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“FILE ON 4” 

 

Transmission:  Tuesday 6th November 2007 

Repeat:  Sunday 11th November 2007 

 

Producer:  Sue Davies 

Reporter:  Robert Peston 

Editor:   David Ross 

 

MAN: I’m going to take all my money out, cos I just, I 

think they’re really just a busted flush. 

 

PESTON: There has not been a financial crisis like it in the 

UK within living memory. On September 14th, the Bank of England rescued Northern 

Rock, which was running out of money to fund its business as a substantial mortgage 

provider.  But the very act of rescuing Northern Rock actually prompted its depositors in 

their droves to withdraw their savings.  It was a bank run, the first in Britain for 141 years, 

and the extraordinary pictures of anxious savers queuing up for their money were 

transmitted all over the world. 

 

WOMAN: I feel I’m forced into it, because of other people 

withdrawing their cash and talk of runs on banks. 

 

MAN: I’ve come here to storm the barricades, simple as 

that.  Who needs this? 

 

PESTON: Probably the most important player in this drama 

has been the Governor of the Bank of England, Mervyn King, who has been widely 
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PESTON cont: accused of exacerbating the crisis in the way he 

organised the rescue of the Rock.  In his first ever major broadcast interview,  

Mervyn King tells File on 4 that had the Rock not been saved, there could have been a 

devastating chain reaction of banking collapses. 

 

SIGNATURE TUNE 

 

PESTON: The Bank of England's neo-classical fortress in the 

heart of the City of London is a symbol of tradition, certainty and solidity. At the centre of 

the Bank - keeping a beady eye on the ebb and flow of global markets - is the Governor, 

Mervyn King. His offices, known as the Bank's parlours, are like some grand country 

house - all Greco-Roman pillars, Georgian furniture and severe portraits of his illustrious 

forebears. But King is in many ways a thoroughly modern Governor. Many of his 

predecessors were gentleman amateurs. He is a technocrat, a world class economist. And 

as we sat and chatted on his comfy, elegant sofas, I asked him whether August 9th - the day 

that the world's money markets stopped functioning properly - was really as important as it 

now seems.  

 

KING: It was certainly an important day, there’s no 

question about that, and it began with the revelation of losses in a major French bank’s 

investment funds and it followed with a very large injection of liquidity by the European 

Central Bank, and many people were surprised by that and asked the question, well, what 

do they know that we don’t?  So, in the markets that day there was a very big disturbance, 

and almost immediately contacts between the central banks around the world started. 

 

PESTON: So from that point of view, it really was the 

beginning of this saga? 

 

KING: You can date it both from then and, looking back, 

very clearly that was the beginning of the saga. 

 

PESTON: Northern Rock traces it origins to two substantial 

nineteenth century building societies in the north east. It was in the 1990s that the modern 

Northern Rock really began to take shape, as an institution with ambitions to be a market 
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PESTON cont: leader in the provision of mortgages by running 

itself as efficiently as it possibly could. Leo Finn worked at the Rock for more than forty 

years and was its Chief Executive from 1997 to 2001. 

 

FINN: We did rather better than most, because we weren’t 

affected as badly as all our competitors by the 1990 house price crash.  That made us super 

competitive, because by that time we’d decided if you could run an organisation very 

cheaply, you could probably outbid the competitors, and so these two ideas came together 

of growing at a pretty rapid rate the assets of the society whilst making sure that your costs 

of growth was below that, and we got stuck in. 

 

PESTON: Then in 1999, the Rock made a fateful decision, 

which was to start raising money through a process called securitisation. What it did was 

to sell to international investors the mortgages it had provided to home owners. And it did 

that by repackaging those mortgages into what are known as asset-backed bonds.  Lots of 

other banks also raised money by selling these bonds. But Northern Rock sold more than 

most - up to £5 billion of them every three months. And in general it became much more 

dependent than any other substantial British bank on the finance available from 

international money markets, as opposed to the deposits of ordinary savers. So when those 

international markets froze up in August, it was as though someone had turned the tap off 

that kept the Rock alive. Why did that tap stop working?  Willem Buiter is an economist 

and former member of the Bank of England's Monetary Policy Committee. 

