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Praise for Shredded


‘Shredded is a monumental book, well written, impeccably researched and hard to put down at any point. The tone is set in the first paragraph, in which the bank’s former chief executive, Fred “the Shred” Goodwin, is described as “a sociopathic bully whose achievements had been massively over-hyped”.’


Philip Augar, Financial Times


‘The compelling power of this book – indeed, its monumental achievement – is to provide a definitive account, not only of the failure of what was briefly one of the world’s biggest banks, but also to set its failure in context, a failure not of one management alone, but of the political and regulatory system in which it operated. Shredded is a definitive and unflinching account of exactly what went wrong and few are spared. Its failures were manifold – from the bullying arrogance of its chief executive through the cowardice of its board of directors, to the feckless oversight of regulators, politicians, rating agencies, so-called independent risk assessment committees, analysts – and most of the financial press . . . Shredded is a monument of painstaking analysis and research to Scotland’s greatest financial failure since Darien. As such it serves as a model of the journalist’s craft, Zola-esque in its broad and unsparing study of corporate hubris and nemesis and haunting in the questions it leaves in its wake.’


Bill Jamieson, The Scotsman


‘If you ever want to know about the trail of greed, incompetence and lies that led to the collapse of the Royal Bank of Scotland then you must read Shredded by Ian Fraser . . .The first few hundred pages are replete with tales of the sinister capriciousness of Fred Goodwin, the CEO of RBS. They also detail the sycophancy of his senior directors, which prevented any of them doing their duty and questioning his vain recklessness. But it’s only as you near the end of this tumultuous book that you become aware of something genuinely and profoundly shocking: that this was an institution that had chosen long before to repudiate the human factor in its crazy obsession with becoming one of the world’s top four financial institutions’


Kevin McKenna, The Observer


‘RBS, briefly the biggest bank in the world, was a rogue bank. In this gripping account, Fraser explains how this was allowed to happen. Evidently, the management – above all chief executive Fred Goodwin – bears immediate responsibility for the grotesque hubris and incompetence displayed but so, too, do the regulators and politicians. RBS was a rogue business, operating in what had become a rogue industry, with the connivance of government. Read it and weep.’


Martin Wolf, Financial Times


‘We meet shocking recklessness in Shredded . . . The extent of greed and broken governance is fascinating and highly disturbing. The book raises critical questions about how and why RBS practices persisted and whether much if anything has changed to prevent such institutions from harming society.’


Prof. Anat Admati, Bloomberg


‘The truth about finance is that 40 years of technological change, globalisation and deregulation have conspired to create a system where bankers do not even have to be break the law to bring the world economy to its knees . . . While the outside world concentrates on greed as the motive for bankers, Fraser demonstrates in this immaculate reconstruction how incompetence and hubris also played their part. A riveting read that made me almost grateful for not being British and therefore not on the hook for the debts that RBS saddled this country with’


Joris Luyendijk, The Guardian


‘Of two excellent recent books about the implosion of Royal Bank of Scotland, Fraser’s is the darker, deeper and ultimately more satisfying version. It is given added weight by the author’s evident, and justified, anger at the way in which one bank brought the British financial system to the brink of catastrophe.’


Andrew Hill, Financial Times


‘It is always invidious to describe any work as definitive, but I do not see how Shredded: Inside RBS, The Bank That Broke Britain is going to be outdone . . . For the fullest survey we are ever going to have, then, we need to read Fraser . . . Fraser offers us plenty of narrative excitement . . . The hero with the fatal flaw defies the gods and at the end the gods wreak their revenge, in the greatest corporate failure of British history. More to the point, though, there is a kind of moral force that keeps Fraser’s narrative going and makes the reader want to turn the page. He is scrupulously fair to the characters he puts before us, for instance to Mathewson, a good man who acquires a sort of tragic stature as he sees his dream turn to nightmare, even to Tom McKillop, the next chairman, who is pitied for his miserable inadequacy. Fraser understands and can even sympathise with human beings caught up in the events that overwhelm them. Yet in a final chapter, drawing up a balance-sheet of blame, he is quite unsparing in his judgments. This, amid an immense mass of detail, remains an extremely clear-sighted book: a great achievement.’


Michael Fry, Scottish Review of Books


‘Ian Fraser’s magisterial Shredded has an “Oh My God” moment on practically every page. None ends happily for customers. It is the most detailed catalogue to date of the errors and misdemeanours leading up to the financial Hiroshima of RBS’s £45.5 billion collapse in 2008, and the failure, as Fraser sees it, to reform the bank in its aftermath . . . Fraser places the smoke and mirrors that sustained this artifice in the context of Scots financial tradition, of which he offers a startlingly revisionist version . . . His obsessive immersion enables him elegantly to re-enact in slow-motion the car crash that followed RBS’s triumphant 2002 NatWest takeover . . . Combining detailed research with the drymouthed, heart-thumping human drama of Britain brought to the brink of social meltdown, Shredded has a place on the top shelf of financial investigative journalism. Its afterlife will be as a what-not-to-do textbook of management science, but it would also make a cracking film, if toned down for the sake of realism. Too bad Apocalypse Now has already bagged the most appropriate last lines of this movie: “The horror. The horror.”


Colin Donald, The Herald


‘My book of the year . . . amazing stuff. It is very readable, a magnum opus of research and perspective . . . Moral hazard is well explained. Basically it means bankers can bet the ranch. Lose. And we taxpayers buy them a new one. And let them pay themselves millions because they’re so amazing and important to the economy.’


Douglas Mills, The Firm Magazine


‘Shredded is compulsory reading for everybody interested in finding out important truths about the political and financial worlds we live in . . . to learn about these links [between politics and finance], the arrogance and impudence of the people involved in an explicit, straightforward, illuminating, and often humorous way is a wonderful experience for the reader and proof of the author’s exceptional achievement. This is simply a masterpiece.’


Klaus-Peter Müller, Scottish Studies


‘The definitive account of the Royal Bank of Scotland fiasco . . . an engaging tale of how self-serving bank executives systematically broke the rules, lent with astonishing recklessness, abused customers and got suckered by Wall Street – before dumping their mess on the taxpayers.’


Yves Smith, Naked Capitalism


‘Shredded is the definitive account of degenerate financial capitalism.’


Iain Macwhirter. The Herald


‘Magnificent . . . one of the best investigative books of the past decade. It’s also a book that, uniquely, makes us reflect on the past but the future too. And for me the best part is that – in finest investigative journalism tradition – it names the “guilty men”. It provides chapter and verse in forensic detail on their crimes and misdemeanours. These include the people we are already familiar with and some that seem to have crept back into public life via broadcasters who should know better. I cannot praise Ian Fraser and this work highly enough.’


Eamonn O’Neill, Edinburgh Napier University


‘We need more journalists of Fraser’s calibre, who are able to delve into the often arcane world of high finance and to take a strong, independent viewpoint.’


Robert Alstead, The Edinburgh Guide


‘I don’t think I have ever read such a perfect morality tale for our times.’


Iona Bain, FT Adviser


‘Engrossing, fascinating and appalling . . . a fast-paced and sickeningly-depressing exposition of what can go wrong when corporate governance fails.’


Ruth Bender, Cranfield University


‘Ian Fraser’s Shredded should be required reading for every civil servant at HM Treasury, for every apparatchik in the FCA, and for every politician whose brief engages with the City. [It] leaves a wide variety of players badly bruised and with reputations seriously diminished . . . It is an important piece of work because it throws down a heavy gauntlet to the financial establishment and challenges them to pick it up and answer the charges it contains.’


Rowan Bosworth-Davies


‘You should absolutely read Ian Fraser’s Shredded. It is probably the definitive work on the British and Irish banks in the Great Bubble and the ensuing Great Financial Crisis.’


Alexander Harrowell, The Yorkshire Ranter


‘The definitive text. I’m thinking of Barbarians at the Gate about Kohlberg Kravis Roberts and RJR Nabisco. An instant classic.’


Max Keiser, The Keiser Report


‘Ian Fraser has produced a genuine page-turner from material that is, on the face of it, pretty dry. [Shredded] raises important questions about the extent to which the political system has been captured by financial interests.’


Alex Marsh, Pieria


‘This book should be posted through the letterbox of every taxpayer in Britain.’


David Mellor, former chief secretary to the Treasury, LBC


‘Shredded is an exhaustive, no-holds-barred account of a seismic implosion by a writer with a forensic understanding of his subject.’


Tom Mooney, The Echo


‘Not just the definitive book on the collapse of RBS but one of the best five books on the great financial collapse which changed the history of the 21st century. Ian pulls no punches in his conclusions.’


Russell Napier, Library of Mistakes


‘Combines Greek tragedy with real-life events that have affected us all. It’s hard to put down.’


Devraj Ray, Mortgage Strategy


‘The best single company book I have read – not just post-crisis, but at any time. Better written and better sourced [than Iain Martin’s Making It Happen], Shredded achieves a much better understanding of what went wrong.’


Simon Samuels, former managing director, Barclays


‘Shredded should be compulsory reading for every MP and financial regulator in the country.’


Nick Wallis, BBC Television


‘Want to understand banking and finance and the depth of the continuing RBS scandal? Ian Fraser’s Shredded is indispensably excellent.’


Simon Barrow, Ekklesia


‘Ian Fraser’s Shredded, the story of how RBS broke Britain, is a rattling good read. Hubris, nemesis. Truly shocking.’


Paul Rogerson, Law Society Gazette
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Introduction


When I was reporting on the Royal Bank of Scotland for newspapers including the Sunday Herald and the Sunday Times from 1999 to 2008, I always felt there was something not quite right about the place. It was a company that didn’t actually make anything but which had a ‘manufacturing’ division. It trumpeted its environmental credentials, yet funded some environmentally disastrous activities. It presented its Private Finance Initiative projects as socially responsible, even though most were a rip-off for taxpayers. It employed at least 70 in-house media relations staff, yet rarely told journalists anything. It had a ‘dignity at work’ policy, yet treated many of its staff abysmally. It claimed that its marketing was responsible, but sent a pre-approved £10,000 credit card to a dog named Monty. It claimed to treat customers who were having trouble repaying their debts fairly and responsibly, but it hounded some of them to within an inch of their lives. Its CEO Fred Goodwin was lionised in the media and by analysts and showered with awards, although he was a sociopathic bully whose achievements had been over-hyped.


Most striking of all was RBS’s market value. At times, this seemed to be detached from reality. On the way up, the bank used to boast that, by market capitalisation, it was worth more than Coca-Cola and more than Sony and Apple combined. In April 2007, its market value reached £64 billion – more than all the other listed companies in Scotland put together and about 4.6 per cent of the FTSE-100. Its persistent triumphalism and the greed of its top brass grated with me. And yet, as a Scot living mainly in Edinburgh, part of me was proud to have a seemingly successful global giant on my doorstep. So many other Scottish firms had succumbed to takeover. At least here was one that was bucking the trend, acquiring overseas firms, building a global brand and creating jobs locally.


But RBS is a case study in how not to manage and regulate a bank. Soon after Fred Goodwin became the chief executive on 6 March 2000, things started to go awry. And the most serious problem was foolhardy and excessive lending. For several years, the problems were masked by the gains that came with the acquisition of National Westminster Bank. Sir Philip Hampton, who took over as chairman in February 2009, explained the nature of the problem when speaking to the CBI conference on 4 November 2013. Hampton said, ‘We were lending to anyone with a pulse . . . We were taking on clients that other banks were rejecting.’1 Speaking to the Scottish Parliament in November 2009, Stephen Hester, Goodwin’s successor, said, ‘RBS was the poster child of excess in the banking industry. That is why we are all having to pick up the pieces.’2


There were some shocking governance failures, including that the board was so in awe of Goodwin they let him run the bank as a personal fiefdom, but with some dangerous cult-like characteristics (at least until their somewhat half-hearted attempt to rein him in in June 2005). Institutional shareholders also have a lot to answer for. Having backed Fred Goodwin in the NatWest takeover battle, they egged him on over the next two or three years and 94.5 per cent of them voted in favour of the disastrous ABN AMRO takeover. And, where regulation and banking supervision are concerned, the RBS saga is extraordinary. Why, for example, did the Labour governments of Tony Blair and Gordon Brown allow the bank to grow to a scale that far exceeded anyone’s ability to manage it? Why was the bank allowed to leverage itself 70 times, putting itself and the wider UK economy at risk? Why did the Blair and Brown governments invariably side with the bank in its disputes with the regulator, hobbling the FSA’s ability to regulate it? Why has nobody been properly held to account for its collapse? I try to answer these questions in the book.


A lot of people are astonished that no one has been prosecuted for destroying RBS. And there is the view that, if the UK state had been so minded, it could readily have prosecuted a number of RBS executives for alleged crimes including fraud, conspiracy to defraud, fraudulent trading, false accounting and regulatory offences under the Companies Act 2006. Unfortunately, however, prosecuting high-level financial crimes is notoriously difficult, especially if hard evidence like emails and secret recordings are not available. Another reason is that, unlike countries like Iceland and Nigeria, the UK doesn’t have much appetite for the prosecution of mainstream bankers. So what we have had instead are diversionary tactics, faux outrage and political bluster.


The damage caused by RBS’s collapse and the wider banking crisis have, in terms of human suffering, been immense. As a direct result, we had a deep recession in the UK, with GDP shrinking by 4.2 per cent in 2009 and unemployment that peaked at 8.1 per cent in 2011. Real wages in the UK have fallen more sharply than in any other member of the OECD group of 34 countries, and people aged 30 to 39 are today earning 7.2 per cent (£2,100) a year less than the same age group in 2008.


As Cambridge economist Ha-Joon Chang says: ‘Steep cuts in welfare spending have hit many of the poorest hard. Increasing job insecurity, symbolised by the rise of zero-hours contracts, has been making workers’ lives more stressful. The spread of food banks, the popularity of “poverty recipes” in cookery, and the advance of German discount supermarket chains, such as Aldi and Lidl, are the more visible manifestations of this pressure on the living standards of citizens.’3


Interest rates were stuck at 0.5 per cent from March 2009 until August 2016. Coupled with ‘quantitative easing’, this created a nightmare scenario for many pensioners and savers, while also weakening sterling. Despite the pain and suffering they have caused at home, the United Kingdom’s austerity policies were not enough to dissuade credit rating agencies Moody’s and Fitch from stripping the country of its AAA status in 2013, which has pushed up the cost of government borrowing. Overall, the collapse of RBS and other British banks cost the UK economy £2.4 trillion in terms of lost output over the ensuing ten years, according to a methodology used by Bank of England chief economist Andy Haldane. That equates to an astonishing £88,000 per household. The banking crisis also caused the United Kingdom’s net government debt to near treble, from £665 billion in September 2008 to £1.8 trillion today, meaning an increase of £40,000 per household.


The shrinkage of RBS’s balance sheet that occurred under Stephen Hester was impressive but it came at a huge cost in terms of the destruction of whole swathes of the UK’s small and medium-sized enterprise base and it failed to resolve the crisis at the bank because it was not accompanied by internal cultural change.


If there’s one lesson from the financial crisis, it is that gigantic, world-straddling, ‘universal’ banks like the one RBS became under Fred Goodwin make little or no economic sense. Rather than helping the broader economy, they tend to exploit implicit government subsidies in order to ‘rent seek’, with their main raison d’être being to enrich their own management. Not only are they too big to fail, they are also too big to manage, too big to regulate and too big to prosecute.


