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  Prologue










  

    

      	

        ‘You have a long time to regret it if you don’t get it right.’


      

    




    

      	

        Fred Goodwin, 7 June 2004, Businessweek


      

    


  











  

  During the boom years, at the beginning of the century, the Royal Bank of Scotland chose an advertising slogan. The words were emblazoned in large

  letters on billboards at airports, used in television campaigns and appended to mountains of marketing material selling mortgages, insurance and investment products. RBS, the adverts promised,

  would ‘Make It Happen’. The phrase was chosen by the then chief executive Fred Goodwin for several reasons. It not only informed customers that RBS stood ready to help if they were

  minded to make it happen – whether ‘it’ was moving house, insuring said house, expanding a small business or trading billions on the financial markets in complicated products. It

  was also intended to encapsulate Goodwin’s ‘can-do’ determination to build a bank that could take on the very best in the world. All that activity eventually resulted in RBS

  becoming, briefly, the very biggest of all, just at the moment when being the biggest was the last thing a sensible bank should want to be. Fred Goodwin and his senior colleagues were true to their

  word, albeit not quite in the way they originally intended. They really helped to make it happen.




  The collapse of the bank they ran in October 2008 was not just a corporate catastrophe for those who worked at RBS, or owned shares in the company. It also presaged a severe and sustained

  downturn in the economy that has had adverse consequences for the prosperity of Britons. In January 2013, five years into the crisis, the UK economy was still 3.4 per cent below its pre-slump peak.

  The living standards of millions of families have declined.




  Of course, in the crisis of 2007 to 2008 RBS was not the only British institution to need rescuing. Plenty of others got into difficulties – HBOS, Northern Rock, Bradford & Bingley.

  All had to be bailed out or sold, and even the institutions that did not have to be nationalised – taken over by the taxpayer – relied on forms of special support and loan facilities

  from a government desperate to keep the banking system alive. RBS is a special case, however. Its blow-up was the largest and most spectacular of the lot. When it arrived at the point of failure,

  the government had to buy £45.2bn of RBS shares and offer many billions more in credit facilities to prevent the bank’s collapse. The rescue dwarfed the packages needed for the other UK

  banks.




  The damage done by the crisis goes well beyond simple lost economic capacity. The egocentrism and greed of the ‘good’ years and the trauma of the downturn that followed have so

  widely shaken confidence in the basic precepts of capitalism that it is common to talk of it being in crisis. In this way, our reckless past, troubled present and precarious future are bound up in

  the incredible story of how a previously modest, Presbyterian, cautious Scottish institution ended up with a balance sheet of almost £2 trillion just when the boom went bust.




  Goodwin himself is not an obviously stupid man. But if the former RBS boss had wanted to make himself the epitome of bad boy bankers, the physical embodiment of the British end of the crisis, he

  could not have done a better job if he tried. His bizarre handling of the aftermath has involved the adoption of an anti-PR strategy in which he offers nothing in the way of

  explanation. He has even used the courts to try to block mention of aspects of his private life. It has done nothing to aid understanding and has guaranteed that Goodwin be treated as the pantomime

  villain, a target at which anger over what happened can be channelled. Early on, there was the darkly comic awfulness of his public appearances in front of a parliamentary committee and at the RBS

  Extraordinary General Meeting held to approve the terms of the government bailout. He apologised for what had happened. He regretted how it had all turned out. He wished he could do something in

  order to make it different. That was all. There appeared to be no proper reflection or reckoning. ‘For Fred to admit he had got something, anything, wrong, that would be incredible,’

  says a former member of his management team. ‘If you were to say to him when something had gone wrong, I saw you do it wrong, I know you did it, Fred would say no, that’s not how it

  was. He is like a little boy who never admits mistakes.’




  Former colleagues, friends and enemies all testify to his considerable abilities. Certainly, he did not rise each morning looking for ways in which to ruin the bank he ran and destroy his own

  reputation, while inflicting epoch-defining damage on the UK economy. So what on earth did he think he was doing? Finding out is not straightforward. Goodwin makes no comment in public, lives in

  Edinburgh, draws a pension from the taxpayer-owned RBS (of £342,500 per year), sees a few friends, shoots, repairs vintage cars, tries not to read the newspapers and avoids engaging with

  those who want to question him about his motives, recollections and regrets. ‘He has shut out the world,’ says a friend. His marriage foundered after it emerged that he had an affair

  with a member of staff at RBS in the run-up to the financial crisis. His wife, Joyce, only discovered this when he revealed that it was about to be reported in the newspapers. Everyone knows that Sir Fred Goodwin is now plain Mr Fred Goodwin, but it is rarely mentioned that Lady Goodwin lost a title too when her errant husband was stripped of his knighthood

  in 2012.




  Other than the removal of the Goodwin honour, very few bankers have faced any sanction, which is remarkable considering the scale of the disaster. Johnny Cameron, the former head of the division

  at RBS which oversaw investment banking, was singled out for criticism in an investigation by the Financial Services Authority (FSA). Cameron is not allowed to take up any full-time position in the

  City. Peter Cummings, a former banker at HBOS, another bank that got out of control, has been fined by the FSA. Bob Diamond was forced out of his post at Barclays, over the interest-rate-setting

  Libor scandal, which is only indirectly related to the crisis. Belatedly, Sir James Crosby of HBOS lost his knighthood. A few others have been forced to stand aside from their jobs, and that is

  pretty much it. At the time of writing, no one has gone to jail.




  In the last five years there have been various studies and reports undertaken by MPs, peers and public bodies, dealing with particular aspects of the crisis. Incredibly there has not been a full

  report into RBS, although it is a common misconception that there has been, mainly because the FSA published a 450-page document called ‘The failure of the Royal Bank of Scotland’. The

  reality is that the FSA did not investigate the company. It investigated Johnny Cameron to establish whether or not he should face any action and then, when the government applied pressure for

  more, widened the scope a little, rebadged the findings and issued it as a sober-looking tome. There is very interesting material within its pages but several of the main characters at the top of

  RBS were not even interviewed, and several others received only the lightest of grillings. Another substantial chunk of the report involves the results of an investigation the FSA instigated into

  itself. The document is hardly a complete account of what happened.




  I became fascinated by these omissions and contradictions in the British response to what had been a national economic disaster on a grand scale, and by the inadequacy of

  many of the explanations. How and why had Fred Goodwin, his senior colleagues at RBS, other financiers and the political and regulatory class got Britain into this mess?




  Goodwin himself has intrigued me ever since I encountered him fleetingly when I was editor of the Scotsman newspaper in Edinburgh for three years, from 2001 to 2004. I shook his hand a

  couple of times at social events, then observed him work the room, and listened over lunch as awestruck people who knew RBS whispered horror stories about the chief executive’s behaviour. As

  an innately sceptical journalist I actually found all this rather baffling and struggled to square his image as a coming titan of finance with the strangely unimpressive, slightly geeky figure in a

  Royal Bank of Scotland corporate tie and sober suit.




  The public-spirited thing for Goodwin to do would be to donate himself to the psychology department of a decent university in order that academics could run years of detailed tests. He is a

  study. Had he really terrified some of his staff into submission as it is claimed? Yes, some. ‘Fill in the complaints book on your way out of the door,’ he told one executive who had

  been eviscerated in his office. ‘He had what he called Fred’s black book for executives who had displeased him,’ says a colleague. ‘He liked to say that if your name was

  written in the book in pencil you were on the borderline. If it was written in ink you were well and truly fucked.’




  Yet, although his nickname was ‘Fred the Shred’ he seems to have fired hardly anyone personally at a senior level. There was little swearing, and not much shouting, as he preferred

  destruction by logical deconstruction and biting sarcasm. Were fully grown men (they were almost all men) – such as those on the RBS board whose job it was to oversee his tenure –

  really reduced to shaking wrecks by this and unable to speak up? Of course not. Many of them were experienced and extremely wealthy individuals who did not need the money and

  had no reason to be afraid. It is simply not credible that they were too scared to urge restraint. Something else must explain their inaction, and I wanted to find out what.




