we do need to look at and, indeed, it is being looked at at the moment.  I would not want 

to change the remit that I have given to the Bank of England until I was sure - and it would be 

a matter of some discussion and some debate - that if you were going to change it to 

something else that you could quantify it and you could be reasonably certain that you knew 

what it was and you could measure what it was that you were trying to target.  I am not 

persuaded that we need to change that at the moment.   

Q17  Lord MacGregor of Pulham Market:  Surely the Bank of England was looking at 

house prices and measuring the rise in house prices?  In 2003, the target was changed into the 

Consumer Price Index, taking housing out, and not long after that there was clearly a house 

price rise bubble which was setting the wrong target for the Bank of England.   

Mr Darling:  You are right, Lord MacGregor, if you look at the Bank of England reports and 

the minutes of the MPC for the last ten years, the MPC on many occasions has looked at the 

housing market, but I think I am right in saying that the Governor of the Bank said last 

summer when he was asked about this that if he had been persuaded that the rise in house 

prices was something that meant that he had to change monetary policy and put interest rates 

up so dramatically, that it may have sorted out that problem but it would have had very 
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undesirable consequences.  It has been something that the Bank of England has looked at, 

looking forward and we need to ask ourselves, okay, how do you deal with rising assets prices 

(it is not just houses, it is other prices too) and what account do you take of them?  What I am 

saying is that there is a debate.  It is one that is becoming more intense, if you like, but one 

way in which you might deal with this, ourselves and other countries as well, is in relation to 

introducing some more counter-cyclicality into the system.  There is no agreement at the 

moment in relation to how you would quantify that, and how you could be absolutely sure 

that you are measuring the right thing.  Until you have got some sort of agreement on that, to 

change the remit we have given the Bank of England at the moment would be premature.  

This is a discussion that I know is continuing.   

Q18  Lord Eatwell:  Just to follow that point up, Chancellor, you quoted the Governor as 

saying that if he had taken into account house prices he would have raised interest rates 

dramatically.  Is that not exactly what was wrong with the Bank of England’s policy, that they 

only saw financial stability in terms of interest rate policy and did not look at the underlying 

structure of credit and credit creation in the banking system as it related to the housing 

market?  

Mr Darling:  If you look at the Bank’s remit, the monetary policy remit is to target inflation, 

subject to that of course, to support the Government’s wider economic objectives.  It has 

always had as one of its core objectives financial stability.  One of the reasons that I am 

changing the law at the moment with the legislation that is going through the House of Lords 

at the moment to give the Bank statutory responsibility is because I think it needs to look at 

both of these things.  I think Lord Tugendhat’s point was largely in relation to the terms of 

reference and the remit of the Monetary Policy Committee, and it was a perfectly reasonable 

question about how you deal with rising asset prices.  What I am saying to you is that this is 

something that clearly needs to be looked at, but at this stage we are not in a position, because 
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I do not think there is any consensus that would be acceptable, where it would be right to 

change the Bank of England’s remit at the moment.  However, the point you make about 

financial stability and the need to have regard to that is an important one.  The only general 

point that I would make is that in relation to targeting and in relation to what you ask the 

MPC to do, the more complex and the more things you give someone to do, the greater 

chance that they end up not doing any of it.  Instinctively I go for simplicity but if you look at 

what has happened over the last seven or eight years, and the effect of the rise in asset prices, 

the underpinning pressure there of the unlimited flows of credit, these are all things, as I say, 

where we just cannot go back to business as usual.  It does need a far more rigorous look at 

these things.   

Q19  Lord Tugendhat:  I am delighted to have stimulated such an exchange.  The second 

question also reverts back to one you have answered before, and I think it was Baroness 

Kingsmill who asked about the structure of the industry and did you have a view about the 

future.  It seems to me that you have actually already made already a decision which will have 

a profound effect upon the structure of the industry from which there is no going back, and 

that is with your support for the Lloyds-HBOS deal, because in effect now we will have four 

big banks that dominate the business market, everything to do with small companies, all that 

sector, and there is no chance of anybody being able to break into a market with Lloyd-

HBOS, HSBC, Barclay’s and the Royal Bank, so you have actually decided on the future of 

the banking industry in one very important area.  

