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The Treasury, Britain’s post-war reconstruction

and the industrial intervention of the Bank of England, 1921-1929

Valerio Cerretano

University of Bozen

SUMMARY

This article describes how the Trade Facilities Act (TFA) and the liquidation of certain government-
owned assets spurred the industrial intervention of the Bank of England in the 1920s. What emerges is a
much greater role of the Treasury in the Bank of England’s industrial intervention than has been hitherto
suggested. This essay places the theme of the Bank of England’s industrial intervention within the
broader discussions about Treasury history and Britain’s post-war reconstruction, and refines the
argument that the original involvement of the Bank of England with industry merely represented an
extension of its pre-war operations of branch banking and its duties as a central bank.

RESUME

Cet article décrit comment le Trade Facilities Act (TFA) et la liquidation d’actifs possédées par I’Etat
conduisirent a une intervention de la Banque d’Angleterre dans I’industrie dans les années 1920. Y
apparait un réle beaucoup plus grand du Trésor dans les interventions industrielles de la Banque
d’Angleterre que ce que suggérait I’historiographie jusqu’a présent. Cet article montre que ces
interventions représentent a la fois la prolongation des opérations de banque de réseau que la Banque
menait avant-guerre et la prise en compte de ses obligations de bangue centrale.
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The Treasury, Britain’s post-war reconstruction

and the industrial intervention of the Bank of England, 1921-1929

Valerio Cerretano

The involvement of the Bank of England with industry has been, in general, well documented.” There is a
well-established argument that the Bank of England was originally drawn into industrial intervention in
response to exceptional problems that impinged, however, upon its traditional responsibilities. The Bank
of England’s involvement with the giant armament group Armstrong and the metallurgical industry - thus
the argument goes - can been regarded as an extension of its pre-war practice of combining commercial
banking business with its duties as a central bank.? Bank of England intervention into the cotton trade,
pursued to avoid a major banking collapse in Lancashire, had the double purpose to aid cotton spinning
firms as well as their dangerously illiquid bankers. As Sayers seemed to point out, it was the scale of
intervention that marked a radical departure from pre-war central banking practice.> Bowden and Collins
have forcefully argued that the duties of the Bank of England as a central bank were never clear-cut, and

changed as a result of the different *pressure of circumstances’ and of the different interplay of

“This work stemmed from an idea of Marcello de Cecco, and was financed by the ‘Scuola Normale Superiore di Pisa’ and by the
RTN “Unifying the European experience” of the European Union, which allowed me to spend three months at the Paris School of
Economics during the summer of 2006. Earlier drafts were commented by Pierre-Cyrille Hautcoeur, George Peden and Jean-Laurent
Rosenthal. To them, and to Maria Adorante, go my special thanks.

! Bamberg ‘Rationalisation’; Tolliday, Business,169-88,189-277; Heim ‘Limits to intervention’; Bowden and Collins ‘The Bank’;
Garside and Greaves ‘The Bank’; Garside and Greaves ‘Rationalisation’; Greaves ‘Competition’; Sayers, The Bank, I, 315-8; Clay,
Lord Norman, 318-23;

% Sayers, The Bank, I, 314,319; Clay, Lord Norman, 318,335; Garside and Greaves ‘The Bank’, 74-5; Tolliday, Business,192;
Bamberg, ‘Rationalisation’, 86-7

® Bowden and Collins, ‘The Bank’, 122
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personalities inside the Bank of England.* In the 1920s and 1930s, the industrial malaise of staple, export-
based industries combined with the emergence of a ‘determined and powerful Governor’ in broadening
the public duties of the Bank of England.® Historians agree that the wider motives of the Bank of
England’s involvement with industry were defined by Montagu Norman.” The adhesion of Norman to the
business philosophy of rationalisation, an economic ideology which placed stress on industrial
concentration in the revival of staple industries,” represented a high-water mark in the involvement of the
Bank of England with industry.? Whether Norman was genuinely committed to the industrial revival of
the country’s staple industries has however been called into question by Bamberg, Tolliday and Heim.
They have pointed out that Norman’s all-consuming preoccupation was rather to avoid the involvement
of the state with industry.

Historians have also provided circumscribed evidence about the role of the Treasury in the
industrial involvement of the Bank of England. Bamberg argues that the Bank of England “acted as
the government’s chosen instrument for rationalisation’ in the cotton trade, and provides rich
insights into the agreements between the Treasury and the Bank of England with regard to the
reconstruction of the Lancashire regional banking system in the latter half of the 1920s."° Heim
mentions that the Treasury provided working capital to S.A.R.A., a body promoted in the early
1930s by the Bank of England with the aim of providing special financing in the depressed areas.™*
Sayers and Clay underline the weight of the Treasury in the rescue of the Scottish armament-maker
Beardmore in 1926 and of Lord Kylsant’s shipping and shipbuilding firms in 1930-4. Examples

of this sort are legion in the works of Tolliday and Garside and Greaves.

“1d, 120

® Cairncross, ‘The Bank’, 66-7

® Bowden and Collins, “The Bank’, 120

" Heim, “Limits to intervention’, 535; Bowden and Collins, ‘The Bank’, 121; Garside and Greaves ‘The Bank’, 75; Sayers, The Bank,
1,314

8 Hannah, The Rise of the Corporate Economy, 29

° Bowden and Collins, “The Bank’, 120

10 Bamberg, ‘Rationalisation’, 83,87

1 Heim, “Limits to intervention’, 533,540

12 Clay, Lord Norman, 326; Sayers, The Bank, I, 318-9, 321, 327-30



Yet, overall, previous scholarship tends not to lend much weight to the Treasury as a possible
factor at work behind the increasing intervention of the Bank of England in industry. Howson,
Burke, Booth, Peden, and - although from a different perspective - Daunton have demonstrated that
the Treasury - whose overarching preoccupation from1919 until the mid-1920s was the restoration
of the gold standard at pre-war parity, a goal which implied, among other things, a tight monetary
policy and a dramatic reduction of public spending - extended considerably its functions from the
end of the war throughout the inter-war period. Then, the question is: did the Treasury and its post-
war strategy of financial restoration add to what Bowden and Collins term the *pressure of
circumstances’ in changing the mandate and central banking practice of the Bank of England? This
essay concludes that the Treasury and post-war financial restoration contributed significantly to
shape the form and direction of the Bank of England’s early industrial intervention, which did not
stem from its ordinary functions alone. Reduction of public expenditure, dear money, the tax
reform, mass-unemployment and the restoration of the pre-war financial system in the first half of
the 1920s - it is argued here - all formed the background in which the Bank of England began to get
involved with industry.

