
“W
HY did no one see
it coming?” the
Queen of England
asked when she vis-
ited the London

School of Economics in December last
year.

The truth of the matter is some people
did, but they had neither the influence
and power, nor the context, to effect a
change of direction. Economists saw it
coming as early as 2003-2004, and the
voices became louder in 2006-2007,
when the squall broke.

Mr Martin Wolf (Financial Times), Mr
Nouriel Roubini (New York University),
Mr William White and Mr Raghuram Ra-
jan (Bank of International Settlement),
and Mr Kenneth Rogoff (Harvard) were
the early naysayers. Mr Ed Gramlich (the
Federal Reserve governor) warned of the
sub-prime danger as early as 2000, and
proposed that regulations should be tight-
ened.

Mr Harry Markopoulos, the celebrated
whistle-blower, complained to the Securi-
ties Exchange Commission as early as

2005 on Bernard Madoff’s Ponzi scheme,
but was largely ignored.

There are a number of ways we can an-
alyse this problem. One is economic and
the other social and psychological.

At the economic and political levels,
there are always many rival schools of
thought on most issues. We can think of
the Brazilian debt crisis, the fears the
West had of Japan’s mighty export ma-
chine in the 1980s, the federal budget im-
balance of the Reagan years, the persist-
ent imbalance of the trade and federal def-
icits of the United States in the Bush
years and the rightness or otherwise of
the Long-Term Capital Management res-
cue in 1998.

Firstly, before this crisis broke, many
were deluded by the soundness and resil-
ience of the financial system on which
the economy rests. While there are prob-
lems, we will ride through them as we
have always done. Federal Reserve chair-
man Ben Bernanke said in 2005, at his
confirmation hearings, that “the depth, li-
quidity, the flexibility of the financial mar-
kets have increased greatly”.

Many saw the validity of comments
made on the housing bubble, the persist-
ent deficit of the US current account, and
the spread of derivatives, singly and in to-
tality; but to win the debate conclusively
on timing, scale and consequences is an-
other matter. Everyone knew the Ameri-
can housing market and the deficit were

unsustainable, and that unwinding would
be disorderly. But none knew the timing
or the intensity of the events that would
follow. The reckoning could erupt any
time in 2008, 2011 or 2015.

Think of the Japanese stock market
rise to Nikkei level 33,000 in the 1980s; it
was anomalous and not sustainable. But
if you were an Asian market fund manag-
er, it would be unwise to be out of it, be-
cause anomalies can last a long time –
and it did. So you benchmark, and that is
following the crowd.

Think of the so-called inevitability of
communism, or Dr Henry Kissinger’s
domino theory, and the eventual fall of
Berlin following Soviet leader Mikhail
Gorbachev’s glasnost and perestroika.
These were anomalous situations, like the
unsustainability of the Soviet Union.

They lasted for a very long time.
Think of the strength of the US dollar

– even today. On any fundamental
ground, one has to be short on it.

So in Wall Street and Washington or in-
deed in the world’s capitals, not many
could see the looming crisis in stark, do-
or-die terms. The thinking was that: In-
deed, there were problems; but we could
always work them out. That was until the
weekend of Sept 12 last year (Lehman
Brothers collapsed and American Interna-
tional Group required rescue), when then
US Treasury Secretary Hank Paulson and
Mr Bernanke saw the abyss.

They began to make it up as they went
along, because they were in uncharted ter-
ritories. Until then, no one had the sense
of ownership or the power to act.

And politically, it was not possible to

rein in Wall Street, because it was too dif-
ficult, too controversial, too unpopular
and too untimely. It required a crisis for
populism to galvanise support, to enable
politicians to act – because it is difficult
and unpopular to spoil a good party.

At a socio-psychological level, we can
see so many such examples, why purport-
edly intelligent human beings continue
smoking even when evidence is compel-
ling that it is disastrous to health. The
turning comes when they are diagnosed
with cancer. Then, they adhere to a
non-smoking regime, after the shock and
impact of discovery. We do what we like,
not what is right.

So long as the music is playing, you’ve
got to keep dancing. “We’re still danc-
ing,” Mr Chuck Prince, Citigroup’s
former chairman and chief executive said
in 2007. A few weeks later, he was out of
a job. With these comments, he got to the
heart of the banking crisis. Chuck
Prince’s metaphor is sociological and an-
thropological, not economic.

Very often, groups demonstrate pecu-
liar sets of behaviour which are not com-
monly accepted by individuals. Examples
of these are rampant, evident from street
gangs to reclusive religious organisations.
In this sense, Wall Street is no different.

In each of these cases, members of
these groups rally between themselves
based on certain beliefs and causes. In ac-
cepting these values, each individual is
viewed from the eyes of his peer. So,
whether it be street gangs or executive of-
fices in Wall Street, it ends up that the
peers will determine what bonuses get
paid out and how fast one will go up the
career track.