Mr Darling:  As I said to Baroness Kingsmill, if we had been having this discussion three 

years ago, I could have pointed to 200 lenders who were actively in the market.  It is not just 

the position you have described, but also of course in the last year we have seen almost half 

the mortgage-lending capacity go from the market, not just because people have withdrawn, 

such as the Icelandic banks and the Irish banks and other foreign banks, but of course the 
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source of funding in a securitised market has dried up as well.  We should not for one minute 

suppose that the smaller building societies are somehow not important, they are an important 

part of the market, but the market is dominated by some big players.  I think Baroness 

Kingsmill made a perfectly pertinent point that that is something that we need to think about.  

As I said, the requirements that we are putting on banks, not unreasonably I may say because 

if the taxpayer is forking out large sums of money, the taxpayer is entitled to see something 

directly for that, in relation to lending, means that the landscape is rather different to what it 

was.  What I think we need to be careful about is that we do not go from one model without 

making assumptions about the present model and treating it in a way that may not actually 

reflect what the position might be over the next five to ten years.  That is why I prefer to make 

sure that we get this right and make sure that the regulatory and supervisory regime is 

appropriate, recognising at the end of the day that one of the objectives of this is to protect the 

interests of the consumer.  

Q20  Lord Tugendhat: After you had done the recapitalisation of the banks I was surprised 

that you remained so wedded to the Lloyds-HBOS merger.  Here is something which creates 

this gigantic bank with 30 per cent, or whatever, of the market, and once you had done the 

recapitalisation I did not see what the necessity for it was in terms of saving it because you 

could have saved it like you are saving the Royal Bank.  

Mr Darling:  You are right that the landscape had changed there too.  I have made the point 

on many, many occasions because, as you know, this is a very live issue in Scotland, for 

understandable reasons, that if anybody else wanted to come forward with a further proposal 

then we would have to consider it.  The problem in relation to HBOS is that nobody else had 

come forward with a proposal that was financeable, let alone financed, and that had a viable 

business plan.  We had to have regard to that.  You have to remember that in the late summer 

we had a situation where HBOS got into more and more difficulty.  Lloyd’s had been talking 
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to them on and off for several months prior to that.  In the circumstances, as we said at the 

time, the competition issues are important but financial stability trumped that.  Then of course 

we had to recapitalise the banking system as a whole because it was on the point of collapse.  

The underlying problems in relation to HBOS have not gone away.  I am not aware of 

anybody else who came forward with a plan if you like, which perhaps illustrates some of the 

problems that we have got.  It was not as though there were half a dozen other people queuing 

up saying, “Can we have HBOS too, please?” 

Q21  Lord Griffiths of Fforestfach: I would like to declare my interest as Vice Chairman of 

Goldman-Sachs International.  I would like to ask two questions.  Firstly, can I come back to 

something that you have said.  As one looks at the banks, particularly in relation to the crisis 

and the causes of the crisis, what I am interested in is how you understand the cause and 

process of the crisis in terms of the way you want to reconstruct the banking system.  In 

particular, everyone now accepts that the banking system was under-capitalised.  If you go 

back to the early autumn of 2008, and you read the Financial Stability Reviews of the Bank of 

England or the ECB or the Federal Reserve or the IMF, it was not obvious from that literature 

that they were under-capitalised.  It was not obvious from a lot of comments that they were 

under-capitalised.  The question really is: to what extent Lehman Brothers being allowed to 

go into administration changed the rules of the game as the contraction was developing?   I 

used to be a professor of banking and I remember the French bank crisis very well.  The 

French banks were rescued and I remember that in the first quarter of 1975, NatWest had to 

issue a statement saying that it was solvent.  The assumption was that certainly any big 

institution, or certainly any significant institution, would be rescued.  In a way, capital 

adequacy was based against that background.  And now you had, with Lehman Brothers, a 

frightening scenario so nobody knew whether, in lending to another institution, they could 

really trust what the value of the assets were, and so on.  When you reconstitute, therefore, the 
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banking system, you need to see that change in the terms on which, in the future, a central 

bank or a government would go in and bail something out, and how you see that in relation to 

what you are doing.   