  Some in the management team admit to having been frightened, although most developed strategies to cope with his unorthodox approach while taking the money. ‘You have to understand,’

  says another of his closest collaborators, ‘that Fred had no interest in or understanding of ideas, even though he was gifted and had sharp insights into how to solve a problem in a deal or a

  proposal. So you proceeded mainly according to the goals and targets that were set for you and tried not to get tripped up, rather than thinking of the bigger picture.’




  Another concludes: ‘The job of chief executive wasn’t really done by him in the normal sense of someone trying to strategise properly and see the dangers and opportunities ahead. He

  was obsessed by all sorts of small details and measuring things and all sorts of minutiae and crap in certain parts of the business. He had identical Mercedes ordered so that he was always picked

  up in the same kind of car in Britain. And he had it painted in RBS blue, not the blue that Mercedes offered, but RBS blue. We would spend hours in meetings discussing the wrong things. Colours for

  advertising campaigns, computer systems and targets were what grabbed him. I think he thought that meant he was on top of things when he wasn’t.’




  Goodwin, an accountant by training and not a banker, was fixated on detail. Yet, there was a terribly important and ostensibly puzzling exception. The division of RBS that ended up doing

  most damage in the run-in to the collapse was its investment banking division, and the chief executive had only a very limited grasp of its activities. Apparently this did not concern him until it

  was too late. A supposed control freak didn’t want to know what he didn’t know, until, as we shall see, he smelt trouble and then made belated and insufficient

  efforts to investigate.




  He wasn’t alone in this. Although it was extremely unwise for any ambitious bank executive to admit it, many without a degree in mathematics or a particular kind of investment banking

  background seem to have been ignorant of a good deal about modern banking. When arguing with a drunken RBS executive from the investment banking arm who had questioned his judgement on the

  disastrous bid for the Dutch bank ABN Amro, Goodwin called investment banking ‘your money-making machine’, as though what half the bank he ran did was not his responsibility. In

  contrast, he spent more time on branding and making RBS a global giant. Says a close colleague: ‘What Fred wanted was to get bigger. He was determined that RBS would be bigger than

  Barclays.’




  That the modern Royal Bank of Scotland was only partly Fred Goodwin’s creation is often forgotten. It is impossible to understand what eventually transpired without reference to Scotland,

  and to the man who groomed Goodwin: Sir George Mathewson, his predecessor as chief executive and chairman for more than half of Goodwin’s time in post. The nationalistic Mathewson was not a

  banker. He was an engineer who became convinced that from the ruins of post-industrial Scotland in the late 1970s and 1980s could emerge a bank under his leadership that would lead a national

  reinvention. From the late 1980s he gathered together bright young managers, friends from the government economic development agency he had run and executives from Scotland’s computer

  industry, ‘Silicon Glen’. With them he set about remaking the Royal Bank of Scotland.




  Mathewson’s new notion echoed an old idea. The reputation of the Scots as uniquely canny bankers stretched back three centuries, to when a Scot, William Paterson, had helped found the Bank

  of England in 1694 to lend the money the English government needed to wage continental war. Scotland then established two properly commercial banks serving businesses and

  individuals – the old Bank of Scotland and the Royal Bank of Scotland – when England did not have even one. Mathewson mined his country’s past to forge its future, telling his

  team that there was nothing to prevent an innovative Scotland from creating the best bank in the world. He chose Goodwin to continue his mission.




  Mathewson had begun his extraordinary efforts just as the transformation of modern international finance got under way properly, as banks exploited new technology and grew by lending more and

  trading in innovative ways. Then a generation of politicians and regulators emerged in the UK and the United States to declare that these developments when allied to the rise of emerging economies,

  which increased vastly the potential for trade, meant that there was now a new paradigm, a settled period of rising prosperity or the ‘end of boom and bust’. The intellectual climate of

  the time created a dangerous feedback loop in which top financiers could act as though the good fortune was attributable to their genius – hence the need for them to be given ever-better

  remuneration – while politicians in power could take credit, spend the proceeds and stroke the ego of the financiers they needed to keep delivering growth. Hardly anyone involved paused for a

  moment to ask the old question: what happens when this stops or there is a reverse?




  It was in this exciting climate that a young accountant turned bank executive called Fred Goodwin emerged to run a small but terrifically ambitious bank in Edinburgh. ‘I want us to be

  bigger than J. P. Morgan,’ Goodwin told another banker, referring to the giant of US investment banking. For a few months he got his wish, and then in late 2008 it all – the Royal Bank

  of Scotland, other banks, some of the complex instruments investment bankers had created, the supply of cheap money and the assumptions under pinning the long boom – came crashing down.




  It suits many people at or near the scene of the disaster to make the British end of the financial crisis all about Fred Goodwin. Astonishingly, many who were most

  intimately involved have barely featured in the coverage of the crisis, or have been mentioned only fleetingly and gone on to continue their careers quietly. But Fred Goodwin at RBS did not operate

  alone, like some deluded young rogue City trader trying to make his first millions. Although his monumental management errors and dud decisions produced an end result that was catastrophic both for

  the bank he ran and for the rest of us, others shared his ambitions and collaborated each and every step of the way.




  While this book has the rise and fall of Fred Goodwin at its heart, Making It Happen is not exclusively about him. That would be much too convenient for others who share the blame.

  Rather, it is the story of how an over-mighty chief executive, corporate vanity rooted in patriotic pride and global ambition, misguided management, regulatory failure, and epic political hubris,

  all combined to produce a calamity.




  A member of his management team throughout his reign at RBS – someone with plenty of cause to dislike Goodwin – put it this way when I was beginning my research: ‘When you

  write this book you must tell everything you can about Fred because he has so much to answer for. He led us into the biggest fuck-up in British corporate history. But there is a lot more to it than

  that. We on the management team should have stopped him. We failed, I failed. Where was the board of directors? Where were the big shareholders? Where were the regulators? Where were the auditors?

  Where was the government?’




  Where, indeed. In this book we will find out.




   




  London, July 2013
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  Tuesday, 7 October 2008




  





  

  

    

      	

        ‘You’re in a bit of trouble’


      

    




    

      	

        Lord Myners to Fred Goodwin


      

    


  











  Outside London’s Ritz hotel, a chauffeur-driven S-Class Mercedes painted Royal Bank of Scotland blue sits waiting for Sir Fred Goodwin.

  Shortly after 8 a.m., the RBS chief executive makes his way through the revolving doors of the hotel, walks past the doorman on the steps, emerges onto Arlington Street and gets into the car. The

  London markets are opening for business and it promises to be another turbulent day. Yesterday, Monday 6 October, RBS shares had stood at just 148p when trading finished in the City, meaning that

  in six months of wild fluctuations the price has more than halved. The share price is simply a measurement of what investors – from massive institutions that control our pensions to

  individuals who play the markets – are prepared to pay to own a slice of a company. It is an indicator of a firm’s health, monitored on screens by profit-seeking traders who look at

  moments of crisis such as this for clues as to how ill the patient might be. RBS is about to go into cardiac arrest.




  Pulling away from the Ritz, Goodwin’s car heads north, through Mayfair. The first appointment of the day is a longstanding engagement from which he is unable to

  extricate himself. The RBS chief executive has been booked as one of the first speakers at today’s Merrill Lynch annual banking and insurance conference, being held in a lesser five-star

  hotel, the Landmark, on Marylebone Road. Such events, held in front of several hundred executives and banking industry analysts, are standard fare for chief executives, who usually do a bullish

  presentation on their company’s prospects, take a few questions and then leave. Goodwin also knows the hosts well, the American investment bank Merrill Lynch. That relationship stretches back

  to Merrill’s richly rewarded advisory work on the £21bn purchase of NatWest in 2000 that had made Goodwin’s reputation. Matthew Greenburgh, one of Merrill Lynch’s

  highest-paid dealmakers, had become a trusted counsellor and friend. Anyway, failing to turn up to the conference is not an option. It would suggest panic.




