
FS Club
News Events Partnerships

MONEY FOR NOTHING - THE MAKING & UNMAKING OF MODERN FINANCE

Webinar

Monday, 1 March 2021, 15:00 GMT

Professor Thomas Levenson, Professor of Science Writing and Author, Massachusetts Institute of Technology



A Word From Today’s Chairman

Professor Michael Mainelli

Executive Chairman

Z/Yen Group

2



FS Club

Platinum 
Sponsors

Personal 
Sponsors

Gold 
Sponsors

Silver 
Sponsors

Bronze 
Sponsors

3



Today’s Agenda

• 15:00 – 15:05 Chairman’s Introduction

• 15:05 – 15:25 Keynote Address

• 15:25 – 15:45 Questions & Answers
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First Poll – Are you smarter than Isaac Newton

A. Yes, of course!

B. No, he was the greatest thinker of all time

C. Maybe

D. Just not smarter than him in mathematics
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Today’s Speakers

Professor Thomas Levenson 

Professor of Science Writing and Author

Massachusetts Institute of Technology
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Money for Nothing…

A Cautionary Tale
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Rather…

“How goes the Stock, becomes the gen’ral Cry.

Rather than fail we’ll at Nine Hundred Buy.

Instead of Scandal, how goes Stock’s the Tone,

Ev’n Wit and Beauty are quite useless grown:

No Ships unload, no Looms at Work we see,

But all are swallow’d by the damn’d South Sea.”

--Alexander Pope, 1721
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What was revolutionary in the scientific 
revolution?*

1. “Number, weight [and] measure.”– William Perry

Formalized empiricism…applied to questions of 
natural philosophy…

2: 2.  “to reason nimbly and judiciously about 
figure, force and motion…”—Isaac Newton

*Not a term used then or for ~two hundred years to come
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The First 5 Years of England’s National Debt

• 1: 26 Jan. 1693:  “The Million Act.”  £1,000,000 in a combination of a tontine loan and life annuities, at 14% 
interest.

•

• 2: 23 March 1694: “The Million Adventure.”  £1,000,000 in £10 lottery tickets that after the drawing 
converted to 16 year annuities at 14%.

•

• 3: 24 April 1694: The Act establishing the Bank of England. £1,500,000, split between a redeemable loan and 
annuities for 1, 2, 3 lives at interest up to 14%

•

• 4: 16 April 1697: The Malt Lottery. £1,400,000 in £10 tickets, converting to annuities at 6.3%. The issue 
failed, leading to an early experiment in fiat currency.

•

• 5: 5 July 1698: The Act creating the New East India Company. £2,000,000

•

• Total: £6,900,000
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English/British wars 1689-1720

• 1689-1698:  The Nine Years War

• 1702-1713: The War of Spanish Succession

• 1718-1720: War of the Quadruple Alliance

That is: for 22 of the 30 years before the Bubble, British forces 
fought multiple opponents across two hemispheres.

That’s…Expensive
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Credit as a Weapon of War

“Foreigners had been heard to say…That there was no getting the 
better of England by Battle…That while we had thus an inexhaustible 
Storehouse of Money, no superiority in the Field could be a match for 
this superiority of Treasure.”…

“…[Britain’s] National Credit,” Defoe concluded was to “the Honor and 
Advantage of England.” 

--Daniel Defoe, “The Chimera” 1720
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British national debt 1700-1720

• 1704-1708: £8,003,778 in new long-term borrowing

• 1711-1712: £9,214,500 more…note the per/annum jump.

• Total British long-term debt at war’s end (1714): £40,357,011

• In 1719, less than two years into the next war: £49,902,762

• Source: P.G.M. Dickson The Financial Revolution in England, tables 3, 4, 7, and 9
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And so…the problem.

• Interest due on the national debt, 1714:  £2,519,800 
• (plus in excess of £300,000 on Exchequer bills and other floating debt)

• National revenue, 1714: £8,248,561.

Debt service = at least 31% of revenue (in peace time).