Not all the values absorbed by these
groups lead to success. These values can
be local and subjective. Any member who
questions these values becomes an out-
cast. 

Examples of this abound. The people
who promoted dot.com stocks believed in
them too and did not necessarily see
themselves as liars. The same applies to
those who sold structured products. They
clung on to theories that perpetuated
their self-interest.

The probing mind will make a convinc-
ing case that one of these explanations
ought to be correct. The fact of the mat-
ter is that such explanations are often
self-serving to one’s interests or opin-
ions. The decision to invade Iraq is a good
case in point. The same argument applies
to key executives at major financial insti-
tutions.

If Mr Prince had decided to pull Citi-
group back from its increasingly frenzied
trading and lax lending, he would have
been deposed – by shareholders desper-
ate for profit, non-executive directors
steeped in conventional thinking and,
above all, by subordinates hungry for bo-
nuses.

There are many social psychology ex-
periments which suggest we do not chal-
lenge the status quo or authority, and
that we prefer to stand with the majority.
These include the Stanley Milgram experi-
ment in Yale University on how people
bow to expert authority, and the Solomon
Ash experiment on the length of lines,
which demonstrated how we conform to
popular opinion.

In real life, Ms Kitty Genovese was
murdered in New York, in the early hours
of March 13, 1964. Thirty- eight witness-
es saw her being stabbed 64 times over
30 minutes in three episodes. No one
called for help. There was diffusion of re-
sponsibility – the “bystander effect” –
and social information suggests doing
nothing is the appropriate thing to do.

The thinking is that, surely, if some-
thing were really badly wrong, someone
else would have acted. As for oneself, one
would go along with the group first.

That is what Mr Prince meant when he
said that so long as the music plays, you
have to dance.

Very often, we do what the group
wants, not what is right.

Until the whole group gets into trouble
and the reckoning comes. With a venge-
ance.
The writer is NTUC Income’s chief executive. This
article first appeared as part of a series of
commentaries on Mr Tan’s Facebook webpage.
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T
HE show of anger and defiance on Te-
heran streets in protest against the
election result has been real. If it
wasn’t, the theocratic establishment
would not have been shaken as much
as it has. As part evidence, the power-
ful Council of Guardians ordered a
sample audit of 10 per cent of ballots
cast, despite the clerics’ assertion the
election of President Mahmoud Ah-
madinejad to a second term had been
proper. Whatever cynicism critics may
attach to the exercise, the concession
is a comedown. It is an admission that
a failure to account could set off an up-
rising, as opposed to the noisy demon-
strations seen the past week, in spite
of the overwhelming illogic that the in-

cumbent’s forces could have falsified
the polling to win by 11 million votes.
It is almost sure there was diddling,
but not the wholesale fraud alleged.

A rift has also opened up between
the supreme leader, Ayatollah Ali
Khamenei, and ex-presidents Hashemi
Rafsanjani and Mohamad Khatami.
The former presidents are supposedly
in the vanguard of reformist change in
support of the defeated candidate, Mr
Mir Hossein Mousavi. Were this the in-
tent, the duo, who are wily operators,
would have better success working the
levers of real state power, like the As-
sembly of Experts and the Expediency
Council. Both organs are headed by Mr
Rafsanjani. It should be noted Mr

Mousavi has no substantive quarrel
with the clerical leadership. And this
for the benefit of the United States
and Israel: He also is in favour of Iran
persisting with its nuclear programme,
for civilian purposes.

With Iran this unsettled, nations of
a liberal tradition would like nothing
better than to see what they consider a
disruptive Islamic republic come apart
in violent revolution. This is a danger-
ous line of wishful thinking: an Iran in
the hands of a known cabal is prefera-
ble to a hodge-podge, indeterminate
construct that would emerge from the
revolutionary embers. What change
that will come – women’s rights, wid-
er political enfranchisement, friendlier

relations with major powers – must be
made by the Iranians themselves, at a
pace they can manage. It will be fatal
if the US and nations which had a role
in Iran’s tumultuous past tried to fo-
ment incidents in the misguided belief
these would help the reformers.

US President Barack Obama must re-
main steadfast in not interfering, a cor-
rect stand which he has declared pub-
licly to deny his Republican critics. He
is right to keep his focus on a stable Ira-
nian nation he intends to negotiate
with in due course, not only over the
nuclear stakes but also on the much
bigger issue of drawing the West and
the Islamic world into a less conten-
tious relationship.

The truth of the matter is some
people saw the financial crisis
coming, but they had neither the
influence and power, nor the context, to effect a change of
direction...The thinking is that, surely, if something were really
badly wrong, someone else would have acted. As for oneself, one
would go along with the group first...Very often, we do what the
group wants, not what is right.

Iran’s future strictly for Iranians to make
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