The best long-term solution for such financial behemoths is to break them up into more manageable chunks. That way, they are more likely to focus on serving the needs of the real economy in the geographies on which they focus and less likely to prioritise negative behaviour like rent seeking and empire building. (Rent seeking is what happens when a company uses its resources to obtain an economic gain or ‘rent’ from others but fails to give any reciprocal benefits back to society through wealth creation.) Smaller banks find it difficult to hold a gun to the government’s head over the re-regulation of the banking sector or to hold the government to ransom should they get into difficulties.


RBS has shrunk considerably since the crisis, offloading Direct Line, Churchill, Citizens Financial Group, RBS Aviation, Sempra Commodities, big chunks of the investment bank and the bulk of its international operations. But, with total assets of £720.05 billion, equivalent to 35 per cent of the UK’s gross domestic product, the bank still has not shrunk enough. Also, in an attempt to distance itself from the scandals outlined in this book, on 22 July 2020 the group changed its name from Royal Bank of Scotland to NatWest.


If there’s another lesson from the RBS saga, it’s that any government that rescues reckless bankers from the consequences of their own folly, misconduct and greed; pampers the bankers and grants them impunity, while making ordinary citizens shoulder the burden of bailing out their unloved institutions through, for example, austerity cuts, is playing with fire. This is more or less what has happened in the UK, and it has generated a lot of public anger, caused many voters to conclude the existing system must be rotten, and driven people into the arms of populist and anti-establishment parties and policies, including Brexit.


Ian Fraser


April 2014


March 2019





Preface


One of the most frustrating aspects of updating a book like this is that RBS is such a fast-moving story. No sooner had I brought the manuscript up to date – or thought I had done so – than a massive new scandal erupted. On 29 January 2019, The Times and the BBC revealed that the British government had its fingerprints all over the damage and destruction that the Royal Bank of Scotland inflicted on tens of thousands of British businesses through its now defunct global restructuring group.


It emerged that the Asset Protection Agency, an arm of the UK Treasury established by Chancellor Alistair Darling was, between 2009 and 2012, pushing RBS to be even more aggressive in seeking out and orchestrating asset seizures than the notorious global restructuring group was already known to be. The documents revealed that, under the chancellorship of George Osborne, the Asset Protection Agency was intimately involved in what one Labour MP has described as the ‘largest theft anywhere, ever’. Three weeks after an initial article exposing the government’s role, The Times’s James Hurley also revealed that senior executives in both RBS and its GRG unit were receiving substantial bonuses based on whether or not they were meeting ‘performance targets’ laid down by the government’s APA. The development makes it far more difficult for the bank or regulators to claim there were only a few ‘isolated’ instances of bad behaviour in GRG, but perhaps easier for the bank to blame its strategy of ‘killing off viable small firms for profit’ on its majority owner.


Ali Akram, managing partner of the independent law firm Lex Law, believes the allegations of government collusion in the alleged crimes of GRG could be a game changer for victims of the unit. The revelations also triggered renewed calls from senior MPs and others for a public inquiry into the whole global restructuring group scandal and the government’s alleged role in it. However, for more detail on this, and whether anyone in the Treasury or the bank will be held accountable, I’m afraid you’re going to have to wait for the next edition . . .


This new paperback edition has been substantially revised and updated throughout. It includes four new chapters – 35 ‘McEwan’s uncertain remedy’ (which replaces an earlier chapter of this name), 36 ‘Normalisation of sorts’, 37 ‘Komodo dragon’ and 38 ‘Largest theft anywhere, ever’ – covering all the major developments at the bank between 2014 to 2019, as well as a new epilogue weighing up the extent to which RBS has been transformed over the past decade entitled ‘Flight of fancy?’. The new chapters and epilogue embrace all but three months of the period that New Zealand-born Ross McEwan has been the bank’s chief executive, and the entire period that former McKinsey management consultant Sir Howard Davies has been chairman.


The overarching theme of the new chapters and epilogue is that, whilst Davies and McEwan have made impressive strides in ‘normalising’ RBS – including returning it to profit and recommencing dividend payments – big questions still hang over how this has been achieved and whether they have done enough to ensure that RBS has a longterm future as a standalone institution.


Ian Fraser


March 2019





1


The battle Royal


The Royal Bank of Scotland owes its origins to the collapse of another failed international business venture that was built on hubris, self-delusion and inadequate planning. Between 1695 and 1700, amid unprecedented Anglophobia and patriotic fervour, the Scots piled one quarter of their national wealth into the shares of the Company of Scotland. The corporation was founded in 1695 by William Paterson, a Dumfriesborn visionary financier who also founded the Bank of England, in order to promote Scottish international trade and challenge the might of the London-based East India Company. The Company of Scotland secured the rights to establish a colony, Scotland’s first, in Panama and its promoters insisted that business would be brisk and offer investors spectacular financial returns on the back of burgeoning international trade. Scottish investors became intoxicated. The company became one of the biggest speculative and delusional bubbles in financial history. The project was under-researched and poorly planned. The Company of Scotland failed to appreciate that the Panamanian coast was an inhospitable, malaria-ridden swamp. It failed to foresee strong Spanish and English hostility towards the project, which would lead these powers to seek to scupper it using dirty tricks, diplomacy and force. After just two years, the so-called Darien Scheme lay in tatters. Of the 3,700 settlers and crew who sailed to ‘New Caledonia’, 3,000 lay dead and 11 of the 14 ships that had been commissioned by the Company had been sunk or lost.


Some £153,000 sterling, nearly a quarter of Scotland’s liquid capital, had gone up in smoke. The warm embrace of political union with England, sweetened by financial compensation for the company’s backers, began to have some appeal. In 1707, after many centuries of discord and mutual distrust, Scotland and England signed the Treaty of Union. And Article XV – known as ‘the Equivalent’ – of the treaty was the kernel that, eventually, gave rise to the Royal Bank of Scotland. In Article XV, England agreed to pay Scotland a very large sum of money, which was ostensibly to compensate Scotland for taking on a share of England’s national debt. In the end, however, the sum of £398,085 and 10 shillings sterling (worth some £44 million today) was extended to the Scots (mainly members of Scotland’s upper middle classes and aristocracy) who had lost their shirts in Darien. Whether it was overt bribery is open to debate but Scotland’s national poet, Robert Burns, certainly thought it was. In 1791, he wrote that the Scottish people had been:


 


bought and sold for English gold –


Such a parcel of rogues in a nation.


 


Many of those who received compensation under the Equivalent, known as debenture holders, formed the Equivalent Society to pool their compensation payments and distribute dividends. In 1724, this became the Equivalent Company, founded by royal charter. Soon afterwards, a group of its shareholders, led by the Duke of Argyll, a staunch anti-Jacobite who was one of Scotland’s most powerful men at the time, decided the Equivalent Company should branch out into banking. The Bank of Scotland had been established in 1695 and still had a monopoly of banking services in Scotland at the time. But it was seen as suspect by Scotland’s Whig establishment as not only had it rebuffed a merger proposal from the Equivalent Company, it was also widely seen as having Jacobite leanings, which, to many Whigs, was little short of treasonous. The Jacobites favoured the restoration of a Stuart king – James Francis Edward Stuart (‘The Old Pretender’) – to the thrones of England, Scotland and Ireland. James, the only son of the deposed James II and Mary of Modena, was brought up as a Catholic in exile, at the chateau of Saint-Germain-en-Laye near Paris. However, the Jacobite Rising that the Earl of Mar started in his name in 1715 ended in ignominious failure.


In May 1727, the Equivalent Company was instrumental in the foundation of the Royal Bank of Scotland – and the main reason it was launched was as a bulwark against Jacobitism. The new bank, well capitalised from day one, was established by a royal charter approved by the Whig prime minister, Robert Walpole, and the Hanoverian monarch, King George I. In its early years, the ‘New Bank’ operated from a house in Ship Close on Edinburgh’s High Street with a staff of just eight and a total authorised share capital of £111,348 sterling. With many of its directors and officers also sitting on the board of the Equivalent Company (which continued to exist), it was right at the heart of Scotland’s burgeoning Whig establishment and aimed to back the country’s pro-trade and industry entrepreneurial classes. Its first governor was Archibald Campbell, the Earl of Ilay, who later became Duke of Argyll and was, at the time, Lord Register of Scotland and Keeper of the Privy Seal. The bank’s first deputy governor, Sir Hew Dalrymple, was Scotland’s most senior judge and many of its inaugural board of directors were either Edinburgh lawyers or members of the judiciary (so if there was to be any litigation against it, the bank was likely to have the upper hand).


For most of the bank’s life, its board of directors resembled a roll call of Scotland’s ‘great and good’. From 1776 to 1812 and for a 130-year stretch between 1838 and 1968, the Royal Bank of Scotland had a duke of Buccleuch and Queensberry as governor – later chairman, really a titular head. Successive dukes of Buccleuch and Queensberry – whose family name is Montagu-Douglas-Scott and whose estates at Bowhill, Dalkeith, Drumlanrig and Broughton put them among the biggest landowners in Europe – were given the governorship on a hereditary basis, with each succeeding as governor at the time of their father’s death. The tradition ended with Walter John Montagu-Douglas-Scott, 8th Duke of Buccleuch, who became the sixth Buccleuch to hold the governor’s role in 1935. Walter’s sympathies for the Nazis, which saw him join the Anglo-German Fellowship and attend Adolf Hitler’s fiftieth birthday celebrations in Berlin in April 1939, were too much for George VI, who relieved him of his post as Lord Steward of the Royal Household in 1940. But Royal Bank of Scotland, which insiders describe as a virulently anti-Semitic organisation until as recently as the 1980s, was not too bothered and let him stay on as governor until 1968.


One of the Royal Bank of Scotland’s earliest goals was to put the Bank of Scotland (‘The Old Bank’) out of business. A number of skulduggerous means were used, including hoarding its rival’s banknotes. However, six years after the defeat of Charles Edward Stuart (‘The Young Pretender’) at the Battle of Culloden in 1746, which ended the Jacobite dream of a Stuart restoration, the feuding banks buried the hatchet. At a clandestine meeting in 1752, they entered a ‘non-compete agreement’ – really, a cartel – which saw them accept each other’s banknotes for the first time, agree to defend each other from outside aggressors and effectively carve up the Scottish market between them. The Bank of Scotland agreed to steer clear of Glasgow, a city that was on the cusp of a boom for which the Royal Bank of Scotland had high hopes, while RBS agreed to steer clear of the rest of Scotland, giving free rein to the ‘Old Bank’ in the provinces. Under a system called ‘free banking’, which meant there was no central bank or ‘lender of last resort’ in Scotland, the two leading Scottish banks were to play a critical part in the development of the Scottish economy during the 18th and 19th centuries. The Royal was the more innovative from an early stage, inventing the overdraft – or ‘cash credit’ – which enabled trusted Scottish merchants to punch above their financial weight. Writing in An Inquiry into the Nature and Causes of the Wealth of Nations, published in 1776, Adam Smith praised Scotland’s banking system, which he said had expanded considerably since 1750 with ‘new banking companies in almost every considerable town’.1 Smith wrote:


The business of the country is almost entirely carried on by means of the paper of those different banking companies . . . the country has evidently derived great benefit from their trade. I have heard it asserted, that the trade of the city of Glasgow doubled in about fifteen years after the first erection of the banks there; and that the trade of Scotland has more than quadrupled since the first erection of the two public banks [RBS and Bank of Scotland] at Edinburgh.2


In February 1793, seventeen years after Smith published Wealth of Nations and three and a half years after the storming of the Bastille in Paris, the Royal Bank came close to collapse. News of the outbreak of war with Revolutionary France sent jitters around the Scottish economy, fuelling demand for cash and triggering a slowdown in trade. However, RBS, was unabashed, extending a very large line of credit to one of its Glasgow borrowers. The loan came on the back of lavish, even reckless, lending to Glasgow merchants and manufacturers that had followed the opening of its Glasgow branch in 1783. ‘General commercial collapse was a very real and terrifying possibility, and the Royal Bank stood right at the sharp end’, say the bank’s archives. One of the bank’s senior directors travelled to Westminster to plead with the government of Prime Minister William Pitt the Younger for a bailout. Eventually, the government came up with a neat way of salvaging the failing institution. The RBS archives say, ‘The proposal to issue Exchequer bills was passed on 29 April and given Royal Assent on 9 May 1793. On 15 May the Royal Bank resolved to apply for £200,000 of Exchequer bills . . . The British economy in general, and the Royal Bank of Scotland in particular, had been saved by government intervention.’3 It was not to be the first time.


There was a murkier side to the bailout though. According to American economist Murray Rothbard, in its aftermath Scottish banks, including Royal Bank, treated their customers high-handedly as they struggled to rebuild their tattered balance sheets. Rothbard says that, in 1797, Scotland’s banks followed the Bank of England in suspending ‘specie’ payments – they stopped honouring requests to exchange banknotes for gold and silver coins on demand, even though the refusal meant they were breaking the law. Rothbard added, ‘Before the Scottish banks suspended payment, all Scottish bank offices were crowded with depositors demanding gold and small-note holders demanding silver in payment. They were treated with contempt and loathing by the bankers, who denounced them as the “lowest and most ignorant classes” of society, presumably for the high crime of wanting their money out of the shaky and inherently bankrupt banking system.’4


Rothbard believes the turning of a blind eye to such wrongdoing led bankers to assume they were above the law. But curiously, the banks’ ability to unilaterally suspend specie payments – which Professor Sydney G. Checkland says was never mentioned in public inquiries – also played a major part in Scottish banking’s success.5 It meant there were fewer bank failures in Scotland than in other countries. Rothbard concluded, ‘The less-than-noble tradition of nonredeemability in Scottish banks continued, unsurprisingly, after Britain resumed specie payments in 1821.’6


In the 1810s, the Royal Bank was losing credibility with its customers. Its directors were accused of cliquishness and prioritising their own interests and those of a select band of cronies. The manager of the Glasgow branch was found guilty of large-scale fraud, costing the bank £55,000 in bad debts.


