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The Lessons of Recession: A historical perspective

The West Midlands has experienced numerous recessions throughout history,
and lessons can be learnt from each. This first chapter focuses on Birmingham's
experiences of those recessions, but the issues highlighted are lessons for the
region as a whole.

“‘lam a one in ten”, sang the Birmingham band UB40 in 1981, lamenting both

the alarming rise in the city’s unemployment rate and central government’s
apparent indifference to the figures. Their figure was, if anything, an
underestimate; by 1985 around 15 per cent of the city’s workers were on the
dole. What was most alarming of all was that the downturn had come so quickly,
just two decades after Birmingham could effectively claim full employment.

The recession of the mid-80s was by no means the first that Birmingham had
endured. Such was the nature of the city’s trade and industry (and of the UK
economy in general) that it had experienced perennial ups and downs. The
pattern was most evident in the toy and jewellery industries, where ‘peaks

and troughs’had always been an unavoidable fact of life. Such storms blew up
unexpectedly and from a variety of directions. The sudden switch in fashion
from buckles to laces in 1786, for example, or Queen Victoria's decision to
eschew the wearing of jewellery after the death of her husband in 1857, had
both caused significant downturns in sales, just as the discovery of new supplies
of gold in California, Alaska and Australia had each generated an upturn.

Arguably the worst downturn of all (at least within recorded history) occurred in
the 1790s, when Britain went to war with the new Revolutionary government in
France. The impact upon manufacturing centres such as Birmingham, Coventry
and the Black Country was devastating. By the close of the 18th Century up

to half of the goods made in Birmingham were for export, mostly to mainland
Europe or America. Even by 1790 it is estimated that a quarter of the town’s
production was sold across the Channel. The closure of Continental markets,
then, and the disruption to sea-lanes, nipped Birmingham's export trade in

the bud. Bankruptcies rose accordingly, and large numbers of workers were

laid off. In 1796, when Sir Frederick Morton Eden was compiling his magisterial
survey of the state of the nation’s poor, Birmingham's workhouse was full to
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overflowing and around 5,000 in the town were receiving poor relief. This too, as
it happened, represented about one in ten, though without a best-selling single
to champion their cause.

It is hardly surprising, then, that the Treaty of Amiens in 1803, which concluded
this phase of the Napoleonic Wars, was marked in Birmingham by illuminations,
fireworks and a deep sigh of relief. But one peak was almost always followed by
a further trough, be it sooner or later, usually triggered by global factors. Conflict
with the United States in 1812, currency fluctuations in the 1830s, a banking
crisis in the mid-1860s and the Wall Street Crash in 1929, all rocked the West
Midlands'economy. Yet in all these cases, with the possible exception of the
1980s, the region bounced back, and did so surprisingly quickly.

The reasons for the region'’s traditional resilience are many and varied. For one
thing — at least until the later 20th Century — towns such as Walsall, Birmingham
and Wolverhampton consisted primarily of small businesses, workshops usually
with no more than a dozen employees. Such small units were remarkably
flexible in adapting to new demands and fashions, and abandoning one
product for another. Birmingham and Wolverhampton metalworkers, in
particular, possessed a range of skills which easily accommodated new product
lines. For another, Birmingham had always been a town of many trades, rather
more than a thousand, if the truth be told. Its diversity was in striking contrast to
neighbours such as Coventry and a number of the Black Country towns, where a
single industry (be it ribbons, steel, chains, nails, locks or leather) predominated.
The latter were always vulnerable to a sudden change in taste or demand, and
one predominant industry had a tendency to draw employees away from other
trades. One reason cited (by Robert Rawlinson in 1849) for the comparatively
comfortable lifestyle of the working-class Birmingham family in the 19th
Century was that it encompassed a range of employment within the same
home. Rarely were all the members of the household affected by a downturn.
The depression of the 1880s, for example, badly affected textiles, jewellery and
the iron and steel industries, but left electro-plating, bedstead manufacturing
and buttons largely untouched.

