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Introduction

When I was reporting on the Royal Bank of Scotland for newspapers including the Sunday Herald an
The Sunday Times from 1999 to 2008, I always felt there was something not quite right about th
place. It was a company that didn’t actually make anything but which had a ‘manufacturing’ division.
trumpeted its environmental credentials, yet funded some environmentally disastrous activities.
presented its Private Finance Initiative projects as socially responsible, even though most were a rip-o
for taxpayers. It employed at least 70 in-house media relations staﬀ, yet rarely told journalists anythin
It had a ‘dignity at work’ policy, yet treated many of its staﬀ abysmally. It claimed that its marketing wa
responsible, but sent a pre-approved £10,000 credit card to a dog named Monty. It claimed to trea
customers who were having trouble repaying their debts fairly and responsibly, but it hounded some o
them to within an inch of their lives. Its CEO Fred Goodwin was lionised in the media and by analys
and showered with awards, although he was a sociopathic bully whose achievements had bee
massively over-hyped.
Most striking of all was RBS’s market value. At times, this seemed to be detached from reality. On th
way up, the bank used to boast that, by market capitalisation, it was worth more than Coca-Cola an
more than Sony and Apple combined. In April 2007, its market value reached £64 billion – more tha
all the other listed companies in Scotland put together and about 4.6 per cent of the FTSE-100. I
persistent triumphalism and the greed of its top brass grated with me. And yet, as a Scot living mainly
Edinburgh, part of me was proud to have a seemingly successful global giant on my doorstep. So man
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 becam
the chief executive on 6 March 2000, things started to go seriously awry. And the most serious proble
was foolhardy and excessive lending. For several years, the problems were masked by the gains tha
came with the acquisition of National Westminster Bank. Sir Philip Hampton, who took over
chairman in February 2009, explained the nature of problem when speaking to the CBI conference o
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 Goodw
they let him run the bank as a personal ﬁefdom, but with some dangerous cult-like characteristics (
least until their somewhat half-hearted attempt to rein him in in June 2005). Institutional shareholde
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 disastro
ABN AMRO takeover. And, where regulation and banking supervision are concerned, the RBS saga
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 allowe
to leverage itself 70 times, putting itself and the wider UK economy at risk? Why did the Blair a
Brown governments invariably side with the bank in its disputes with the regulator, hobbling the FSA’

ability to regulate it? Why has nobody been properly held to account for its collapse? I try to answe
these questions in the book.
A lot of people are astonished that no one has been prosecuted for destroying RBS. And there is th
view that, if the UK state had been so minded, it could readily have prosecuted a number of RB
executives for alleged crimes including fraud, conspiracy to defraud, fraudulent trading, false accountin
and regulatory offences under the Companies Act 2006.
Unfortunately, however, prosecuting high-level ﬁnancial crimes is notoriously diﬃcult, especially
hard evidence like emails and secret recordings are not available. Another reason is that, unlik
countries like Iceland and Nigeria, the UK doesn’t have much appetite for the prosecution o
mainstream bankers. So what we have had instead is diversionary tactics, faux outrage and politic
bluster.
The damage caused by RBS’s collapse and the wider banking crisis have, in terms of human suﬀerin
been immense. Unemployment is still at nearly 7 per cent of the workforce, or 2.24 million. Real wag
have fallen more sharply than in other member of the OECD group of 34countries, and they still face
long climb back if they are return to the levels seen before the bank’s collapse.
As Cambridge economist Ha-Joon Chang says: ‘Steep cuts in welfare spending have hit many of th
poorest hard. Increasing job insecurity, symbolised by the rise of zero-hours contracts, has been makin
workers’ lives more stressful. The spread of food banks, the popularity of “poverty recipes” in cooke
and the advance of German discount supermarket chains, such as Aldi and Lidl, are the more visib
manifestations of this pressure on the living standards of citizens.’3
Interest rates have been stuck at 0.5 per cent since March 2009. Coupled with ‘quantitative easing
this has created a nightmare scenario for many pensioners and savers, while also weakening sterlin
which plunged to a low of £1.38 against the United States dollar that year. Despite the pain an
suﬀering they have caused at home, the United Kingdom’s austerity policies were not enough t
dissuade credit rating agencies Moody’s and Fitch from stripping the country’s AAA status in 2013
which has pushed up the cost of borrowing.
Despite a superﬁcial restructure, RBS’s bad debts and massive future litigation liabilities continue t
hang over the recovery. The shrinkage that occurred under Stephen Hester was impressive but it cam
at a huge cost in terms of the destruction of whole swathes of the UK’s small and medium-siz
enterprise base and it failed to resolve the crisis at the bank because it was not accompanied by cultur
change.
If there’s one lesson to be learned from the ﬁnancial crisis, it is that gigantic, world-straddlin
‘universal’ banks like RBS became under Fred Goodwin make little or no economic sense. Rather tha
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 fa
they are also too big to manage, too big to regulate and too big to prosecute.
The only viable long-term solution for such ﬁnancial behemoths is to break them up into mo
manageable chunks. That way, they are more likely to focus on serving the needs of the real econom
in the geographies on which they focus and less likely to prioritise negative behaviour like rent seekin
and empire building. (Rent seeking is what happens when a company uses its resources to obtain a
economic gain or ‘rent’ from others but fails to give any reciprocal beneﬁts back to society throug
wealth creation.) Smaller banks ﬁnd it diﬃcult to hold a gun to the government’s head over the r
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, Williams & Glyn’s, RB
Aviation, Sempra Commodities, big chunks of the investment bank now called markets an