In a bid to improve corporate governance and clean up its image, the bank introduced Rules, Orders and Bye-Laws for the Good Government of the Corporation of the Royal Bank of Scotland on 2 March 1819. The sixteen-page document was reprinted and circulated, with little revision, for over a century. It was read out to the board every year, immediately after directors had been elected or re-elected. According to the bank’s website, the ‘important thing about these rules was not so much that they were laid down, but that they were printed and circulated, accessible to anyone with an interest in the bank and its operation . . . [The document] sets out in clear English how the bank will make sure that its assets are kept safe; that its officers are honest; that its board supervises properly; and that branches are appropriately managed. It dictates rules for granting loans, to make sure that directors cannot bypass proper process in their own interests, and to guarantee that all loans are “transacted in the best and safest manner for the bank, avoiding all manner of partiality with the borrowers”.’7


One reason the Commercial Bank of Scotland was founded in 1810 was that Scots were so disenchanted with the nation’s three old chartered players – Royal Bank of Scotland, Bank of Scotland and British Linen Bank. James Anderson, historian of the Commercial Bank of Scotland, says, ‘It was felt by many of the Scottish people that the three old Banks had become too . . . devoted to their own interests . . . to be the real promoters of the general good.’8 (Commercial Bank of Scotland merged with National Bank of Scotland in 1958 and with RBS in 1969–70). The onset of greater competition during the Victorian era was a force for good in Scottish banking, which became more accessible and democratic than in any other country of the world at the time. It was also a time when the bank’s shareholders had a strong vested interest in ensuring that its management behaved responsibly. As the Bank of England’s Andy Haldane put it, ‘Banking was a low-concentration, low-leverage, high-liquidity business . . . Due to unlimited liability, control rights were exercised by investors whose personal wealth was literally on the line. That generated potent incentives to be prudent with depositors’ money.’9


After the First World War, the Royal Bank’s board decided Scotland had become too crowded a market and embarked on southward expansion. It didn’t help that the Scottish economy was on its knees after Chancellor of the Exchequer Winston Churchill ‘imprisoned industry in a golden cage’ by returning Britain to the gold standard in 1925. Under chief cashier and general manager Alexander Kemp Wright, RBS acquired four English banks over the next 15 years: Drummond’s, which had its origins in Aberdeenshire (1924); Williams Deacon’s (1930); and two doyens of private banking – Child & Co (1939) and Glyn, Mills & Co (1939).10 RBS was on a roll. At a banquet to celebrate its bicentenary in Edinburgh’s North British Hotel on 3 June 1927, self-congratulation was the dish of the day. RBS chairman the Duke of Buccleuch said:


The banking system of Scotland [is] probably the greatest and most original work which the practical genius of the Scottish people [has] produced . . . There is no question that Scotland’s system of banking is one of the country’s greatest assets . . . In the peaceful development of the country after the risings of the ’15 and ’45, the banks, although then in the earliest stage of development, played an important part in developing trade and commerce, and thus acted as a civilising and moderating influence . . . The cash credit system, which as all students of the subject know, was introduced by the Royal Bank so far back as 1728, in itself was an evidence of Scotland’s more settled outlook, because the principle behind it was faith and trust between man and man.11


Important guests, including the Bank of England governor Montagu Norman, controller of finance in the Treasury Sir Otto Niemeyer, Field Marshal Earl Haig and Brendan Bracken, editor of The Banker, also spoke of the bank’s many achievements.


However, over the next half decade, the Royal Bank of Scotland and, indeed, the whole British banking sector lost their way. Thanks to the Bretton Woods agreement of 1944 – which tied the value of the US dollar to gold, fixed exchange rates and controlled global capital flows – there was a stable economic backdrop as economies sought to rebuild themselves after the Second World War. But a lack of competition in the banking sector caused banks to become complacent. They increasingly became instruments of government policy, helping to impose ‘demand management’ macroeconomic policies intended to keep inflation in check and alleviate the balance of payments crisis, as opposed to vehicles for serving their customers’ financial needs. The resultant credit squeeze seriously weakened the banks, undermining their ability to compete with overseas players. With the decline of traditional heavy industries in the 1960s and 1970s, the Scottish economy and banking sector were in the doldrums. Royal Bank responded by merging with the larger National Commercial Bank of Scotland in 1969–70. The combined entity became Scotland’s biggest bank, with a 40 per cent market share and nearly 700 branches. In England, it merged its operations, which had a total of 326 branches, under the new Williams & Glyn’s brand. Williams & Glyn’s was more adventurous than its Edinburgh-based parent, becoming the first bank in the UK to offer free-if-in-credit current account banking to its retail customers in 1974. While the Royal Bank became the dominant brand on branches, banknotes and chequebooks, the National Commercial Bank of Scotland name lived on at the holding company level and the merged entity was run from the National Commercial’s head office at 42 St Andrew Square. Conveniently, this was just around the corner from the Royal Bank’s existing head office at number 36. The enlarged group suffered from a lack of dynamism, arcane internal processes and hierarchical career paths. It was also starving critical parts of the economy of funding. In the mid 1970s, the bank’s chairman, Sir James Ogilvy Blair-Cunynghame, told a convention in Aviemore that the enlarged group saw little merit in supporting the manufacturing sector. The bank’s employees were almost exclusively male, white, Anglo-Saxon Protestants and it did not employ its first Roman Catholic in Glasgow until the 1970s. But there was less inequality where pay was concerned than today. In the 1970s and 1980s, RBS’s chief executive earned between six and ten times the pay of the bank’s average employee. By 2007, Fred Goodwin was earning 180 times the pay of the average employee.


When the board of Royal Bank of Scotland, led by chairman Sir Michael Herries, agreed to a £334-million takeover offer by Standard Chartered Bank in March 1981, it had not banked on two things that would ultimately kill their planned ‘white knight’ deal. The first was the vociferous opposition of many Scots who were not prepared to sit idly by and see their biggest financial institution become a branch of a larger, London-based aggressor. The second was that, within three weeks, the Hong Kong and Shanghai Banking Corporation (HSBC) would jump in with a much higher offer for Royal Bank. Chaired by Michael Sandberg, HSBC leapt into the fray on 6 April with a £500-million offer for Royal Bank of Scotland – 49.7 per cent higher than Standard Chartered’s bid. At this point, the willingness of Herries and his co-directors to sell the pride of Scottish finance on the cheap made them seem inept. A large number of companies headquartered in Scotland had been taken over by English and overseas firms in the preceding years and there was deep scepticism that the pledges made by Standard Chartered and HSBC that Royal Bank would have autonomy under their ownership would be kept.


Critics of the proposed Standard Chartered deal were largely unaware that, since the late 1970s, Lloyds Bank had been actively pursuing a takeover of Royal Bank, that other banks including Germany’s Deutsche Bank were circling and that the main reason Herries had been willing to accept such a low offer from Standard Chartered was to thwart their advances. Lloyds was already part of the way there, with a 16 per cent equity stake in the Edinburgh-based institution. When Standard Chartered’s chairman Lord Anthony Barber, whose personal assistant was the future prime minister John Major, first approached Herries at an IMF conference in Manila in October 1979, he was pushing at an open door. Not only would a deal with Standard Chartered enable Royal Bank of Scotland to escape the clutches of the rapacious Lloyds, it would also mean the bank was doing a deal with a near equal, on its own terms.


Eight directors from the Royal Bank would have made it on to the board of the merged entity. The Edinburgh-based bank would also suddenly have gained access to Standard Chartered’s international network, with strong connections in the ‘Third World’, and some rapidly emerging markets too.


Soon after the initial bids, Standard Chartered raised its offer to £500 million to match that of HSBC, and a campaign was launched under the banner ‘The Battle Royal’ by The Scotsman newspaper. The core message was that Scotland was at risk of becoming a ‘branch economy’ and even an economic wasteland, bereft of high-paying and professional services jobs, if Royal Bank were to be sold. Politicians north of the Border, including Secretary of State for Scotland George Younger and Parliamentary Under-Secretary of State for Scotland Alex Fletcher, lobbied Mrs Thatcher and Trade and Industry Secretary John Biffen with a view to getting the takeover bids referred to the Monopolies and Mergers Commission.


It did not take long for them to get their way. On 1 May 1981, the Thatcher government referred both the bids to the Monopolies and Mergers Commission. This triggered six months of intense lobbying, during which the Commission took evidence from a wide range of organisations and individuals and interested parties, including rival banks, business organisations, lobby groups, trade unions etc.


Some of the warnings made to the Commission were stark. The Fraser of Allander Institute said that if the Royal Bank lost its independence Scotland would become ‘a society of hewers of wood and drawers of water’.12 The Campaign for a Scottish Assembly said that economic and financial centralisation of the UK ‘has been the curse of Scotland that so many of its best brains have left rather than stay in their own country and make it the land of opportunity. We are not interested in a worldwide freemasonry of rich men who wear a tartan tie once a year and go to pathetic reunions for Burnschmaltz’.13 The Scottish Development Agency, whose chief executive was George Mathewson, came out vociferously against both bids, saying they were against the public interest and would have ‘severe and far-reaching adverse consequences for the Scottish economy’.


But the support for RBS was far from universal. Some in Scottish business and finance believed the bank deserved to be taken over, owing to its lack of dynamism and inadequate products and services. One senior Scottish financier told The Scotsman, ‘The expanding and outward looking part of the financial sector in Edinburgh is in no way dependent on the Royal and never has been . . . The innovative developments that have taken place in Scottish finance have not derived from the presence of the Royal, but in spite of its presence.’14


The day before the Monopolies and Mergers Commission published its report, the Royal Bank held a tetchy annual general meeting at the North British Hotel in Edinburgh. Herries and the board came under sustained fire from shareholders, with non-executive director Peter Balfour narrowly avoiding being voted off the board. There was an even bigger humiliation for Herries the next day, 15 January 1982, when the MMC report – which had been widely trailed as likely to block both bids – was published. The 104-page report was unequivocal. Neither Standard Chartered nor HSBC should be allowed to acquire or merge with the Royal Bank. The report argued that any transfer of control outside Scotland would ‘be a serious detriment to Scottish morale and the Scottish economy . . . [A] distant management, however intelligent and unprejudiced, may not give the same weight to local concerns as would a manager who is part of the local community and has full responsibility on the spot’.15 The report concluded that loss of control would ‘diminish confidence and morale in Scottish business. It would also, by reducing the number of key independent positions in Edinburgh, weaken the public life and leadership of the city and the country’.16


To the surprise of many, given its belief in open borders and free market capitalism, the government of Margaret Thatcher accepted the Monopolies and Mergers Commission’s advice and blocked both bids. Some believe this was because Thatcher – distracted and distraught after her son, Mark, went missing in the Sahara desert during the Paris–Dakar rally – delegated the decision to her more malleable Trade and Industry Secretary, John Biffen.


In many companies, the chairman would resign in circumstances like this but Herries and many of his co-directors limped on. Having had ‘independence forced upon them’, the directors desperately needed a viable alternative strategy for the bank – ‘plan B’, as they called it.17 The Bank of England had also suffered a huge loss of prestige as its plan to broker a marriage between Standard Chartered and Royal lay in tatters and it had scrapped the old demarcations between UK clearing banks and international banks for no reason.


There were mixed views about the ‘tartan ring fence’ that had effectively sprung up around Scottish banks, protecting them from takeover. To many, it seemed a dangerous anachronism that would lead to banks becoming complacent, lazy and potentially exploitative of their customers.


When US president Richard Nixon unilaterally tore up the Bretton Woods agreement in August 1971, it set the financial markets free, enabling billions of dollars, pounds, Deutschmarks and yen to flow unimpeded around the world. While this would instil greater fiscal discipline among deficit nations, it also created much greater economic volatility – and irrevocably changed global banking. UK inflation peaked at 28 per cent in 1975 and a sterling crisis forced the government of Harold Wilson to go cap in hand to the Washington-based International Monetary Fund for a bailout. Industry and the public sector were plagued by strikes, and inefficiency, culminating in the ‘winter of discontent’ of 1978–79. The trade unions were blamed for the economic mayhem of the 1970s but the post-bailout austerity and the powerful forces that were unleashed by the end of Bretton Woods also played a considerable part.


Soon after entering Downing Street with a pledge to ‘bring harmony’ in May 1979, Prime Minister Margaret Thatcher set about trying to rebuild Britain’s battered economy. She believed monetarism, lower taxes, less government spending, the privatisation of state-owned assets, the sale of council houses and ‘rolling back the frontiers of the state’ would restore the country’s economic fortunes. She was pinning her hopes on the ability of individualism and unfettered market forces to cure the UK’s economic ills. In October 1979, her inaugural Chancellor of the Exchequer, Geoffrey Howe, quietly abolished exchange controls. A belated response to Bretton Woods, this enabled sterling to float freely, which meant individuals and companies could take as much money as they liked into and out of the country. Soon afterwards, the Treasury scrapped the ‘Corset’ (also known as the Supplementary Special Deposit Scheme) which restricted the amount of credit that was allowed in the economy. The move enabled Royal Bank of Scotland and other clearing banks to enter the UK mortgage market for the first time, ending mortgage rationing and blowing a first few puffs of hot air into the UK’s housing price bubble.18 Thatcher’s economic policies included very high interest rates (they ranged between 10 and 17 per cent between 1979 and 1987), and spending cuts including the scrapping of the industrial subsidies that her predecessors, Edward Heath and Harold Wilson, had used to prop up ‘lame duck’ industries. This helped decimate the industrial base of Scotland and the north of England. Unemployment soared, peaking at three million in 1982, leading to pitched battles in the streets. There were calls for Thatcher to resign. However, Thatcher regained popular support after the British armed forces defeated Argentina in the Falklands War and went on to triumph in her battles with both inflation and the coal-miners. Emboldened, the Iron Lady introduced a raft of free market reforms with a view to promoting ‘responsible capitalism’ and a more meritocratic society.


Sensing opportunities on the back of Thatcher’s reforms, the Royal Bank of Scotland acquired Lockerbie Savings Bank in 1982 and Annan Savings Bank in 1985. The latter included the Dumfriesshire-based Ruthwell Savings Bank, which was established by parish minister Reverend Henry Duncan in 1810, to give his humble parishioners access to deposit accounts. In 1985, the Royal Bank invested £20 million in the direct-to-consumer insurance start-up Direct Line. The bank also sought to cash in on the opportunities thrown up by ‘Big Bang’ – a radical series of reforms introduced on 27 October 1986 which aimed to free up finance and enable London to regain its position as the world’s pre-eminent international financial centre. The old-fashioned boundaries that once separated different types of activity in the City of London were swept away, jobbers joined forces with stockbrokers to former ‘dual capacity firms’ and the cosy cartel of fixed commissions was swept away, as financial markets were liberalised. Royal Bank responded by buying merchant bank Charterhouse in 1985 and Liverpool-based stockbrokers Tilney in May 1986. Speaking about these deals the following year, Royal Bank of Scotland chief executive Charlie Winter said, ‘In some respects I regret what is happening but you cannot bury your head in the sand.’19 The bank was well on the road to becoming a financial services supermarket, offering a broad range of services under one roof. In the mid 1980s, Winter also saw virtue in building an international network and laid the groundwork for the purchase of Citizens Bank in Providence, Rhode Island. Other groundbreaking initiatives in the mid 1980s included setting up Royal Bank Development Capital, whose goal was to fund indigenous growth businesses.


However, Royal Bank of Scotland was handicapped by ponderous management, inefficiency and under-investment in its main retail and commercial banking businesses. In this area, it was consistently outflanked by its rival the Bank of Scotland. Under Bruce Pattullo’s leadership, the ‘old’ bank had been restructured with a management board and devolved decision-making. Bank of Scotland had exceeded its target of doubling its share of the UK market, was being seen as a ‘growth’ stock by institutional investors and was getting glowing reviews in the Financial Times’ ‘Lex’ column.20
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Mathewson to the rescue


When Margaret Thatcher swept back into 10 Downing Street for a third term as prime minister in June 1987, the City of London breathed a sigh of relief. A victory for Labour leader Neil Kinnock would have seen many of the market-oriented reforms introduced over the previous eight years overturned. Interviewed by the BBC’s Nick Clarke, the S.G. Warburg chief economist Ian Harwood welcomed the result. Harwood said, ‘The election means there is absolutely no political risk to investing in the UK on a four to five year view, which was not the case twenty-four hours ago. Foreigners will take cognisance of that and [decide] the UK equity market and, quite possibly, the UK gilt market look good value by international standards.’ Asked about whether he was relieved self-regulation would continue, Harwood said, ‘I don’t think we’re going to see any more scandals on a very large scale; I think people have learnt their lesson.’