In addition, Birmingham — along with Smethwick, Wolverhampton and Dudley —
had always been a town of immigrants, who often supplied the cheap unskilled
labour which supported that of the skilled artisan. The influx of new labour, first
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from the region’s rural hinterland and then from further afield, grew in the good
times, and slowed in the bad. My recent work on Birmingham's poor in the early
19th Century shows that there was little in the way of a safety net to save these

new arrivals from a slide into poverty and deprivation; they had to stand or fall by
their own efforts. Such was Birmingham'’s hard-nosed application of the free market.

These economic migrants, however, once they had gained a foothold on the
ladder, often became the next generation of Birmingham entrepreneurs, bringing
new skills and markets to the workplace. Birmingham's openness to
entrepreneurship and money-making was what most struck outside observers.
“Iwas much surprised at the place, but more at the people”, commented William
Hutton. “They were a species | had never seen; they possessed a vivacity | had never
beheld. | had been among dreamers, but now | saw men awake...” In a similar vein
Alexander de Toqueville commented in 1835, “These folk never have a minute

to themselves. They work as if they must get rich by the evening, and die the next

day. They are generally intelligent people, but intelligent in the American way.” The
description applied, not only to the energetic natives, but also to the Scots and
Irish, Jews and Italians, who sought a new life in the town in the Victorian period.
That ethos — the desire to‘make it on one’s own'— has remained a constant in
the West Midlands' newer communities to this day.

The backdrop to this enterprise culture was a comparative lack of centralised
control and a free market mentality. Created as a market town in the 12th
Century, Birmingham had always been relatively unshackled by outside or
inside interference. It did not even have an elected town council until 1838.
Until the arrival of Joseph Chamberlain’s Liberal revolution in the 1870s,
Birmingham'’s local government was characterised by its fragmentation and

its weakness. Historians too have often remarked on the lack of trade guilds

in the town, which tended both to limit competition and to restrict entry,

and on Birmingham'’s powerful nonconformist ethos. The Quaker culture in
particular, epitomised by George Cadbury, laid stress on education, self-help and
individualism as the road to self-improvement. And if the free market operated
within Birmingham, the expectation was that laissez-faire economics would
benefit the town globally too. Again Joseph Chamberlain was among the first to
challenge this free-market dogma.
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At the heart of the West Midlands’ entrepreneurship and elasticity was a
willingness to embrace new technologies and new materials, almost always in
advance of a more widespread acceptance. Steam power is an obvious (and
celebrated) early example, developed by Boulton and Watt at a time when

the town’s small workshops had little need for such engines themselves. Such
engines were, however, put to early use on the canals and in the coal mines

of the Black Country. The development of electro-plating (in Birmingham),
chemical production (in Oldbury) and mechanical engineering in the 1840s
were all significantly in advance of other industrial centres. These, along with an
early anticipation of the needs of the burgeoning railway industry, all served to
get Birmingham through the ‘hungry 40s'and the economic slowdown of the
early Victorian era. Even as late as the recession of the late 1920s and early 1930s,
Birmingham's burgeoning motor and electrical industries, and Wolverhampton'’s
aero-engines and tyre production helped the region to recover more quickly
than most of its competitors.

The trick Birmingham's industrial pioneers learned in advance - from Matthew
Boulton to Herbert Austin — was how to apply new means of production to
manufacturing as early as possible. This, plus what Boulton called the ‘super-
activity’ of his workforce, allowed Birmingham's factories to undercut their rivals
substantially. If the term ‘Brummagem ware'had pejorative overtones in London,
it does not appear to have affected sales. Goods made in the Midlands were
markedly cheaper than elsewhere, and rarely inferior in quality.

By the 20th Century, however, the West Midlands had become a very different
environment. Although small workshops still predominated in Digbeth and
Hockley, large-scale factories now played an equally important role in the

area’s employment profile. Increasingly too, a single industry had taken a
disproportionate hold on ‘the city of a thousand trades. The motor trade,
together with its engineering, rubber and electrical ancillaries, had risen to such
pre-eminence that Birmingham was far more vulnerable to competition and
recession, and far less ready to adapt. This was against a backdrop where local
economies no longer had the freedom of action from central policies that they
had in the laissez-faire’days of the 19th century.