Mr Darling:  I think a lot of things changed from the autumn of 2007 onwards.  To start with, 

we were always brought up to believe that having a lender of last resort was a good thing, and 

a sign of confidence and reassurance, and yet when it became clear (and I think the manner in 

which it became clear possibly contributed to this) that Northern Rock had gone to the Bank 

of England as a lender of last resort, far from instilling confidence, it had the opposite effect.  

I think that did affect the psyche of central banks and governments, not just here but across 

the world, because people saw that some of the old certainties were going.  The second thing  

was - and you referred to NatWest in 1975, and there have been countless examples of single 

banks getting into difficulty - that this was the first time where it became clear that during the 

course of 2008 that it was not one bank that was in trouble, but possibly the entire system was 

in trouble.  As you know, it was not a case of banks boycotting one particular bank or saying 

there were questions about that one and that one; none of them trusted each other and they 

were not lending to each other.  The third thing - and I agree with you on the Lehman 

Brothers - that by the summer I think most people thought there was no way the government 

is going to let any big bank go down or indeed or, for that matter, any medium or small bank.  

If you look at what the then American administration were doing when it nationalised Freddie 

Mac and Fannie Mae - and if you think this was a Republican administration that was doing 

something which ideologically must have been abhorrent to them - people thought if that is 

the way they are going, that is fine, and yet a week later they let Lehman Brothers go down, 

and people suddenly thought there was a lack of clarity as to what the approach was, but they 

suddenly thought if they let this bank go down, what about the others?  Of course that 

crystallised all the doubts that banks had started to have with each other, so that we had a 
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situation at the beginning of October when a number of banks were in a position where they 

were not going to be able to get through the week, if it was not for the fact you had substantial 

central bank intervention and then the recapitalisation.  If you look back during this period 

what I see is, slowly but surely, people beginning to have doubts about themselves as banks, 

doubts about each other, the models, everything that had gone on was fine when times were 

good but, as I said earlier, questions then started being asked too late, and it comes to the 

crash of Lehman Brothers, and that changed everything really, and that is why we had to do 

the recapitalisation.  Where does that leave us now?  I think for some time to come 

governments are going to have to play a very active part to make sure that the banking system 

actually works.  We have got a way to go in terms of getting banks through this.  There is the 

whole question of how you deal with the toxic assets, the bad assets they have got.  I have 

made it clear that we will set up a backstop insurance scheme, but we will certainly not close 

the door on a bad bank if that is necessary.  In fact, we did that with Bradford & Bingley and 

it may be necessary to do that with one or two institutions.  We know that in America they are 

considering a number of options.  My guess is that most countries will look at a range of 

options rather than say we are going down one road or another.  That is certainly my view of 

these things.  I do think we need to look at a range of options.  We have got to sort all that out 

and when we get through that (and we will get through all that) then it raises broader 

questions, which your colleagues have raised, about the supervision and the regulation of the 

system, and also in relation to what banks’ attitudes are.  My guess is that it will be some 

considerable time, and I question ever, before we go back to a situation where governments 

will say if a bank gets into trouble then we do will not do anything about it.  Even now one of 

the reasons I have had to intervene in Bradford & Bingley, which in happier times would not 

have had a systemic importance to us but it does now, is because, frankly, everybody is 

looking at every institution, no matter how big or small, and that is why we have made it very 
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clear that we will do whatever it takes because financial stability is critically important to the 

recovery that we all want to see.  It was a very long answer but I hope it has dealt with some 

of the points you raised.  

Q22  Lord Griffiths of Fforestfach: Absolutely.  My second question is: why did you set 

such a high interest rate when it came to recapitalising the banks?   

Mr Darling:  Preference shares? 

Q23  Lord Griffiths of Fforestfach: Yes, particularly as the US had set a rate and 

particularly, as you have kept on saying, we want the banks to lend.  It seems to me on the 

one hand you are giving and on the other hand you are taking, and making your objective 

more difficult to achieve.   