The Thatcher government’s economic shock therapy seemed to have offered up an economic miracle, especially if you lived in the south-east of England. The United Kingdom’s gross domestic product grew by 4.01 per cent in 1986, 4.56 per cent in 1987 and 5.03 per cent in 1988. Equity investors were in a state of irrational exuberance. The FTSE-100 index of leading shares, launched in January 1984, more than doubled from its starting level of 1000 to reach 2,455 in mid July 1987. Few realised it at the time but it was in classic bubble territory.


In Scotland, Wales, Northern Ireland and northern England, the effects were more patchy. In Scotland, Thatcher’s policies cut a swathe through heavy industries and precipitated the closures of vehicle manufacturing plants at Bathgate and Linwood. Hatred of Thatcher, arguably, played a part in robbing the Royal Bank of Scotland of one of its more able economists – Alex Salmond. An economist with the bank since 1980, he quit his job on defeating the Tory MP Sir Albert McQuarrie in 1987 to become MP for Banff and Buchan.


As he strode through the doors of Royal Bank’s head office at 42 St Andrew Square on 1 October 1987, three and a half months after the general election, George Mathewson was firmly on the side of progress. The appointment of the 47-year-old Dunfermline-born scientist-turned-technocrat as the bank’s director of strategy and development had been announced on 18 March. Although some saw him as the heir apparent, he was one of several potential successors to Charlie Winter, the bank’s chain-smoking chief executive who was due to retire in 1993. The board’s view was that Mathewson had the calibre to be chief executive but would need to prove himself. Winter had started his career at Royal Bank of Scotland as a 16-year-old apprentice in the bank’s Dundee Lochee branch in 1949, and still played the organ in his local church in Longniddry. He had been group chief executive since 1985, and was supportive of Mathewson’s appointment but many of his colleagues were puzzled, suspicious and fearful. They wondered what someone who had never worked in a bank could teach them about banking and were concerned that the arrival of technocratic non-bankers like Mathewson would block their traditional career paths. There was also some resentment that the Royal Bank had agreed to purchase Mathewson’s family home in Banchory for £125,000 in order to facilitate his move to Edinburgh.


Some saw it as a bad omen when, less than three weeks after Mathewson’s arrival, the stock market crashed and a huge storm devastated much of southern England. Between ‘Black Monday’, 19 October 1987, and the end of the month, the FTSE-100 index had tumbled by 26.45 per cent and the Dow Jones Industrial Average fell by a record 23 per cent in a single session. This drove the Bank of England to cut rates from 9.875 per cent before Black Monday to 7.375 per cent in May 1988. Alan Greenspan, appointed chairman of the US Federal Reserve in 1987, vowed to do whatever it took to restore calm, giving rise to talk of the ‘Greenspan put’ – the notion that he would always open the financial spigots to rescue markets from downturns or crashes. Mathewson, however, was so focused on familiarising himself with the task in hand that, he says, he barely noticed the crash.


Mathewson’s background put him at odds with most of the people in the Royal Bank of Scotland. He had degrees in maths, physics and applied physics from University College, St Andrews University. Hardly anyone else at the bank had a degree at all. He had remained at the college, which later became known as Dundee University, for six years after graduation, doing a PhD and lecturing in electrical engineering. In 1967, he moved with his wife Sheila to the United States, where he worked as a professional engineer on weapons systems analysis at Bell Aerospace in Buffalo, New York. In his spare time, he passed a Master of Business Administration degree at the State University of New York. On his return to the UK, Mathewson joined the venture capital firm Industrial and Commercial Finance Corporation (ICFC, later known as 3i), becoming manager of its Aberdeen office, where he channelled investment into smaller companies in the north-east of Scotland. He made his name as a dynamic and forceful chief executive of the Scottish Development Agency (SDA) in 1981–87. At the Glasgow-based development quango, Mathewson succeeded in persuading private sector investors to come in alongside the public sector and boosted the SDA’s credibility among leading businessmen and financiers.1 Under the ‘Locate in Scotland’ banner, he ran marketing campaigns to attract ‘sunrise industries’ to Silicon Glen, Scotland’s technology corridor in the Central Lowlands. Mathewson also launched urban renewal projects designed to reinvigorate town centres in Glasgow, Leith, Motherwell and Dundee and ran a state-funded venture capital business, Scottish Development Finance, which was modelled on ICFC. He was instrumental in getting new conference and exhibition centres built in Edinburgh and Glasgow. Mathewson won widespread, but not universal, plaudits for his five-year stewardship of the SDA.


During his time there, Mathewson had a close ally in George Younger, the Secretary of State for Scotland from 1979 to 1986, who effectively held the purse strings and had some input into the overall strategy. Younger – who had seen active service in the Korean War with the Argyll and Sutherland Highlanders and was educated at Winchester and Oxford – persuaded Thatcher that uncaring Conservatism would destroy what was left of the Scottish party and successfully wheedled money out of successive chancellors.2 Mathewson says, ‘I struck up a good rapport with George Younger, as I think he appreciated what I did, because this [the SDA] had been a huge problem and, when I came in, it ceased to be a problem.’


After announcing his resignation from the SDA on 2 March 1987,3 Mathewson was inundated with job offers. Before accepting the director of strategy and development role at the Royal Bank of Scotland, Mathewson sought advice from Ian MacGregor, the Scottish-American tough guy whom Thatcher’s government had appointed to run the National Coal Board in 1983. MacGregor said he should accept the RBS offer, telling him it would be ‘an historic opportunity’.


When the appointment was unveiled on 18 March 1987, the top brass at the Royal Bank could ‘hardly contain their enthusiasm’, according to The Glasgow Herald.4 Chief executive Charlie Winter said, ‘Our dream is to create an international bank run from Edinburgh, and we are well on the way to doing that.’5


When Mathewson arrived for work on 1 October 1987, the ‘feel-good’ factor was at its peak across much of Britain. Social and economic transformation was in the air. But the Royal Bank remained a deeply conservative institution. Nearly all the bank’s managers had joined as school leavers and worked their way up. Few had university degrees, though the vast majority sat banking exams administered by the Edinburgh-based Chartered Institute of Bankers in Scotland, the oldest banking institute in the world. The bank’s 23,000 staff were predominantly white Anglo-Saxon Protestants (WASPs) and predominantly male, with the bank’s management 100 per cent male. As long as staff toed the party line and kept themselves out of mischief, they could expect a job for life. ‘The careers of people who did well and those who made lots of mistakes progressed at the same rate,’ said one former executive.


An employee had to work his way up a rigid hierarchy of fourteen levels – four of clerk (1 to 4), five of assistant manager (5 to 9), three of manager (M1 to M3) and two of senior manager (M4 to M5) – before they could reach the giddy heights of executive. Different ranks had different privileges, with lending limits increased as staff gained seniority. The top-ranked executives – styled ‘E’s – had special privileges including the use of chauffeur-driven cars and the ‘mess’, a suite of dining and reception rooms on the third floor of the bank’s 42 St Andrew Square headquarters, where they were waited on by uniformed staff. In the 1970s and 1980s, branch managers enjoyed both social status and a rare amount of autonomy. Many still played by the three-six-three rule – borrowing at 3 per cent, lending at 6 per cent and being on the golf course by three o’clock. One ex-insider, who was there from the 1970s to mid 2000s, said, ‘The branch manager was God and was really running his own business. They could set their own opening times and their own holidays. When they provided insurance, managers would help themselves to the commission. It was seen as a fringe benefit. Some managers were making more out of that than they were from their salary.’ The measure of a banker’s prowess was not how much money they lent but their ability to avoid bad debts.


By the late 1980s, the Duke of Buccleuch was no longer on the board. However, David Ogilvy, the 13th Earl of Airlie, a former chairman of the City merchant bank Schroders, was a non-executive director. Sir Donald Cameron of Lochiel, 26th Chief of Clan Cameron and father of the bank’s later head of investment banking, was a non-executive director from 1954–80, spending his last 11 years as vice-chairman. Some of these upper-crust types were talented people but their continuing presence on the board suggested that the bank was choosing its directors for prestige rather than intrinsic ability. ‘In the 1980s, the annual general meetings were more like gatherings of the Scottish aristocracy than the decision-making forum of a FTSE-100 company,’ said one former Financial Times correspondent. ‘They had a huge and cumbersome board and a most unusual way of doing things. They were certainly ripe for reform.’


Mathewson had little truck with tradition. He wanted to ensure the bank worked for customers, shareholders and staff, and if having a clutch of aristos on the board was going to hinder this they would have to go. Victor Blank was on the Royal Bank board with Mathewson from 1987 to 1993. A former mergers and acquisitions partner at corporate law firm Clifford Turner (now Clifford Chance) who had come into the Royal Bank’s fold after it acquired Charterhouse, he says, ‘He [Mathewson] took no prisoners – was not hidebound by the history and the traditions and the practices but wanted to build RBS into a modern bank.’ Mathewson says he came with an open mind and without preconceived ideas. A profile in Business magazine made clear Mathewson’s desire to be seen as a tough guy who had come in to shake things up. The article, headlined ‘The Royal’s New Strongman’, was accompanied by a full-page colour photo of Mathewson in a tank top, pumping iron in an Edinburgh gym (he was hoisting a 7 kilogram dumbbell in each hand) with beads of sweat running down his temple. One ex-insider said, ‘It was distasteful – like Putin showing off his six-pack.’ No other director of the bank would have even considered letting themselves be photographed in this way.


The accompanying article described Mathewson as ‘crown prince to Royal Bank chief executive Charles Winter’ and was disparaging about the bank’s approach to corporate governance. Writer Mark Meredith intoned, ‘[M]anagement sessions have been likened to a séance, decisions produced occasionally by default. Board meetings have been characterised by fussing and fretting over extraneous issues or by frequent and sometimes unwelcome interventions by the group’s chairman, Sir Michael Herries.’ The article concluded by saying, ‘Portraits of past great managers look down from the walls with ready reproach. But George Mathewson will not wait forever. He is an impatient man.’6 The article, with the implied criticism of existing management and hints of power struggles, caused consternation inside the bank.


In an address to the bank’s Fife, Falkirk and Stirling Managers’ Association in February 1988, Mathewson said that the bank’s diversification into areas like merchant banking, motor insurance and factoring since 1985 was only the beginning – there were lots more changes in the pipeline. He added, in Ronald Reagan-esque style, ‘Change brings opportunity. We must not only learn to adjust to change, we must embrace change, and indeed we must manufacture change. We must go with the winds of change because upon them you can fly to the lands of opportunity.’ Mathewson later put it more bluntly. The Royal Bank of Scotland was ‘overweight’ and ‘flabby’ which would put it at a disadvantage in the more dog-eat-dog banking environment ushered in by Thatcher’s liberalisation of the financial sector. It was going to have to go on a workout. ‘Forms of behaviour and competition hitherto precluded by statute or custom now constitute normal behaviour. It is legitimate to poach your competitor’s staff as well as his customers and to denigrate his products or services in your advertising. In such an environment the overweight organisation is at risk . . .’7


At times, as he sought to push changes through, Mathewson felt isolated and frustrated, not least because of a feud with Victor Blank. With the backing of some of the bank’s non-executive directors, Blank wanted Charterhouse, where he was chairman and chief executive, to control all of the bank’s corporate banking activities. Mathewson thought this a ludicrous idea. He thought it was imperative that the merchant bank (which he anyway wanted to sell off) should be ringfenced from Royal Bank of Scotland’s corporate lending arm because of conflicts of interest between the two and the different mindsets of their people. For example, having them under the same management might lead to money being lent so that Charterhouse could get its hands on an advisory contract.


The Earl of Airlie, a non-executive director of the Royal Bank of Scotland since 1983, was part of a group of London-based RBS directors which sided with Blank, arguing that he and not Mathewson should become RBS’s next chief executive. Other members of the Blank camp included Sir Carron Greig and Peter Balfour. Airlie, Balfour and Greig had all been educated at Eton and served in the Scots Guards, and Balfour was Airlie’s brother-in-law. They all felt Mathewson was too uncouth and aggressive to be officer material. Blank was unlikely to have been interested if the HQ was in Edinburgh, so some were even proposing the headquarters should be moved to London if this was the price that had to be paid for securing their man.


Robin Duthie, a non-executive director of Royal Bank of Scotland, who had been instrumental in Mathewson’s appointment, led another group of non-executive directors who championed Mathewson. Aside from Duthie – a chartered accountant and former managing director of Greenock-based tent makers Black and Edgington – members of the group included Sir Angus Grossart, Alistair Hamilton, Emilio Botín and, latterly, George Younger.


The wily Herries – who had been taipan (literally ‘chief executive’) of the Hong Kong-based trading group Jardine Matheson from 1963 to 1970 and a non-executive director of Royal Bank of Scotland since 1972 and its chairman since October 1978 – played divide and rule for over a year before eventually lending his support to Mathewson. In the end, the Blank camp acquiesced after George Younger persuaded them that Mathewson would be alright. Airlie says, ‘George Younger reassured me by saying, “I knew him when I was a minister. I can handle him.” ’


Having won the power struggle, Mathewson went to Herries and Younger in early 1990 and told them the bank was in such a deep hole – because of reckless lending during the ‘Lawson boom’ and its archaic structures and processes – that they had to let him modernise it or else it risked extinction. They had sufficient faith in Mathewson to let him launch a secret project to examine radical proposals for reshaping the bank. Under the code name Nova Reda (a misspelling of ‘new network’ in Portuguese), Mathewson and two executives he had brought across from the SDA – Frank Kirwan and Cameron McPhail – together with four rising stars from inside RBS – Michael Mosson (human resources), Norman McLuskie (procurement and systems), Miller McLean (legal) and Grahame Whitehead (finance) – met every Friday for six months to plot a complete overhaul. He and his six co-conspirators met in conditions of the utmost secrecy and the room in which they met, Cameron McPhail’s office at 42 St Andrew Square, had to be regularly swept for bugs. It was not quite a coup d’état they were planning – the board and Winter knew something was up – but it was pretty close.


The Scottish economy had fundamentally changed over the course of the 1980s. On 8 March 1990, The Herald published series of articles by the Royal Bank’s economists, Grant Baird and Jim Walker. In one, they wrote, ‘[R]ecent indications are of a slowing economy in Glasgow . . . The manufacturing base of Glasgow has collapsed since 1976, falling from 32 per cent of employees working in that sector to just 18 per cent now (below the Scottish average). The jobs which have replaced those in engineering and shipbuilding have largely been in the services sector – in retailing, financial and business services, public administration, and leisure and recreation. With the current economic slowdown in the UK concentrated on consumers’ expenditure, some of these areas – as well as the construction industry – are likely to be hit hard.’