  There is a lot to panic about this morning. For months investors and traders have been trying to rid themselves of shares in banks exposed to the sub-prime crisis, which has its origins in years

  of catastrophically lax mortgage lending in the United States. Merrill Lynch has itself already been swept up in the tumult. Riddled with sub-prime-related problems of its own, it was sold to Bank

  of America in September. Today, the next bank in the line of fire is RBS, a Scottish institution that has grown rapidly to become a global player. Goodwin and his colleagues have waded into the

  toxic swamp of sub-prime and are now stuck, up to their necks. It is not just the share price that is a problem. That is merely a reflection of a more fundamental weakness. The bank is leaking

  money at a phenomenal rate. Just raising the billions it needs every day to keep going has been a struggle for months, and now the situation is deteriorating as large depositors move their money

  out. A major oil firm is the latest to show that it has lost faith in RBS’s ability to survive, suddenly withdrawing more than £1bn in deposits and quietly

  putting the money somewhere deemed safer.




  Fearing that the entire banking system is about to collapse, government ministers and officials have been attempting to work up a rescue plan in collaboration with the Bank of England’s

  governor Mervyn King and the chairman of the FSA Adair Turner. Several senior bankers and lawyers have been drafted in to help. Yesterday evening, Monday, as part of the latest effort to find a

  solution, Goodwin had gone to the Treasury in Whitehall with fellow chief executives from Britain’s other big banks for what was meant to be a private meeting with the Chancellor of the

  Exchequer, Alistair Darling. Goodwin claimed, yet again, that the problem facing RBS was a temporary one of simple liquidity, or cash-flow, attributable to panic in the markets. The underlying

  business was sound, he said. Darling and the senior officials in the Treasury see it differently – as a question of capital, and the banks holding too little of it to cover looming losses.

  RBS is the worst exposed. The government will have to find a way of giving the weakest banks billions more in capital, which will mean the taxpayer owning large shareholdings in the bailed-out

  institutions. Darling is frustrated by the response and is convinced that the bankers, particularly Goodwin, are refusing to face up to the true nature of the problem. The meeting had broken up

  without agreement, and Goodwin retreated to his usual suite at the Ritz, his London base while the Savoy Hotel is refitted.




  News of the Monday evening meeting at the Treasury does not stay private for long. At 7 a.m. on Tuesday morning the BBC’s business editor Robert Peston publishes an account on his

  blog.1 Peston had been briefed late the night before and then again first thing that morning. He knows he has a ‘bloody great story’,

  although he is not prepared for the scale of the sell-off on the markets that his report is about to help trigger. Peston reveals that the bankers who had met with Darling

  were unimpressed; their view is that the government simply does not have a serious plan in place to deal with the crisis and that ministers should get a move on. The message is clear. The bankers

  think that the government does not know what it is doing. This news takes a little time to ripple across trading floors, where already jumpy traders are looking for reassurance that someone is

  going to step in and avert disaster at RBS and the other banks. Now the parties supposed to be sorting it out are squabbling. Cue panic selling.




  Goodwin takes to the stage in the Empire Room of the Landmark hotel at 8.45 a.m. and begins his presentation. As usual his team has commissioned a series of PowerPoint slides to accompany his

  talk. In view of what is about to happen, the presentation might as well have been prepared on a different planet. Under the heading of ‘Operational Effectiveness’, Goodwin explains

  that RBS has a ‘diversified and high-quality’ portfolio in the UK and the United States. Yes, the bank has been ‘de-leveraging’, meaning that it has been battling to reduce

  its lending and exposure, but there are still opportunities for growth in Asia. Closer to home he admits the outlook is ‘challenging’, although the bank has the strength to meet these

  challenges.




  Quite how ‘challenging’ the outlook is becoming is apparent to members of the audience looking at their BlackBerrys and mobile phones for news from the City. The RBS share price is

  nose-diving. Several members of Goodwin’s team are in the audience and are being emailed and texted by frantic colleagues back in the office in the City and in the bank’s headquarters

  at Gogarburn in Edinburgh. One who is in the room watching Goodwin thinks about trying to warn him in mid-presentation, but concludes there is no way to do it without causing a scene:

  ‘I’m looking at these texts and thinking shit, how do I get a message to him, do I run on stage? I know I can’t do that. Fred is completely unaware of what is happening while he

  is speaking.’




  After half an hour of this, Goodwin takes questions at the end as agreed with the organisers. A member of the audience gets straight to the point. Is he aware that while

  he has been on his feet making his presentation, the RBS share price has fallen by 25 percent? Goodwin blanches, gives a holding answer, takes only a couple more questions and then indicates that

  he needs to leave. At high speed his staff hustle him out of the Landmark hotel shortly before 9.30 a.m. and back into the car for the journey to the City. Goodwin is straight on his mobile phone

  to the office. The first of his calls is to Sir Tom McKillop, the chairman of RBS, who at that moment is in his twelfth-floor corner office of the RBS building at 280 Bishopsgate. The trading

  screens are showing the slaughter as a sea of red, with graphs running on the TV news channels illustrating the vertiginous fall of RBS minute by minute.




  The sell-off is so rapid that the London Stock Exchange has suspended trading twice. This suspension of trading in shares spells an evaporation of any remaining market confidence and means death

  for a bank. McKillop and Goodwin discuss their options, which doesn’t take long. They have been warning the government in private for months that Mervyn King, the Governor of the Bank of

  England, was useless and not doing enough to help. Now the government will have to do something. McKillop says he will try to get hold of the Chancellor right away by putting a call through to the

  Treasury. As his car speeds towards the City a stressed Goodwin rings off and calls Guy Whittaker, the RBS finance director, to check if he thinks there is a realistic prospect of making it through

  the day.




  McKillop’s office struggles to raise Darling. The Chancellor is stuck in Luxembourg in a routine meeting of the Economic and Financial Affairs Council (ECOFIN). Instead, it is the Prime

  Minister Gordon Brown who calls McKillop back, asking: ‘How bad is it? What should we be doing?’ McKillop thanks Brown for his expressions of support but warns him that it is not about

  to get any easier. The RBS share price is collapsing, he says, and the Bank of England and its governor Mervyn King are simply not stepping up to do what is needed in terms

  of helping with liquidity and support for the embattled banks. Brown attempts to reassure him that the government will get RBS what it needs to keep going.




  Darling has no desire whatsoever to be in Luxembourg, 300 miles away from the epicentre of the crisis. But opting not to attend would have suggested that he and the others at the top of the

  government are spooked by the seriousness of the situation, which they are. On Monday the 6th he had updated MPs in the House of Commons on the financial crisis, emphasising that the government

  stands ready to help the banks while declining to give too many details of what that might involve.2 This holding statement was designed to calm the

  markets, while the embryonic rescue scheme is worked on. He left Downing Street on Tuesday at 5.30 a.m. reluctantly, with ominous thoughts about the prospects for the banks filling his head.

  Accompanying him in the government people carrier on the way to RAF Northolt is a small team of civil servants: his private secretary Dan Rosenfield, special adviser Geoffrey Spence and Steve

  Pickford, who is there to deal with the standard business of an ECOFIN meeting. Unusually, the undemonstrative Darling has ordered that a small private jet be chartered for the trip to Luxembourg.

  It is the only way he can be sure of having transport on hand if he needs to get back to London quickly in the event of catastrophe.




  Inside the ECOFIN meeting after 8 a.m., Darling has no means of checking what is happening in the markets other than popping out, to see his officials, before returning to talks not relevant to

  the concerns of the moment. As the meeting progresses, Spence and Rosenfield are outside on their mobile phones, getting reports from the Treasury of the RBS meltdown on the markets following

  Robert Peston’s report. Rosenfield scribbles down the figure of 35 per cent and marks an asterisk next to the news that trading in RBS shares has been suspended twice. They have to get their

  boss out of his meeting as quickly as possible. For a start, McKillop’s call has to be returned. Spence goes to get Darling, waving at him from the doorway, while

  others locate somewhere quiet where the Chancellor can call London undisturbed. The only place they can find is an anteroom being used by Kim Darroch, the UK’s top diplomat at the EU. Spence

  is now extremely fired up and shouts: ‘Clear the room! We need the room!’ Darroch complies calmly and leaves Darling to it.