international banking and the bulk of its international operations. But, with total assests of £1.0
trillion, equivalent to 64 per cent of the UK’s gross domestic product, the bank still has not shrun
enough.

Ian Fras
April 201

1

The battle Royal

The Royal Bank of Scotland owes its origins to the collapse of another failed international busine
venture that was built on hubris, self-delusion and inadequate planning. Between 1695 and 1700, am
unprecedented Anglophobia and patriotic fervour, the Scots piled one quarter of their national weal
into the shares of the Company of Scotland. The corporation was founded in 1695 by William Paterso
a Dumfries-born visionary ﬁnancier who also founded the Bank of England, in order to promo
Scottish international trade and challenge the might of the London-based East India Company. Th
Company of Scotland secured the rights to establish a colony, Scotland’s ﬁrst, in Panama and i
promoters insisted that business would be brisk and oﬀer them spectacular ﬁnancial returns on the ba
of burgeoning international trade. Scottish investors became intoxicated. The company became one
the biggest speculative and delusional bubbles in ﬁnancial history. The project was under-researche
and poorly planned. The Company of Scotland failed to appreciate that the Panamanian coast was a
inhospitable, malaria-ridden swamp. It failed to foresee strong Spanish and English hostility towards th
project, which would lead these powers to seek to scupper it using dirty tricks, diplomacy and forc
After just two years, the so-called Darien Scheme lay in tatters. Of the 3,700 settlers and crew wh
sailed to ‘New Caledonia’, 3,000 lay dead and 11 of the 14 ships that had been commissioned by th
Company had been sunk or lost.
Some £153,000 sterling, nearly a quarter of Scotland’s liquid capital, had gone up in smoke. Th
warm embrace of political union with England, sweetened by ﬁnancial compensation for the company
backers, began to have some appeal. In 1707, after many centuries of discord and mutual distru
Scotland and England signed the Treaty of Union. And article XV – known as ‘The Equivalent’ –
the treaty was the kernel that, eventually, gave rise to the Royal Bank of Scotland. In the Article XV
England agreed to pay Scotland a very large sum of money, which was ostensibly to compensa
Scotland for taking on a share of England’s national debt. In the end, however, the sum of £398,08
and 10 shillings sterling (worth some £44 million today) was extended to the Scots (mainly members
Scotland’s upper middle classes and aristocracy) who had lost their shirts in Darien. Whether it wa
overt bribery is open to debate but Scotland’s national poet, Robert Burns, certainly thought it was. I
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 holde
formed the Equivalent Society to pool their compensation payments and distribute dividends. In 172
this became the Equivalent Company, founded by Royal Charter. Soon afterwards, a group of it
shareholders, led by the Duke of Argyll, a staunch anti-Jacobite who was one of Scotland’s mo
powerful men at the time, decided the Equivalent Company should branch out into banking. The Ban
of Scotland had been established in 1695 and still had a monopoly of banking services in Scotland at th
time. But it was seen as suspect by Scotland’s Whig establishment as not only had it rebuﬀed a merge
proposal from the Equivalent Company, it was also widely seen as having Jacobite leanings, which, t
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 Irelan
James, the only son of the deposed James II and Mary of Modena, was brought up as a Catholic
exile, at the chateau of Saint-Germain-en-Laye near Paris. However the Jacobite Rising that the Earl
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
Scotland – and the main reason it was launched was as a bulwark against Jacobitism. The new ban
well capitalised from day one, was established by a Royal Charter approved by the Whig prime ministe
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 tot
authorised share capital of £111,348 sterling. With many of its directors and oﬃcers also sitting on t
board of the Equivalent Company (which continued to exist), it was right at the heart of Scotlan
burgeoning Whig establishment and aimed to back the country’s pro-trade and industry entrepreneuri
classes. Its ﬁrst governor was Archibald Campbell, the Earl of Ilay, who later became Duke of Arg
and was, at the time, Lord Register of Scotland and Keeper of the Privy Seal. The bank’s ﬁrst depu
governor, Sir Hew Dalrymple, was Scotland’s most senior judge and many of its inaugural board
directors were either Edinburgh lawyers or members of the judiciary (so if there was to be any litigati
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 goo
For a 130-year stretch between 1838 and 1968, Royal Bank of Scotland had a Duke of Buccleuch an
Queensberry as governor – later chairman, really a titular head. Successive Dukes of Buccleuch an
Queensberry – whose family name is Montagu-Douglas-Scott and whose estates at Bowhill, Dalkeit
Drumlanrig and Broughton put them among the biggest landowners in Europe – were eﬀectively give
the governorship on a hereditary basis, with each succeeding as governor at the time of their fathe
death.
One of the Royal Bank of Scotland’s earliest goals was to put the Bank of Scotland (‘The Old Ban
out of business. A number of skulduggerous means were used, including hoarding its rival’s banknot
However, six years after the defeat of Charles Edward Stuart (‘The Young Pretender’) at the Battle o
Culloden in 1746, which ended the Jacobite dream of a Stuart restoration, the feuding banks buried th
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. Bank of Scotland agre
to steer clear of Glasgow, a city that was on the cusp of a boom for which the Royal Bank of Scotla
had high hopes, while RBS agreed to steer clear of the rest of Scotland, giving free rein to the ‘O
Bank’ in the provinces. Under a system called ‘Free Banking’, which meant there was no central ban
or ‘lender of last resort’ in Scotland, the two leading Scottish banks were to play a critical part in th
development of the Scottish economy during the 18th and 19th centuries. The Royal was the mo
innovative from an early stage, inventing the overdraft – or ‘cash credit’ – which enabled truste
Scottish merchants to punch above their ﬁnancial weight. Writing in An Inquiry into the Nature an
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 eve
considerable town’.1 Smith wrote:

The business of the country is almost entirely carried on by means of the paper of those diﬀere
banking companies . . . Silver very seldom appears except in the change of a twenty shillin
banknote, and gold still seldomer. But though the conduct of all those diﬀerent companies has n

been unexceptionable, and has accordingly required an Act of Parliament to regulate it, the countr
notwithstanding, has evidently derived great beneﬁt from their trade. I have heard it asserted, that th
trade of the city of Glasgow doubled in about ﬁfteen years after the ﬁrst erection of the banks the
and that the trade of Scotland has more than quadrupled since the ﬁrst erection of the two pub
banks [RBS and Bank of Scotland] at Edinburgh.2

In February 1793, seventeen years after Smith published Wealth of Nations and three and half yea
after the Storming of the Bastille in Paris, the Royal Bank came close to collapse. News of the outbre
of war with Revolutionary France sent jitters around the Scottish economy, fuelling demand for cas
and triggering a slowdown in trade. However RBS was unabashed, extending a very large line of cred
to one of its Glasgow borrowers. The loan came on the back of lavish, even reckless, lending to Glasgo
merchants and manufacturers that had followed the opening of its Glasgow branch in 1783. ‘Gener
commercial collapse was a very real and terrifying possibility, and the Royal Bank stood right at th
sharp end,’ say the bank’s archives. One of the bank’s senior directors travelled to Westminster to plea
with the government of Prime Minister William Pitt the Younger for a bailout. Eventually, th
government came up with a neat way of salvaging the failing institution. The RBS archives say, ‘Th
proposal to issue Exchequer bills was passed on 29 April and given Royal Assent on 9 May 1793. On 1
May the Royal Bank resolved to apply for £200,000 of Exchequer bills . . . The British economy
general, and the Royal Bank of Scotland in particular, had been saved by government intervention.’ 3
was not to be the first time.
There was a murkier side to the bailout though. According to American economist Murray Rothbar
in its aftermath, Scottish banks including Royal Bank treated their customers high-handedly as the
struggled to rebuild their tattered balance sheets. Rothbard says that, in 1797, Scotland’s banks followe
the Bank of England in suspending ‘specie’ payments – they stopped honouring requests to exchan
banknotes for gold and silver coins on demand, even though the refusal meant they were breaking th
law. Rothbard added, ‘Before the Scottish banks suspended payment, all Scottish bank oﬃces wer
crowded with depositors demanding gold and small-note holders demanding silver in payment. The
were treated with contempt and loathing by the bankers, who denounced them as the “lowest and mo
ignorant classes” of society, presumably for the high crime of wanting their money out of the shaky a
inherently bankrupt banking system.4
Rothbard believes the turning of a blind eye to such wrongdoing led bankers to assume they we
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 pa
in Scottish banking’s success. 5 It also meant there were fewer bank failures in Scotland than in oth
countries. Rothbard concluded, ‘The less-than-noble tradition of nonredeemability in Scottish ban
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
cliquishness and prioritising their own interests and those of a select band of cronies. The manager
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, Orde
and Bye-Laws for the Good Government of the Corporation of the Royal Bank of Scotlandon 2 Marc
1819. The sixteen-page document was reprinted and circulated, with little revision, for over a centur
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 wer