In August 1990, five months after the poll tax riots signalled the beginning of the end of Thatcher’s premiership, the UK and Scottish economies started to head into recession and Iraq invaded Kuwait. Mathewson decided the time had come to give senior staff a foretaste of his plans for the bank. Addressing the bank’s senior executives at an ‘offsite’ at the bank’s Esdaile training centre, a former boarding school for the daughters of Church of Scotland ministers in a south Edinburgh suburb, he said Royal Bank of Scotland was going to have to adapt or die. He said, ‘Truly, it is no longer enough for us simply to be as profitable as the “big four” banks [Barclays, Lloyds, Midland and NatWest]. We should be forging ahead of them. We are not. We are not because our marketing is simply not targeted enough. And I have come to the conclusion that our structure needs refining. Frankly – and not least in the clearing bank – we have become too bureaucratic, spending too much time contemplating our own navels.’ Mathewson was unable to go into detail but he did hint of a major overhaul and redundancies. ‘There are radical changes coming in the way we do business – in the way we sell our products, in reporting lines . . . the shape of the jobs many of us do will become quite different. In some cases we shall be asked to do quite different jobs. Nobody likes change but, in the present climate, we change or die, corporately and individually.’ With his trademark bluntness, Mathewson then said that a recent rise in bad and doubtful debts in the core banking business was causing him to doubt the competence of its branch banking staff. ‘When I see cases where we take our accounts from other banks, only to have the companies concerned go “belly up” within months rather than years . . . I have to question whether we have lost the ability to tell a good risk from a bad one.’8


Mathewson, by now, had the full support of Younger, who became Royal Bank’s deputy chairman in January 1990 and chairman of the group’s main operating subsidiary in July 1990. By this time, Younger had decided that Mathewson should definitely succeed Winter. Younger suspected that aspects of Blank’s personality and lifestyle, which included his comparative ostentation, his passion for cricket, his Englishness and even his Jewishness (Scotland was a deeply anti-Semitic country at the time), might alienate many of the Royal Bank’s rank-and-file workers whereas, to him, Mathewson seemed to be blessed with the common touch and was much more likely to be able to understand, relate to and motivate the bank’s 25,000-strong team.


In November 1990, the Nova Reda proposals were unveiled to the RBS board. At a historic board meeting in 42 St Andrew Square on Tuesday, 20 November 1990 – the day that Thatcher surprised BBC political correspondent John Sergeant on the steps of the British embassy in Paris during her battle to cling on to power after the Tory Party turned against her, by saying, ‘I confirm it is my intention to let my name go forward for the second ballot’ – Mathewson told the board that the bank’s structure and management team were no longer fit for purpose. He asked them to approve a radical restructuring and a brutal cull of ‘dead wood’. ‘This bank is in deep trouble. We could cease to exist as independent entity and I would like to propose to you what [is] a rescue plan.’9 The tactics worked. RBS’s board rubber-stamped the Nova Reda proposals and Mathewson was appointed deputy chief executive. One non-executive director who was in the room said, ‘[B]y that time, we had all recognised the existing management was not up to scratch and we unanimously agreed with George’s proposals.’


In the months after the meeting, most of the directors who had doubted whether Mathewson should become chief executive had gone. And within a couple of years, Charterhouse had been sold to Paris-based Credit Commercial de France (CCF) and Frankfurt-based BHF-Bank for around £235 million. Blank had gone too.


The bank’s chairman, Sir Michael Herries (who died in 1995), stepped down a couple of months later but remained as a non-executive director. Asked how he thought Herries felt about it, Mathewson said, ‘When push came to shove, Michael was basically prepared to accept my recommendations. He moved ahead with it.’10 The situation was harder for the bank’s affable chief executive, Charlie Winter. According to one senior insider, during this period, ‘Charles would get quite down or even overwhelmed. He recognised that the bank needed to be revolutionised and may have thought that he should have grasped the nettle himself, ten years earlier. He probably also wished that the people who were doing it had come from within the bank, rather than having to be brought in from the outside.’ However, despite his private doubts and even though he confided in friends that he no longer believed Mathewson should succeed him, Nova Reda was presented with Winter’s imprimatur.


The programme was brutal. A key part was that one-third of the Royal Bank’s top 300 executives were given their marching orders. The incoming team saw many of the existing staff as time-servers who had been promoted beyond their abilities or else were too dyed in the wool to push through reforms. One ex-manager recalls the fear and trepidation that stalked the bank’s corridors and branch networks at the time. ‘There were early morning phone calls around the country asking, “Has so-and-so been fired?” It was all fairly brutal. This sort of thing had never happened at Royal Bank of Scotland before.’


A key structural change introduced with Nova Reda was that all lending to larger companies and other large entities was removed from the branches and put into a dedicated new division, called the Corporate and Institutional Banking Division (CIBD). Mathewson believed that would help him undermine the bank’s regional fiefdoms and enable Royal Bank to develop a corporate business that would be capable of giving the Bank of Scotland a run for its money and help it to compete with the big boys in London. Another change was that a new Operations Division took control of all back-office functions including IT, human resources, property and procurement. This restructuring meant that the bank was able to provide a cheaper homogenised service to barely profitable mass-market clients while offering a bespoke service to larger and more profitable clients.


Four months after the seminal board meeting, Mathewson conceded that internal blockages had meant his attempts to sell the restructuring had misfired. Addressing the branch banking managers’ conference in March 1991, Mathewson said, ‘The significance and depth of what we have set out to achieve has still not been brought home to a lot of our staff . . . our internal communications have not been as we would have hoped, largely because those who were briefed did not pass the message on.’ Mathewson then said he was determined to drive up sales, adding, ‘We must increase our average number of products per customer. To do that, managers will be provided with the necessary management information on average products per customer in their branches and will be incentivised accordingly.’ He also said that underperformance would no longer be tolerated at Royal Bank, adding that ‘counterproductive misfits must be decisively dealt with. Among the most damaging, in my opinion, are bullies – bullies to their subordinates but sycophants to their superiors . . . those lacking integrity who do not give subordinates credit and who do not promote an open organisation.’11


Mathewson believes that, before Nova Reda, ‘a great many people in Royal Bank were just in a different world. It is hard for me to explain what RBS was like in those days – except that NatWest was a bit like it when we took it over!’12 Nova Reda entailed significant job losses. By September 1991, Royal Bank of Scotland’s branch banking staff had fallen to 20,660, down from 21,870 the previous year (a 5 per cent fall). In a valedictory interview with the Financial Times in April 2006, Mathewson said, ‘All the power was changed – all the executives were changed. The golf courses in Edinburgh started to fill up again in the week.’13 However, lots of people inside the bank were uncomfortable with the pace of change – which is one reason that positive spin about Nova Reda didn’t always filter down the ranks – and, to this day, many of the bankers who were put out to grass resent what Mathewson did. Winter was beginning to distance himself from Mathewson’s Maoist revolution. In July 1991, he wrote to Younger, who had been chairman for six months, complaining that the new team seemed unable to accept the previous regime had done anything right, and offering to resign two years ahead of his official retirement. In his resignation letter, Winter wrote, ‘I have seen over the past few months the culture of the Royal Bank quite destroyed by a series of radical and rapid changes, all apparently generated by a feeling that the management of the bank up to this point had been typified by total incompetence and that revolutionary rather than evolutionary change was necessary.’14 Winter left six months later, seemingly a broken man.


Britain’s ‘Big Bang’ ended in a spectacular bust. The fun lending party of the Thatcher decade, at which the bank’s own managers were among the most generous bartenders, had culminated in the most almighty hangover – and it was jeopardising the very future of several UK banks, including that of the Royal. A great many borrowers were stuck with negative equity, especially after property valuations plunged by 27–30 per cent in 1990–93. There were 75,500 home repossessions in 1991 alone – a UK record.15 Loans were turning sour at an alarming rate and Mathewson feared the Royal Bank might have to declare a loss for the year to September 1991.


As writer and journalist Anthony Sampson put it: ‘The over-lending by the high-street banks had done more than put their own safety at risk. Their wild marketing of loans to students, home-owners and debtaholics had led to countless personal tragedies as interest rates went up and the economy turned down . . . the optimism of the eighties gave way to a pessimism which could be more dangerous, as people lost confidence in credit and preferred to avoid the banks altogether.’16
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Rebuilding the Royal


George Mathewson, then Royal Bank of Scotland’s director of group strategic planning, received a surprise phone call from the Bank of England’s deputy governor Eddie George in early 1991. The Bank of England, then led by Old Etonian governor Robin Leigh-Pemberton, wanted to know if the Royal Bank would be interested in buying Midland Bank. It was essentially offering the bank, founded in Birmingham in 1836, on a plate. Mathewson was flattered and even tempted for a few seconds.


Midland, one of the UK’s ‘big four’ banks, was in serious difficulties as a result of its $822-million acquisition the San Francisco-based Crocker National Bank. The 1981 deal had gone wrong for Midland largely because the English bank had failed to conduct any due diligence on Crocker’s loan book and had been far too trusting of Crocker’s management in the early years of its ownership of Crocker. Abusing Midland’s balance sheet, Crocker’s bosses had gone on a crazed lending spree to Latin American borrowers and the California real-estate market in the early 1980s.1 The less-developed-countries’ debt crisis of 1982–89 caused it a severe hangover as many of Crocker’s borrowers defaulted or went bust.


Midland, whose logo was a griffin surrounded by gold coins, very nearly drowned in a sea of red ink, even after offloading Crocker to Wells Fargo, another San Francisco-based bank. Attempts by new chief executive Sir Kit McMahon to restore Midland to health proved faltering and, in March 1990, it declared a full-year loss. Other banks, including Lloyds Bank, were circling the wounded griffin, while HSBC was blowing hot and cold after acquiring a 14.9 per cent stake in December 1987.2 The debacle prompted Midland to sell off the Clydesdale Bank, the Glasgow-based bank it had owned since 1919, together with Northern Bank (Northern Ireland) and National Irish Bank (Republic of Ireland). These three banks were bought by Melbourne-based National Australia Bank in a £408-million deal. The Bank of England approached Mathewson as part of a contingency plan in case either of Midland’s other suitors got cold feet.


Mathewson put down the phone and wandered round to the office of the Royal Bank of Scotland’s Irish-born senior manager of group strategic planning Frank Kirwan, one of a cohort of high flyers he had brought across from the SDA. Mathewson said to Kirwan, ‘Hey, the Bank of England just phoned up and asked us if we want to buy Midland – what do you think?’ Kirwan told Mathewson, ‘It sounds like a fascinating opportunity.’ However, Mathewson replied, ‘Yeah but we haven’t got the management capacity to do it.’ Kirwan thought for a moment before agreeing this was a good call.


Kirwan characterises this as something of ‘a eureka moment’ for the bank – it was the point when the management and particularly Tony Schofield, who was running the retail bank, acknowledged that Nova Reda had been insufficient to turn the Royal Bank of Scotland around. If the bank wanted to be genuinely competitive and able to pursue opportunistic takeovers like Midland (which was eventually bought by HSBC for £3.9 billion in March 1992), more radical change was required.


When he joined the Royal Bank in October 1987, Mathewson saw his first goal as being to ‘bring it into the nineteenth century’. Nova Reda – the internal coup d’état he led in November 1990 – was largely designed to achieve that. Having recognised it had not gone far enough, Mathewson and his team then set about reforming Royal Bank’s core retail and commercial banking business. The division had let itself down during 1985–89, when it had lent far too generously to commercial and residential property in England, Scotland and Wales. This pushed provisions for bad debt so high in both 1990 and 1991 that the bank was barely profitable.


Until the late 1980s, the British market for retail banking services was a protected and highly profitable oligopoly and there was a gentlemen’s agreement that Scottish and English banks would not encroach on each other’s turf. The lack of competition had enabled British banks to continue to overcharge for what at times was a lousy service – something which institutional investors who owned equity stakes in the banks welcomed since it ensured the profits kept rolling in.3


But a chill wind of competition started to blow through this cosy club. The Building Societies Act 1986 freed up UK building societies to compete on a level playing field with the banks. Players such as Abbey National and Halifax parked their tanks on the banks’ front lawns and started touting consumer finance services. New services included interest-bearing current accounts, unsecured loans, currency exchange, insurance, stockbroking and even personal equity plans (tax-exempt investment accounts). The banks recognised that, if they were to survive the onslaught, they would have to become more efficient and more customer driven.


And, thanks to the efforts of its deputy governor and group chief executive Bruce Pattullo, Bank of Scotland had a massive head start over its younger rival where modernisation of systems, processes, structures and customer service were concerned. One former Royal Bank of Scotland director confided, ‘We had a weak executive under Charlie Winter and Bruce Pattullo was able to knock hell out of us. By the time George took over, the Bank of Scotland had increased its share of the Scottish banking market to 40 per cent and we’d fallen back from 48 per cent to 40 per cent. They were on the verge of overtaking us.’


Frank Kirwan and others pulled together some of the existing analysis that had been done about the current state of Royal Bank. The main conclusions were stark – its systems were terrible, nobody knew what was making a profit and what wasn’t, Charterhouse had very little to do with the rest of the bank and was sucking capital out of the bank and failing to make a return. Project Columbus – an overhaul of the bank’s core banking operations – was Mathewson’s response to these and other pressures. The bank chose the name Columbus because it was embarking on a voyage of discovery and because 1992, the year the project was launched, was the 500th anniversary of the explorer’s first voyage and landfall in the Bahamas. However, the choice of name turned out to be troublesome. Within days of Project Columbus being announced, the Banking, Insurance and Finance Union (BIFU) distributed a leaflet to all 22,000 Royal Bank employees warning them about the project’s likely outcome. The leaflet said the explorer after whom the project was named didn’t know where he was going, lost half his crew and was clapped in irons on his return. They might also have mentioned that, on Columbus’s first voyage, his flagship, the Santa Maria, was wrecked.


Mathewson quickly diagnosed that the fundamental problem was that RBS’s retail and commercial bank was ‘operationally and structurally inefficient’. Areas that Mathewson felt needed urgent attention included the surfeit of unprofitable customers in the retail bank, the bank’s creaky operational structure and its expensive and inconsistent lending processes. Mathewson was also eager to overhaul human resources policies, information technology and branches. The latter were uninviting when compared to those accessible and unpretentious high-street outlets of building societies such as Abbey National and Halifax. In a slightly exasperated strategy note to the board dated 26 June 1991, Kirwan wrote, ‘The majority of the branches do not have a word processor, far less a personal computer.’4 Mathewson says, ‘The main thing was we wanted to get rid of the local and regional power fiefdoms. In those days, you had an assistant general manager running, say, Manchester – the whole of Manchester. It just didn’t work and that’s recognised now by all banks . . . it was a total revolution, to the extent that I do not believe you could do it nowadays. We changed the reporting lines, the structures, the offices on the ground. They had never integrated the systems for Williams & Glyn’s and so that was a part of Columbus.’5


The project was led by Tony Schofield, one of several Mancunians who took senior roles in the Royal Bank of Scotland’s head office at the time. Schofield had joined Williams Deacon’s Bank in Manchester in 1957, which merged with Glyn Mills in 1969 to form Williams & Glyn’s. The group of bright young things who had followed Mathewson across from the Scottish Development Agency, including Cameron McPhail, was also instrumental in steering the Columbus project. They were joined by several members of the deputy chief executive’s committee established by Mathewson in November 1990.


Mathewson also brought in management consultants McKinsey & Company to assist with the reinvention of the Royal. The lead McKinsey consultant on the project was Australian-born George Feiger. One former Royal Bank of Scotland executive remembers Feiger as ‘slightly off the wall’, adding, ‘Feiger was extremely articulate and extremely charismatic but he sometimes suspended his critical faculties in championing an idea.’ Another ex-senior insider said, ‘McKinsey drilled right down into what the needs were and then set about restructuring the bank in a way that ensured these could be delivered. The underlying principle was that they should segment the customer base, giving greater focus and specialism to staff.’ One of McKinsey’s tasks was to redesign the bank’s core processes, including its credit processes – the methods by which it decided whether to issue loans.