  First, while the Treasury switchboard locates McKillop, the Chancellor has to deal with another aspect of the financial meltdown by calling Iceland, to try to glean the latest on the recent

  collapse of that country’s banking system. Many Britons stand to lose their savings in Icelandic banks that have been offering unfeasibly generous interest rates. Darling gets little comfort

  from his efforts to establish whether the authorities in Iceland will stand behind their banks. After the call Darling is patched through to McKillop. The government, the RBS chairman implores, has

  to do something: ‘This Peston leak is a disaster and the markets are just terrible.’ Darling asks how long RBS can keep going and receives a chilling answer from the bank’s

  chairman: ‘A couple of hours, maybe.’ In soothing tones, Darling attempts to reassure McKillop that the Bank of England will provide emergency funding for the rest of the day while the

  government comes up with a proper rescue plan this evening. While Darling is doing his best to stay calm, to avoid panicking the RBS chairman further, inwardly he is fearful. The collapse of

  Northern Rock in September 2007 had been a dress rehearsal for the Treasury in terms of dealing with failed banks, but RBS is a far larger institution. With the McKillop call finished, Darling, not

  generally known for making theatrical flourishes or melodramatic statements, turns to Spence and Rosenfield and pronounces: ‘It’s going bust this afternoon.’ They need to get back

  to London as quickly as possible.




  Fred Goodwin’s journey to 280 Bishopsgate takes little more than fifteen minutes. Emerging from the lift at the twelfth floor, home to a suite of executive offices,

  he turns right along a marble-lined hall which leads out to the cream-carpeted reception area. From there he turns left and heads through glass double doors leading to a wide corridor. Off that

  corridor is the meeting room – positioned between the chairman and chief executive’s large offices – dubbed the ‘war-room’ by staff. Today it will be the setting for a

  sprawling series of meetings running for hour after hour, with senior executives arriving with news and McKillop and Goodwin leaving at various points to make phone calls to try to establish what

  they should do next. Members of the board are dialled in and put on loudspeaker. Goodwin himself remains relatively calm at the centre of the storm. There are no histrionics or cursing of the fates

  today. He is quiet and eventually retreats to the sanctuary of his office. ‘Fred knows he’s dead, it is over,’ says one of those who visits him several times. After his telephone

  diplomacy earlier in the day, it is obvious to colleagues that a frantic McKillop is struggling to compute the enormity of what is happening to the bank he only reluctantly agreed to chair. There

  is also the question of historical reputation. A hitherto highly successful career is culminating with a starring role in the collapse of the UK’s biggest company and a substantial share of

  the blame for a national fiasco.




  When the Group Executive Management Committee is convened, Goodwin is not around for most of the discussion, which focuses on whether enough money is in the branches of RBS and what should be

  said to desperately worried staff. Alan Dickinson, head of the bank in the UK, has recently doubled the cash limits at branches in an effort to ensure that the cash machines remain full and there

  are no queues.3 For weeks Goodwin has been phoning him every day to check. The RBS treasury department, charged with making sure that the bank has the

  billions it needs to fund its balance sheet, is where the immediate problem lies. Without emergency help from the Bank of England, RBS will not be able to transact the basic

  business of clearing large payments for corporate customers. Other banks are reluctant to deal with it. Making matters worse, large corporate customers and retail customers are continuing to

  withdraw billions of pounds in deposits. The scene on the twelfth floor is chaotic. The situation has moved well beyond the control of any of those present. Among the senior executives and staff

  there is sheer horror at what is unfolding. Not only is there the shared humiliation to contemplate, in seeing an institution they had been so proud of brought to the brink of bankruptcy. Many also

  have their own money tied up in RBS shares. As recently as January 2007 one share cost £6.50. Today the same share is worth less than a pound. Says one of those who was on the twelfth floor:

  ‘Everyone seemed numb with the shock of it, and we were asking each other how could this happen to us so quickly?’




  The work of trying to sort out RBS’s immediate liquidity problem, of how to keep billions flowing through it, falls first to Nick Macpherson, Permanent Secretary to the Treasury, the

  senior civil servant in the department. Darling calls and orders him to get straight on to the Bank of England. They have to avoid Goodwin’s team running out of money that afternoon because

  if they fail there is a risk that the entire UK banking system will freeze. It sounds simple but Treasury officials realise there is a complication. The Bank of England’s rules forbid it from

  giving emergency funding to an institution it judges insolvent, and the Royal Bank of Scotland certainly looks insolvent. A message is passed to Bill Winters at the US bank J. P. Morgan, asking him

  to carry on transacting with RBS. Ironically, Winters has rather sensibly dodged the chance to move to RBS to become the head of its investment bank and successor-in-waiting to Goodwin. The

  American wanted too much money, Sir Tom McKillop thought. Others suspected that this was a cover story because Winters had sensed just how much trouble was coming at RBS. Now Winters agrees to help

  the Treasury. If the UK government really is standing behind the Royal Bank, then J. P. Morgan will carry on dealing with it, meaning that RBS can be regarded as solvent.

  This, combined with the multi-billion government bailout that is supposed to be coming, gives the Bank of England the cover it needs to turn on the taps. In the following ten days, RBS will need

  more than £35bn in Emergency Liquidity Assistance.




  Inside the Treasury, as midday approaches, and with Darling on the tarmac in Luxembourg, officials and ministers gather for a meeting convened by the chief secretary to the Treasury, Yvette

  Cooper. If the officials are generally calm, several feeling they have been battle-hardened by the Northern Rock experience, some of the politicians are extremely tense. It is understandable. The

  banking system teeters on the edge of total collapse and it is ministers, not civil servants, who will have to go to Parliament, and on television, to explain financial Armageddon to the voters.

  Joining Cooper are Lord Myners, who was only appointed City Minister yesterday, as a final addition to the Prime Minister’s ministerial reshuffle that had taken place at the end of last week.

  He comes with a wealth of City experience, which even includes the distinction of having been shredded by Fred Goodwin. Myners lost his seat on the NatWest board, and then his job, when RBS and

  Goodwin took over the bank in 2000. With Myners is former investment banker Baroness Vadera, a minister at the Department of Business and close confidante of the Prime Minister. The suspicion in

  the Chancellor’s team is that the fearsome Vadera has been parachuted in to keep tabs on the Treasury on behalf of Gordon Brown. ‘Shriti [Vadera] is saying to Yvette and the rest of us,

  get on with it, this is an emergency, but then she was always saying that, at every stage,’ says an official.




  This time it really is an emergency. Cooper is told that, as yet there is no final agreement on what should be announced or proposed to the banks. Some Treasury officials are in favour of trying

  to wait until the weekend if possible before unveiling a bailout, although such a delay no longer looks practical, considering that RBS might be about to go out of business

  this afternoon. By the time Darling returns to Whitehall a couple of hours later, following a bumpy landing, it is obvious that at the very least the outline of a bailout deal must be in place by

  the time the markets open on Wednesday morning. Darling calls another meeting in the Treasury at 3 p.m. and is given a ‘rich download’ of the options by Macpherson and his deputy John

  Kingman, the Second Permanent Secretary at the Treasury. Along with Tom Scholar, managing director of International and Financial Services at the Treasury, they will be mainstays of the bailout

  negotiations that are to come. All three are career civil servants who have worked for governments of both major parties, seeing their fair share of drama, disaster and dispute along the way.

  However, rescuing the banking system is of a different order.




  The outline of a possible bailout package is emerging. Vadera, well connected in the upper echelons of the City, has been working with Scholar for weeks, discreetly visiting City lawyers and

  investment banks to establish what is possible. Desperate to avoid news leaking of Treasury concerns that RBS might go bust, officials give RBS a code name: Phoenix. With the help of other Treasury

  officials, Andrew Bailey at the Bank of England and several senior bankers and lawyers, they have drafted proposals for the banks to be shored up with many taxpayer billions in fresh capital, which

  is what banks need as a buffer to cushion losses and reassure markets. This is in line with the view held by Darling and Brown for months that it is a question of capital. Tom Scholar has also been

  charged with ‘man-marking’ Vadera and ensuring that his colleagues in the Treasury are kept fully involved as this work progresses, when there might be a tendency for Vadera to go

  straight to Brown.