Mr Darling:  I think the rates that were charged at that time were broadly in line with other 

market rates at that time.  Remember, we were first into this and the Americans came along 

about a week or ten days later when they had had time to look at what we were doing, and 

they adjusted their prices.  Indeed, if I look at what has happened since then, those banks that 

went to raise money in the private sector appear to have paid rather more than HMG is 

proposing to charge.  That is a matter for them.  We also subsequent to that in relation to RBS 

converted those shares into ordinary shares following their write downs on 19 January.  The 

other thing I remember is that at the time the debate, certainly in the House of Commons, I 

cannot speak for this place, was people said, “You are doing all this for the banks; make sure 

you charge the right amounts so they are not getting something for nothing.”  Not 

surprisingly, especially for those of you who were in the other place, two weeks later 

everybody was saying, “This is terrible, you are charging these people too much, you should 

be doing something different.”  As I said at the time, we did a bit of trailblazing here.  It is 

something that we have looked at and we will keep that under review.   
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Q24  Lord Best: I declare an interest as Chairman of one of the big housing associations 

trying to raise very substantial sums in mortgages at the moment.  We are used to paying five 

to six per cent interest and we are finding that the banks are telling us - since we are not able 

to borrow the money to build the houses at the moment, the very point that Lord Griffiths 

makes, if we have got to pay the Government 12 per cent - “I am afraid we are not lending 

any money to you.”  My own association is sitting on the opportunity to build 1,000 homes at 

the moment but we cannot get any mortgages from the private sector, from the banks.  That 

leads me to my question: having gone this far and done what you have done in so nearly 

taking over these banks, would it not be better to go the whole hog and go for nationalisation 

so that you can control and finesse some of the lending that will flow from them? 

Mr Darling:  Firstly, I said on 19 January, and I think Lord Myners, my Treasury colleague, 

has said in this House, that we believe that the banks are better commercially run rather than 

in the private sector and, indeed, when I announced measures in October, I made the point 

that we were not in the business of running banks; we were in the business of rescuing them.  

Even if you take the banks where we have a majority shareholding, or in the case of Northern 

Rock where we own it, just because you own it would not necessarily mean that lending 

would take place on exactly the same terms and conditions as you would ideally like because 

some risks would have got worse over the last couple of years, and a judgment would have to 

be reached as to whether or not the risk that might have been okay a while ago is okay now.  

It does not mean that just because you had a government-owned conduit where money would 

come in one side and go out the other side, on the terms and conditions that everybody 

wanted, that that would be the case.  Of course we would have to fund it as well.  If you take 

Northern Rock for example, if we wanted to increase borrowing, I would have to make 

money available to allow it to do that.  You also raise an important point in relation to not just 

housing associations but also in relation to other measures such as in relation to public/private 
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partnerships where the public and private sector are working together, and that is something 

that we are looking at, and I hope we will be able to have something to say that will help.  As 

all of us I think appreciate, in relation to the general health of the banking system, we have 

got some way to go yet.  I believe we can sort these problems out and we will get through it.  

You are right, housing is one of the things that we will need, and we still need, 

notwithstanding today’s conditions, to make sure that we have got homes for people to live in, 

not just in the purchased sector but also the rented sector too. 

Q25  Lord MacGregor of Pulham Market:  Do you think that the policy of lowering 

interest rates almost to zero is working?  A follow-up to that and looking at the other side, 

there is obviously going to be a growing political and public concern, I would think, on behalf 

of savers.  There are six savers to every person borrowing for a house and savers have 

nowhere to go at the moment.  When we have one of the lowest savings ratios for decades, 

this is not giving very good signals for the future. 

Mr Darling:  As you will know, it is impossible to have two different interest rates, one for 

borrowers and one for savers.  

Q26  Lord MacGregor of Pulham Market:  I know but you see what I am driving at. 