Banking was changing. In the late 1960s and early 1970s, the University of Chicago economics professor and monetarist champion Milton Friedman argued that the sole social responsibility of any business was to grow its profits. In his narrow, neoliberal vision, the interests of stakeholders – including customers, staff and the wider community – played second or third fiddle to those of shareholders. The so-called ‘Friedman Doctrine’, essentially a misreading of Adam Smith, entered the mainstream under Margaret Thatcher in the 1980s and became even more entrenched after the fall of the USSR in August 1991. By the mid 1990s, British bankers were among the Friedman doctrine’s most ardent disciples and tended to scorn anyone who even suggested different models. In their push to boost short-term shareholder value, new-fangled concepts were introduced to UK high-street banking. Some came from the world of investment banking (including the notion that it didn’t matter if customers were ripped off or poorly treated, just as long as profits were made) and some from retailers and fast-moving consumer goods companies such as Unilever and Procter & Gamble (segment the market and then ‘sell, sell, sell’). Cross-selling – trying to sell additional financial services and products, notably high-commission insurance products, to existing customers – became banking’s holy grail.


Banking ceased to be about service and started to be all about sales and profit. It was part of a wider shift that has been dubbed the ‘financialisation’ of the UK economy, in which the City of London and financial services sector took an ever larger slice of gross domestic product, as consumers became much more relaxed about getting into debt. David Lascelles, a former Financial Times banking correspondent, says, ‘Traditional bank managers had been driven out by credit scoring, centralisation and marketing; branch networks had been pared back and reshaped into novel patterns with hubs and spokes and tiers, and few contained anyone who could answer to the title of “banker” any more. Bad debts had become a cost of doing business rather than a measure of banking ability. The marketing drive had reshaped traditional concepts of service, and profit was king.’ Lascelles added, ‘The clean-out of the old guard meant the custom and wisdom of the ages had been swept away.’6


Mathewson outlined his revised vision for the future at the bank’s Esdaile training centre on 5 December 1992. He said, ‘It is our goal to be the best bank in the UK – to provide the best and most consistent returns to our shareholders, to provide the best possible value to our customers and to provide the best jobs to our employees . . . Customers, like our capital, are the heritage of generations of successful trading. They must be cherished and cared for and, above all, they must be treated with integrity.’7 Mathewson is a staunch Scottish Nationalist who believed that a reinvigorated Royal Bank of Scotland would help reinvigorate the ailing Scottish economy. One of his mantras around this time was ‘Where is it written that Scotland can’t have the world’s best bank?’ He said that, by the time Project Columbus was completed in 1997, he wanted to increase the retail bank’s profit by £200 million, achieve a return on equity of 32 per cent and reduce headcount by 3,500. The intention was for one third of these job losses to be via redundancy. A key element was that Mathewson wanted to build an open and collegiate internal culture at the bank, in which people thought for themselves and were not afraid to speak their minds.


Mathewson struggled to disguise his contempt for many members of the bank’s management team. Sleepwalkers who had led a once-great institution to near collapse was how he saw them. They had required the bank to make massive provisions for bad debt – £323 million in 1991 and £401 million in 1992. This had all but wiped out its profits for two years in a row and Mathewson used it as his excuse to hollow out the branches. One former senior manager says, ‘The picture that was coming out of Columbus was that everything has to be entirely rejigged because the bank was bust. When the bank was reorganised under Columbus, it became very much sales focused – sales orientation became the name of the game. That was when I realised that this was not a tweak – this was a revolution. I realised that the bank needed to change so I didn’t actually mind too much.’


In an article published in People Management in 1995, Royal Bank of Scotland’s project director Steve Rick and external consultant Dr Richard Wellins said Project Columbus had been a major achievement that had totally transformed the retail bank. They wrote, ‘Re-engineering meant rethinking the fundamentals of the business . . . The challenge facing both the designers and the executive in this case was akin to changing the engines on an aeroplane midway across the Atlantic.’8


But Columbus didn’t just involve replacing the engines. It also involved jettisoning many of the passengers and crew, especially those aged 50 or over. Before Columbus, many Royal Bank of Scotland branch managers had an aura about them. They put the fear of God into customers who missed a repayment or whose accounts inadvertently went into the red. But Mathewson saw these people as a barrier to progress and wanted them to be emasculated or shown the door. Even though they were given generous redundancy packages and early retirement pensions, many deeply resented the fact that Mathewson was promoting his pals from the SDA into positions of power and disliked what he was doing to the bank.


One former Edinburgh-based branch manager recalls, ‘It was a bloodbath. Initially that made George Mathewson very unpopular, hated even.’ Others were just glad to take the redundancy and spend more time on the golf course. They recognised the bank was changing, but were uneasy with the direction it was moving in. Some left confident in the belief that – given the new team’s ignorance of banking and impatience for reform – they were bound to come a cropper sooner or later.


Mathewson said the bank’s personnel department ‘operated like the command economy which has collapsed in Soviet Russia’.9


He wanted a free market in talent, where people were promoted on the basis of their merit, not the number of years they had been with the bank, and was determined to end the policy which put retail bankers with no relevant expertise in charge of head office departments like legal, marketing, personnel and communications. Job vacancies began to be advertised internally. Staff started having their performance appraised and assessed according to ‘key results’ under a new performance management system called ‘maximising performance’, known internally as ‘Max’.10


After hundreds of managers had been shown the door, remaining managers were forced to reapply for their jobs in a process known as ‘targeted selection’ – something which also came from McKinsey. This was traumatic, for many employees had joined the bank aged 16 and had never been interviewed before. Some suspected the interviews were a stitch-up. One RBS senior manager who went through the process three times said, ‘I hated it. It always seemed like there was a hidden agenda and it had a very negative impact on internal morale.’ The hidden agenda was almost certainly to cut out ‘dead wood’ and ensure the bank retained only younger, less well-paid and more malleable managers who would not be averse to the notion of becoming glorified salesmen.


From 1993 onwards, there was a daily ‘morning huddle’ among staff at the landmark domed branch behind the Royal’s registered office at 36 St Andrew Square. Each staff member was given a target of how many savings accounts they must sell that day and, if they failed to meet these targets, they risked being named ‘dunce of the week’. In some Manchester branches, staff who missed sales targets were given furry toy monkeys which they had to put on their desks as a badge of shame. After segmenting its customer base, the bank prioritised middle- and upper-middle-class customers and didn’t mind if it lost the business of less well-heeled customers. Unsurprisingly, the trade union was not happy about Columbus, not least because of the 3,500 job losses but also because of the way the bank was deriding employees who missed their sales targets.


A core part of Columbus was the decision to centralise and computerise credit decisions. Traditionally, these had been taken in the branches, but under Columbus they were centralised in a new credit department based in Drummond House in South Gyle, on the western fringes of Edinburgh. The 243,000-square-foot, £60-million building was opened by the Queen in July 1993 and sported a monumental bronze statue near its entrance. The Wealth of Nations, by Leith-born artist Eduardo Paolozzi, commissioned by non-executive director Angus Grossart, reputedly cost Royal Bank half a million pounds. Depicting a gigantic, reclining dismembered ‘man machine’, it is intended to show how technology was increasingly dominating human life. The inscription on it is a quote from Albert Einstein – ‘Knowledge is wonderful, but imagination is even better.’ The bank’s 40–50 credit experts passed Paolozzi’s sculpture every day on their way into work but are unlikely to have followed its message as they used new-fangled, computer-based credit scoring techniques to decide who should get credit. Banking was already becoming more automated and more outwith human control.


For the first time, new technology was making it possible for the Royal Bank of Scotland’s management to gauge their exposure to specific categories of borrower such as farmers or speculative property developers at the press of a button. Other processing functions were also gradually stripped out of the branches and centralised in Drummond House. The centralisation process enabled Royal Bank of Scotland to cut costs as it meant repetition was minimised and branch staff ’s pay could, over time, be cut, as less skill was required. The idea was that, now that they had been freed up from administration or decision making, branch staff could focus exclusively on selling extra financial products to existing customers.


As part of Project Columbus in the mid 1990s, RBS managers had to start typing their own letters. Some 600 secretaries were made redundant and every manager was given a personal computer with some template letters on it and told just to get on with it. Many had never used a computer before and few could even type. A pilot was run in the north of England and, when RBS management saw the savings on stationery and postage, they were overjoyed. However, they hadn’t realised that, instead of putting things down on paper, managers were just picking up the phone. One former RBS manager said, ‘As I kept pointing out at the time, this meant there was no longer any record of what we were doing!’


Around this time, the bank also adopted a more proactive approach towards its ‘distressed assets’ – corporate, small and medium-sized enterprises (SME) and commercial property borrowers which were in financial difficulties, in breach of covenant or in default on loans. Mathewson hired former 3i managing director Derek Sach, who had coincided with him at 3i in the late 1970s, to review the approach. Sach established the bank’s new ‘hospital’ for such customers – initially it was dubbed ‘Specialised Lending Services’ (SLS) but it was renamed ‘Global Restructuring Group’ in 2008. The goal was to reduce the £400 million Royal Bank had set aside as provision for bad debts in the year to September 1992 by restructuring debt and nursing corporate assets back to health rather than just putting them into receivership.


To tackle the legacy of troubled loans on the commercial property side, Mathewson also drafted in the property expert Bill Samuel as a consultant. A former chairman of Motherwell Football Club who had run his own steel stockholding firm and a commercial property business, Samuel arrived in 1992 to help ‘work out’ the bank’s portfolio of distressed property assets. These included industrial sheds, office blocks, retail premises, hotels and a ragbag of other properties which had come into the bank’s ownership after overextended customers defaulted on loans or went bust during the 1990–92 property crash. Rather than continue selling them at fire-sale prices – the strategy the bank was deploying when he arrived and which was costing the bank £2 million a day – Samuel preferred to hold on to troublesome properties until the market picked up. Samuel assured Mathewson that inflation would come to their rescue sooner or later. Samuel was also behind the creation of a special subsidiary known as ‘West Register’, which was named after the lane beside the bank’s 42 St Andrew Square headquarters. This became a portmanteau for the Royal Bank’s property assets, including distressed assets it acquired at knockdown prices from the receivers of bust customers and third-party vendors during the downturn. The structure was innovative but it set a dangerous precedent in that it gave rise to dangerous conflicts of interest within the bank.


Insiders suggest the property situation was looking distinctly ‘hairy’ by the third quarter of 1992 and putting the whole bank at risk. However, Samuel’s punt on a UK commercial property market recovery came good after sterling was ejected from the Exchange Rate Mechanism (ERM) (a precursor of the euro that tied exchange rates to the value of the Deutschmark and a basket of other European currencies) on ‘Black Wednesday’, 16 September 1992. After that date, the Bank of England, led by its governor, Eddie George, managed to stabilise the value of sterling, bring inflation under control and create a platform for the long boom of 1994–2007. Not long after that, Samuel’s portfolio of distressed property assets started to come into its own and, through carefully timed disposals, it became a significant contributor to RBS’s group profits from the mid 1990s.


Even younger employees found the quasi-permanent revolution of Columbus and subsequent ‘change’ programmes disorientating and hard to cope with. The changes continued in October 1995 when Royal Bank embarked on yet another major restructuring by splitting its business customer base into three categories, based on the sophistication of their needs and their size. In a speech in December 1995, Mathewson said the revised structure was intended to ensure customers got better services, since more specialised managers would be more au fait with their individual needs.


One ex-RBS executive said that, however painful, the reorganisation was essential. ‘Before Columbus, there was a huge amount of waste. There were too many people doing very, very inefficient processes. There was a lot of rekeying of data. It wasn’t that people were being lazy or inefficient before – it was just that people were working with processes that were anachronistic and hadn’t been updated for a very long time. RBS was the first bank to do this systematically.’ Another manager, who left the bank in 2011, said, ‘Nervousness about Mathewson started to dispel once Columbus was in place. To be blunt, the older managers were not switched on – many of them were just coasting along – and a clear-out was probably overdue. Mathewson and the people who came in with him were forward thinking – they recognised that the bank had to change or die a slow death. They could see the potential for increased profits and reduced staff costs. George was quite a visionary – but he was quite ruthless with it.’


Mathewson believes the bank would have faced an uncertain future and probably have been taken over without Columbus. He sees the effects mainly in financial terms, saying, ‘The outcome was far better performance, with the bank’s cost-to-income ratio [going] from 65–70 down [to] below 50. The dividends and share price kept growing. Royal Bank became the first Scottish business to be capitalised at over £1 billion and the first Scottish business to make profits of more than £1 billion. The Bank of Scotland were furious with us!’


‘Before Columbus, the bank had been all about measuring risk. Afterwards, bottom-line profitability was all that mattered and to hell with everything else,’ laments one ex-senior manager at Royal Bank of Scotland. ‘Yes the culture was too cosy before – yes it was wrong that every manager ran his own business and yes we needed a harder commercial edge, but I think we went too far the other way and became sales obsessed.’
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Hanging on the telephone


Insurance company Direct Line was another of the profit drivers that enabled Royal Bank to survive the shocks of the early 1990s’ recession. Founded in 1985 by Peter Wood from an office in Croydon, South London, Direct Line rewrote the rulebook for motor insurance. Before, the market was dominated by firms like Eagle Star, Norwich Union and General Accident, none of which sold directly to the public but, instead, traded through brokers. Direct Line smashed this clubby system apart by bypassing the middlemen and selling policies directly to the customer – first over the phone and then via the internet. At a meeting with Peter Wood in 1984, Royal Bank chief executive Charles Winter saw the potential and agreed to give Wood – a former computer programmer at merchant bank J Henry Schroder Wagg – the £20 million he needed to get the business off the ground. Thanks to its low cost-base, advanced use of telecoms and IT, use of call-centres and astute marketing, Direct Line soon became the dominant force in UK motor insurance.


An advertising campaign featuring a red phone on wheels presented Direct Line as a plucky consumer champion and was designed to show up the inadequacies of the existing insurance players. Together with First Direct, a similar direct-to-consumer brand launched by Midland Bank in October 1989, Direct Line heralded a revolution in UK financial services.


Its branchless and low-cost model enabled Direct Line to offer low premiums and have the lowest costs-to-premiums ratio in the sector. It also enjoyed a remarkably high average annual renewal rate of 80 per cent. But there was constant friction with its banking parent, especially when the bankers asked to sell their banking products to Direct Line’s customers, something Wood strongly resisted. Royal Bank also found Wood’s pay, which reached more than £17 million a year in 1994, a constant source of embarrassment. Wood said, ‘Some of the old buffers at Royal Bank used to ask stupid questions. Frankly, I couldn’t be bothered to answer them . . . They were pompous in some ways.’1 RBS was rewarded in the early to mid 1990s when Direct Line started delivering impressive profits. These were £50 million in 1993 rising to £112 million in 1995 (more than one sixth of the RBS total). Customer numbers soared from 500,000 in 1991 to 2.5 million in 1995. Less than a decade after its launch, Direct Line had overtaken Eagle Star to become the number one seller of motor insurance in the UK. At a time when the bank was still recovering from the toxic soup of the late 1980s lending spree, this was a massive fillip. By 1993, the City was already valuing Direct Line at £1.2 billion and investors were urging Mathewson to sell it off. However, Mathewson insisted it was not for sale, describing it as a ‘core part of the Royal Bank group looking forwards’.2


Rival insurers, including Eagle Star, jumped on the direct-to-consumer bandwagon in the mid 1990s. They managed to steal some of Direct Line’s customers and its profits shrank to £26 million in 1996, causing the Royal Bank share price to suffer. Some analysts were pleased that RBS, which had been boasting that Direct Line was immune to the so-called ‘insurance cycle’ – a boom-and-bust cycle in the insurance sector – had got its comeuppance. In 1996, one analyst said, ‘Direct Line turned out to be a typical, cyclical general insurer and, as soon as rates came off and claims went up, the P&L crunched from £126 million to £26 million in a year and RBS got de-rated again.’