  Now – with ‘Phoenix’, RBS, going down in flames – that work will have to be turned rapidly into a simple set of proposals which can be put to the bankers this evening.

  There is a discussion about whether or not to make a public statement immediately. It is deemed more sensible to use the time they have until the markets open the following

  morning to get a plan together, rather than worrying about media appearances. Catherine MacLeod, the Chancellor’s media adviser, says that it is better to tell the world first thing the next

  morning when they – hopefully – have a deal that the banks agree to. It seems clear what they should do, Darling tells the officials. Get the banks in to the Treasury this evening and

  tell them that the outline offer has three components: £200bn of liquidity funding to provide an immediate lifeline for the banks; a government credit-guarantee scheme underwritten by the

  taxpayer, to give the banks confidence to lend to each other; and most controversial of all a recapitalisation of the weakest institutions. Darling is told that anywhere between £50bn and

  £75bn will be needed in fresh capital.




  At 5 p.m. Darling is joined in his office by Mervyn King and then a few minutes later by Lord Turner, chairman of the Financial Services Authority, the regulator supposedly overseeing the UK

  banks. ‘Mervyn and the Bank of England have absolutely no regard for the FSA,’ says a Treasury official. ‘His view has been I’m a world-class economist and Alistair Darling

  is just finding his way. Now Mervyn is revising his view on Alistair.’ King and Darling’s relationship had been very fraught. In Darling’s mind, King has been cosying up to the

  Tories because he thinks Labour will soon be out of office. Today, however, the situation has become so serious that they are on the same page. A few days earlier King told Brown and Darling that

  he thought the banks needed a recapitalisation of £40bn. Turner is in a different position from King. He only arrived as FSA chairman a few weeks ago, whereas King, who sets great store by

  his academic credentials, has been governor throughout the long boom that is in the process of going bust, spectacularly. Both concur with Darling’s plan and the Chancellor walks to Number 10

  for a conversation with Gordon Brown where they agree to proceed. For once, with the crisis raging, Prime Minister and Chancellor are working together harmoniously.




  On the twelfth floor at 280 Bishopsgate, there is relief among the frazzled executives when trading on the London Stock Exchange ceases for the day. It has been a

  gruelling final few hours, with RBS shares finishing Tuesday at 90p, down almost 40 per cent on Monday. There has also been a further serious run on deposits, with £6bn removed by

  customers.4 An institution used to boasting of dramatic and sustained growth is sinking at a rate that can be measured in hours and minutes.




  Goodwin is due to take part in a conference call with the CEOs of the other banks at 6 p.m., and at issue, despite his protestations for weeks that it is simply about liquidity, is capital. How

  many billions will the government force on the banks? Inter-bank rivalry complicates matters. In one sense the CEOs have to stick together, because even those not in line for recapitalisation need

  the government bailout to happen because it will underpin the entire system. They may also be next in line in the markets after the Royal Bank if it fails. Treasury officials are particularly

  suspicious of Barclays, fearing that it is more exposed than it is admitting. For his part, Goodwin hates Barclays. Its boss John Varley – who spoke in the 8 a.m. slot preceding Goodwin at

  the Merrill Lynch conference that morning – insists that he does not need an injection of capital from the government. Rivalry between the pair had been a significant factor when both charged

  ahead in 2007 trying to buy the sub-prime-riddled Dutch bank ABN Amro, a race which Goodwin won with disastrous consequences. Now, on the call, Varley and the others turn on Goodwin and start

  pushing. It is RBS that is the issue; you are the biggest problem. Another old rival is in trouble and is in the middle of being taken over after experiencing its own bank run. Andy Hornby’s

  crippled HBOS, which contains the old Bank of Scotland, RBS’s Edinburgh rival for almost three centuries, is being bought by the hitherto cautious and conservative Lloyds, run by Eric

  Daniels. ‘Fred hated the HBOS guys,’ says a friend. ‘He really enjoyed when they had to be taken over by Lloyds and were humiliated. He said: “Good.”’




  This unlikely band of brothers, along with the CEOs of the other banks, files into Darling’s office on the second floor at the Treasury at 7.30 p.m. and take seats

  at the table with their backs to the wall. Goodwin sits in the middle, in a seat with arms that becomes known afterwards by civil servants as ‘the chair of death’. Darling records in

  his memoirs his shock on realising that the bankers are not going to accept gratefully and say thank you to the taxpayer for saving their skins. Instead, they start picking holes in the package.

  The scheme is too complicated, Varley says. The £50bn of recapitalisation is way over the top and he only needs a small amount of it, if any, Goodwin insists. The RBS chief executive looks

  remarkably relaxed, nonchalant even, for a man who has helped land himself, his bank and the country in the mire. ‘Fred was the least emotional of the bankers partly because he obviously

  realised that the game was up,’ says a Treasury official. In contrast, it is obvious that HBOS’s Andy Hornby – management whizz-kid, top of class in his year at Harvard but with

  no prior experience of banking when he moved to HBOS5 – is in anguish. ‘Hornby looked absolutely terrible, sitting there all hunched up. It

  was clear that he was a completely broken person.’




  The bankers are exiled to a room next door (‘Can they hear what we’re saying?’ Darling asks) while the officials in the Chancellor’s office discuss what to do. As Darling

  told the bankers when he sent them next door: this is the deal, there is no other deal, they had better get used to it or ‘God help us all’. Darling and the others are hungry, so Dan

  Rosenfield, Darling’s private secretary, orders £350 worth of supplies from the Chancellor’s favourite curry house, Gandhi’s in Kennington. Treasury messenger Kevin Whelan,

  veteran of many previous crises at the Treasury, such as the night Britain fell out of the European Exchange Rate Mechanism (the ERM) in 1992, drives to collect it. Several weeks later

  Rosenfield’s unorthodox expenses claim is queried by an official in the Treasury accounts department. They are suspicious that the order for a curry was so large, with

  no names attached explaining who had eaten the long list of dishes.6 Could he not list who had had what?




  Next door, Goodwin is still protesting that the £50bn figure is excessive. ‘It will scare the markets and anyway I don’t need anything like that much.’ Varley is on this

  occasion in a stronger position and cannier. Smoother, more conciliatory and better at playing the establishment game, he appears to realise that this recapitalisation is not going to be averted.

  He is also desperate to keep Barclays out of that humiliating element of the rescue, so it suits him to be seen by the Treasury trying to get the others to agree, broadly, to what Darling wants for

  RBS and Lloyds/HBOS. They should push the government to make refinements to the way in which the credit guarantee scheme will work, but progress to a deal. By 11 p.m., Darling is exhausted and

  wants some answers. He has been up since before 5 a.m. and will have to be wide awake again in six hours in order to announce something, anything. The bankers are summoned once more. Again the

  exchange does not go well. Darling explains that while details can be finalised later they have to agree to the main elements of the plan, now. More objections are raised and Darling, not known for

  losing his cool, says he is heading off to bed shortly and they had better get on with it. The bankers, rather taken aback, are expelled from his office.




  Darling has had enough. ‘Alistair is completely fed-up by this point, and no wonder,’ says one of his staff. The Treasury team is kept behind while a gloomy Chancellor declares the

  situation to be ‘a complete mess’. The bankers are to be informed that he will be asleep by 1 a.m. and he wants an agreement ready four hours after that, so he can take it to the Prime

  Minister. Kingman and Scholar know that in conjunction with Myners they are going to have to make speedy progress. The two officials sit down with the CEOs to try to have them clarify their

  concerns and pin down acceptance of the recapitalisation. How can they move this along? Varley leads for the bankers, explaining that there are complications but they might

  be surmountable. The idea is emerging that perhaps the £50bn could be split in half, with £25bn promised as recapitalisation now and another £25bn earmarked in case it is

  needed.