These points will be made more concrete when charting the evolution of the TFA and of the
‘Securities Trust’(SET), key aspects in the Bank of England’s industrial intervention in the 1920s
hitherto neglected by historians. The former represented the most significant reflationary measure
that British governments implemented in the 1920s; the latter was a holding company that the
Treasury and the Bank of England jointly set up in 1924 to dispose of certain government-owned
assets. Although in very differing ways and with a time-lag of a few years, the TFA and SET, as
will be seen here, spurred Treasury and Bank of England industrial intervention.

The debate about Treasury history will be here of particular significance in explaining the
motives of the Bank of England’s early involvement with industry.™® Treasury and monetary

historians agree that the Bank of England enjoyed undisputed independence from the Treasury until

13 peden; The Treasury, 73-189; Kynaston ‘The Bank’; Burk, ‘The Treasury’



1914, and that the war, while prompting closer relations between the Treasury and the City, marked
a shift in power from the Bank of England to the Treasury.** Kynaston concludes that the Bank of
England only retained “operational independence’ from the Treasury.”® He also suggests that the
crossover, which would have been inconceivable until 1914, of certain officials (notably Otto E.
Niemeyer, Sir Basil Blackett and Sir Joshiah Stamp) from the Treasury to the Bank of England in
the latter half of the 1920s testifies to this shift in power.*® As will be seen here, the role that these
officials, whose grip of Treasury machinery grew with government instability in the 1920s,"’ played
in the involvement of the Bank of England with industry can hardly be exaggerated.

This essay thus analyses the involvement of the Bank of England with industry within the
context of its changing relationship with the Treasury and against the background of Britain’s post-
war reconstruction. Historians tend to be mainly preoccupied with the adequacy and consistency of
the Bank of England’s intervention in industry in the 1930s. Insofar as it focuses on the 1920s and
adds new material to the broader subject matter of Britain’s post-war reconstruction, this essay
takes a different perspective from current debate. How the TFA stimulated the industrial
intervention of the Bank of England and the circumstances leading to the launch of SET are
described in the first two sections. The remainder examines the operations of SET. This article
concludes by exploring the implications for the debates about Britain’s post-war reconstruction and
the Bank of England’s industrial intervention.

I
Table 1 and 2 estimate the industrial investments of the Bank of England in the inter-war era. While
providing some insights into the size and timing of the Bank of England’s industrial intervention,
these tables suggest that intervention was not triggered by branch banking and bank rescuing

operations alone. Alongside a number of government-owned securities held by SET, the Bank of

4 peden, The Treasury, 75,79; Kynaston, ‘The Bank’, 25-9
15
Id, 29
161, 25. On these officials, see Sayers, The Bank, 11, 621; Vickers Archives, Cambridge University Library [Vickers A] ‘Royal
Commission Papers’, folder 43, vol57,443,9; Peden, The Treasury, 129-89; Daunton, Just Taxes, 88-9fn
" peden, The Treasury, 133



England accumulated a host of debt issues guaranteed by the Treasury under the TFA —in
particular, the debt issues of ‘North British Aluminium Co.Ltd’, the ‘Stanton Iron Works’ and the
‘North Wales Power Co.Ltd’ exhibited in Table 2. These deserve some attention here.

As will soon be seen, the TFA enabled certain firms to borrow under Treasury guarantee, and
triggered Treasury and Bank of England intervention in industry when, by the late 1920s, those
firms became unable to repay their guaranteed debt. The TFA has only received a passing mention
in most histories of Britain’s inter-war economic policy. Before dwelling on the question as to how
it spurred the industrial intervention of the Bank of England and the Treasury, it is, therefore,
necessary briefly to sketch its history.

The TFA followed from a proposal that Hilton Young, the financial secretary to the Treasury,
put forward during the discussions which took place at Gairloch, Scotland, late in September 1921,
when the coalition government led by Lloyd George devised a package of measures to relieve
unemployment, which had grown dramatically since April 1920 as a result of both credit stringency
and the post-war slump.*®

The Young proposal sought to reconcile the mounting request for government intervention
with the orthodox view of the Treasury.'® Two elements characterised it. The first was that the state
should assist industry without increasing monetary circulation, held responsible, in Treasury’s
mind, for mass-unemployment through price-inflation and increasing monetary wages.?® The
second was that this assistance should only be temporary in order not to hinder the reduction of
wages, a precondition to the decrease in unemployment. State assistance, the argument went,
‘should enable works to be undertaken’ and ‘would give by its initiative an impulse towards
industrial revival’. This impulse was to come in the form of Treasury guarantees of interest and

capital to be raised by the borrower in order to complete major capital works. The rationale was to

18 peden, ‘The Road to and from Gairloch’, 224-49, and id, The Treasury, 179-81

19'0n this view see Peden, The Treasury, 73-184; Daunton, Just Taxes,60-102; Burk “The Treasury’, 84-90; Howson, ‘The Origins’,
90

2 National Archives (Public Record Office), Kew Gardens, London [P.R.0.], T172/1208 ‘Draft proposal of commander Hilton
Young, 2 October 1921’ and Peden, ‘The Road to and from Gairloch’, 239



speed up large-scale investments, when new hikes in interest rates, and expectation for their
reduction, delayed the execution of these capital works. Young’s original scheme - it should be
stressed - also envisaged a ‘National Development Loan’ to be raised in order to counteract possible
inflation arising from the increased expenditure of the Treasury.?