Mr Darling:  They bear some relationship to each other.  The overall interests of our 

economy, which of course affect the well-being of savers as well, demand that interest rates 

are lower rather than higher.  The MPC meet tomorrow and Thursday and I am not going to 

pass any comment, and you would not expect me to.  There are two issues.  One is in relation 

to savers, and that is something that I will need to look at and something that we may be able 

to return to at the time of the Budget. For example, in relation to pensioners, as you know, my 

predecessor raised the personal allowance for pensioners up to significantly higher levels than 

non-pensioners, and that helps, so something like 60 per cent of pensioners do not pay tax.  
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That is something we need to look at.  On your first question of whether it is working, we will 

see where interest rates are on Thursday’s MPC, but you will be aware that there is a debate 

taking place in our country, and taking place in countries across the world, as to what else you 

might need to do.  The Committee is no doubt aware of the exchange of letters between 

myself and the Governor of the Bank of England on 29 January, where I made it clear that the 

Asset Purchase Scheme, which is primarily designed to help credit for the larger corporate 

companies, could be used, but only with my consent, to give the Monetary Policy Committee 

an additional way of meeting its inflationary target and therefore supporting the economy.  

That exchange of letters is public of course and the Committee can see that, but this easing of 

credit, which is something the US Fed has been doing for some time and something that other 

countries are looking at, is something where we are not there yet but the mechanism exists, 

should the Governor and myself decide that it is appropriate to use it.  This is another example 

of where, in these extraordinary times, we are doing things that five, ten, 15 years ago would 

never have crossed our minds.   

Q27  Lord Levene of Portsoken: Chancellor, you referred in your opening remarks to the 

pretty inglorious performance of the boards of some banks, and the way in which maybe some 

non-executives just sat there collecting their fees and then watched a disaster happen.  It is 

always the case that when any business, be it a bank or otherwise, is doing well, it is nothing 

to do with the non-executives, but as soon as it starts to do badly, it is all the fault of the non-

execs and what were they doing.  In any business, including a bank, the management and the 

executive very often have very large staffs, they prepare a huge amount of information, and 

non-executives turn up to a board meeting once a month, , having seen the papers only a few 

days beforehand.  Do you have any concrete proposals as to how this could be improved 

because clearly a bank is not just another business.  As we have heard, there are going to be 

four very large banks on which a large proportion of the economy depends.  Do you have any 
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concept as to how the boards can be strengthened, how the non-executives can be enabled, if 

not made responsible, to do their jobs more effectively?  

Mr Darling:  I think there are a number of things.  I agree with you when you say that banks 

have a significance that perhaps other companies do not have.  I think that is right.  It is a 

tragedy for that particular company if a company making rivets or something like that goes 

down; it is a tragedy for them and their employees but, generally speaking, the rest of the 

country can continue, whereas it is perfectly obvious that if a big bank comes down it is 

taking an awful lot else down with it.  What I say about corporate governance is particularly 

addressed to large systemically important institutions as opposed to companies at large.  

Firstly, there is a surprisingly small pool of people that people would say are sufficiently 

qualified to sit on bank boards.  It is remarkable how the same names crop up time and time 

again.  That is a longer term thing.  I seem to remember it being discussed in the 1980s and 

the 1990s, and everybody says we must do something about it, but it does not seem to happen.  

Perhaps we need to look at how we can collectively improve the stock of people willing to 

serve on the boards of big banks.  Remember, some of these banks tend to span several 

countries.  I think we should look also at the resources available to the non-exec.  I know this 

is a completely different kettle of fish, but I remember 25 years ago when I was on the 

governing body of what is now a university, and it became quite clear to me that there were 

only two people round the table who knew everything about everything, and they knew it.  

Were it not for the fact that I was quite friendly with one of these two people, I would never 

have been equipped to ask the basic questions that needed to be asked about the governance 

of the place.  The point is there was no resource available to people; they just turned up.  It 

did not matter in this particular institution and, as far as I know, nothing went wrong, and it 

seems to have thrived ever since I left it.  I think in relation to a bank there are serious 

questions.  I cannot answer them today, but the issues of how do you ensure the non-exec can 
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play a part is something that we can maybe help in.  How do you ensure that he or she does 

play a part poses a different question altogether because you can hardly sit behind them with a 

prod saying, “Why don’t you go and ask this or that?”  I do think that it is important because 

it is the first line of defence and someone should say, “What are you doing?  Who are you 

lending this money to?  Can we get it back or is this the same stuff we are buying that we put 

out the front door six months ago and someone has repackaged it and it has come back in 

another way?”  These are issues that are important and do need to be looked at. 