  It is now past midnight and the bankers retreat to the office set up for them on the first floor, with Myners in his room on the second, along from Darling’s office. Above them, on the

  third floor, a small group of lawyers and officials is busy drafting and redrafting. Myners, Vadera, Scholar and Kingman call in Goodwin, Varley and the others again, at 2.30 a.m. The chief

  executives do seem prepared to sign up to the figure of £50bn, if it is announced as two batches of aid and the precise amounts assigned to each bank are worked out later. This is enough on

  which to hang a statement by Darling and Brown in the morning if it can be cleared with lawyers. At 3.15 a.m., as the other bankers head for their chauffeur-driven cars lined up downstairs, Myners

  asks Goodwin to stay behind for a discussion along the corridor in front of several officials and a lawyer. In light of the scale of the disaster, thoughts are obviously turning to how

  Goodwin’s departure will be handled, although it has not yet even been mentioned and the RBS chief executive himself offers no acknowledgement that he must be put through the corporate

  shredder. Is Goodwin thinking of the negotiation to come? Crumble immediately in a fit of emotion and he risks the many millions to which he is contractually entitled. Myners, who eight years

  before lost his place on the NatWest board when Goodwin swept in after the Royal Bank completed its £21bn takeover, opts for understatement: ‘You’re in a bit of

  trouble.’




  ‘Fred disagrees and is completely normal,’ says one of those present. ‘He just says that the markets are awful and that is it.’ Goodwin heads downstairs to his waiting

  Mercedes, to be sped back to the Ritz on nearby Piccadilly. Darling is woken at 5 a.m. and greeted by panda-eyed officials including Scholar and Rosenfield in the downstairs

  sitting room in Number 11. After a few minutes Brown joins the exhausted group. The Prime Minister and Chancellor have the makings of an outline deal to sign off and announce. It involves a bailout

  fund so astonishing in scale that they hope it will buy them some time. How much time is not clear. At this stage Scholar tells colleagues they now have a few weeks, rather than a few days, in

  which to work out the precise details. As it turns out, they will actually be back in the Treasury for more late-night and early-morning negotiations by the weekend, in less than seventy-two

  hours’ time. Before 8 a.m. on Wednesday 8 October 2008, Brown and Darling host a joint press conference in Number 10 to announce that they will recapitalise Britain’s weakest banks to

  the tune of £50bn – meaning £25bn now, with another £25bn available if more is needed, which it will be. The stricken RBS will require by far the biggest chunk of this

  enormous sum.




  How has it come to this shameful denouement, with mighty banks flattened and tens of billions of public money needed to pick them up, when the government has claimed so confidently for so long

  that the country is in the middle of a new golden age? We will come back to Gordon Brown later. First, consider the rise and fall of the Royal Bank of Scotland. For most of its 281-year history it

  proceeded prudently. A healthy entrepreneurial streak was balanced by an emphasis on careful financial husbandry. Then, somehow, it morphed from a conservative, small bank into a financial monster.

  Its near £2-trillion balance sheet made it the biggest bank in the world, yet it was so polluted with toxins and questionable assets that it was having to be rescued by the British taxpayer

  with vast sums of emergency state aid.




  Which forces and personalities had propelled RBS towards this calamity? There was Fred Goodwin, but he was not flying solo. For years, those at the top of the Royal Bank presumed that success in

  the increasingly globalised world of finance depended on their institution being prepared to change and, if necessary, grow much bigger. Eat or be eaten, as the phrase of the

  time had it. Like plenty of others, their calculations were rooted in widely held and mistaken assumptions that were the prevailing wisdom of the age. Those in the biggest banks – whose

  salaries and bonuses became so gargantuan – were hardly likely to question whether the system they were a part of was soundly based, not when it was making them rich.




  But while there are certainly people in this story and in the wider world of banking for whom avarice seems to have been the main motivation, greed on its own is an insufficient explanation for

  why the blow-up of the Royal Bank of Scotland was quite so spectacular. Says a senior figure in the City who came to know Goodwin: ‘Fred was building a monument and he was bloody proud of

  it.’ In making his monument he was building on foundations laid hundreds of years before by men who were financial innovators and patriots. Those who cared about the Royal Bank could point to

  an exceptional heritage and claim plausibly that it was no ordinary company, not some here today gone tomorrow firm willing to be treated as a chattel by asset-stripping foreigners. Its very

  history seemed to endow it with a special status. Indeed, to understand properly why RBS and the rest of us ended up where we did on that cold, grey dawn on 8 October 2008 we have to examine the

  story of Goodwin’s rise, and go back to the man who hired him, his immediate predecessor, whose extraordinary reinvention of the Royal Bank was motivated by patriotic pride and a desire to

  build the best bank in the modern world out of a Scottish institution which first opened for business in 1727. We begin just a little before that, towards the end of the seventeenth century, when

  inventive and profit-hungry Scots are agonising, not for the first or last time, about how their country might make its way in the world.
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  The Royal Bank of Scotland had its origins in the wreckage of a previous financial disaster that humiliated a nation. On the coast of the Isthmus

  of Panama, the thin strip of land joining North and South America, is Punta Escocés, or Scottish Point. There, in the late seventeenth century, several thousand Scottish settlers set up camp

  hoping to found a trading empire that might rival those of bigger countries, such as England. It didn’t work. Instead, the audacious adventure, complete with a piratical postscript, ended up

  draining Scotland of a large part of its wealth, in the process clearing the way for political union with England. This ill-fated moneymaking venture, the Darien Scheme, had another important

  legacy. It also led to the creation of the Royal Bank.




  The foreign adventure had been meant to improve Scotland’s standing. In the late seventeenth century the place certainly needed a lift. Perched on the edge of

  northern Europe and lashed by rain, Scotland had a predominantly rural economy that had recently experienced waves of emigration, persistent crop failure and famine. Originally, the Scots had hoped

  that the Union of the Crowns with England in 1603 might somehow improve the position, by opening up more English markets to Scottish traders. Under the arrangement, the two countries were united

  under one monarch, James VI of Scotland and I of England, while both kept their own parliaments. Economically, it simply didn’t work. English merchants remained protective of their own

  markets and Scotland still struggled to compete and trade with its powerful neighbour. As the 1700s approached, frustrated Scots looked for opportunities for urgent national improvement.




  William Paterson, a Dumfriesshire-born trader and imaginative financier who had spent time in England and the Caribbean, thought he had come up with the answer. Paterson wanted Scotland to

  colonise the area then known as Darien, where goods might be transferred overland from the Pacific to the Caribbean. The historic gap between east and west would be bridged and Paterson, and

  Scotland, would become heroically wealthy. That was the theory.1




  The architect of this adventure clearly had an inventive brain and an appetite for risk. In London, Paterson had already helped to found the Bank of England in 1694, which was established to

  enable the government to raise funds for its military campaigns. The institution then became the world’s prototype central bank, issuing notes and eventually underpinning the entire British

  banking system. For his next trick, Paterson tried and failed to raise funds on the continent to support his Darien initiative. Then the Company of Scotland was established in 1695 by a Scottish

  Parliament keen to invigorate foreign trade. At the same time parliamentarians also authorised the establishment of the country’s first bank, the Bank of Scotland,

  which almost three centuries later ended up as part of HBOS and then Lloyds. The Company of Scotland, the new national trading company, would, it was hoped, give Scotland an outfit to rival the

  English-owned East India Company by challenging it in Africa and the Indies.