The TFA was passed in November 1921 and renewed until 1927. The limits upon guarantees
were progressively increased from 25 to 75 million pounds, and, by 1924, also foreign companies
and firms operating in the Empire, but making their purchases in Britain, were allowed to borrow
under its auspices.?? Keynes noted in June 1924 that the TFA, although pointing ‘the way to a new
method of administering an important part of the savings of the public’, was not innovative enough,
for it did not reduce the risk of enterprise. ‘It is - concluded Keynes - a modest subsidy’.?®

This conclusion does not seem to hold valid when the total debt issues and the projects
guaranteed by the Treasury under the TFA (see Table 3 and 4) are taken under consideration.
Guaranteed debt issues were executed mostly in three sectors: shipbuilding, shipping and
metallurgy (see Table 4). These tables seem to suggest that Treasury guarantees shifted significant
financial resources from potentially profitable investments (public debt and new industries) to
unprofitable and over-exanded industries (shipbuilding in particular). These also point to the
conclusion that the TFA very probably constituted a sine qua non to the survival of certain staple
industries in Britain in the 1920s. Given the financial and trade conditions of Britain in that decade,
it is very unlikely that, without Treasury guarantees, those sectors would have attracted such a large
amount of capital - more than £63 million within four years - via debt issues. As Thomas
emphasised, the success of debt issues, unlike equity issues, depended, to a considerable extent, on
the reputation of the borrowers, and the reputation of shipping, shipbuilding and metallurgical firms

was increasingly prejudiced by spring 1920.%

2 p R.O., T172/1208 ‘Draft proposal of commander Hilton Young, 2 October 1921’
22 Balfour Committee, Factors, 41-2, 389-90

2 Collected Writings, XIX, 231, 405

 Thomas, The Finance, 16-7, 19 (Table 1.6)



The fact that the TFA interfered with the traditional working of the money market, thus
representing a major innovation in industrial finance, constituted the main reason why the Bank of
England and the Treasury opposed its renewal after 1921. The Bank of England and the Treasury
feared that the TFA would reduce the market for government debt, increasing its costs and delaying
the return to the gold standard, and that, in addition, it would stimulate their involvement with
industry, had the firms enjoying its benefits been unable to pay the interest on guaranteed loans.
Late in 1926, Norman strongly advised against TFA assistance to Beardmore on the grounds that
‘the Exchequer can ill afford such guarantees’ and that “in the event of Goverment intervention, it
will be difficult to limit the amount to any reasonable figure’. To Norman, receivership was the best
solution to Beardmore’s difficulties.?* In a similar vein, Niemeyer argued that the TFA, while
shifting resources towards already over-expanded sectors (shipbuilding), would exacerbate the issue
of unemployment in the medium term.?® It then was necessary to resist the pressure from the
shipbuilding industry,?” suggested Niemeyer late in 1924, and to circumscribe the TFA to the
finance of more productive sectors, primarily electricity.? When, however, the Ministry for
Transport and the Weir Committee submitted a scheme for the electrification of the country which
contemplated a debt issue of £250 million, 125 million of which to be guaranteed by the Treasury, %
Niemeyer criticised the use of Treasury guarantees on the ground that they would worsen the glut of
gilt-edged securities, thus making conversion operations slower and more costly for the
government.®® When repealing the TFA in 1927, Churchill deployed the same argument. **

This probably explains why a ‘National Development Loan” was never processed and

provides further evidence about the innovative character of the TFA. It should be mentioned at this

% The Band of England’s Archives, London [B.O.E.]., G14/240 ‘Minutes of Treasury Court on William Beardmore &Co.Ltd, 3
December 1926°; Clay, Lord Norman, 323

%pR.O., T 160/122 ‘Niemeyer to W.J. Sainsbury, 22 May 1922”; T 160/ 550, F.6930/1, ‘Niemeyer to W.J. Sainsbury, 22 October
1924’

2P .R.0., T 160/ 550, F.6930/1‘Memorandum to Niemeyer by the Ministry of Labour, 25 March 1924”; “Lord Kylsant to the Prime
Minister, 14 June 1924’

%P R.0., T 160/ 550, F.6930/1, “W.J. Sainsbury to Niemeyer, 28 July 1923’; “Memo by Niemeyer to Hipwood and Sainsbury,
October 1924’; ‘Niemeyer to Churchill, 9 December 1924’

P R.0., T176/19B, Cabinet Circular 25 May 1925; ‘Report of the Weir Committee, May 1925’

¥ pR.O., T 176/ 19B, ‘Electricity’ by Niemeyer to Churchill, May 1925.



juncture that during the discussions about the merger between the armament branches of the giant
firms Vickers and Armstrong late in 1927, these concerns asked Churchill to reintroduce the TFA to
back their move,* thus raising the opposition of Niemeyer, who forcefully argued that this request
‘would lay us [the Treasury] open to similar demands from all other steel firms’.** During 1928 and
1929, the reintroduction of the TFA as an instrument to further industrial concentration became
matter of intense debate within the government. ** Norman probably speeded up the launch, late in
1929, of the *Securities Management Trust’ (SMT) - the industrial arm of the Bank of England in
the 1930s (see also Table 2) - to avert its reintroduction. *“There has lately been increasing pressure
on the Board of Trade, the Prime Minister and the Treasury for a new Trade Facilities Act — read
the minutes of the Treasury Court of the Bank of England — it is doubtful whether a new act can
permanently be avoided unless industry is given a reasonable prospect of obtaining from the City
such essential moneys as may be needed...the Bank of England will find the money to a moderate
extent in support of any approved scheme of rationalisation’.*
But how did the TFA stimulate the Treasury and the Bank of England’s intervention in

industry?

To begin with, the Bank of England subscribed to Treasury guaranteed loans.®® In December
1921, the Treasury and the Bank of England struck an agreement - in the words of Blackett the
‘arrangement governing all arrangements’- whereby the latter provided loans guaranteed by the

Treasury to certain firms®’ and to ‘any others which may seem advisable to treat in a similar

*1p R.O., T 160/550, F. 6930/4 ‘Budget speech, April 1929’

*2 Vickers A, 868, “Memorandum to the Governor by William Plender, 22 June 1927”; Vickers A, 775, ‘Churchill to Norman, 29 June
19277, “Norman to Peacock, 30 June 1927°; Vickers A, 561, ‘Extract from Vickers-Armstrong Board Minutes, 20 May 1936’

* P .R.0., T161/656, ‘Notes by Niemeyer to the Churchill, 27 June 1927’

¥Greaves, Industrial, 40-1, 53.