 

BUITER: Basically what we had was a perfect storm, where 

mad finance innovation, so-called securitisation, where banks instead of holding on to 

loans just sold them off and took in the next lot, instead of originate loans and hold them, 

just originate and distribute, ship them out.  But it means, of course, that the purchaser of 

the loan, who are different from the people that originate the loans, no longer have the 

knowledge that the originators had, and so you get trade in complex instruments between 

the ignorant, which is not a great way for creating financial stability. 

        

PESTON: For years, banks and other financial institutions had 

made so much money so easily that they stopped properly assessing the risks of the credit 

they were providing. Mervyn King says that he and colleagues at the Bank of England had 
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PESTON cont: been warning that many of the investments made by 

banks and the loans they had been making would not be nearly as valuable as they 

thought.        

 

KING: People managed to persuade themselves that 

perhaps they weren’t taking such large risks, and they were persuaded to buy and take on 

board these new and complex financial instruments, which turned out to be both riskier 

and much more opaque than the investors had originally understood.  And we said that 

because these instruments were both riskier and more opaque and complex, it was quite 

possible that one day the markets in those instruments would become illiquid, and on 9th 

August the liquidity in those markets just dried up. 

 

PESTON: The closure of markets on August 9th was a 

devastating blow to Northern Rock, as its Chief Executive, Adam Applegarth, told a 

committee of MPs. 

 

APPLEGARTH: What we hadn’t foreseen is the complete closure of 

liquid markets on such a wide basis, from whether it’s commercial paper, asset-backed 

commercial paper, securitisation, covered bond, medium term not0065 and even the cash 

deposit markets in the UK and the US. 

 

PESTON: The scale of the market shutdown even surprised the 

City regulator, the Financial Services Authority - though its new Chief Executive,  

Hector Sants - appointed in July - says the FSA immediately understood how serious it 

would be for the Rock. 

 

SANTS: We absolutely understood Northern Rock’s business 

model.  We understood how they were funding themselves, so as soon as we moved into 

this period when it was clear that markets had frozen, we immediately identified that there 

was a potential possible risk here to Northern Rock, and proactively engaged with them as 

part of our group of firms that we were moving to a crisis management mode. 

 

PESTON: So did you contact them, as it were? 
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SANTS: We contacted them. 

 

PESTON: At a time of crisis, the FSA comes together with the 

Treasury and the Bank of England in a tripartite group to share information and plan 

evasive action. It was at this point that the Bank of England made the first of its 

momentous decisions, and that was about the way it exercised one of its core 

responsibilities as a central bank, which is to help make sure that commercial banks have 

just enough cash to meet the needs of their customers. Central banks - like the Federal 

Reserve in the US, the European Central Bank and the Bank of England - lend this money 

to all banks in their respective territories, but in very different ways. Each central bank will 

only lend to a bank if that bank pledges assets to it by way of security or collateral. And 

the point about the Bank of England is that it was the most picky about the collateral it was 

prepared to lend against. So Northern Rock couldn’t swap its mortgages for loans from the 

Bank of England, as it would have been able to do had it been a continental bank.   

Hector Sants at the FSA says that it was open to the Bank of England to change the way it 

provided loans to all banks in a way that might have helped Northern Rock. 

 

SANTS: What we have observed is clearly logically the case, 

sort of … the case, and if you have a single company – ie, in this case Northern Rock – 

and it is not able to get funding from the commercial markets, that the only other place it 

can get funding from is the central authorities, ie through the Central Bank.  And it is also 

the case here that if smaller amounts of funding could have been given to it earlier, it 

might not have required large amounts of funding later, and given our responsibility for 

supervising Northern Rock, we would have set out those arguments with regard to the 

specific set of circumstances for Northern Rock, for the Bank of England to consider, but 

it’s properly the Bank of England’s responsibility to then make the decision. 

