
FINANCIAL TIMES FRIDAY JULY 27 2012 ★★★ † 13

My thwarted attempt to tell of Libor shenanigans
per cent. Futures contracts on three-
month Libor were – and are – traded
on the London International
Financial Futures Exchange (Liffe,
now part of NYSE Euronext). There
was a standard contract for the
month of September. That contract
had its rate settled on the third
Wednesday of the month, at 11am.

In 1991, I had live trading screens
that showed the Libor rates. In
September of that year, on the third
Wednesday, at 11am, I watched those
screens to see where the futures
contract should settle. Shortly
afterwards, Liffe announced the
contract settlement rate. Its rate was
different from what had been shown
on my screens, by a few hundredths
of a per cent.

As a result, I lost money. The
amount was insignificant for me, but
I believed that I had been defrauded
and I complained to Liffe. Liffe
explained that the settlement rate
was not determined by what rates
were actually in the market. Instead,
the British Banker’s Association
polled some banks, asking them
what the rates were. The highest and
lowest reported rates were discarded

and the rest averaged, giving the
settlement rate. Liffe explained that,
in doing this, they were adhering to
the terms of the contract.

I talked to some of my more
experienced colleagues about this.
They told me banks misreported the
Libor rates in a way that would
generally bring them profits. I had
been unaware of that, as I was
relatively new to financial trading.
My naivety seemed to be humorous
to my colleagues.

Simply put, then, it seems the
misreporting of Libor rates may have
been common practice since at least
1991. Although the difference
between the reported rate and the
actual rate might seem small, the
total amount of money involved is
material, given that Libor rates

affect contracts worth hundreds of
trillions. Also important is what such
misreporting says about the culture.

During 1991, at the London office
of Morgan Stanley, the head of
interest rate trading was a person
who has been at the centre of the
current scandal: Bob Diamond. I do
not recall discussing Libor
misreporting with Mr Diamond but
since the misreporting was common
knowledge among traders, I presume
he was aware. (That, however, is not
a criticism of Mr Diamond: what
could he have done about this?)

There have been two distinct
motivations for banks to misreport
Libor rates. One motivation is
discussed above: to directly increase
profits. The other motivation arose
during the 2008 financial crisis: to
mask liquidity problems.

Libor misreporting has been going
on for decades. Why have
investigations only recently begun? It
seems highly implausible that all the
investigating agencies could have
been unaware for decades. Indeed,
those agencies have a reputation
among traders of being like
Potemkin villages. I suspect what

has happened is that, after the
financial crises of 2008, the agencies
decided they ought to perform more
of their stated duties. That would
also explain why the investigations
appear to be ignoring any
misreporting in years before 2005: to
cover up the illusoriness of their
earlier work.

One of the investigations is being
undertaken by the House of
Commons Treasury committee. I
telephoned the committee on July 3
and spoke with a committee
specialist. I told the specialist about
the foregoing and said that I was
willing to testify under oath. The
specialist seemed extremely
interested. They said they were to
have a meeting about the Libor
scandal and would call me back
afterwards. I did not hear back,
however, so I phoned to ask what
was happening. My testimony was
not wanted, the specialist told me,
because it “contradicts the
narrative”.

The writer is an independent
mathematical scientist and a former
Morgan Stanley trader

Douglas Keenan

neighbours and Iran’s destructive
influence, our re-engagement with
Baghdad is sorely needed.

The US needs to turn again to the
development of responsible and
democratic sovereigns beyond the
Middle East. The George W. Bush
administration doubled aid spending
worldwide and quadrupled it to
Africa. It channelled assistance to
countries that were investing in their
people’s health and education,
governing wisely and democratically,
building open economies and fighting
corruption. Ultimately, these states
will make the transition from aid to
private investment, becoming net
contributors to the international
economy and global security. US tax
dollars will have been well spent.

We must also not lose sight of how
democracy is solidifying in the
western hemisphere. US assistance
and trade policy can help
democracies in Latin America to
provide an answer to populist
dictators. At the same time, we must
speak out for dissidents – from Cuba
to Venezuela to Nicaragua. Mexico
needs attention across a broad
agenda that includes the devastating
security challenge that threatens
both it and the US.