* B.0.E., G 14/55 ‘Minutes of the Treasury Court, 29 February 1929’; Clay, Lord Norman, 326

% For example, ‘North Wales Power Co’, ¢ Stanton Iron Works’ (see Table 2)

%7 See footnote 39
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manner’.* By this agreement, the Bank of England lent almost £2.5 million to a number of firms in
1922, becoming partially involved with their management.®

On behalf of the Treasury, the Bank of England subscribed to the starting capital (£4 million,
2.5 million of which guaranteed) of the *‘North British Aluminium Co.Ltd’, which the Treasury
launched in conjunction with the “Lochaber Power Co.” and the ‘British Aluminium Co.” in June
1924 to maintain aluminium and hydroelectric works in the Invernesshire, Scotland.*® The Bank of
England and the Treasury, in addition, got involved with the launch of the ‘Newfounland Power and
Paper Co.Ltd’, a wood-pulp company that Armstrong, controlled by the Bank of England from the
mid-1920s, set up as part of its post-war diversification strategy. Out of £2 million assets, the
Newfoundland undertaking in 1925 owed £9 million to the Treasury (£2 million), the Bank of
England (£3 million) and the Newfoundland government. These were, in the main, debts guaranteed
by the Treasury under the TFA.*

In addition, as already mentioned, a number of firms which resorted to the TFA found
themselves in financial need by the late 1920s and were unable to repay their guaranteed debt. As a
consequence of this, the Bank of England, on behalf of the Treasury, took securities as collateral
and became involved with their management. Of these, the shipping and shipbuilding firms of the
Kylsant-Royal Mail Group deserve special mention.

The numerous firms of the Kylsant Group - notably those controlled by the Royal Mail Steam
Packet Group and White Star Group - borrowed £9.75 million under the TFA between 1921 and

1927.** This money financed an ambitious program of vertical and horizontal integration, which

* B.0.E., C40/498 “Blackett to the Governor and Deputy Governor, 28 December 1921’

% Arthur H. Brandt: £104,000; Pinto Leite& Nephews: £ 248,000; The London Merchant Bank £340,000; A. Ruffer &Son:
£1,100,000; Fred Anth&Co.: £620,000; Total: £ 2,412,000. B.O.E., C40/498 ‘A.H. Trotter (Bank of England) to the Treasury, 4
September 1922’

“0B.0.E., AC 30/441. North British Aluminium Co. 4 ¥ Guaranteed Debenture Stock, 1931-55

* The Treasury and the Bank, while selling a large interest in the Newfoundland undertaking to a U.S. competitor in 1927-8, kept a
stake and their representatives (Frater-Taylor for the Bank and Ritchie for the Treasury) in this concern until the late 1930s. P.R.0.,
T190/59; Vickers A, ‘Memorandum by W.A.Whyte to J.D.Scott, 6 March 1958’; B.O.E., G14/64 ‘“Memorandum by E.N. Travers of
Branch Office, May 1930’; Sayers,The Bank, 11, 315-6.

%2 Green and Moss, A Business of National Importance, 93; Sayers, The Bank, |, 328
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was formulated by Lord Kylsant when freight rates were still very high.** By October 1929, the
Kylsant Group became unable to repay its outstanding debt with the Treasury, and, as a
consequence, the Bank of England and the Treasury obtained, as collateral, large parcels of
securities from the Kylsant Group, as well as becoming increasingly involved with its management,

and with the negotiations leading to the reconstruction of the shipping trade in the 1930s.**

|
The Bank of England intervened in industry in conjunction with the Treasury also to liquidate
certain stakes that the government had acquired during the war (see Table 2, the entry SET). The
Treasury transferred these assets to the Bank of England after that the Liquidation and Disposal
Commission, a body established on the cessation of the Ministry of Munitions in 1921, failed
swiftly to place them on the market. In order to dispose of them, the Bank of England set up SET,
which, along the way, financed the reconstruction of these state-owned companies. Financial aid
was, however, as temporary as instrumental to the ultimate objectives of the Treasury: to sever their
financial ties with the government and to sell them without losses as quickly as possible.

Those assets were not as large as the interest that the Bank of England possessed in the
metallurgical and cotton trades. Yet these state-owned assets implied an unforeseeable financial
commitment both for the Treasury and the Bank of England, which could not easily be reconciled
with the policy objectives of public expenditure reduction and a rapid return to the gold standard. It
was, by contrast, very likely to grow, as the 1920-1 slump and credit stringency reduced their value
and delayed their liquidation.

The issue of the liquidation of government-owned assets connected with the twin issue of the
expansion of the public sector during the First World War. But how much the government spent in

company promotion, in absolute terms and relative to the war budget, remains obscure. It is safe to

*% Green and Moss, A Business of National Importance, 41-90, 50

11
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infer, however, that this component of war related expenditure grew remarkably after that early in
1915, under the pressure of vested interests and the impact of the ammunition crisis, LIoyd George
removed from the Treasury the power of supervision on this expenditure. *° When, in February
1918, the Ministry of Munitions was about to provide starting capital to electricity generating plants

in the Midlands, commented Barstow of the Treasury:

This is another instance of what is becoming evidently the policy of the Ministry of Munitions...not to
provide for war necessities but to equip the country ... for after-the-war trade. It is a form of ‘State
Capitalism’. The commercial gentlemen who have got a footing in the ministry...think that they will never
get such another opportunity ... to re-equip the country on the most modern lines at the risk of the general
taxpayer’ (emphasis in original).*®

A few weeks later, the Treasury set up the Surplus Government Property Council and the
Surplus Government Disposal Board in conjunction with the Ministry for Reconstruction in order to
curtail this expenditure. Although their operations remained circumscribed, owing to the strains
between the Treasury and the Minister for Reconstruction Addison, who advocated a greater role
for his ministry in post-war reconstruction, *’ these bodies prepared the ground for the Disposal and
Liquidation Commission, which the Treasury set up in April 1921 and whose backdrop must be
found in the recommendations for a substantial reduction of public and war related expenditure by
the Geddes Committee set up in 1919. The Disposal and Liquidation Commission was to dispose of
all properties that the Ministry of Munitions acquired, and to recollect the loans that it made, during
and immediately after the war within March 1924. Its chairman Sir Howard Frank valued these
assets and loans at £59.6 million,*® £23 million of which were handed by the Disposal and
Liquidation Commission to the Treasury in 1923.% By late 1922, it became evident, however, that
a large proportion of this property, including loans to firms worth about £5.2 million, owing to the

poor conditions of certain trades, credit stringency and the limited resources of the Treasury, could

* Sayers, The Bank, I, 327-30; Green and Moss, A Business of National Importance, 94-164

*® Peden, The Treasury, 118-9.