       

PESTON: Strikingly, the Bank of England concluded pretty 

early on in August that it wouldn’t be possible to help Northern Rock by modifying the 

way it provides cash to the banking system through auctions of money. The Governor 

explains his thinking at the time. 

 

 



 

 

6

KING: In talking about how they might get out of it, it 

became clear that Northern Rock was already facing a bank run.  Not the kind of bank run 

that you and I might normally think of, in which the retail depositors queue on the streets 

to get their money back, but a bank run nevertheless in which the wholesale funders – 

other banks or money market funds lending to Northern Rock – when the loan that they 

made for one week or one month came up, they just did not roll over the loan.  And bit by 

bit the funding, the wholesale funding to Northern Rock started to ebb away. 

 

PESTON: So how much did you estimate at that stage 

Northern Rock was likely to have to find let’s say by the end of the year, as it were, in 

terms of the borrowings that they’d made from the money markets that were simply not 

being replaced? 

 

KING: Well, we thought that it was of the order of about 

£30 billion was the amount that they would have to find.  It became clear quite quickly 

that the bulk of that funding – say £20 billion to £25 billion or £30 billion would have to 

come from the Bank of England.  So it became clear that Northern Rock required a very 

very large sum of money. 

 

PESTON: Now, I mean, Adam Applegarth has explicitly said 

that if Northern Rock had had access to the European Central Bank’s liquidity provision, 

that he doesn’t think they would have run into the difficulties that they’ve had.  Is that a 

fair criticism? 

 

KING: Well I don’t want to, you know, to accuse anyone of 

being misleading, but I find that very hard to square with the facts.  If you look at what the 

European Central Bank lent to banks, and they lent an average of £230 million per bank 

participating in their auctions.  £230 million.  Northern Rock needed something closer to 

£25 billion – one hundred times larger than the average amount which the European 

Central Bank was lending to banks through their auctions.  The scale of the funding 

needed was staggeringly large. 
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PESTON: According to King the sums of money required by 

Northern Rock were so substantial that it was simply impossible to help it out in an 

inconspicuous way. If the Bank of England had used its normal money market procedures 

to channel funds to Northern Rock, it would not have taken journalists or bankers very 

long to work out that something very strange was going on - and Northern Rock's frailty 

would have been quickly spotted. However, Sants at the FSA concedes that the big banks 

disagreed with King's approach to providing funds to the banking system - and he does not 

deny what many bankers have told me, which is that he and the FSA sided with them, not 

with the Governor.      

 

SANTS: As you’d expect, we stay in regular contact with all 

the major firms in this period, and we felt it was useful to get the larger banks together at 

that point to talk about market conditions in general.  We’re more than happy to confirm 

that the banks were very much giving us a strong message, and yes indeed we were 

passing those strong messages on. 

        

PESTON: But Mervyn King says the banks were lobbying in a 

self-interested way. 

 

KING: Well, the role of the Bank of England is not to do 

what banks ask us to do, it’s to do what’s in the interests of the country as a whole, and we 

took the view that bailing out those banks that had taken the biggest risks would provide 

no incentive in the future to avoid this happening all over again.  And I remember very 

clearly being telephoned by more than one bank and being told, “We got out of the market 

in the strange instruments two years ago and the financial press said we weren’t very 

exciting and we weren’t growing as quickly as other banks and we made less profit.  Our 

time has now come.  The other banks that did take the risks are having to accumulate 

liquidity and cut back on their lending in order to do so.  But now, because we were more 

prudent in the past, now we can expand.  If you bail out the banks that took the risks, then 

you’ll undermine any incentives that we had to be prudent.” And so it is important to give 

incentives to banks to behave prudently and, if they take risks, to recognise that they have 

to bear the consequences of those risks.  That is what happens in any other industry. 
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PESTON: Once global markets shut down - making it 

impossible for the Rock to raise the money it needed - there were three possible ways of 

rescuing it. The Bank of England had eliminated the route of bailing out the Rock by 

pumping vast amounts of cash into the banking system, leaving two options. One: 

providing a special loan to Northern Rock using the Bank's exclusive role as lender of last 

resort. Or finding another big bank to buy it and prop it up. During the summer, as Hector 

Sants discloses, a lot of work was done by the Rock and the authorities to organise a 

takeover. 