Comparison: March 2020 www.gov.uk budget policy paper anticipated 
£56B interest payment, or roughly 7% of £873B in anticipated revenue. 

21

http://www.gov.uk/


Enter the South Sea Company
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The Solution

• A debt for equity swap on an unprecedented scale.

• Trial run in 1719: the Treasury proposed a deal to exchange a tranche of long-
term debt for South Sea Company stock.

• Debt holders exchanged debt at 11.5 years purchase for South Sea stock at par*
• The South Sea Company’s capital and issuable shares increased in proportion
• The Treasury received a further loan from the Company.

• It worked great! This success set the stage for its sequel, to come in early 1720

*Remember this fact.
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Debt holders

Debt holders get:
1. Shares at up to 20 x purchase*
2. Liquidity (access to a secondary

market)
1. Equity in a trading
monopoly/possible capital growth.
4. Dividends (at SSC discretion)
5. Risk

SSC gets:
1. Government securities/interest 

stream
2. Enormous increase in capital 

stock*

South Sea 
Company

Treasury

SSC gives:
1. Dividends to shareholders
2. £7m payment for the right to do 

the swap
3. Rate cut to the Treasury 

Treasury gets:
1. SSC fee
2. Interest rate cut
3. Fiscal control: 

irredeemable obligations 
become  redeemable.

*One key detail left 
open: the price of 

South Sea shares to 
be exchanged.
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Poll Two: 

If I was around in the time of the South Sea Bubble, I 
would have…

A. Made money

B. Lost money

C. Stayed well away
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The Money Machine

• Options for a swap price:

• A: Par (£100) for each £100 worth of debt.

• B: Shares at market on some agreed date.

• E.g. Jan 22, 1720: SSC shares closed at £135 1/8

• C: Shares priced at the directors discretion.

Which do you think the Company and its (well bribed) allies in 
government chose?
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Drivers of the rise

• 1: Market manipulation
• South Sea directors pumped liquidity into the market with loans, options, 

margin sales, and delaying share transfers to constrain supply on Exchange 
Alley

• 2: Leverage
• Still new, and hence unfamiliar trading tools, including margin sales, put and 

call options, and forward contracts

• 3: Folly
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Calculating folly.
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Still…What about this guy?
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Poll three

The South Sea Bubble was an example of…

A. A rational bubble

B. An irrational bubble

C. This question is nonsensical… 
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Disaster? Or Triumph?

• 1. In 1721, Parliament rejects appeals to undo the debt-equity swaps at the 
heart of the Bubble, thus converting much of the national debt into a 
uniform tradeable asset: South Sea shares.

• 2. Interest rates to drop from roughly 6% in the 1710s to 3% in the 1750s—
through continued global war.

• 3. The remnants of the pre-1720 borrowing and other obligations get 
swept up into Consolidated bonds–Consols–in 1752, and a fully functional 
bond market emerged.

• This isn’t emulated in France, or any other national power in Europe.
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The result:
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And yet…

DeTocqueville, observing America’ commercial life, with the early 
Republic’s history of financial disruption, wrote, “I believe that the 
return of these commercial panics is an endemic disease of the 
democratic nations of our age…It may be rendered less dangerous, 
but it cannot be cured; because it does not originate in accidental 
circumstances, but in the temperament of these nations.”
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https://www.amazon.co.uk/Money-
Nothing-Bubble-Invention-
Capitalism/dp/1784973947
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Questions And Answers
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Thank You For Listening

Forthcoming Events

• Tue, 2 Mar (10:00-10:45) A Fresh Approach To Risk Management

• Thu, 4 Mar (10:00-10:45) Switzerland’s Wealth Management Industry:  Winning Or Losing Ground In 

Times Of Covid-19?

• Fri, 5 Mar (11:00-11:45) How To Be Happy

• Tue, 9 Mar (09:00 - 09:45) Achieving Sustainability In Developing Markets: A Case Study With Serious 

Shea & Cleo Organics

Visit https://fsclub.zyen.com/events/forthcoming-events/
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