“1d, 118

*P.R.0., RECO 1/157, “Notes by Burter, 15 May 1918’ and ‘ Notes by Nash, 10 June 1918’
*®P.R.0O., T 161/114, File $8933/01 * Howard Frank to George Barstow, 27 September 1922’

¥ Pp.R.O., T 172/ 1359, ‘Final Report of the Disposal and Liquidation Commission, March 1924’

12
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not be liquidated within March 1924 without major losses.™ In summer 1923, three courses were
open to the Treasury: the renewal of the Commission after March 1924, the transfer of its work to
other government departments or its continuance as a branch of the Treasury.”® In July 1923, the
Treasury decided to continue the work of the commission on its own.>?

The support from the Bank of England lay behind this decision. Discussions about the disposal
of government-owned holdings were in full sway between the Bank of England and the Treasury in
spring 1923, during which year the Bank of England liquidated a number of holdings (in particular
the “British American Nickel Co.”) on behalf of the Treasury and with the assistance of the
merchant bank Hambro.>® After some delay due to the settlement of certain guaranteed debts (the
£700 thousand debt of ‘Ruffers&Son Co.Ltd” and the £205 thousand debt of the ‘London Merchant
Bank’), SET was finally incorporated in January 1924.

Table 5 exhibits the assets that SET took from the Disposal and Liquidation Commission,
whereas Table 6 and 7 provide some information about their liquidation. These tables convey three
conclusions. Firstly, the payment of £2 million which the Bank of England made to the Treasury
for the acquisition of those shares, along with an investment of £1 million in the newly-established
‘Anglo-International Bank’(AIB) in 1927 and £566 thousand for the acquisition of Beardmore’s
debt issues in 1929, represented the largest investment that SET conducted until its liquidation in
1961. These figures, of course, exclude the advances that the Bank of England made to the
companies that SET controlled. Secondly, SET proved successful until it took over debt certificates
of Beardmore from the Treasury in 1929: it liquidated most of its interests by 1928, gaining back
the money (£2 million) originally transferred to the Treasury and a bonus of £423 thousand.>* This
success is attributable partly to the type of securities held by SET, very different from - and more

saleable than - those possessed by SMT, partly to the buoyant money market in the latter half of the

> P R.O., T 161/114, F. S8933/02 ‘Disposal and Liquidation Commission: Prospective Position of Disposal as at 31 March 1924, by
Sigmund Dannreuter to George Barstow, 23 July 1923’

2P R.0., T 161/114, File $8933/02, ‘Barstow to S. Dannreuter, 27 July 1923’

*¥ B.0.E., C40/927 ‘Norman to Niemeyer, 30 November 1923’
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1920s.>® Thirdly, and more generally, these tables seem to support Barstow’s view about the
development of a “state capitalism’ in Britain during the war. The government-owned firms
operated in shipping and shipbuilding, certain innovative industries (notably oil), and British
foreign banking, all sectors which benefited from war and post-war developments. As will be seen
later, the ‘commercial gentlemen who have got a footing’ in the Ministry of Munitions, in particular
armament businessmen, played a role in their launch.

But why did not the Treasury set up an ad hoc state-owned agency for the disposal of those
assets? Why did it involve the Bank of England with this task?

The disposal of the state-owned assets implied “a continuous policy’,*® namely investments to
be distributed over a relatively long period. An organisation was required to fulfil this task, and to
guard off the Treasury from company promoters, a major preoccupation for the Treasury in the
early 1920s. As will be seen later, these were largely responsible for the involvement of the
government with industry during and immediately after the First World War. When presenting the
case for SET, Norman inferred that the inducement of the Treasury in the setting up of a holding
company was, besides ‘the cash to be obtained...the fact that you [the Treasury] could no longer be
worried by slippery dealers.”’

However, in 1923, Norman proposed the creation of an agency for the liquidation of the
government-owned assets. °® This was to be controlled by the Treasury, through a small deferred
capital, and financed by the Bank of England or the public via guaranteed debt issues. However,
just as Norman secured the Treasury Court’s approval to this scheme, Niemeyer rejected any formal

connection with SET on political grounds. The Treasury feared to raise further criticism from the

Parliament and the press, fuelled, as will be seen later, by the enquiries of the ‘Select Committee on

> B.0.E., G10/6 ‘SET: Balance Sheets and Revenue Accounts, 1928°.

% SET’s realisations resumed in 1934 (see Tables 6 and 7) and followed the speculative waves in equity shares which took place in
Britain in the inter-war period (in 1919-20; in 1927-9; and after 1934). Thomas, The Finance, 16-7 ( Fig.1.5), 19 (Fig.1.6), 24, 27
(Tah.2.1), 28-35

* B.0.E., C40/928 ‘Memorandum on SET, October 1926’

" B.0.E., C40/927 ‘Norman to Niemeyer, 18 May 1923’
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National Expenditures’ in 1918-9. *® Mounting demands for the reduction of expenditure and
taxation formed the background to these developments: these made any formal link between the
Treasury and SET politically unviable. As a result of this, the Treasury decided that the Bank of
England would wholly control it.*

One reason as to why the Treasury entrusted the Bank of England with the disposal of the
government-owned industrial assets is clearly to be found in the relations of the latter with the City,
crucial to their successful liquidation. Probably, the Treasury involved the Bank of England with
this task also because of the latter’s funds and reserves. As will be seen later, the disposal of those
assets was an expensive business, whereas Treasury resources were increasingly limited. How large
the funds of the Bank of England were is unclear, for it did not publish balance sheets and profit-
and-loss accounts in the time-period under consideration. However, as the ‘Select Committee on
National Expenditures’ emphasised, the profits of the Bank of England - a joint-stock banking
company until its nationalisation in 1946 - grew remarkably during the war, and very likely, as
interest rates went up and public debt grew, also in the subsequent period. ®* When presenting the
case for SMT to the directors of the Bank of England in November 1929, Norman spelled out that
‘the Bank of England through no particular merit of their own has accumulated large reserves, and
that in his opinion the Directors were not so much directors of a Banking concern as Trustees of a
National Institution on behalf of the public’.?? Large reserves and increasing public criticism, in
other words, seemed to justify the Bank of England’s assistance to industry.

i
Through SET, the Bank of England and the Treasury assisted the post-war reconstruction of the
rayon-maker British Celanese. This reconstruction, whose positive outcome could not at all be

taken for granted in the early 1920s, revolved around the attempt to market acetate, a cellulose

* B.0.E., C40/928 ‘Memorandum on SET, October 1926°, ‘Answers to various points...with the formation of the Securities Trust
Ltd, 16 March 1927’; B.O.E., C40/927, Norman to Niemeyer, 26 November 1923’

% B.0.E., C40/928 ‘Memorandum on SET, October 1926’

¢ p R.0., WO 32/11296 ‘Fifth Report of the Select Committee on National Expenditure, 23 July 1918°.