Q28  Chairman:  I must say it has been a few years since I have been a non-executive on a 

bank board but it was a bank board which had quite a lot financial expertise on it, and it was 

not the lack of questioning from non-executives, the right questions are often asked, it is the 

answers that is sometimes the issue.  If executives are convinced by their own answers and 

you have asked the right questions and you have got the expertise, it is quite difficult to get 

much further.  I am not saying it is impossible.  

Mr Darling:  I have not the slightest doubt, I fear I know, that that has been a problem in one 

or two of the banks that we have had to deal with.  It is something that I think the Committee 

readily recognise.  It is very difficult to pass a law to fix it, but I think Lord Levene asks a 

very pertinent question as to how you make it more likely than not that there will be that 

effective holding to account.  

Q29  Chairman:  Could I bring you back to something you said earlier on which was you 

certainly had not closed the door on the concept of a bad bank, in other words a bank which 

could take toxic assets off the balance sheets of other banks.  In going down the insurance 

route, which is the one you have chosen to do, presumably you also looked at the option of 

going down the bad bank route.  In other words, it would have been open to you fully to 

nationalise at least a couple of the big banks in which you have a large stakeholding at the 
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moment, to take out the assets, put them in the bad bank, and that would arguably be the 

quickest route of getting those two banks back fully into the private sector, because with the 

toxic assets out then they could be put back in.  In looking at that and going down the 

insurance route, why did you choose to go down the insurance route rather than the bad bank 

route at this stage? 

Mr Darling:  Perhaps I will illustrate it this way: in relation to Bradford & Bingley, that was 

an institution where, although it was one that was in long-term decline and it was inevitable 

that it was going to come to grief over the period of the summer, we took the decision over a 

couple of weeks that it could not continue.  It was a relatively straightforward institution; it 

was an ex-building society and it was reasonably clear what had gone wrong.  There was a lot 

of self-certification, a lot of buy-to-lets, and it was relatively easy to split it so that the 

branches or the deposits could be taken out (they were sold, as you know, to Santander) and 

we would run off the loan book.  That is a fairly straightforward thing.  In relation to the 

larger banks, it is nothing like as straightforward.  The conclusion we came to is that the 

quicker thing to do would be to put in place an insurance scheme, but what we were always 

clear about was as things developed, if you take all the banks now as they come towards the 

reporting season, their accounts are being audited, it could well be that in some cases it would 

be easier to do a good/bad bank split, but we looked at this over a period of a couple of 

months or so and the conclusion was that an insurance scheme, rather like the way the 

Americans have done to Citibank and to Bank of America, was more straightforward.  As I 

was saying earlier, I have always preferred the approach where you have a menu to choose 

from and you decide what is appropriate.  I am not going to mention individual institutions 

because I do not think it is terribly helpful, but an insurance scheme is something that we can 

get going.  I am hopeful in the not-too-distant future that we can demonstrate exactly what we 

are proposing to do.  I just wanted to make the point, as I said on 19 January when I made it 
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clear, that whilst we may not do this immediately, I think the split in that way of good and bad 

bank may be something that is appropriate.  I think the other thing is that, as in good bank and 

bad bank splits, it is not as clear-cut as that.  It may be a case where you take the bad stuff 

away, but there could be cases where there is a bank that is perfectly viable now, it is a bank 

that is going to need a bit more care and maintenance but it is not all bad, and it could be got 

away in due course.  These are decisions that you have to take really institution-by-institution.  

Q30  Baroness Kingsmill: I did not declare it earlier because it is not a current interest but I 

was at one stage, until about a year ago, Senior Adviser to the Royal Bank of Scotland, and 

one of the things that became apparent then was that the banks (not only the Royal Bank of 

Scotland but many other banks) did not know exactly what the toxic assets were - we did not 

call them toxic assets then, we have come to recognise them as these - and what exactly each 

of them had in their balance sheets.  That is one of the reasons, it seems to me, why there was 

anxiety about inter-bank lending.  I wondered if you could give me some views, Chancellor, 

about how we could introduce a greater degree of transparency about bank assets so that 

perhaps we can free up the system.  At least if we know a little bit more about what the assets 

and liabilities of a bank are, there could be a greater degree of trust. 