WEST MIDLANDS REGIONAL OBSERVATORY

The economic squeeze of the late 70s and early 80s felled many of those
industrial giants — Lucas, BSA, Ansells’Brewery, Round Oak Steelworks, Dunlop
among them — and British Leyland and Goodyear too downsized significantly.
Thus between 1971 and 1981 Birmingham shed around 200,000 jobs (about
28.5 per cent of the total). A number of factors lay behind the collapse. Inflated
oil prices, poor industrial relations, efforts by central government to switch
jobs away from the old industrial centres towards new towns, and global
competition, all impacted on a city which had not modernised as effortlessly as
it once did. An Aston University survey (published in October 1978) showed that
almost half of Birmingham's industrial premises had been built before the Great
War, and less than one third had been built within the last 30 years.

Industrial decline challenged the West Midlands’educational sector too. For two
centuries it was known precisely what skills were needed for the local economy,
and the city’s technical schools and apprenticeship system provided them,
even if they were predicated upon a largely male workforce. What skill set was
required in a post-industrial world was much harder to determine. Such lack of
direction and certainty was felt by many school-leavers.

The region’s recovery from that low point to some extent mirrored that of

the wider British economy. New jobs were generated by the service sector to
replace many of those lost in manufacturing, and retail rose to become a much
more important player in the economic mix, most notably in Brierley Hill, where
the Round Oak steelworks gave way to Merry Hill shopping centre. The boom
in property prices too fuelled a kind of renaissance in many city centres. Mixed
development — combining apartments, retail and office space — appeared
everywhere. Birmingham also benefited from sizeable European investment,
helping to create the International Convention Centre (ICC) and National Indoor
Arena (NIA). The European Union, it seemed, was more willing to invest in a
Keynesian model of ‘trickle down economics'than was the British government.

If business tourism was the original intention of both the National Exhibition
Centre (NEC) and International Convention Centre (ICC), the West Midlands
also began to welcome — perhaps for the first time in its history — leisure and
cultural tourists. Although a much expanded shopping provision was part of
the lure, improvement in the cultural infrastructure lifted the region’s wider
profile immeasurably. The reputation of the Art Gallery in Walsall, the City of
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Birmingham Symphony Orchestra (CBSO), the Symphony Hall, the Birmingham
Hippodrome and — most surprising of all — the city’s restaurants, all impacted
favourably on the West Midlands'image in the UK (it had always received a
better press on the Continent than it had in Fleet Street). The Black Country
Living Museum, opened in 1976, made good use of derelict land close to Dudley
Zoo and the canal network, to give the Black Country a new cultural dimension,
and (in a sense) a single focus.

The recession of the 1970s and early 1980s had — again perhaps for the first
time — given the West Midlands time to pause and reflect. The headlong charge
towards a modernist utopia, which had driven Birmingham forward since

the 1790s, halted, and the city and region began to look backwards as well

as forwards. The rediscovery of the region’s history and its industrial heritage,

its canals, its ancient buildings and Victorian suburbs, certainly attracted new
investment, but more importantly it re-awakened a lost pride in their city
among the people of Birmingham, and a coherent sense of ‘Black Country-ness
The 750,000 votes which helped Kings Norton to win the second series of the
television show Restoration in August 2004, saving the Saracen’s Head and Old
Grammar School buildings, clearly demonstrated that the tide had turned. So
too did the enormous success of the Birmingham Back to Backs in Hurst Street.
Recognition of the canal network as an amenity, a commercial opportunity and
a tourist attraction began at Brindley Place in Birmingham and has since spread
to the canals of Walsall and Wolverhampton.