%2 B.0.E., G14/55, ‘Informal Court Records, 21 November 1929’
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compound, in the form of textile filaments, a goal which posed tremendous financial problems. In
the 1920s, British Celanese became a world’s leading producer of acetate yarn, a high-tech product.
Inasmuch as they financed the diversification of British Celanese, the Bank of England and the
Treasury contributed to the rapid development of this innovative sector in Britain.

Before the First World War, acetate was employed as a varnish for aeroplanes, and was
produced on a small scale in Germany, France and Switzerland. In Britain, its manufacture began in
1916, after that certain chemical and armament businessmen, seizing the opportunities offered by
the loss of shipping space and the expansion of aviation, launched the “British Cellulose and
Chemical Manufacturing Co.” (British Celanese by 1923), in conjunction with the Swiss chemists
Henry and Camille Dreyfus, the owners of the acetate patents on the basis of which British
Celanese operated.®® Coleman spelled out that British Celanese constituted not only a shining
example of technological “spin off’, but also an instance of war time relations between business and
government.®* A sub-committee of the “Select Committee on National Expenditure’ threw much
light on those relations in 1918-9.%°

The sub-committee revealed that the main promoters of British Celanese,*® in particular
Colonel Morden and Trevor Dawson, while speculating on the company’s shares, deployed their
friendly relations with the Chancellor of the Exchequer Reginald McKenna, the Canadian Minister
of Militia Hughes and the technical staff of the various war departments to obtain tax breaks (in
particular on the excess-duty profit), the monopoly over the manufacture of acetate, as well as
certain chemical compounds (synthetic acetic acid), and starting capital to launch British Celanese.

The sub-committee also emphasised that other potential producers of acetate, primarily Courtaulds

% Coleman, Courtaulds, II, 180-4, and “War demand’; Cayez, Rhone-Poulenc,95-6

% Coleman, ‘War Demand’, 205

% p.R.0., WO 32/11296 * British Cellulose Enquiry Committee: Report Presented to Parliament on 31 July 1919’; P.R.O., T1/ 12365,
34969/1919 “British Cellulose Equiry Commitee, House of Lords, 27 November 1918’

% pR.O., T 1/12365, file 34969/1919 “British Cellulose Enquiry Committee, House of Lords, 27 November 1918’; Coleman ‘War
Demand’, 211 (Table). Besides the Dreyfus brothers, the promoters of British Celanese were Colonel Walter Grant Morden (staff
member of the Canadian Minister of Militia Hughes; a director of Prudential Trust, a major shareholder in British Celanese), Sir
Arthur Trevor Dawson (Vickers Ltd), Edward Robson (‘Pinchin, Johnson & Co.) In 1918, Harry McGowan, later chairman of British
Celanse, (‘Imperial Chemical Industries’ and ‘Nobels Explosives Ltd’), and ‘The Chilworth Gunpowder Co. Ltd’ took stakes in
British Celanese.
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and United Alkali Co, were not even asked to tender, whereas British Celanese had been unable to
supply the agreed quantity of acetate, which the Ministry of Munitions continued to import it from
France until the end of the war. In addition, the Dreyfus brothers and their British associates —
alleged the sub-committee — employed public money to enter into the rayon industry and to set
subsidiaries abroad.®’

The fact that the idea of spinning acetate was put forward before the First World War and that
British Celanese set up subsidiaries in Canada and in the USA in 1918-9 seemed to substantiate
these allegations. However, the moral argument was probably over-emphasised by the press and the
Parliament. As the sub-committee pointed out, there was ‘neither corruption nor favouritism’ in the
setting up of British Celanese.®® Erroneous decisions and waste found their origins in the
acceleration of the submarine war which called for hasty decisions, and, more broadly, in the lack
of co-ordination between the various war departments. The government extended its economic
powers unsystematically through the war departments and ad hoc committees (238 in 1918), where
industrialists, who were recruited for their particular skills, could shape the goals and the direction
of war planning®. Coleman maintained that Robson and Trevor Dawson launched British Celanese
to provide their firms with acetate. It is more likely, however, that British Celanese fell within their
strategy of post-war diversification. British Celanese doubtless represented an instance of ‘state
capitalism’. Its history, however, suggests that armament and chemical industrialists exploited their
role within war planning and promoted British Celanese, more than to ‘re-equip the country on the
most modern lines’, to smooth post-war diversification, their main preoccupation since 1915.

Out of a total investment of £3.7 million, the Ministry of Munitions provided £1.45 million
to British Celanese.” The Treasury transmuted this credit into a participation when, in 1920, British

Celanese became a public company with a paid up capital of £6 million.” In summer 1921, the

" P.R.0., WO 32/11296 ‘British Cellulose Enquiry Committee: Report Presented to Parliament on 31 July 1919’
68 H
Ibid, 14
% Clyne ‘Winding Down’,157, 159-60; French * The Rise and Fall’, 15, 25; Tawney “The abolition’, 149.
P R.0O., T 161/ 99 “Philip Henriques to Sir Robert Horne ( Treasury), 5 October 1921’
™ Hague, Economics, 40-45; Thomas, The Finance, 26
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Treasury refused to grant another loan to British Celanese, and surrendered a nominal participation
of £950 thousand at £500 thousand (it thus retained a stake of £500 thousand) to the Belgian
financier and company promoter Alfred Lowenstein’? and his Canadian associate James Dunn.
With three officials (William Alexander, Josiah Stamp and Philip Henriques) on the company’s
board, the Treasury remained in the voting pool of British Celanese until 1927. The Bank of
England took up the bulk of the British Celanese £700 thousand debt bonds in 1923, and subscribed
to a further debt issue of £300 thousand entirely in 1925.” Early in January 1924, Norman pressed
the Bank of England to keep its stake in British Celanese arguing that ‘the company has a future —
probably a great future’.” This seems to indicate that there was an industrial strategy behind this
participation. However, it was the Treasury, and not the Bank of England, the main actor behind
this strategy. Norman monitored the reconstruction of British Celanese in conjunction with Stamp
and Henriques, who supported the strategy of Henry Dreyfus, managing director of the company.’
‘I do not wish or intend to be mixed up in Celanese affairs at all — wrote Norman to Henriques late
in 1924 — as far as | am concerned nothing is being done or will be done unless you [the Treasury]
wish it”.”® Time and again, the Treasury emphasised the impact of British Celanese on
employment.”” As Niemeyer pointed out to Churchill in September 1926, the main preoccupation of
the Treasury was, however, to sell its stake in British Celanese at a reasonable price. ®