 

SANTS: We did identify a buyer, but that buyer did want 

insurance against a failure to find the necessary amount of funding to run the Northern 

Rock business model going forward.  We put that in front of the Bank of England and the 

Treasury, who are responsible for making those types of funding decisions, and they made 

the decision, the Bank of England made the decision not to make that funding available.  

From the FSA’s point of view, it looked like a do-able proposition to carry forward. 

        

PESTON: The potential bidder for Northern Rock was Lloyds 

TSB. And, as Sants says, the FSA believed that it was worth pressing forward with 

negotiations on a deal. So why on the weekend of September 8th to 9th did such 

negotiations come to an abrupt halt? Well, the Governor explains his objections to what 

was on the table - and why, in the end, it was the Chancellor who blew the deal up. 

 

KING: On the weekend before we granted the facility to 

Northern Rock, I was asked whether, if a certain retail high street bank were to make an 

offer or a bid for Northern Rock, whether we would be prepared to lend that bank  

£30 billion at bank rate for about two years.  And I think what that did was to demonstrate 

that our original view, that it was not possible to save Northern Rock without a large 

injection of money on that scale was clearly right, and I understand perfectly well why the 

bank wanted that facility.  But I said to the Chancellor, ‘Well look, this is not something 

which a central bank can do.  We don’t normally finance takeovers by one company for 

another, let alone to the tune of £30 billion, which is rather a large amount of money,’ so I 

said, ‘Well, this is a matter for Government, but you have to recognise that if you were to 

offer to make available such a facility to one bank, you would have to make it available to 

any other potential bidder, and therefore it would become public.’  And I don’t think it 
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KING cont: took the Chancellor very long to recognise that not 

only was this something which central banks don’t do, it’s also something that 

Governments don’t do. 

 

PESTON: So on Monday September 10th, Northern Rock's 

options had narrowed to one. Right to the last it had been trying to raise money by the 

conventional means of selling bonds or borrowing from other financial institutions. But 

that proved impossible. The time had come to formally approach the Bank of England for 

a substantial emergency loan.     

 

KING: At the beginning of that week, I think we were clear 

that we would be likely to have to extend lender of last resort support, but it wasn’t 

inevitable, and it was really only on the Thursday when we actually did it that we knew 

that it was inevitable, so we had to do it.  The timing of it wasn’t decided until that day and 

a lot of other questions naturally then followed from it.  When you’re actually in one of 

these situations and dealing with it in real time, there are always lots of options and 

nothing seems inevitable.  It’s not easy to predict the future.  Looking back, certain things 

seem a lot clearer. 

        

PESTON: There was one extreme alternative, which would 

have been to allow Northern Rock to fail and to go into administration under insolvency 

procedures. Here's why that was rejected.   

 

KING: To allow Northern Rock to fail would have meant to 

put the bank into administration, and once the bank had gone into administration, the retail 

depositors would have been locked into it, into a process while the administrator of the 

bank sold off the assets and worked out how to repay the various creditors, and the retail 

depositors would have been unsecured creditors on a par with all other creditors, and it 

would have taken them easily a year or possibly more to get their money back.  It would 

have been deeply unfair on the retail depositors to allow them to suffer in that way. 

 

PESTON: What was the risk that you were pre-empting in the 

case of Northern Rock by providing this facility? 



