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Barbarians at the Gate: The Fall of RJR Nabisco

The saga of RJR Nabisco's downfall is a tale of corporate greed, high-stakes finance, and the ruthless

world of leveraged buyouts. It encapsulates the excesses of the 1980s, a decade marked by

aggressive mergers and acquisitions, culminating in one of the most infamous buyouts in American

corporate history. The story is not just about a company's financial demise but also serves as a

window into the culture of Wall Street, where ambition and avarice often overshadowed ethical

considerations. This article delves into the events surrounding RJR Nabisco's fall, the key players

involved, and the broader implications for the corporate landscape.

Background of RJR Nabisco

RJR Nabisco was formed in 1985 through the merger of R.J. Reynolds Tobacco Company and

Nabisco Brands, Inc. The merger created a conglomerate that dominated both the tobacco and food

industries. By the late 1980s, RJR Nabisco was one of the largest companies in the United States,

boasting a diverse portfolio that included iconic brands such as Oreo, Ritz, and Camel cigarettes.

The Corporate Culture at RJR Nabisco

RJR Nabisco's corporate culture was characterized by fierce competition and a focus on short-term

profits. Under the leadership of CEO F. Ross Johnson, the company's management prioritized

aggressive growth strategies, including diversification into non-tobacco sectors. Johnson's vision was

to transform RJR Nabisco into a powerhouse that would be impervious to market fluctuations.

However, this relentless pursuit of growth came at a cost. The company's debt levels soared as it



financed acquisitions and expansions, leading to growing concerns about its financial stability. The

corporate environment also became increasingly contentious, with Johnson's management style

drawing criticism from investors and board members alike.

The Prelude to the Buyout

As RJR Nabisco's financial situation began to deteriorate, the company's board of directors became

increasingly concerned about its future. The late 1980s were a tumultuous time for corporate America,

and the threat of hostile takeovers loomed large. In this context, the stage was set for one of the most

dramatic corporate battles in history.

F. Ross Johnson's Buyout Proposal

In 1988, F. Ross Johnson proposed a leveraged buyout (LBO) of RJR Nabisco, offering $75 per share

to shareholders. The plan was intended to take the company private and allow Johnson and a group

of investors to restructure the company without the pressures of public scrutiny. The proposal was

initially met with enthusiasm, but it quickly attracted the attention of rival investment firms.

Introduction of Kohlberg Kravis Roberts & Co. (KKR)

KKR, a prominent private equity firm led by Henry Kravis and George Roberts, saw an opportunity in

RJR Nabisco. The company had a reputation for executing successful LBOs and was keen to

capitalize on the lucrative tobacco and snack food markets. KKR's interest in RJR Nabisco set the

stage for a fierce bidding war that would capture the attention of the financial world.



The Bidding War

What followed was a dramatic and high-stakes bidding war that would become emblematic of the

excesses of the 1980s. The battle for RJR Nabisco involved multiple rounds of bids, each escalating

the stakes and drawing in a host of financial players.

Initial Bids and Counteroffers

1. Johnson's Initial Offer: F. Ross Johnson's proposal of $75 per share was the starting point.

2. KKR's Counteroffer: KKR quickly countered with an offer of $85 per share, signaling its

determination to acquire the company.

3. Further Bids: The bidding escalated, with various investment groups entering the fray, pushing the

price to unprecedented levels.

Role of Investment Banks

Investment banks played a crucial role in the bidding process. They advised both KKR and Johnson,

helping to structure deals and secure financing. The competition among banks to provide the best

terms added another layer of complexity to the negotiations. Notable firms involved included:

- Goldman Sachs: Representing KKR and helping to secure financing.

- First Boston: Representing Johnson's interests.

The Final Showdown

The culmination of the bidding war came in November 1988, when KKR made its final bid of $109 per



share, a staggering valuation that reflected the intense competition for control of RJR Nabisco. The

board of directors ultimately accepted KKR's offer, and the deal was finalized in December 1988 for a

total value of approximately $25 billion.

Aftermath of the Buyout

The buyout had immediate and far-reaching consequences for RJR Nabisco. KKR implemented

aggressive cost-cutting measures in an effort to pay down the significant debt incurred during the

acquisition. This included layoffs, plant closures, and the divestiture of non-core businesses.

Impact on Employees and Stakeholders

The impact of the buyout was felt by employees and stakeholders. Many workers lost their jobs as

KKR sought to streamline operations. Shareholders, while benefiting from the initial buyout price, faced

uncertainty about the company’s future. The corporate strategy focused on short-term financial returns,

often at the expense of long-term growth and employee welfare.

Cultural and Economic Implications

The battle for RJR Nabisco and its subsequent buyout captured the zeitgeist of the 1980s, a period

characterized by corporate raiding and the rise of private equity.

Lessons Learned

1. The Dangers of Excessive Leverage: The RJR Nabisco case highlighted the risks associated with

high levels of debt in leveraged buyouts.



2. Corporate Governance Issues: The bidding war raised questions about corporate governance,

management accountability, and the role of boards of directors.

3. Impact on Corporate Culture: The buyout transformed RJR Nabisco's culture, emphasizing profit

maximization over employee welfare and long-term planning.

The Legacy of RJR Nabisco

The story of RJR Nabisco serves as a cautionary tale for corporate America. It exemplifies the

potential pitfalls of aggressive financial strategies and the consequences of prioritizing short-term gains

over sustainable growth. The events surrounding its downfall have influenced corporate strategies and

regulations in the decades since.

Conclusion

The tale of RJR Nabisco is more than just a corporate saga; it is a reflection of an era defined by

greed, ambition, and the relentless pursuit of profit. The drama of the bidding war, the personalities

involved, and the resulting fallout continue to resonate in today's financial landscape. As companies

navigate the complexities of modern business, the lessons learned from the rise and fall of RJR

Nabisco remain relevant, serving as a reminder of the importance of ethical leadership and sound

financial practices.

Frequently Asked Questions

What were the key factors that led to the fall of RJR Nabisco as

described in 'Barbarians at the Gate'?

The key factors included intense competition in the tobacco and snack food industries, excessive debt



from leveraged buyouts, and internal corporate conflicts that weakened management's ability to

navigate the challenges.

How did the leveraged buyout of RJR Nabisco impact the corporate

landscape in the 1980s?

The leveraged buyout of RJR Nabisco became a landmark case that highlighted the aggressive

strategies of private equity firms, leading to a surge in similar buyouts and fundamentally changing

how companies were financed and managed.

What role did investment firms play in the acquisition process of RJR

Nabisco?

Investment firms played a crucial role by providing the necessary capital for the buyout, with firms like

Kohlberg Kravis Roberts & Co. (KKR) leading the charge, showcasing the shift towards financial

engineering in corporate acquisitions.

What lessons can modern businesses learn from the fall of RJR

Nabisco?

Modern businesses can learn about the dangers of excessive leverage, the importance of strong

corporate governance, and the need for strategic clarity to avoid internal conflicts that can arise during

times of financial stress.

How does 'Barbarians at the Gate' illustrate the culture of Wall Street

during the 1980s?

The book illustrates a culture characterized by greed, cutthroat competition, and a focus on short-term

profits over long-term stability, reflecting the high-stakes environment of Wall Street during the era of

corporate raiding and leveraged buyouts.
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