The aid from the Treasury and the Bank of England to British Celanese came at a critical
stage in the post-war diversification of the company, whose reconstruction was put in jeopardy by a
major confrontation between Lowenstein and the Anglo-Swiss interests which revolved around the
branching out of British Celanese into weaving and in the chemical business. In 1925, the Treasury

and the Bank of England helped oust Lowenstein, thus allowing British Celanese to continue to

2. 0n Lowenstein see ‘The Economist’, 12 May 1928, 106, 969; B.O.E., C40/942 ‘Exposé par Alfred Lowenstein, November 1925’;
P.R.O., T 161/99 “‘James Dunn to Churchill, 30 August 1926’

" B.0.E., C40/942 ‘Henriques to Norman, 12 October 1925’

" B.0.E., C40/942 * Norman to Roney, 15 April 1924’

> B.0.E., G30/12 ‘Stamp to Henry Dreyfus, 21 November 1924’ and ‘Norman to William Leese, 8 December 1924°.

® B.O.E., G30/12 * Norman to Henriques, 3 December 1924’

7PR.O., T 161/99 ‘Henriques to Horne, 3 October 1921°; ‘Barstow to Baldwin, 6 December 1922’

®P.R.0O., T 161/99 ‘Dunn to Churchill, 30 August 1926 and ‘Niemeyer to Churchill, 24 September 1926’

18



19

invest in its weaving department, whose growth Stamp and Dreyfus considered a sine qua non to
stimulate the use of acetate yarn among weavers.” Critical to these developments was the loan of
£300 thousand that the Bank of England processed in October 1925, with which British Celanese
completed its weaving department.® The Bank of England finally sold its stake in British Celanese
at £500 thousand to the Dreyfus brothers in 1927.%

British Celanese continued to execute enormous investments until the early 1930s.%* Helped
by the import duties on rayon and silk that the Chancellor of the Exchequer Winston Churchill
imposed in 1925, British Celanese began to make profits (from 1927 and throughout the slump),
although it paid dividends only by the late 1930s. This is not necessarily indicative, however, of an
unsound investment policy. The success of British Celanese must rather be found in its innovative
strategy of integration between rayon, textiles and chemicals, as well as in the impact that the
company made on the British rayon industry.

These developments beg the question as to whether Churchill imposed the import duty on
rayon to smooth the reconstruction of British Celanese.

Tolliday argued that this tariff, as with government intervention in the acetate business, was ‘a
matter of national strategic importance’.®® Whether, however, there was a clear industrial vision
behind this intervention, as already seen, is debatable. Churchill imposed the rayon tariff for
revenue purposes: the tax reform and the introduction of a pension system, as well as the erroneous
assumption that rayon as with silk was a luxury, formed its background.®* The import duty,
moreover, was accompanied by a duty on domestic consumption (the excise rayon duty), a fact

which confirms that its primary purpose was not to shelter this trade. On its part, the Treasury

" B.0.E.,C40/942 “Henriques to Alan Anderson (Bank of England), 24 November 1925’; ‘Henriques to Popelier, 12 February 1925’;
‘Norman to Roney, 2 December 1925’. Board: John C. Raphael, Captain FE Guest, Lincoln Chandler ( Lowenstein); Alexander
Clavel and Henri and Camille Dreyfus (‘Swiss Group’); Trevor Dawson (Vickers Ltd); A. Nairne Sanderman (MP), General
Dawney, Henriques, Arthur E. Roberts (Treasury).

8 B.0.E., C40/942 ‘Henriques to Norman, 12 October 1925’

8 B.0.E., C40/942 * Norman to Niemeyer, 5 May 1927’

8 Between 1927 and 1928, the amounted to £4 million. Hague, Economics, 43-4

® Tolliday, Business, 290-1
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granted, in the words of Barstow, no ‘exceptional treatment’ to British Celanese, partly to avert
criticism from Parliament and Courtaulds, partly as a result of its laissez-faire approach when it
came to industrial matters.® Little wonder that in 1929 the Treasury rejected a request from
Courtaulds to eliminate the excise duty.® The implication of Courtaulds’ proposal was to leave the
import duty unaltered, and this - argued the Treasury - would have implied a measure of protection
which was impossible to defend in Parliament and which was far in excess of anything hitherto
granted to industries which were sheltered under the Safeguarding of Industries Act of 1921.%°

v
While supporting the diversification of British Celanese, the Bank of England and the Treasury,
through the medium of SET, reconstructed a number of banks operating in Central and Eastern
Europe, notably the “‘Anglo-Austrian Bank’ (AAB) and the ‘Banque des Pays de I’Europe Centrale’
(BEC).

Established in the last quarter of the 19™ century by British and French interests, these
universal banks expanded into the rapidly growing Austrian and Czechoslovakian industry from the
1890s.28 During the First World War, their London offices borrowed from the Treasury and the
Bank of England. According to Teichova, the Bank of England pursued their reconstruction not
simply to recollect their loans, but also to facilitate the penetration of certain British interests into
the banking, trade and industrial systems of the former Habsburg Empire. ® These interests invested
there for a number of reasons: to supplant the Germans, to share in the growth of local industry, to
control newly-established competitors, and, above all, to secure large engineering contracts
(railways). As will be seen later, this represented a potentially vast outlet for the armament business,

now under reconstruction.

8 Daunton, Just Taxes, 60-102; P.R.O., T 171/248 “The Silk Duties: possible Criticism, 22 April 1925’; Churchill Archives, Churchill
College, Cambridge [CHA], CHAR 2/72A *Notes by Churchill, 11 May 1925’. Hague, Economics, 32; Mallet and George, British
Budgets, 130; Coleman, Courtaulds, 11, 259-75, ‘The Economist’, 30 July 1927, 202-3

% pR.0O., T 161/99 ‘ Barstow to Baldwin, 6 December 1922’.