 

 

10

KING: What we were worried about was that if the 

depositors in Northern Rock had suddenly found that all their deposits were frozen for an 

indefinite period, because the bank had literally run out of money and had been put into 

administration, then depositors in a range of other banks in the UK might have said, 

‘Gosh, could that happen to my bank?  Are my deposits safe?’ and there may well have 

been a run on a range of smaller to medium sized banks by people who took their money 

out and put them in two or three very big banks that they thought were safe, and this was a 

potential systemic risk that would have caused immense damage to the structure of the 

banking system, because a range of institutions, a large number might have found 

themselves victims of people who felt nervous about whether their deposits were safe, 

because they had seen a bank in which the retail depositors got trapped. 

 

PESTON: In other words, the stakes at the time were 

astonishingly high. For King, it wasn’t just the survival of Northern Rock which was at 

risk, but that of a whole series of smaller banks.  Now, as a journalist, I'd been keeping an 

eye on Northern Rock for years. And ever since money markets seized up on August 9th, I 

had been aware that the Rock would have difficulties funding itself. I then learned that it 

would be approaching the Bank of England for help - and here's how I broke the story on 

September 13th at 8.30pm on BBC News 24.       

 

EXTRACT FROM BBC NEWS 24 

 

PESTON: We’ve all obviously been aware of the mayhem in 

the financial markets over the past few weeks and that has now caused really quite 

significant problems for one of our best known mortgage lenders, a company called 

Northern Rock, which is having tremendous difficulty raising funds to in a sense provide 

the money for lending …. 

 

At the same time as the BBC was broadcasting the news, Northern Rock was negotiating 

the final details of the loan with the Bank of England. And at 9 o’clock, the court of the 

Bank of England - its name for its board of directors - met to give formal approval to it. 

The plan had been to announce the loan on the following Monday morning, but that had to 

be brought forward to 7 on Friday September 14th after the leak to the BBC. The 

Chancellor, Alistair Darling, took on the weighty responsibility of trying to reassure 

Northern Rock's savers.   
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DARLING: I authorised the Bank of England to provide support 

facilities to Northern Rock, because I think it’s in the public interests that we maintain a 

stable banking system.  That’s why I said to the Bank of England that it should act as a 

lender of last resort, and if the Northern Rock bank needs support, then it should provide 

it.  So the bank can still receive deposits, it can pay out the money, and if anybody does 

want to get their money out of the Northern Rock, then they’re able to do so. 

 

PESTON: Right from the outset, Mervyn King was aware 

there was a risk that simply disclosing that the Rock was in receipt of emergency support 

would prompt alarm among depositors and a possible run. So why wasn't the Chancellor 

giving an explicit guarantee that no depositor would lose a penny - thus preventing the 

devastating run? 

 

KING: When the bank run started, I made very clear my 

view that the only way to stop the bank run was to give a Government guarantee and that 

was the argument that I made and that was the only argument that I wanted to make at that 

stage.  The only way to stop the run quickly was to put in place a Government guarantee. 

 

PESTON: But you didn’t, in a sense, pre-emptively say to the 

Chancellor, ‘Actually, before we announce the lender of last resort facility, we also ought 

to announce 100% guarantee.’ 

 

KING: Well, I don’t want to go into all the conversations 

that took place and I think one thing that it’s worth pointing out is that it was not inevitable 

that there would be a retail run, it was certainly a risk, but there was no easy way of 

predicting how the retail depositors would react.  If they had all reacted in the view that 

now that the lender of last resort facility is there, it’s safe to leave the money in, then there 

wouldn’t have been a retail deposit run.  These things are very fragile.  Once the run starts, 

it was then rational for other people to join it.  But it could have gone either way at the 

outset.  It was not inevitable that depositors would queue up on the street to take their 

money out. 

 

PESTON: Was it a risk that was worth taking? 
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KING: Well what was the alternative?  The bank had run 

out of money. 

 

PESTON: No, no, the alternative was at the moment that you 

put in the lender of last resort facility, you also announced 100% protection, that was the 

alternative. 

 

KING: That was the alternative, yes. 

 

PESTON: But what I don’t understand is why that didn’t 

happen, as it were, why we waited till the Monday night. 