Mr Darling:  Firstly, I agree with the point in relation to transparency.  If people know what 

is going on and they understand what people have got, then they can reach a view as to 

whether they are willing to do business and the price at which they are willing to do business.  

However, it does raise an interesting question as to whether or not you are going to end up 

with the regulator running each bank.  I can see difficulties with that approach, which comes 

back to the question of corporate governance because banks do have some responsibility.  The 

regulatory system clearly will have a role to play in what it requires banks to disclose or how 

they should account for these things.  That raises all sorts of other questions that flow from 

that in relation to accounting.  There is this vexed argument where at the present time the 
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accounting rules require you to value to a market which could be declining, and the very fact 

you look into that market exacerbates the situation.  These are issues that need to be looked at.  

This is quite a complex question.  No-one could disagree with the central proposition that 

banks should know what they are doing.  I did meet a senior banker in the early part of last 

year who assured me, he said, “From now on we are only going to invest in businesses we 

understand”, which did beg one question in my mind!   

Q31  Baroness Kingsmill: There is also wrapped around the banks a secondary shadow 

banking industry of institutions like finance companies, investment banks and other things, 

which support the lending processes of commercial banks, and they are sometimes subject to 

less stringent regulation perhaps than commercial banks.  I wondered if there should therefore 

be some increase in regulation to encourage transparency in this, what you might call, shadow 

banking industry.  

Mr Darling:  If you mean the structured investment vehicles, for example, most certainly, 

yes. 

Q32  Baroness Kingsmill: Among others. 

Mr Darling:  And others, yes.  This was a problem where people, quite deliberately, put 

things offshore to get round the capital requirements and to get round the regulatory 

requirements.  You are right, it is not the only thing.  Then you find Northern Rock, a former 

building society, with this securitisation vehicle, which it turns out in retrospect was 

erroneously referred to as “Granite”, and you find a large part of its mortgages apart there, 

with all sorts of terms and conditions, in a complexity that I do not think its management fully 

understood.  I entirely agree with you that this was something that was identified pretty early 

on by the Forum for Financial Stability and the IMF when they met in April of last year.  It 

certainly needs to be looked at.  
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Q33  Baroness Kingsmill: It is certainly pretty clear that one size does not fit all as far as 

regulation is concerned and there may need to be particular kinds of regulation for  particular 

kinds of institutions. 

Mr Darling:  Yes, I agree with you. 

Q34  Baroness Kingsmill: You mentioned earlier that you did not think that we would need 

to return to Glass-Steagall days, I wondered if you had any thoughts on that at all.  

Mr Darling:  I wonder whether or not you could effectively police that or people could just 

get round it by having separate legal entities.  Again, that is a point that was touched on by 

Lord Turner in his speech last week, and it is something to which we will return.  I think it is 

likely to be a fact of life for some time to come that you will have smaller institutions, but you 

will have some pretty large global institutions, and the question is how do you best regulate 

them.  I would caution against rushing into instant conclusions.  I have got to balance that 

with the fact that this is not something that you can take a Basel-like approach to.  This is 

something where, never mind the markets and the institutions, but the general public will say, 

“Yes, you need to learn from what has gone wrong in the past.  Yes, you need to think 

carefully about what you need to do, but yes you also need to get on with it.”  You cannot 

take a leisurely look at this; it is far, far too important.  If you do not set out the appropriate 

ground rules then as people begin to recover, if you are not careful, you will find that habits 

will start to set in and you will then have problems.  It is something that needs to be dealt 

with.  I think the best approach is to set out the considered view of it, and hopefully that will 

command support, and then we can legislate, rather like the current Banking Bill which has 

been greatly helped through most, if not all, of its passage because it has had general support.  

Chairman:  I am conscious that we have only got five minutes left so if I can encourage 

members to up their run rate in the last two or three questions, starting with Lord Paul.   
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Q35  Lord Paul:  Chancellor, if I could come back to the question of the non-executive 

directors.  The institutions are becoming so big so is it really possible for non-executive 

directors to be able to write any kind of questions, and then the people who are giving them 

the answers are the executives, and if they make more noise about it they can damage the 

company, so is the idea almost obsolete because they just cannot do the job?  