laid down, but that they were printed and circulated, accessible to anyone with an interest in the ban
and its operation . . . [The document] sets out in clear English how the bank will make sure that i
assets are kept safe; that its oﬃcers are honest; that its board supervises properly; and that branches a
appropriately managed. It dictates rules for granting loans, to make sure that directors cannot bypa
proper process in their own interests, and to guarantee that all loans are “transacted in the best an
safest manner for the bank, avoiding all manner of partiality with the borrowers”.’7
One reason Commercial Bank of Scotland was founded in 1810 was that Scots were so disenchant
with the nation’s three existing players – Royal Bank of Scotland, Bank of Scotland and British Line
Bank. James Anderson, historian of the Commercial Bank of Scotland, says, ‘It was felt by many of t
Scottish people that the three old Banks had become too . . . devoted to their own interests . . . to be th
real promoters of the general good.’8 (Commercial Bank of Scotland merged with National Bank
Scotland in 1958 and with RBS in 1969–70). The onset of greater competition during the Victorian e
was a force for good in Scottish banking, which became more accessible and democratic than in an
other country of the world at the time. It was also a time when the bank’s shareholders had a stron
vested interest in ensuring that its management behaved responsibly. As the Bank of England’s And
Haldane put it, ‘Banking was a low-concentration, low-leverage, high-liquidity business . . . Due t
unlimited liability, control rights were exercised by investors whose personal wealth was literally on th
line. That generated potent incentives to be prudent with depositors’ money.’9
After the First World War, the Royal Bank of Scotland’s board decided Scotland was over-banked an
embarked on southwards expansion. It didn’t help that the Scottish economy was on its knees afte
Chancellor of the Exchequer Winston Churchill ‘imprisoned industry in a golden cage’ by returnin
Britain to the ‘gold standard’ in 1925. RBS’s chief cashier and general manager, Alexander Kem
Wright, acquired four English banks over the next 15 years: Drummond’s, which had its origins i
Aberdeenshire (1924); Williams Deacon’s (1930); and two doyens of private banking – Child & C
(1939) and Glyn, Mills & Co (1939).10 RBS was on a roll. At a banquet to celebrate its bicentenary
Edinburgh’s North British Hotel on 3 June 1927, self-congratulation was the dish of the day. RB
chairman, the Duke of Buccleuch, said:

The banking system of Scotland [is] probably the greatest and most original work which the practic
genius of the Scottish people [has] produced . . . There is no question that Scotland’s system
banking is one of the country’s greatest assets . . . In the peaceful development of the country after t
risings of the ’15 and ’45, the banks, although then in the earliest stage of development, played
important part in developing trade and commerce, and thus acted as a civilising and moderatin
inﬂuence . . . The cash credit system, which as all students of the subject know, was introduced by th
Royal Bank so far back as 1728 in itself was an evidence of Scotland’s more settled outlook, becau
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
the Treasury Sir Otto Niemeyer, Field Marshal Earl Haig and Brendan Bracken, editor of The Banke
also spoke of the bank’s many achievements.
However, over the next half decade, Royal Bank of Scotland and, indeed, the whole British bankin
sector lost their way. Thanks to the Bretton Woods agreement of 1944 – which tied the value of the U
dollar to gold, ﬁxed exchange rates and controlled global capital ﬂows – there was a stable econom
backdrop as economies sought to rebuild themselves after the Second World War. But a lack o
competition in the banking sector caused banks to become complacent. They increasingly becam
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