The bank’s management, led by Mathewson, was reluctant to acknowledge any of this. Indeed it’s fair to say bad habits set in around this time. The bank’s board of directors developed a habit of treating investors’ criticisms and recommendations – however legitimate – with disdain. Direct Line, which also suffered because of losses on its investment portfolio, sought to disguise the damage by diversifying into other types of insurance, including life and home insurance, as well as other financial services products.


When Wood walked away in 1997, the bank was obliged to buy him out for an additional £24 million, causing further criticism from unions, politicians, the media etc. However, Wood argued that if he had created a business as successful as Direct Line in the United States he would be worth billions, not millions. The business remained an enduring part of the group for many years, with a proposed disposal in April 2008 scrapped after bids fell below Goodwin’s £7-billion target. The business was later sold off for about £2.3 billion via a series of stock market flotations at the European Union’s insistence. For his part, Wood regrets that the preoccupation with his pay has obscured what he actually achieved with Direct Line.


Mathewson acknowledges that, without Direct Line, Royal Bank of Scotland would have had less breathing space to implement Columbus and might have gone under or been taken over in the early 1990s. Speaking at Wood’s leaving do in 1997, he thanked Wood for helping the bank retain its independence.3 Wood joked that the bank ought to erect a statue of him outside its registered office at 36 St Andrew Square. If that were to happen, Wood would be competing for space with the equestrian statue of the former Royal Bank of Scotland governor and Peninsular War hero, John Hope, 4th Earl of Hopetoun.


In 1995, Royal Bank of Scotland again showed that it was more willing to think outside the box than its larger, more staid banking peers when it formed a £40-million joint venture with Tesco, whose chief executive, Terry Leahy, had only just taken over after Tesco’s earlier relationship with NatWest disintegrated. Tesco split with NatWest after the English bank refused to offer a full suite of financial products under the Tesco name for fear of cannibalising its own business. Given its own experience and understanding of multi-branding, RBS was less fearful about this sort of thing. Tesco Personal Finance was launched in July 1997. This came just five months after Sainsbury’s Bank, a joint venture between Bank of Scotland and J Sainsbury, had become the UK’s first supermarket bank when it launched in February 1997.


Inspired by Foundations of Corporate Success,4 a 1993 book by John Kay, Mathewson believed the bank should have an identifiable competitive advantage in everything it did. In the book, Kay argued that companies can derive competitive advantage from the creation and exploitation of distinctive capabilities across a portfolio of brands.


Mathewson sought to put this into practice by turning RBS into a financial supermarket in its own right. By the mid to late 1990s, it was trading under a range of brand names, including Royal Bank of Scotland, Royal Scottish Assurance (an ill-fated joint venture with insurers Scottish Equitable and Scottish Widows), RBS Advanta, RoyScot, Direct Line, Tesco Personal Finance, Virgin Direct, Linea Directa and Citizens. There were parallels with the detergents market, where multinationals Procter & Gamble and Unilever have been slapping a range of brand names on similar formulations of soapsuds for years. There are also parallels with how Volkswagen segments the car market, selling vehicles with similar chassis and engines under different marques, including VW, Audi, Seat and Skoda. Other bankers and sell-side analysts were sceptical. To some, it smacked of opportunism – to others, lack of focus. But Mathewson strongly believed a multi-brand approach made sense partly because it enabled the group to win new customers without alienating existing ones.


One ex-RBS insider says, ‘One of George’s principles in retail banking was to go for the soft underbelly of the big four banks. As a small newly launched player like Virgin, Tesco or Direct Line, you can be in the upper echelons of the best-buy tables. The multi-brand approach enabled RBS to compete on the front book without cannibalising the back book. If you’re NatWest and Barclays there is no way you can win enough new business to make up for the customer losses you’d suffer.’ A bank’s ‘back book’ is its existing savers and borrowers who are locked in to specific interest rates; its front book is its new customers who can be lured in with ‘teaser’ rates. Mathewson also believed it would be very presumptuous of the bank to impose the RBS brand on people who had chosen to bank with acquired businesses. He used to tell colleagues, ‘We should let the customers decide.’ A multi-brand approach also enabled the group to diversify its reputational risk – it meant that, if one brand became tarnished for any reason, the damage might be contained.


The multi-brand approach was bearing fruit. In January 2000, the bank confirmed that it had effectively doubled its personal customer base in seven years, growing customer numbers from four million in 1992, to eight million in 1999. Reminiscing about the glory days of the 1990s in a valedictory interview with The Herald in April 2006, Mathewson said, ‘All of these things [Citizens, Direct Line, Tesco etc.] contributed to us, for several years, being the fastest growing bank in Britain from a situation where we were frankly in the crap. We got to this point where we were making a billion pounds (in annual profits). We were the first Scottish company to ever make a billion pounds.’5
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Financial engineering


George Mathewson and his radical band of brothers did not stop at upending the retail banking and insurance arms of Royal Bank of Scotland. From 1991 onwards, they also set about completely overhauling the bank’s approach to corporate lending, as well as the still nascent area of investment banking, which in Britain was traditionally known as ‘merchant banking’. They did this by embracing a similar approach to that which was being tried in retail banking – segmenting the customer base, centralising decision-making, enhancing risk management, and then proactively ‘cross-selling’ higher-value financial services to customers who already had a current account, or some other basic low-margin product, with the bank. In a strategy paper issued in June 1991, the bank had said one of its key goals was to ‘capture the entire banking business of the typical personal customer’; to ‘increase market share among sophisticated corporates’; and to ‘put in place the culture, internal structures and delivery channels to target and manage the relationships with corporate and personal customers’. Critically, Mathewson also said the bank would ‘enhance the quality of the risk-assessing process and explicitly link this to the assessment of risk and reward’.1


In a speech to a conference at the Royal Lancaster Hotel, London, in October 1991, Mathewson conceded that the banking sector was in dire straits but insisted that cost cutting alone was no route to salvation. He wanted the bank to focus on growing the profit it could earn from each customer through ‘a more targeted definition of the customer base; a more intimate knowledge of the customer base; and a more careful monitoring of the customer base. These imply heavy investment in technology and “smarter” ways of working.’ He added that essential ingredients in his turnaround strategy included ‘an avoidance of the temptation [to be diverted from the long haul] by newly fashionable trends or apparent “sure things” – particularly when these seem to offer a large and apparently easy increase in the size of the loan book.’


The first division to put the new ethos to the test was the newly created Corporate and Institutional Banking Division (CIBD). This business was formed when the bank’s existing corporate and institutional clients – those with annual turnover of in excess of £20 million – were lifted out of the branches and transferred to a new business unit centred in London but with operations in Manchester, Glasgow, Edinburgh, New York, Hong Kong and Singapore. In its first few months, CIBD was led by John Barclay. Barclay, who formerly ran the bank’s New York office, hired Tim Goode from Midland Bank to bolster the bank’s London-based treasury and capital markets business, taking it to over 100 people.2 It wasn’t long before Mathewson hired his own man, Iain Robertson – who had succeeded him as chief executive of the Scottish Development Agency – to run CIBD, with Barclay being shunted upstairs to the deputy chief executive role. The Financial Times said, ‘Robertson is moving from County NatWest, where he is deputy chief executive and group finance director . . . This means that the Royal Bank will now have two former chief executives of the Scottish Development Agency in its top ranks.’3 Mathewson and Robertson knew each other well, having collaborated in the 1980s, notably on an audacious public–private rescue of the Weir Group, which involved risking government funds to underwrite a rights issue for the troubled Cathcart-based pump maker.


After a law degree at Glasgow University and training as an accountant with Peat Marwick, Robertson joined the civil service in 1972, working in both the industry and energy departments in Whitehall. He returned to Scotland in 1978 to take a senior role in St Andrews House, the civil service headquarters in Edinburgh. Known as ‘the Bald Eagle’ by Scottish Office colleagues because of his pronounced cranium, Robertson became director of Glasgow-based Locate in Scotland, a public body that aimed to attract multinational corporations to ‘Silicon Glen’ or elsewhere in Scotland. He steered it through something of a purple patch in the mid 1980s, enabling successive Conservative Secretaries of State for Scotland – George Younger and Malcolm Rifkind – to trumpet a string of job-creation stories.4 After a not entirely happy spell as Mathewson’s successor as chief executive of the Scottish Development Agency between 1987 and 1990, Robertson moved to the City where he worked as finance director and deputy chief executive of County NatWest, a subsidiary of National Westminster Bank. When he got the call from Mathewson, he was delighted to leave County NatWest as it was still traumatised by the fallout of the ‘Blue Arrow’ affair (a scandal involving the cover-up of a failed issue of new stock which happened before he arrived).


From CIBD’s office in Birchin Court just behind the Bank of England, Robertson embarked on ambitious plans to reinvent the bank’s approach to corporate banking. Soon after arriving, he conducted a survey of the bank’s top 200 customers, with a view to establishing how profitable they were for the bank. Robertson recalls, ‘The research showed that only about 40 or 50 of the top 200 customers (20–25 per cent) were profitable. The rest were either on the margin of profitability or loss-making.’ The survey also revealed that RBS was seen as ‘a plain vanilla bank’ by corporate customers. This meant it was seen as competent at providing basic needs like overdrafts and shortterm loans but, unlike other banks such as Barclays, Chase Manhattan, Deutsche Bank or JPMorgan, it was not trusted to provide longer-term finance or complex financial engineering. ‘We had some good people but were bereft of the products that customers actually wanted,’ admits Robertson.5


Robertson and his colleagues pored over the balance sheets of major corporate customers in order to gain an understanding of their likely future financial needs. ‘Over the next three years, we put in place a whole range of new products, we changed the whole way we operated, we retrained every relationship manager so they were better able to understand customers’ needs,’ said Robertson.6 He also dramatically enlarged his division’s product range by hiring additional talent to spearhead its growth in specific market niches. New joiners during the 1990s included: Brian Crowe, a small, slight, studious man who subsequently took holy orders, from Chase Manhattan (derivatives, treasury and market risk); Christopher Elliott from S.G. Warburg & Company (loan syndication); New Zealander Tom Hardy from Deutsche Bank (project finance); Iain Houston from Johnson Matthey and Charterhouse (structured finance); pugnacious, deal-making Scot Leith Robertson from Bank of Scotland (leveraged finance); and Johnny Cameron from Kleinwort Benson (fixed income). Leith Robertson, a high flyer in the growth market of funding private equity and management buyouts, stood out in that his arrival broke a centuries-old taboo on Bank of Scotland executives jumping ship to join RBS.


Iain Robertson said the process of training them taught him a lot about CIBD’s staff. ‘We had a lot of bright people who were very competent but, when you trained them and gave them the new skills, you could see them flowering. We ended up providing a lot more financing to customers, we started offering more risk and interest-rate hedging products for the customer base and we became a lot more profitable very quickly.’7 For Robertson, it was all about building relationships based on mutual trust.


The Corporate and Institutional Banking Division was less hide-bound by convention than many of the established banks and was not afraid to become involved in innovative ventures and partnerships. One example was Priority Sites, a joint venture with the government-backed urban regeneration quango, English Partnerships. Launched by Deputy Prime Minister John Prescott in October 1997, Priority Sites sought to develop speculative industrial and commercial floor space in more run-down areas that were shunned by traditional developers. The venture, which was 51 per cent owned by the bank and 49 per cent by the public sector, had completed 30,000 square metres of workspace across England by early 2001 and had a substantial ongoing programme of over 150,000 square metres of space in the pipeline. The bank initially injected £40 million.8


To aid transparency, team-building and cross-selling, RBS started to move all its corporate and institutional businesses into 175,000 square feet of modern office space at No. 2 Waterhouse Square in spring 1994. In a development behind the old Prudential Assurance Building, on Holborn, the new premises could house 1,200 staff and incorporated a 250-position dealing room. Robertson says, ‘We brought five disparate parts of corporate banking and treasury all together in the one place and we actually found that people talked to each other. We did quite a lot of business on the back of that.’


The bank was aiming to ratchet up its position in treasury, including foreign exchange trading and derivatives, but only for the purposes of serving customers’ needs. ‘Our aim is to sell more treasury products into our well-established customer base who in the past may not automatically have turned to us for treasury services,’ a Royal Bank spokesman told FX Week. ‘It’s an investment in the future.’9


One of the highlights of Robertson’s year was an annual lunch, hosted by the bank’s chairman George Younger in the RBS offices in Lombard Street and then Waterhouse Square, for around a dozen Greek shipping magnates. Royal Bank was also a major lender to the sector, mainly financing tankers and cargo ships. ‘It normally ended in a major argument among the Greek ship owners. They just argue full stop. They would disagree on anything and everything,’ recalls Robertson. ‘And they weren’t capable of quiet disagreement – there was always a lot of waving of arms and raising of voices. George Younger was brilliant at calming them down and telling them to get back to running their businesses.’


One corporate customer with whom Robertson enjoyed a good relationship was John Ritblat of the commercial property company British Land. ‘He understood relationship banking better than most relationship bankers,’ says Robertson. ‘I probably met him twice a year and it was always a delight. He has such a breadth and depth of knowledge and experience, it was always intellectually challenging.’