  The East India Company was obviously not keen on this new competitor and King William in London was persuaded to withhold his support for Scottish colonial expansion. Outraged by the

  king’s snub, and in an atmosphere charged with patriotic fervour, the Company of Scotland took up Paterson’s Darien idea. A great public subscription drive was mounted to raise funds

  and the affluent in Scottish towns rushed to invest.2 Rivals Glasgow and Edinburgh, competitive even then, both contributed £3000. The burghs of

  Irvine, Inverness and Inverkeithing raised £100 each, while Renfrew, Ayr, St Andrews Ayr, Paisley, Linlithgow, Haddington and Dumfries were in for more. Perth committed £2000. The noble

  families of Scotland were heavy investors, with the Duchess of Hamilton handing over £3000. Andrew Fletcher of Saltoun, the philosopher, politician and soldier, staked £1000 of his

  fortune. Merchants, lawyers, lairds, landlords and clergymen also subscribed. The amounts involved sound small by the standards of our age, loose change to modern investment bankers, but in a

  pre-industrial economy they were very significant sums. In all, more than £400,000 was raised from more than 2000 subscribers, an investment which it is estimated constituted at least a fifth

  of Scotland’s then cash wealth. If the expedition was a success everyone would get their money back and make large profits. Trebles all round. Alas, the possibility of failure does not seem

  to have been contemplated.




  As the historian William Ferguson3 wrote of the Darien Scheme: ‘In theory this was a brilliant idea, which if realised would have generated a

  great trade, cutting out as it would the long stormy voyage around Cape Horn.’ Indeed, in 1914 the Americans opened the Panama Canal, vindicating Paterson’s

  original vision. If the theory sounded good, in practice Darien turned into a disaster for the Scots as a dream of national rebirth became a pestilent nightmare. From Leith, five ships left on the

  initial expedition on 14 July 1698, with as many as 1200 settlers on board, including Paterson. He played only a limited role in the mission after being removed from the management of the Company

  of Scotland. There had been a scandal when a colleague he had brought into the company was found to have embezzled funds entrusted to him for investment in London.




  The eager settlers had been persuaded, by pamphleteers and publicity, that Darien was an undeveloped paradise which would easily generate riches. It does not seem to have occurred to Paterson or

  his colleagues that while the Spanish had colonised parts of the neighbouring areas they had long since abandoned any effort to settle in Darien. The land was now christened Caledonia and a main

  settlement was built called ‘New Edinburgh’, where tropical diseases started to kill off the settlers. Exacerbating an already difficult situation, there was little trade to be done,

  with King William’s representatives warning English merchants to stay away for fear of riling the Spanish. A further expedition set off with another 1300 settlers on board, even though the

  tattered remnants of the first expedition were already heading home via New York. The second wave of Scottish arrivals initially defeated Spanish forces on land and were then blockaded by the much

  stronger Spanish fleet. The stragglers agreed to leave, capitulating on 31 March 1700 and abandoning Darien forever the following month.




  A miserable postscript followed when the Company of Scotland sent two ships – the inappropriately named Speedy Return and the Content – out to the Indian Ocean so

  that they might carry out some more conventional trading on the west coast of Africa in the hope of making up some of the huge losses from the failure of Darien. Both ships

  were taken by pirates, and ended up burned.




  Back in Scotland the impact of these events on national morale and economic confidence was absolutely shattering. Of fourteen ships commissioned by the Company, eleven were lost. As many as two

  thousand settlers and crew had lost their lives and there was initially little compensation for the many who had invested. English obstructionism was blamed, because the king had not backed the

  venture and had refused to organise a rescue mission when it became clear that the settlers were under attack by the Spanish. In truth, blaming the English seems like a convenient excuse. The

  Scottish failure was as much a result of poor planning, inept leadership and an unnecessarily rapid expansion rooted in patriotic fervour and blind optimism about the prospects.




  Of course Darien was not the sole cause of the full Union with England that followed a few years later. At the same time the English government had become concerned that Jacobite Scots loyal to

  the Stuart line, which had been removed and replaced by the Protestant King William III, might rise up and seek to restore the old king with the support of the Catholic French. The English did not

  want a hostile power to the north, so the Whigs – the architects of the post-Stuart settlement who had set about dominating national affairs – looked for a way to subdue Scotland. The

  economic distress caused by Darien also suggested that perhaps Scotland could no longer afford to go it alone. If the Scots wanted to improve their economic prospects and stand any chance of

  extending their trading into the exciting New World, then they would surely be better doing it in partnership with the English, rather than relying on their own pitiful navy. It had only a handful

  of ships. After negotiations, and despite considerable public opposition, involving rioting in several towns, the Treaty of Union between England and Scotland came into effect on 1 May 1707.

  Britain was born.




  Justifiably the Scots wanted compensation, because now they would have to contribute to funding England’s national debt. A sum of £398,085 10s, known as

  ‘the Equivalent’ was agreed, and crucially a large slice of the compensation fund was also to be used to assist those who had invested in Darien and lost money in the defunct Company of

  Scotland. Commissioners were appointed in 1707 to handle these payments, although the process descended into years of bitter squabbling and it was only in 1719 that the Westminster Parliament in

  London finally made proper arrangements to pay all those who held certificates. Two separate societies were formed, one in London and one in Edinburgh, to protect the interests of those due

  money.4 William Paterson, who had understandably moved back south after the abject failure of his Panamanian scheme, was one of the directors in London.

  The mastermind behind the Bank of England and Darien died in Westminster in 1719.




  While a stream of income from the Equivalent was all very well, eventually the directors wanted more. They began to issue loans and with the establishment of the Equivalent Company in 1724 they

  looked to move formally into banking. Their overtures for a merger with the old Bank of Scotland having been rejected, on 31 May 1727 the Equivalent Company was instead allowed by the government in

  London to establish a brand-new bank. This was the Royal Bank of Scotland. The failure of Darien and the Act of Union had sown the seeds.




  The Royal Bank opened for business with only eight staff in 1727, from a house in Ship Close on the north side of Edinburgh High Street, in premises which the directors rented for the sum of

  £65 a quarter on a three-year lease.5 Refurbishment was undertaken and a vault built where the ‘strong boxes’ were placed. Individual

  loans were not to exceed £5000, and the directors had to adjudicate on all loans requested above £800. The Royal Bank’s total authorised capital was just £111,347.




  The prime mover in this new enterprise in 1727 was an Eton-educated aristocratic schemer who was fast becoming the central figure of the age in Scotland. Archibald

  Campbell was the Earl of Ilay and later 3rd Duke of Argyll after the death of his elder brother. His portrait, as the bewigged first Governor of the Royal Bank, still appears on RBS banknotes.

  Hugely ambitious and commercially minded, Ilay was an adept political climber and the natural figurehead for a new financial enterprise. Ilay not only ran the Royal Bank, he also ran the country

  and was dubbed ‘King of Scotland’. In the decades immediately after the Union, Scotland remained a wild place that was extremely difficult for London to govern. Ilay offered to

  administer it in return for influence over patronage and public and judicial appointments north of the border. Shortly before becoming the first Governor of the Royal Bank, Ilay had been appointed

  Minister without Portfolio responsible for Scotland by Sir Robert Walpole, the Whig statesman regarded as the first holder of the office of Prime Minister. In addition Ilay was also Keeper of the

  Privy Seal and Lord Register of Scotland, appointments which meant he embodied Whig power in Scotland.




  Scotland was logistically nightmarish to tame. In the early 1700s, as much as half of the population lived in the Highlands within the hierarchical clan structure, in rural communities rooted in

  hand-to-mouth agriculture. Support for the Jacobites was strong among various Highland clans and there was an entirely justified fear in London of plots and a Jacobite invasion of England. Indeed,

  in 1715, James Francis Edward Stuart, known as the ‘Old Pretender’, had tried to take back his deposed father’s crown by instigating a rising both north and south of the border.

  Ilay’s brother, the 2nd Duke of Argyll, played a central role in putting down that rebellion.




  The politics of insurgency and loyalty to the Crown mattered a great deal to a new bank established in Edinburgh in the 1720s, mainly because the old Bank of Scotland was deeply distrusted by

  the Whig establishment in London. Correctly, it was suspected of Jacobite sympathies, as some of its officers had close links with the rebels. In contrast, the Royal Bank

  would be the Whig bank, an instrument in Scotland of the then newly formed British elite with its directorate and customers drawn from the ranks of Edinburgh lawyers, judges, landlords and crown

  officials.