 

KING: Well I think a lot of things were going on very 

quickly.  The facility was agreed on the Thursday.  It then was announced early on the 

Friday morning.  Over the weekend a lot of debates took place about a range of issues – 

the bid, a guarantee, people had different views as to what the right answer might be, as 

the Chancellor made clear at the Treasury Committee.  The view that I expressed to him 

was that we needed a Government guarantee, but of course one of the practical problems 

of doing this, and the reason why it could not be done in a matter of hours, was to work 

out what the phrase ‘there is a Government guarantee’ actually meant.  And the lawyers 

had to be consulted and in all of the aspects of this it’s very natural and understandable 

that Government has to consult their legal advisors before knowing what they’re able to 

say and what the words actually mean, and it did, in fact, take quite some time to work out 

precisely what, in very detailed terms, the Government guarantee actually meant. 

 

PESTON: Just to be clear, did you make a formal 

recommendation earlier in the week that the Treasury then turned down, and was it the 

Treasury’s view that you had to suck it and see before giving a guarantee? 

 

KING: No, I think … 

 

PESTON: …and you’d argued something different 
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KING: I think that a range of possibilities were on the table 

which included a Government guarantee, but many other possibilities were on the table.  

They were all being examined and the lawyers had a lot of things to say over the weekend.  

And I think it’s very natural and understandable that the lawyers said, ‘Well hang on a 

minute, make sure you know exactly what it is that you’re guaranteeing before you go out 

onto the television and tell the people.’  The Chancellor did, you know, he went out and 

tried very hard by appearing on television to reassure the depositors without going further 

than his legal remit. 

 

PESTON: And so there wasn’t a moment in which, you know, 

on the Monday or the Tuesday before the lender of last resort facility was put in, that you 

formally gave advice to the Chancellor that he should provide 100% guarantee and they 

said no?  There was no … 

 

KING: There was never a moment like that at all. 

 

PESTON: Hector Sants confirms that the tripartite group of 

FSA, Treasury and the Bank of England did discuss providing 100% protection to the 

Rock's depositors before the emergency loan was given - and he points out it was 

ultimately the Chancellor's decision not to provide that protection at first.  

 

SANTS: We certainly discussed the possibility, but we, we 

obviously had made the judgement that it wasn’t an announcement we wanted to make at 

the same time as the facility.  With the benefit of hindsight, you could argue that that was 

possibly an option that we should have considered. 

 

PESTON: In retrospect it doesn’t look as though it was a risk 

worth taking. 

 

SANTS: But obviously this decision would be the Treasury’s 

decision, and it has very wide public policy impact, so I think you can see why it wouldn’t 

be a decision that would be made lightly. 
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PESTON: Totally, I can absolutely see that, but it was just, in 

retrospect, whether it was, whether in your judgement it was the right decision. 

 

SANTS: Well, as I mentioned before, I think we feel in terms 

of the effective working of the tripartite going forward, it’s right for the individual 

authorities to comment on their individual responsibilities.  

        

PESTON: We invited the Chancellor to participate in this File 

on 4, but he declined.  Within hours of the disclosure that the Rock needed help from the 

Bank of England, its depositors became anxious about whether their savings were safe. 

Queues formed at branches and the company's internet site kept crashing due to the sheer 

volume of attempts to withdraw cash. And although the Chancellor tried to reassure 

savers, the Governor of the Bank of England and the heads of the FSA were invisible. 

Willem Buiter says it was a big mistake that they gave no media interviews. 

 

BUITER: What they should have done is as soon as the 

facility was announced, the Governor of the Bank of England, the head of the FSA, the 

Chancellor of the Exchequer and the Prime Minister, Mr Brown, the former Chancellor of 

the Exchequer, who is responsible for the tripartite agreement under which this disaster 

occurred, those people should have stood up together on television and said in unison that 

your money is safe.  If they could have had the Queen there as well, it would have been 

even better.  But you needed something like that and they never did that.  So they missed a 

major PR opportunity for creating trust and confidence. 