And, since the love affair with the motor industry was now officially over, the
city centre could be redesigned as a place for people, rather than a machine for
driving in. The Highbury Symposium, held at Joseph Chamberlain’'s former home
in 1988, re-envisioned the centre of Birmingham for a new age. The ‘concrete
collar’of the ring road was to be broken, allowing the centre to expand, and the
priority of car over pedestrian reversed.

Which brings us to the latest — inevitably not the last — of the recessions, and the
city whose motto is ‘Forward’ once more takes a moment to reflect. The decline
in property prices, and the risks of the ‘buy-to-let’market, have at least slowed
the wholesale demolitions in East Side and the Jewellery Quarter, and empty
apartment blocks are no longer springing up overnight. We have a moment,
unswayed by financial imperatives, to consider what we want our city to be, and
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what it is we are selling when we say “Birmingham’”. The recent collapse of van
maker LDV too has, perhaps finally, drawn a line between Birmingham and its
20th-century history. In a global economy, and with much stronger centralising
forces at Westminster and Brussels, we do not have quite the independence of
action we once had. Nevertheless, the long history of Birmingham still suggests
that the answers lie more within than without.
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CHAPTER 2

Stick to the knitting:
Seven lessons to learn in order
to move forward

Norman Gascoigne (Regional Finance Forum)
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Stick to the knitting:
Seven lessons to learn in order to move forward

Every recession brings out lessons to be learnt but often never are — do we
risk this recession being no different?

Hindsight is a wonderful thing, is it not? But how often do we use what we have
learnt and apply it? Not often enough, in my experience. | would argue that we
need to learn the lessons from previous recessions and the causes of the current
one, and use that knowledge to position the region for the future. And we need
to do so now, with a real sense of urgency and commitment to action.

It may sound glib to talk about the recovery when many companies are still
struggling to stay afloat, and regional unemployment continues to increase. But
as someone who has been involved in the finance and banking sector for forty
years, | strongly believe there are some basic principles we need to remember,
adopt — and stay with. If we had learnt the lessons from previous recessions, and
‘stuck to the knitting, then maybe we would be in a better position now. But it’s
not too late even now to get the basics right for the future.

What do I mean by that? Perhaps if | give my perspective on some of the things
that have gone wrong, then it will help explain what | mean.

History will record that it was a global financial services meltdown that lead to
the ‘credit crunch; which the recession inevitably followed.

Deregulation of the financial services industry in major financial markets of the
world, combined with the globalisation of those very same markets facilitated
an oversupply of credit. These events created strong competition to lend to
the benefit of the consumer. However, a consequential desperate drive for
market share between financial institutions (whether that was for reasons

of greed, hubris or investor pressure is not really the issue) has led to the
collective abandonment of the fundamental principles of risk assessment that
should underpin all rational lending decisions. To put it bluntly, sound banking
principles have just been thrown out of the window.

An increase in the appetite, or indeed ignorance, of risk inevitably leads to scant
regard being given to the pricing of risk. Any economic text book describing
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the principles of capitalism will include reference to the principle of investment
reward being related to risk. In simple terms, a new venture, with no track record
for instance, may be regarded as a high risk. As a result, the cost of borrowing,
the interest rate, should be higher on a loan to a new venture than on a loan

to an established venture with a solid trading history. During times of plenty,

as experienced in the credit markets of the recent past, the law of supply and
demand takes over. A potential borrower is in a position to negotiate between
potential lenders and interest rates are reduced to win the business, and almost
certainly no longer appropriately reflect the risk to the lender.

The combination of blindness to risk and inappropriate pricing has proved on
more than one occasion to be an accident waiting to happen. Borrowers, both
corporate and individual, expose themselves to enormous vulnerability from

a change in either the quantum or cost of credit. As we are seeing now, when
that change does come, sparked on this occasion by the increasing inability of
subprime borrowers in the United States to meet mortgage commitments, the
correction is very painful. The supply and demand equation reverses and the
cost of credit increases.