The US “pivot” to Asia (a region
that had hardly been abandoned) has
focused heavily on security issues.
America should remain the pre-
eminent military power in the
Pacific. But consider this: China has
signed free-trade agreements with 15
nations over the past eight years and
has explored FTAs with some 20
others; since 2009 the US has ratified
three FTAs negotiated during the
Bush administration and it has
continued – but not concluded –
talks on the Trans-Pacific
Partnership, which began in 2008.
One of the US’s best assets in
managing China’s rise is its regional
economic engagement.

A robust free trade policy will
strengthen our economy and
influence abroad, as will developing
our domestic resources, such as the
North American energy platform.

In this young century, the 9/11
attacks, the global financial crisis
and the unrest in the Arab world
have struck at the heart of vital US
interests. If Americans want the
tectonic plates of the international
system to settle in a way that makes
the world safer, freer and more
prosperous, the US must overcome
its reluctance to lead. We will have
to stand up for and promote the
power and promise of free markets
and free peoples, and affirm that
American pre-eminence safeguards
rather than impedes global progress.

The list of US foreign policy
challenges is long and there will be a
temptation to respond tactically to
each one. But today’s headlines and
posterity’s judgment often differ. The
task at hand is to strengthen the
pillars of our influence and act with
the long arc of history in mind.

In the Middle East we must
patiently use our aid, expertise and
influence to support the creation of
inclusive democratic institutions. The
fundamental problem in the region is
the absence of institutions that can
bridge the Sunni-Shia divide, and
protect the rights of women and
minorities. Even as we make
necessary immediate choices –
including arming the Syrian rebels –
we must insist upon inclusive
politics. The US cannot afford to
stand aside; regional powers will
bring their own agendas that could
exacerbate confessional divisions.

As we work with reformers across
the region, we should not forget that
Iraq has the kind of institutions that
are meant to overcome these
divisions. Given its geostrategic
importance, the chaos engulfing its

High oil prices empower Venezuela,
Russia and Iran. We are developing
alternative sources of energy but
they will not replace hydrocarbons
for a long time. It is a gift that much
of our demand – possibly all of it –
can be met domestically and in co-
operation with US allies, Mexico and
Canada.

Most important, we need to
reassure our friends across the globe.
The rush to court adversaries has
overshadowed relations with trusted
allies. Our engagement with Europe
has been sporadic and sometimes
dismissive. Strategic ties with India,
Brazil and Turkey have neither
strengthened nor deepened in recent
years. Hugo Chávez and the Iranians
have bitten off the extended hand of
friendship. There is no Palestinian
state because it will only come
through negotiation with a secure
Israel that is confident in its
relationship with the US. The
decision to abandon missile defence
sites in Poland and the Czech
Republic, to “reset” relations with
Russia was pocketed by Vladimir
Putin who quickly returned to his
anti-American ways. Friends must be
able to trust in the consistency of
our commitment to them.

Finally we cannot forget that
strength begins at home. Global
leadership rests upon a strong
economy built on fiscal discipline
and robust private sector growth.
Ultimately, our success depends on

mobilising human potential,
something the US has done better
than any country in history. Ours
has been a story of possibility, not
grievance and entitlement. Ambitious
people have come from all over the
world to seek out the opportunities
America provides. The absence of a
humane and sustainable national
immigration policy threatens this
great asset.

Our talent has historically come
from every part of American
society, without regard to class and
economic circumstance. But when a
child’s zip code determines whether
she will get a good education, we are
losing generations to poverty and
despair. The crisis in US education is
the greatest single threat to our
national strength and cohesion.

The American people have to be
inspired to lead again. They need
to be reminded that the US is not
just any other country: we are
exceptional in the clarity of our
conviction that free markets and free
peoples hold the key to the future,
and in our willingness to act on
those beliefs. Failure to do so would
leave a vacuum, likely filled by those
who will not champion a balance of
power that favours freedom. That
would be a tragedy for American
interests and values and those who
share them.