A relationship with Enron, the Houston-based energy giant which went bust on 2 December 2001, was less fulfilling for the bank. Like dozens of other international banks, the Royal Bank of Scotland was enticed into Enron’s financial hall of mirrors by the prospect of turbo-charged profits from a string of essentially bogus deals during the late 1990s. Between 1997 and 1998, RBS helped Enron facilitate fourteen structured-finance deals, three of which involved a power station in Teesside, that enabled Enron to conjure up fraudulent income and bury billions of dollars of debt. Royal’s relationship with the Houston-based energy giant was, for a while, extremely lucrative, but it ended up costing the bank £200 million in bad debts – which, Robertson says, is the biggest loss he has ever made in his career – as well as a fortune in legal fees. Robertson claims that he had no idea that Enron’s finance director, Andrew Fastow, who was later jailed for ten years, was a crook or that the structures to which RBS was lending were a sham. ‘To be defrauded by someone like that, I just found it impossible to take. They basically had been lying for a long time,’ Robertson said, adding, ‘I met Fastow in London probably in about mid 2000. He wanted to come and see who the new people were because he had had a long relationship with NatWest and Gary Mulgrew, David Bermingham and Giles Darby [the so-called ‘NatWest Three’, investment bankers who were jailed in the USA for alleged fraud] who had left and he hoped the new people would actually meld in as well as those three had melded in.’10


Under Robertson, the bank also pulled out of asset management and investor services. In asset management, it sold its underperforming Capital House business to Newton Investment Management in stages between 1994 and 1998. In investor services, it sold RBS Trust Bank to the Bank of New York for up to £400 million in 1999. Richard Greensted, editor of Scrip Issue, the leading news, analysis and information website for the global investor services industry, says that RBS Trust Bank seems to have been a slapdash operation. ‘They were pitching for new business, and talking up their operations, at the same time as breaching regulations left, right and centre.’ The business received a string of fines from the Investment Management Regulatory Organisation (IMRO) in the late 1990s for what Greensted describes as a ‘rather relaxed method of accounting for client assets’.11


Just as he was making an exit from fund management, Robertson was getting into railways. In December 1997, RBS acquired the train and rolling-stock leasing company Angel Trains from Guy Hands’ Nomura Principal Finance Group, for £395 million. The government of Prime Minister John Major, who had won the 1992 election, created three Rolling Stock Operating Companies (ROSCOs), as part of its privatisation of British Rail in 1994. The private equity arm of the Japanese bank Nomura had done very nicely out of Angel Trains – following some fancy financial footwork, it had extracted £440 million in profit in four years. ‘We had a sense there were other things we should be doing and decided we should be doing more with asset finance. In my view, banks are properly designed for asset finance – done properly,’ said Robertson.12 ‘We were up against NatWest in the bidding for it. We won because we were more nimble and were willing to work through a night and come to a conclusion. At the far end, I think RBS made well over £1 billion in profit when we sold Angel Trains five years ago. I still haven’t got my bonus from that!!’13


Aside from the mishaps with Enron and the debacle in asset servicing, Robertson’s CIBD – underpinned by a seriously enlarged treasury function – was a major success during the 1990s. Within 18 months of Robertson’s arrival, CIBD was contributing half of Royal Bank of Scotland’s group profits. Its profits surged from £67.7 million in 1992 to £129.7 million in 1993 (the RBS group profits rose from £0.4m to £253.8 million over the same period).14 By 1996, the division was making at least £250 million of the wider group’s pre-tax profits of £602 million. One of Robertson’s goals on joining had been to ensure that, within five years, RBS was considered ‘a top two relationship bank’ by each and every one of its major corporate customers, and it was a goal RBS achieved. Robertson says, ‘I strongly believe this was because we ensured the customer always came first. We weren’t in the business of taking huge proprietary risk on our own book – full stop.’15
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Wings spread


The first time the Royal Bank of Scotland chartered an executive jet was in mid December 1988. Four of its top brass – chief executive Charlie Winter, strategy and development director George Mathewson, group secretary Miller McLean and senior manager of group strategic planning Frank Kirwan – were crossing the Atlantic for a ceremonial dinner in Providence, Rhode Island. The event was to celebrate the completion of the purchase of New England-based bank Citizens Financial Group, the final flourish in a deal-making process that had started about 18 months earlier. It was to be the first of 30 acquisitions RBS made in the United States over the next 16 years.


As the executives ate their in-flight breakfast soon after leaving Edinburgh Airport, Winter, a modest man who would never normally have dreamed of travelling by corporate jet, joked, ‘The question isn’t whether we get one of these things – the question is what standard of in-flight catering we choose!’ Being a relatively parsimonious and Calvinist Scottish bank, the plane they had chartered lacked the range to make it across the Atlantic in a single flight so they had to break their journey in Iceland to refuel. Winter lit up his first cigarette just after take-off and continued to chain-smoke all the way. He had difficulty getting back through security in Reykjavik Airport because the scanners kept picking up the silver foil in the many packets of cigarettes he had secreted away in his suit pockets. As they neared their destination, Providence’s T.F. Green Memorial State Airport, the tiny jet passed through a powerful thunderstorm and had to divert to New York. During the tempest, Winter carried on chain-smoking inside the aircraft’s tiny cabin and, when Kirwan, Mathewson and McLean disembarked, they were coughing and spluttering. ‘We passively smoked our way across the Atlantic!’ says one of the passengers. ‘The first thing I did was take my suit to the dry cleaners.’1


In a speech given at a signing ceremony in Providence on 16 December, Mathewson said he saw great cultural similarities between Citizens and Royal Bank, ‘We were attracted by what Citizens is – a financial organisation with an ethos and a thirst for controlled growth that matches our own.’


Winter first entered talks with Citizens chief executive George Graboys, described by one of the Royal Bank people as ‘a risk-averse community banker’, about a possible deal in June 1987. The planned takeover was formally announced on 29 April 1988, with Royal committing to pay $440 million (£235 million), in cash for Citizens which, at the time, had two branches in Rhode Island and 30 loan offices across New England. Citizens had grown its total assets by nearly 37 per cent over the previous two years, to $2.6 billion by the end of 1987. Its profits had not quite kept up, growing by 35 per cent over the same period to $43.6 million.


Royal Bank decided that it trusted Graboys and allowed him and the Citizens management team to run the bank pretty much as they saw fit, giving them a degree of autonomy that was surprising given the torrid experience other UK banks had had in America. In an interview with The Providence Journal four months after the deal was completed, Winter made it abundantly clear that the Royal Bank was giving Graboys a largely free hand. Only three RBS directors joined the Citizens board and they attended meetings in rotation. The most stringent form of oversight that was introduced by Royal Bank was the secondment of trusted bean counter Grahame Whitehead as Citizens’ financial controller – his role was to ensure that the American bank’s internal accounting processes were ‘aligned’ with those of the Royal Bank.


Haunted by memories of Midland Bank’s disastrous takeover of Crocker National Bank and suspicions that Royal Bank was paying over the odds for an underwhelming US bank towards the fag end of a bull market, analysts made no secret of their displeasure. The job of the analysts, so-called ‘City scribblers’, is to scrutinise quoted firms – poring over balance sheets, assessing the figures, kicking tyres, being alert to banana skins and quizzing the management in an attempt to hold them to account. Employed by stockbroking firms, investment banks and asset management firms, they produce detailed research reports on quoted firms, giving investors reasons to ‘buy’, ‘hold’ or ‘sell’ the shares. Arguably, this relatively small group (no more than about 20 or 30 analysts follow the average company) have the power to make or break a management team.


And, in the late 1980s and early 1990s, the bank analysts were pretty sceptical about RBS. They didn’t like the Citizens purchase much in the first place so, when Winter told them he was going to compound the error by buying additional banks in the US, they were reaching for the smelling salts. And Royal Bank rode roughshod over analysts’ concerns. In May 1993, it was paid – yes, RBS was paid – $48.9 million to take ownership of New England Savings Bank, in New London, Connecticut, by Connecticut banking regulators. The previous month, Citizens paid $95 million to buy Boston Five Bancorp, which it had to shore up with $100 million of fresh capital. According to the Associated Press, Mathewson admitted that Royal had paid too much for Citizens at the top of the market and the Associated Press banking correspondent concluded that ‘some bank analysts call the strategy brilliant, some call it stupid and others say they’ll wait and see whether it works’.2


Between 1988 and 2000, Citizens Financial chief executives George Graboys and his successor, Lawrence K. Fish, who took the reins on 30 September 1992, bought 19 other American banks. These included: UST Corporation, Neworld Bancorp and Boston Five Bancorp (in Massachusetts); Old Stone and Bank of New England (in New England); Old Colony (in Rhode Island); First New Hampshire (in New Hampshire); and New England Savings (in Connecticut). The takeovers – which became easier following deregulatory changes in the United States that permitted American banks to open branches outside their home state from about 1996 – multiplied RBS’s exposure to retail and commercial banking in the United States by a factor of ten. Royal Bank of Scotland added $21.24 billion in assets and 353 branches to the $2.6 billion in assets and 30 branches it had acquired with Citizens Financial in December 1988. Each was bolted on to, and rebranded as, Citizens.


RBS was a beneficiary of the savings and loan crisis of the late 1980s and early 1990s. In the USA, savings and loan (S&L) associations, also known as ‘thrifts’, are community-based organisations for savings and mortgages, which are similar to UK building societies. A relaxation of regulation under President Ronald Reagan in the 1980s, which was intended to make S&Ls more competitive, ended up nearly scuppering America’s S&Ls. The sector became a cesspool of fraud, crime, corruption and fraudulent lending. The management of many S&Ls prioritised self-enrichment over sustainability. When the Federal Reserve chairman Paul Volcker raised US interest rates, the S&Ls’ house of cards came tumbling down and 747 thrifts failed or needed to be bailed out. But RBS saw this as an opportunity. US bank valuations were bombed out in the early 1990s and Graboys and Fish used funds from RBS to become bottom fishers, picking up wounded US financial institutions on the cheap.


Analysts were displeased partly because, in the early 1990s, the return on equity from US banks was 10 per cent – much less than the 25 per cent that was available from the UK, where higher returns were largely the consequences of weaker competition and more apathetic and gullible consumers. The City would have far preferred that Royal focused on taking advantage of that than on Stateside adventurism. Investors were also concerned about the RBS’s declining profitability – its profits (before exceptional items) dwindled from £336 million in 1989 to £241 million in 1990, to £76 million in 1991 and to £61 million in 1992 – mostly as a result of legacy issues from its 1980s lending spree. To most analysts, RBS’s American adventure did not just seem counter-intuitive – it seemed positively perverse.


According to Simon Samuels, a banking analyst at Barclays, who has followed the banking sector since the early 1990s at various securities brokerages including Salomon Smith Barney, RBS had offended analysts by completely ignoring their strategic preferences. In particular, they questioned Mathewson’s refusal to pay any heed to the highly successful UK-centric approach favoured by Brian Pitman, the chief executive of Lloyds Bank. Samuels said, ‘The view in the early 1990s was that focused simple banking was a good thing and that sprawling empires around the world and exposure to corporate banking were a bad thing. But RBS was very much in an anti-Pitman mind-set. They believed in building an empire, they developed a US business out of nothing and they trumpeted and promoted their market share in corporate banking as a good thing. George Mathewson was a bit of a corporate buccaneer. He was the anti-Pitman banker.’3


Royal Bank’s European strategy was less buccaneering but no less unpopular with the City scribblers. At heart, the bank wanted to ensure it was ahead of the pack when the single European market took effect on 1 January 1993. The European Economic Community planned to create a single borderless market of 325 million people across the 12-nation bloc, with the expectation that tax and labour laws would be harmonised and a single currency and European central bank would be created soon afterwards. Between 1988 and 1991, businessmen and financiers across the political bloc were salivating about the opportunities the single market would throw up, while also being nervous of the risks if they stood still. It spawned a thousand conferences. In banking, the conventional wisdom was that ‘1992’ would spark a frenzy of bank mergers, which would culminate in there being only seven large banks left in Europe. And Mathewson wanted RBS to be one of them.


Speaking in 1989, Mathewson said, ‘The single European market is a potential force for the greater good for the wider world as well as for its own citizens. It should make Europeans wealthier, bigger consumers, and European companies more robust . . . [but] the internal evolution of the market must be along liberal competitive lines, rather than heavily regulated ones or many of the potential benefits will be frittered away.’4 He also warned that if sterling were to stay out of single European currency the British currency would become an irrelevance and ‘the consequences would be calamitous for the financial sector in Britain, in London and Edinburgh both’.5


In the hope of striding ahead of other banks as banking consolidated, RBS went in search of a European partner bank. Specifically, the board decided it wanted to do a deal with a long-term strategic partner that would be prepared to take ownership of the 16 per cent stake in RBS that was then owned by the Kuwait Investment Office (KIO). Having owned this stake since 1982, KIO wanted out and this was causing nervousness at the top. The board’s fear was that if the KIO stake ended up in the wrong hands (say, of an aggressor like Lloyds Bank) Royal Bank would once again find itself vulnerable to takeover.


Instructed to focus on Spain, which had joined the EU two years earlier, senior manager of group strategic planning Frank Kirwan soon identified three banks – Banesto, Banco Popular and Banco Santander – as possible partners. But Santander got in touch with Royal Bank about a possible partnership before Kirwan had even picked up the phone. Kirwan and Mathewson hopped on a plane to Madrid for a meeting with Santander’s executive vice-president Juan Rodríguez Inciarte. The meeting got off to a good start and, towards the end, Mathewson flagged up the possibility that some or all of the Kuwaiti stake might be available. Inciarte – who had joined Santander from Midland Bank España in 1985, having previously worked for Chase Manhattan in London – bounded across the table saying, ‘Yes, yes we are interested – we should go and meet the chairman.’ That evening, Mathewson and Kirwan met Emilio Botín, the third generation of Botíns to run Banco Santander, who had become chief executive only three years earlier. Again the chemistry seemed good and he was positive about the possibility of a deal.


On 3 October 1988, the Royal and Santander were ready to unveil their strategic alliance. The multifaceted deal included: cross-shareholdings between the two banks; directors of each bank sitting each other’s board (RBS chairman George Younger and non-executive director Ian Grant on the Santander board, Emilio Botín and his brother Jaime on the RBS board); and a commitment to collaborate on joint ventures and other opportunities. While Santander bought a 9.9 per cent stake in the Royal Bank (which left the KIO with a 6.1 per cent stake), it granted all voting rights to the Royal – a major positive for the Scottish bank as it gave it some protection from takeover and lessened the chance of successful shareholder revolts. Meanwhile, RBS bought a 1 per cent stake in Santander. Unsurprisingly, the arrangement went down badly in the Square Mile. Investors and analysts saw it as cosy stitch-up that protected management and undermined shareholders’ democratic rights.


Unveiling record half-year profits of £171 million, which were bolstered by reckless lending into the property and house bubble of the ‘Lawson Boom’, Winter enthused about the Santander alliance. On 3 May 1989, he told analysts that the two banks were already making ‘impressive progress’ on franchising links, cross-continent cash machines and joint corporate services.6 However, Kirwan says that the alliance never really blossomed as Royal Bank had hoped. ‘The ability of RBS customers to put their cards into Santander cash machines to get out pesetas was the most tangible achievement. But neither the joint venture into the Spanish mortgage market for ex-pats nor the notion of serving RBS clients from Santander branches ever really got off the ground.’7 But the alliance did bring other benefits. It opened the eyes of the Edinburgh-based bankers, who had been somewhat cloistered in their St Andrew Square headquarters, to banking developments elsewhere. It gave them a sounding board. And it gave them a deep-pocketed and loyal partner which would team up with them on some major deals in the years ahead.


Simon Samuels believes that Royal Bank of Scotland drew the wrong conclusions from the success of its US and Spanish adventures. He says, ‘A recurring theme at RBS was that it was a rebellious and contrarian bank. This was both the making and the breaking of it. By the late 1990s, RBS was beginning to get some credit for its contrarian strategy and that fuelled George’s and Fred Goodwin’s egos, tempting them to think that, whatever the City consensus was, they could do the exact opposite. They took it as proof that, if they were to bet black and everybody else had bet white, black would always come up.’8 There was also an element of ‘Wha’s like us? Damn few and they’re a’ deid’ creeping in at the top of Royal Bank in the 1990s, with some ex-insiders claiming the swaggering self-confidence was bolstered by the psychological effect that the film Braveheart, released in May 1995, had on the Scottish national psyche.


One former senior insider believes Mathewson paid insufficient attention to the extent to which the positive economic backdrop of the 1994–99 bull market had contributed to the Royal’s success. ‘In banking, there was a big following wind throughout the 1990s and this, arguably, bred some complacency. With hindsight, one of George’s less brilliant ideas was to run the bank in a very highly geared way [that is with a weak capital base, a high degree of leverage and a dependence on wholesale funding markets]. George felt that all the Columbus changes in risk management had made the bank invulnerable.’
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