Much has been written about the subprime mortgage market in America, but
there are two good examples in the UK of credit induced asset bubbles. Left to
its own devices the housing market is driven by first time buyers. House prices
of say 3 to 4 times average earnings normally enable them to get a foot on the
property ladder. Over the last five years plentiful and cheap credit helped fuel
the buy to let market, and with it property prices, squeezing out many first time
buyers. The dramatic reduction in the supply of credit brought buy-to-let to a
standstill and reaped the collapse in house prices.

The second example of credit lead price inflation is the buying and selling of
businesses. An old canon of lending directed that the share holders in a business
took basically equal share of the risk with lenders. In times of plenty this principle
is forgotten, with the ratio of borrowing to shareholders’ equity stretching
seemingly out to infinity. The view that a business can only grow starts to prevail,
with balance sheets that cannot withstand any downturn that comes along.

Why these ‘excesses were not curtailed by the regulatory bodies, the Financial
Services Authority and the Bank of England, is in my opinion a valid question.
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However, just as important at the moment is that these bodies, along with

the financial services industry and the Government, ensure that the systemic
correction is not overdone resulting in irreversible damage to the UK economy,
particularly as far as the West Midlands manufacturing sector is concerned.

Lesson No 1: Never forget the principles of risk assessment

(despite market competition)

Lesson No 2: Don't lose perspective when pricing

Based upon my experience as Chairman of the Advantage Transition Loan Fund,
too many of the key stakeholders of the economy are in individual denial. This
recession is ‘not my fault”is too often the mantra. The banks are an easy target
from whom apologies have been extracted but should the consumer, business
managers and owners, regulatory bodies and Government also be holding up
their hands to accept some responsibility?

In addition to the overly optimistic view of the future referred to above | have
seen over the last six months too many examples of lifestyle businesses, where
owners have taken out so much money that they have left no cushion for a
downturn. The banks may have helped the owners in this by providing yet more
credit, but the dose of reality now should make business managers admit that
such a strategy was not a sensible one.

And some of the people running our small and medium sized companies, talented
as they may be in making their core products, just don't know how to run a
business. They don't understand the need for basic management information.
They latch on to the latest ideas without fully thinking through the consequences.
The use of short term debt such as invoice discounting (effectively obtaining
payment via a lender for a high percentage of money owed to a company by

its customers) when longer term debt or even equity capital would have been
more sensible is a case in point. Invoice discounting is a great way to inject cash
when business is expanding — the reverse is just as rapid when turnover falls.

This lack of business knowledge is compounded by the relative inexperience of
front-line staff in banks. The days of the bank manager in the cupboard, or even
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on every High Street, put there by years of lending experience, are long since
gone. Many of the present day ‘Relationship Managers'have just not had the
experience of a previous recession and perhaps they have become too akin to a
sales force than experienced advisors.

Lesson No 3: Retain enough reserves in the business for the bad times - don't
just live for the good times

Lesson No 4: Equip owners and managers with the skills to run a business

So, perhaps we have all been overly willing to borrow too much money and banks
have been too willing to lend it to us. But the days of cheap and readily available
credit are well and truly over (at least until the next time!). Collectively should we
now acknowledge, albeit with hindsight, that we could have done better? We
need to get out of denial and not see it as our right that Government alone

has to get us out of the hole we are in. Let’s sort ourselves out. Once we recognise
that it is all our faults, we can allow for the market to adjust and move on.

But move on to what? Where are the opportunities for the West Midlands to be
a global leader again?

I have seen great examples in recent months of ‘green”manufacturing
enterprises — low carbon emission vehicles and renewable energy projects for
instance. The creative industries producing internet based games and training
programmes with high potential for wealth generation have also been evident.
Listing these examples first does not mean that | am in any way writing off

the companies that might be viewed as traditional manufacturing businesses,
where successful research and development has lead to new products and
investment in new plant and machinery.

The dramatic (50 per cent in some instances) fall in sales seen in the final quarter
of 2008 and which continues at the time of writing, allied to the tightening of
credit availability, has left many businesses desperately short of cash to continue.
Regrettably, but | am tempted to say almost inevitably given the issues | have
described above, companies, including from within the examples described in
the previous paragraph, have failed.