 

PESTON: Why didn’t Hector Sants tell depositors their money 

was safe? 

 

SANTS: The FSA put out from the beginning clear 

statements that the bank was solvent, but as you observe, we didn’t choose to go out on 

live interviews for those first 48 hours, and that did reflect the fact that, as a regulator, we 

have to be very careful what we say, we are bound by a clear set of legal conventions and 

we need to be sure that whatever we say, people can trust us.  And we were very conscious 

that if we were asked the question, “in all circumstances can you absolutely assure us that 
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SANTS cont: our deposits are safe?” given the nature of the 

scheme that was in operation at that time, we would only be able to make that reply in a 

positive sense in relation to the first £2,000 of deposit. 

 

PESTON: What you couldn’t say is there’s no risk. 

 

SANTS: We could not say there was no risk other than for 

the first £2,000 in respect to a depositor. 

 

PESTON: The Governor is even more stark about why he kept 

schtum. 

 

KING: For the very simple reason that at that point, in the 

absence of a Government guarantee, it was actually rational to queue up and take your 

money out, and it would have been dishonest for us to have pretended otherwise.  I 

thought the Chancellor was extraordinarily successful in giving what reassurance he could, 

given that at that point he didn’t know how far he could go in giving a Government 

guarantee. 

 

PESTON: But you simply couldn’t stand up and say, ‘You’ve 

got nothing to worry about,’ because actually if you’d been in their position you’d have 

taken the money out too? 

 

KING: Well, I wasn’t in their position, but I think it would 

not have been possible to say to them, ‘You have complete reassurance, don’t worry, you 

can go home.’  It would have been dishonest to have said that. 

        

PESTON: The consequences of the run, in terms of 

international confidence in the health of the British banking system, were for several days  

very serious indeed. Overseas institutions controlling billions of dollars switched their 

money out of British banks. The chairmen of the big banks became alarmed about a 

possible lethal domino effect of other banks falling over. So on the evening of September 

17th the Chancellor finally promised that he would give a guarantee that no depositor at the 

Rock would lose a penny - and he said the promise would be extended to any bank that ran 
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PESTON cont: into similar difficulties. Then, on September 19th, 

the Governor carried out what looked like an incredible U-turn by finally changing the 

terms on which it would lend to the banking system, by apparently caving in to pressure 

from the banks for it to accept a much wider range of assets, including mortgages, as 

collateral for three month loans. So why had King belatedly given the kind of help that the 

banks had been crying out for for weeks? 

 

KING: Clearly after the run on Northern Rock and the 

impact of the television pictures, it became evident that many of the funders of British 

banks around the world were no longer willing to fund British banks.  So we felt that, 

provided the banks were willing to pay the penalty rate, that we should make sure that they 

did have access to the liquidity. 

 

PESTON: The chairman of one big bank really picked up on 

something that you said, said to me that he was genuinely very concerned about the impact 

of the pictures of the run on Northern Rock.  Even his bank, which is fairly conservatively 

managed, is still dependent on overseas funds to a certain extent, and he said that in the 

immediate aftermath of the run, thirty, forty, he describes them as sort of, you know, thirty 

year olds with Harvard MBAs who sit in offices in Wall Street or Dubai, who control 

pools of money in billions, simply decided they were not going to place their money with 

UK banks, and he said it was, you know, genuinely rather a frightening time for a bank 

like his.  How serious do you think it got at that stage? 

 

KING: I don’t think it lasted very long at that stage.  That 

was very much an instinctive reaction, but it does show the need to be careful about whose 

money you depend on.  And it would be nice to feel that prudently managed banks didn’t 

feel that their immediate survival depended on a bunch of people who thought no more 

deeply about the banks to which they lent than looking at pictures on television, because 

the balance sheets of the banks had not changed, and I think that the lesson in this is that in 

recent years a number of banks – not all banks by any means, but a number of banks – 

decided to grow quickly on the basis of this wholesale funding from wherever they could 

find the money, and they didn’t think clearly about whether the liabilities they had to the 

people who provided the money could easily be matched by the sales of assets in which 

the money was invested, and they were taking a risk. And it’s not the role of the central 

bank to bail out people who take unnecessary risks. 
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PESTON: The run undermined confidence in Northern Rock. 