The writer is a former US secretary
of state

I had been unaware of
Libor misreporting, as
I was new to trading.
My naivety seemed
humorous to colleagues

In 1991, I began trading for
Morgan Stanley, the investment
bank, in London. I was trading

bonds, derivatives and related
securities. One of those securities
was based on the three-month Libor
rate: the interest rate at which banks
can borrow money for three months
from each other. Morgan Stanley
does not trade on the interbank
market so I could not directly
borrow or loan money at Libor rates.
What I could do, however, was trade
a futures contract on the three-
month Libor rate.

As an example of how a futures
contract works, consider the
following. Suppose that we are
concerned about three-month Libor
rates increasing in the future; in
particular, we are concerned about
what the three-month rate will be in
September. If that rate is, say, 1 per
cent, we can agree today to
effectively lock it in. If, come
September, the actual three-month
rate is 2 per cent, then our contract
will ensure we can still borrow at 1
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It is time for Osborne to change tone on policy
the independent Office for Budget
Responsibility, which suggested that
growth would be running close to
3 per cent both this year and next.

In response, the government has
already slowed the pace of fiscal
adjustment, with this year’s target
running well below what was set out
in its first Budget two years ago. It
has also come up with various ad
hoc initiatives in areas such as
infrastructure development, credit
expansion and fuel duty. In addition,
the economy has been supported by
very accommodative monetary policy.

But the outlook still remains weak
and the current programme calls for
a substantial tightening of fiscal
policy in 2013-14. Meanwhile, the
chancellor still bases his strategy on
the idea that the cutback in
government spending will be offset
by increases in private sector
investment and trade. This has not
happened so far and the recent
messages from the CBI and the
British Chambers of Commerce do
not suggest that anything is going to
change here any time soon. Instead,
there is a sense of foreboding in the

business sector about what might
happen in the final quarter of this
year, once the Olympic excitement is
over and hard reality sets in.

So there is a strong case for a
policy rethink, one that was well set
out by the International Monetary
Fund in its report on the UK
economy last week. It accepted the

overriding importance of reducing
the massive budget deficit. But it
argued that the pace of fiscal
adjustment planned for next year
should be scaled back if growth did
not start to pick up soon, and said
that such a move ought not to trigger
an adverse market reaction if it was
properly communicated. After all, the
easier pace of adjustment this year

has not prevented UK borrowing rates
from reaching all-time low points.

It would be better for such a shift
to be part of a deliberate strategy
than for it to be forced on the
government as the economy
continues to stagnate. What is
needed now is a sense of direction:
a credible plan for coming through
the present difficulties and emerging
in a better place a few years hence.

So when Mr Osborne comes back
from his summer holiday, he should
deliver the following message. This
government’s standing is reflected in
its low borrowing costs. It remains
determined to bring the deficit under
control and, to demonstrate this
commitment, it is reinforcing a
series of bold structural reforms, in
areas such as pensions policy,
planning and benefits. It is going to
give business the confidence it needs
to make major investments, which
means above all ending the policy
uncertainty in critically important
areas such as energy. And it is going
to recognise both the short term
needs of the economy and the long
term requirements of the country by

Better for such a shift to
be a deliberate strategy
than for it to be forced
on the government as
the economy stagnates

Richard Lambert

George Osborne has a choice to
think about over his summer
holiday that will have serious

economic and political consequences.
Is he going to allow policy to be
dragged along in the wake of events,
with decisions being shaped on the
hoof in response to each new
revelation of the UK’s dismal
economic performance? Or is he
going to try a more proactive
approach and reframe his strategy to
reflect the way the world has
changed since he first set out his
plans after the election in 2010?

This week’s grim output figures for
the second quarter may have
overstated the pace of the slowdown.
But the big picture is one of
stagnation since late 2010 and a fall
in output per head of a shocking
14 per cent from its pre-crisis trend.
Recent indicators show business
activity has been weakening and the
international economy has also been
losing momentum. Contrast all this
with the post-election forecast from

a series of one-off fiscal initiatives
designed to boost demand. One
sensible suggestion from the IMF
was for temporary tax cuts targeted
at lower income households, who
would be likely to spend rather than
save the benefits. Also sensible
would be measures to support the
construction sector, housing above
all, which is one of the main drags
on output and where investment for
the future is so badly needed.