Mr Darling:  I would not agree that it was impossible, but if you created some sort of other 

way of holding people to account, that does rather change the whole construct of a company 

and certain underlying principles of company law.  Directors are responsible for the conduct 

of a company and nobody else is, and it is difficult to see how somebody outside can hold 

people to account.  As we were discussing earlier, there is a pretty live issue as to how good is 

somebody or a group of people that you simply put onto a board, and what do you need to 

strengthen that.  What I am pretty clear about - and Baroness Kingsmill’s questions touched 

on this - is if you have not got the front-line right, if you have not got the basics right, then 

you do wonder how on earth you get anything else right.  It may be difficult but, like most 

things in this world, they may be difficult but the problem will not go away and we just have 

to think of imaginative and effective ways of dealing with that problem.  

Q36  Lord Paul:  I would like to come to the credit ratings agencies and their role and 

responsibility.  Every investment in the banks is done on the basis of the credit ratings 

agencies and similarly the situation of auditors.  I must declare an interest.  We went to the 

House of Lords in the case of Caparo v Deloitte on responsibility.  If these two people cannot 

be held responsible, then what is the possibility of anybody trusting anybody?   

Mr Darling:  I will make a couple of quick observations. Firstly, it was recognised from the 

beginning of last year that credit ratings agencies and the way that they operate does need to 

be looked at, but, as I have said on many occasions over the last year or so, they should be a 

point of reference for the board and not a substitute for their own judgment.  You should ask 
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credit ratings agencies what they think, but then you have got to do some thinking yourself.  

The other issue is that there have been some cases of conflicts of interest where they have a 

clear interest in certifying something as being AAA or whatever.  That is something that 

needs to be looked at because intuitively that does not seem right. 

Q37  Lord Tugendhat: I want to come back to this question of non-executive directors and 

accountability.  Of course you are quite right, that there is a shortage of people, on the one 

hand, and it is also quite right that a board is responsible for the company.  However, I think 

there is a line down which one might constructively go, and that is that it is the practice, as 

you know very well, that non-executive directors meet privately with the auditors.  My 

experience is that the auditors are, in general, reluctant to draw the non-executive directors’ 

attention to things which might be an embarrassment to the executive directors.  I think there 

is scope in the relationship between auditors and non-executive directors where you could 

have a clear list of questions that the non-executive directors and the auditors are obliged to 

address.  I think there is scope in the relationship between the regulator and the non-executive 

directors - I mentioned at an earlier meeting that at one time the Bank of England had tried to 

ensure that it had a direct relationship with the Chairman of the Audit Commission.  At that 

time I was Chairman of Abbey National, and, like the other banks, Chairman, I opposed it.  I 

think, in retrospect, that sort of thing might perhaps be helpful in providing the sort of 

benchmarks that would enable the non-executive directors to have a statutory right to put 

against some of the pressures which Lord Vallance mentioned earlier.   

Mr Darling:  You could well be right and it could be that one approach would be to require 

non-executives to satisfy themselves that certain conditions had been met. 

Q38  Lord Tugendhat: Absolutely. 
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Mr Darling:  And that the companies’ auditors were obliged to provide that certification 

which would mean that they would have to answer that question.  However, of course, I 

suppose you again illustrate the problems of the small world in which we live.  If you look at 

the number of accountants around the world in large institutions, there are not that many.  

However, I am afraid that again is a fact of life.  I do think, though, that the role of corporate 

governance, which has been discussed in relation to companies in general time and time again 

over the last 20 to 30 years, and some good improvements have been made, when it comes to 

systemically important financial institutions, that is something that has been overlooked.  It is 

part of getting the supervisory approach right.  I think there are many different ways in which 

you could deal with that.  I think it would be for the security of not just the public at large, of 

the banking system, but it ought to give more reassurance to bank shareholders who, after all, 

you might have thought over the last year might have come to the conclusion that a few 

pertinent questions would not have gone amiss. 

Q39  Chairman:  That seems an appropriate time to draw stumps, Chancellor.  If I could 

thank you very much indeed for spending time with us.  It has been a very interesting session 

indeed.  Perhaps we may be able to invite you to another one towards the end of the year, with 

a little luck. 

Mr Darling:  Thank you very much indeed.  