That's partly why almost no financial institution is now prepared to lend to it - and why, by 

the end of the year, it will have borrowed a colossal £30 billion from the Bank of England. 

What now for the British banking system as a whole? Does it remain worryingly fragile?  

 

KING: Things have improved significantly since August, 

when the crisis began.  We’re not back to normal in terms of a number of important 

financial markets, but things are improving.  And I think that most people expect that we 

have several more months to get through before the banks have revealed all the losses that 

have occurred, have taken measures to finance their obligations that result from that, but 

we’re going in the right direction.  There was always, in a period like this, the possibility 

that a shock from outside the UK, one from the world economy might create further 

fragilities.  But to some extent there are always risks, there are always fragilities.  What I 

would say is that the situation now is, in my view, different from that in August, though 

it’s not without risk. 

 

PESTON: In terms of just the sheer pressure on you as an 

individual, is this one of the most stressful and biggest things you’ve ever had to deal 

with?  Professionally, as it were …. 

 

KING: Well I think the reaction to it has been, yes. I don’t 

think the events leading up to the decision were the most stressful in my career, no.  But I 

think that the sort of media storm that followed, anyone who’s been through that will tell 

you that it’s a stressful period, but you learn a lot about yourself and others around you 

and how to cope with it.  But it was certainly a difficult time, I think for everyone 

concerned.  And I think what was so difficult to predict was the impact which the 

television pictures sent around the world of people queuing in the street would have on 

sentiment and opinion.  I don’t think that was something which was entirely easy to 

predict, and I certainly didn’t think the run itself was inevitable, though it was clearly a 

risk and had been flagged.  But the consequences of the run, in terms of what it would 

mean on television, was something that was hard easily to imagine in advance. 
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PESTON: Hindsight is a wonderful thing.  Given what you 

now know, reviewing the events since August 9th, do you think there is anything that, if 

you had your time over again, either you or the Bank would have done differently since 

then? 

 

KING: I think there are many things we might have done 

differently.  I think we would have tried much harder to make sure that people understood 

and took account of the warnings that we made in the years leading up to August this year.  

I think we would have pressed even harder than we did – and we did press pretty hard – to 

inject some urgency into the need for new legislation, to enable there to be a procedure for 

pre-emptive intervention in banks and the reform of deposit insurance.  I think that in 

terms of the way that we operated in August, I wish I had communicated earlier than I did 

during the month of August, and I think people … 

 

PESTON: When you say communicated, what do you mean? 

 

KING: I think people probably felt that I was not out there 

explaining what the Bank of England was doing. 

   

PESTON: But on a narrow point of the use of your money 

market facilities and the way that you rescued Northern Rock, you felt that, looking back 

on it, you felt you behaved in a rational way, the right way and that is not something you 

think you would have done differently in retrospect? 

 

KING: That is right.  I have thought about it very deeply, I 

feel that the attitude we adopted towards both our money market operations could not have 

been changed in a way that would have helped Northern Rock, and I think that we did feel 

strongly that it would not be right to bail out imprudent banks.  We didn’t do that.  And in 

the end we had to take an action to protect not the shareholders of Northern Rock, not the 

managers, but the retail depositors.  And so far no retail depositor in this country has lost a 

penny in this episode. 
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PESTON: But the price of depositors not losing a penny has so 

far been more than £40 billion - which is the sum of the loans given to the Rock by the 

Bank of England and the Treasury's separate exposure as insurer of deposits at the bank. 

The Chancellor insists the Government will one day get its money back. What neither he, 

nor the FSA, nor Mervyn King can say with any certainty is when the taxpayer will be off 

the hook and whether Northern Rock will ever again be able to live up to its name. 
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