Such a change of tone would be
politically very difficult for Mr
Osborne, given the amount of
personal capital he has invested in
the austerity programme and the
UK’s triple A credit rating. But that
rating will increasingly come into
question anyway if the economy
continues to weaken. If stagnation
were to continue for another year or
two, the political consequences of
sticking on the present course would
be a whole lot greater.

The writer is chancellor of the
University of Warwick, a former
director-general of the CBI and a
previous FT editor

The World Bank this week cut
its growth forecast for South
Africa. The revision from 3.1

per cent to 2.5 per cent this year was
accompanied by a stark warning that
the economy could be tipped into
recession if the eurozone’s crisis
intensifies. It also underlines a
theme of recent years that has seen
South Africa’s economy fail to keep
pace with many of its developing
peers. It is against this backdrop
that I am announcing today a new
plan to revive the economy and
tackle the bottlenecks that frustrate
so many would-be investors.

The past few decades have seen a
major shift in the trajectory of the
global economy away from the old
industrialised world. My country,
South Africa, is usually included in
this story of the shift to the east and
south. But the truth is that our
economy is faltering. With growth
averaging 3.6 per cent in the past
decade and shaky investor
confidence, our economy continues
to shed jobs. Up to half of South
Africans live in poverty; income
inequality has even surpassed what
it was under apartheid.

It is clear South Africa needs a
radical change in direction. This
weekend the opposition Democratic
Alliance aims to show how this is
possible, launching a strategy to
accelerate annual growth to 8 per
cent. In particular, it proposes tough
reforms to labour laws by removing
the automatic extension of collective
bargaining agreements across
sectors; establishing “jobs zones”
featuring special exemptions from
restrictive regulations; and lifting
administrative requirements for
small businesses.

These changes will reduce barriers
to entry, encourage flexibility and
stimulate productivity in South

Africa’s principal labour-absorbing
sectors such as mining,
manufacturing and agriculture.
Combined with focused employment
incentives such as a youth wage
subsidy and market-driven skills
development programmes, the plan
provides a radical overhaul of the
country’s labour market.

Our plan stands in contrast to the
future outlined by the ruling African
National Congress whose policy
features a muddled blend of
Venezuela-style resource nationalism
and state-driven development.
History shows this does not translate
into increased prosperity for the
many. Rather it tends to result in
creeping expropriation, particularly
in the minerals sector, and the
concentration of wealth in the hands
of the few. Vladimir Putin’s Russia is
a textbook case. Our plan paves the
way for a very different future:
promoting innovation,
entrepreneurship, investment and
growth.

Underpinning South Africa’s high
rates of poverty and inequality are
structural legacies inherited from the
country’s apartheid past. To address
this, our plan contains policies to
bring to life “dead capital” through
broad-based economic empowerment
programmes, land reform and a
proactive social security system.

Examples of this include policies to
distribute shares in state-owned
companies; introduce tax deductions
to incentivise employee shared-
ownership schemes; promote a joint
ownership model in the agricultural
sector; and lower the cost barriers
facing first-time homeowners.

These measures are essential for
facilitating broad-based participation
in the economy. They also seek to
put South Africa on a par with the
most competitive emerging
economies in the world, from Turkey
to Indonesia.

Although international rankings
such as the World Economic Forum’s
Global Competitiveness report praise
the country’s sophisticated financial
sector and sound legal environment,
South Africa falls short when it
comes to the ease of doing business
and the barriers caused by excessive
regulation and state inefficiency. My
party’s proposals in this area will cut
the tax and regulatory burdens
inhibiting new business growth.

Seven of the 10 fastest-growing
economies in the world are in Africa.
By setting out how to expedite
regional trade by simplifying import,
export and customs procedures and
promoting regional government
partnerships, we seek to position
South Africa at the forefront of
continental growth.

High growth is resulting in rapidly
declining poverty and unemployment
in the developing world. With the
right policies in place, South Africa
can be part of this story.

The writer is leader of South Africa’s
opposition Democratic Alliance and
premier of the Western Cape province

Helen Zille

How to
make South
Africa’s
economy
roar at last

My party is launching a
strategy to accelerate
annual growth and plans
to overhaul the country’s
labour market
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