  The Scottish capital of the 1720s and 1730s in which these men lived was much less than half the city of today. Edinburgh was then restricted largely to what is now known as the ‘Old

  Town’, where tourists go to see the Castle perched atop volcanic rock, and to walk down the Royal Mile at the time of the arts jamboree that is the Edinburgh Festival. In the early eighteenth

  century the famous New Town, with its exquisite Georgian architecture and neatly laid out streets, had yet to be built. Edinburgh, or ‘Auld Reekie’, was the Old Town, a maze of ancient

  alleys, or ‘closes’, and tall tenement buildings bedevilled by poor sanitation. However, these unpromising surroundings were soon to be the focus of great energy and intellectual

  excitement, when the Scottish Enlightenment took hold in the city’s university and taverns. Improvement – be it educational, agricultural, scientific or financial – became the new

  obsession of the elite and the emerging middle class. These were the Royal Bank’s customers.




  The Bank of Scotland hated its younger rival and the ill feeling was reciprocated. Both institutions now spent decades trying to put their rival out of business in a banking war. This was waged

  by securing substantial amounts of the other’s notes, ‘promissory notes’, and suddenly presenting them and demanding ‘specie’, hard currency or coins, in return. The

  idea was to drain the rival of funds, or to demand more than could be produced by the other bank so that it would disrupt their activities. The banking both provided was pretty basic; it involved

  taking deposits and lending it out in sensible quantities to those it thought would pay it back (an approach that some of today’s bankers might usefully revisit). In the mid-eighteenth

  century there was no network of branches, just offices in Edinburgh’s Old Town and eventually agents in other parts of the country who agreed to represent the bank.

  Formal branches would come later, another of the innovations stemming from the so-called ‘Scotch’ system of banking which was later copied widely. From the start the Royal Bank was

  innovative. It even has a good claim to have invented the modern British overdraft. In 1728 customers were offered the chance to go overdrawn if they could show good faith and undertake to return

  their accounts to credit later. The Royal Bank was growing, extending lending and demonstrating that the monopoly enjoyed by its rival, the Bank of Scotland, had needed challenging.




  War threatened to disrupt this progress. The outbreak of the final Jacobite rebellion in 1745 was an extremely dangerous moment for a bank favoured by the ruling Whigs in London, especially if

  the rebels were going to occupy Edinburgh. Bonnie Prince Charlie, Charles Edward Stuart, arrived from France aiming to raise an army from the clans still loyal to his cause. He landed on the west

  coast of Scotland in August 1745, with only a handful of men and little in the way of funds. He hoped to persuade his allies in France to join the fight if he took Edinburgh and then launched an

  invasion of England.




  In one of those quirks of history that proves that Scotland is a village, the ancestor of one of Fred Goodwin’s most senior lieutenants was pivotal in the rising. Johnny Cameron, head of

  RBS’s investment bank arm at the time of the financial crisis of 2008, is a senior figure in Clan Cameron, whose leader is traditionally known as Cameron of Lochiel. Today, Johnny

  Cameron’s brother has the title and the ancestral lands in the western Highlands. In 1745, the Jacobite Donald Cameron, ‘the Gentle Lochiel’, ran the show. In the hierarchical old

  Highlands, the clan chief could command the men on his land to follow him into battle, and without Cameron there would have been no 1745 uprising. Prince Charles was struggling to recruit an army

  and when he ‘raised his standard’ at Glenfinnan, in Inverness-shire, it looked as though hardly anyone would turn up. His rising might have been over before it

  had begun. And then, around the corner of the Glen, came Lochiel and the Camerons.




  As several thousand Jacobite rebels arrived in Edinburgh in mid-September, the leaders badly needed money to pay their troops and buy supplies.6 For

  the increasingly nervous directors of the Whig-backed Royal Bank of Scotland this posed a problem. Would they comply if the Prince asked them for funds by producing Royal Bank notes and demanding

  coins in return? The directors moved the bank’s cash, and gold reserves, into a vault in the safety of the government-controlled Edinburgh Castle, and waited. Just a month after landing,

  Prince Charlie had control of Scotland and Cameron of Lochiel was made Governor of the capital. He deployed guards on the approach to the castle, an impregnable stronghold from which the well-armed

  Hanoverian garrison held out, taking potshots at the Jacobites who held the City below.




  The small group of Royal Bank directors who remained in the Old Town to look after the bank’s affairs did not have all that long to wait for the knock on the door. A Jacobite returned from

  Glasgow with coins and notes for the war effort. Of £5500, £857 of it was in Royal Bank notes. On 1 October 1745, an emissary of the Prince gave the Royal Bank directors forty-eight

  hours to redeem the notes in coins. If they failed to cooperate, ‘the effects and estates of the directors and managers should be distress’d for the same’. In other words, if the

  bankers did not hand over the coins, the Prince’s men would take an equivalent sum by raiding the homes of those who ran the Royal Bank. Here, the bank was blessed to have John Campbell in

  charge. From relatively humble beginnings, ‘John of the Bank’ had joined as one of the first employees in 1727 and risen to the position of cashier, equivalent to general manager or

  chief executive.7




  Approached by the Prince’s emissaries, Campbell initially played for time, explaining that it was difficult because he could not gain access to the Castle. The

  Jacobite leaders grew restless and the Prince’s demands on the Royal Bank rose to upwards of £3000. Campbell would have to get inside the Castle to retrieve what the Prince’s men

  wanted, without the commander of the government’s garrison realising he was aiding the rebels. Campbell met Cameron of Lochiel in a tavern, Mrs Clerks, and over drinks they made arrangements.

  In this way, the ancestor of Johnny Cameron – investment banker and a pivotal figure in Goodwin’s RBS – arranged safe passage for John Campbell through the Old Town on the way to

  the Castle at 9 a.m. Carrying a white flag, Campbell and his colleagues went to get the Prince’s coins.




  A meeting with the generals in command of the castle followed, at which Campbell explained vaguely that the Royal Bank needed access to the vaults to conduct essential business. They were

  permitted to enter. Campbell and several colleagues then spent six hours collecting the coins for Prince Charles and destroying piles of unissued banknotes so that they would not fall into the

  hands of the Jacobites later. All this happened against a backdrop of exchanges of fire between the Jacobites in the town down below and the government forces in the castle. On finishing their

  work, Campbell and his colleagues left the castle, passing back through Cameron of Lochiel’s guard and handing over the coins to the Prince’s waiting representative. It was a murky

  episode. The Bank of Scotland – with its Jacobite sympathies – had gone unmolested by the rebels whilst the Royal Bank had been pressurised by Bonnie Prince Charlie’s forces. Of

  course, John Campbell and his colleagues could have refused to help. Instead, they deceived the government’s generals in the Castle and provided the Jacobite leaders with some of the coin

  they needed for the attempted invasion of England that followed.




  The aftermath might have proved embarrassing to the Royal Bank, especially once the Jacobite rebellion had ended in humiliating defeat in April 1746 at Culloden. Luckily for Campbell, the Royal Bank’s role was hushed up. The deputy governor, Lord Milton, returned to Edinburgh and was furious with Campbell, who was now suspected of secretly having Jacobite

  sympathies. Yet Milton could not risk any scrutiny of the affair for fear of the government in London noticing what had been happening. Campbell prospered, by continuing as cashier until his death

  in 1777 and fathering fourteen children. A portrait of him, resplendent in full tartan, still hangs in the Royal Bank in Edinburgh. The defeated Prince fled the battlefield for exile in France.

  Donald Cameron of Lochiel followed him, joining the French army and dying in battle in 1748. His brother Archibald, another relative of Johnny Cameron’s, was the last Jacobite to be executed.

  He was imprisoned at Edinburgh, then taken to the Tower of London. In June 1753 at Tyburn he was hanged, not until dead, and then beheaded.




  In the final Jacobite crisis, the Royal Bank had gone through an important stage in its evolution. Tied to the Whig political cause when it was founded, it had now shown that what really

  mattered to the bank above all else were its interests and its survival. Campbell had responded pragmatically under pressure and carried on the business of the bank, giving the customer, Bonnie

  Prince Charlie, what he wanted but keeping it quiet.
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