8 CHA, CHAR 18/98 ‘Samuel Courtauld to Churchill, 3 January 1929’

8 CHA, CHAR 18/98 * Sir Francis Skinner to Churchill, 15 January 1929’

8 Eigner * Interlocking directorships’, 260-1 (Table 19.1); Cottrell * London Financiers’; Teichova “Versailles’, 339-41; NatmeRnig,
Britische,233-9
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The history of SET confirms that the Bank of England and the Treasury facilitated this strategy
of penetration. Teichova, however, does not explain why the Bank of England began to sell these
banks and their properties to national interests by the mid-1920s. Evidence suggests that the Bank
of England reconstructed these banks with the primary purpose of liquidating its participation.

The reconstruction of AAB began once it became clear that this bank would be unable to repay
its debt. Soon after 1914, AAB, formally an Austrian bank, was impeded by the Enemy Trading Act
to do business. It received, however, £2 million from the Bank of England under the Treasury Act
of September 1914, by which foreign banks were allowed to borrow from the Treasury and the
Bank of England to meet pre-moratorium acceptances. Early in 1921, AAB owed £1.5 million to
the Bank of England. Its sterling assets were insufficient to meet this debt, whereas Austrian
inflation and hyperinflation reduced the value of its continental assets, hindering their liquidation
and transfer to London.*

Reconstruction moved along two lines: the British-nationalisation of AAB, as well as the
promotion of a Czechoslovak bank - the *Anglo-Czechoslovak Bank’ - in 1922-3, and, then, the sale
of its subsidiaries and properties in the former Habsburg Empire by the mid-1920s. As Teichova
and Natmef3nig point out, the British nationalisation of AAB and the creation of the *Anglo-
Czechoslovak Bank’ came in response to the increasing economic nationalism of the successor
states. Teichova and NatmefRnig also emphasise that the reconstruction of AAB followed very
closely that of the ‘Laenderbank’, indebted with the Bank of England during the war and merged
with the ‘Banque Imperiale Royale Priviligée des Pays Austrichienes’ into BEC in 1919. A
memorandum sent by the French bank “Paribas’ to the Bank of France in June 1919 underlined that
the French-nationalisation and the increase in capital of that bank would have helped both French

diplomacy to protect its property in the ongoing peace settlements and French corporations to keep

® Teichova * Versailles” 339; NatmeRnig ‘The Establishment’, 96-115

pR.0O., T 160/91, 321/1 ‘Blackett to Norman, 4 April 1921”; ¢ Niemeyer to Blackett, 17 March 1921’; ‘Memorandum on
reorganisation of Anglo-Austrian Bank, March-April 1921” ; ‘“Memorandum on Czechoslovakian branches of the Anglo-Austrian
Bank, 23 March 1923’; NatmeRnig ‘The Establishment’, 96-7
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a stable influence over the former Habsburg Empire. ** After that BEC became a French bank and
its capital was increased from 64 to 100 million francs, the Bank of England transmuted its credit
into debt certificates worth £1.75 million. Although it was controlled by *Paribas’, British interests
in BEC were sizeable. 2

The Bank of England transmuted its credit with AAB into an interest of almost £1 million
(£375 thousand of ordinary shares and £625 thousand of old ordinary shares). * In addition, it
subscribed to a debt issue of £700 thousand and made a cash advance of £400 thousand in
conjunction with the merchant bank Glynn Mills. In order to avert its acquisition by the Italian-
Austrian speculator Castiglioni, the Bank of England made another loan to AAB in 1923, obtaining
a further interest (100 thousand preference shares and 375 thousand ordinary shares) as collateral.

Hyperinflation in 1922-3 and the subsequent stabilization crisis in 1924-5 hit the numerous
firms that AAB controlled, with effects on its liquidity. The Bank of England succeeded in selling
its Austrian properties and branches to the Viennese universal bank “Credit-Anstalt” and other
interests operating in the former Austrian Empire in 1926-7. At the same time, it sought to merger
the remainder of AAB with other British foreign banks, notably the ‘British Trade Corporation’
(BTC), with which AAB merged into AIB in 1927. % This merger proved fairly expensive for the
Bank of England that took over, in exchange for £934 thousand arising from the liquidation of the
Gold Austrian Bonds held by SET (see Table 6), 600 thousand ordinary shares of AIB. In 1928,
SET liquidated this holding, but as early as 1929-30 it bought a small interest (80 thousand shares)

and advanced £100 thousand to help AIB cover the expenses (£344 thousand) arising from the

°1 Banque de France Archives, Paris [B.D.F.], 001200602/90 * Projet de Transformation de la Banque 1.R.P. des Pays Austrichiens en
Banque Frangaise des Pays de I’Europe Centrale, 23 juine 1919’

% Its directors were: Sir Alexander Lawrence, of Glynn Mills; Michael Spencer Smith and O.E.Niemeyer of the Bank of England ;
Erwin Philip of ‘Dynamite Nobel’ ; Edmond Philippi of ‘Coats Paisley’ ; Henry Strakosch British representative at the League of
Nations. These were also directors of AAB and, later, AIB. B.D.F. 001200602/90 * Projet de Transformation de la Banque I.R.P. des
Pays Austrichiens en Banque Frangaise des Pays de I’Europe Centrale, 23 juine 1919’ e 0012006027/84 ‘Banque des Pays de
I’Europe Centrale, 23 mars 1954’ ; Teichova ‘Versailles’, 337 ; NatmefRnig, Britische, 187 ; P.R.O., T 160/91, 321/1 ‘Memorandum
on Czechoslovakian branches of the Anglo-Austrian Bank, 23 March 1923”; B.O.E., G10/6 ‘Securities Trust: Balance Sheets and
Revenue Accounts, financial years 1934 and 1935’

% B.0.E., G10/6 ‘Securities Trust: Balance Sheets and Revenue Accounts, financial years 1934 and 1935’

% P.R.O., T 160/91, 321/1 - Memorandum by Norman to Blackett, 13 April 1921’, Teichova ‘Versailles’, 339-41; NatmeRnig,
Britische, 233-9
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acquisition of BTC. This help came after that the Treasury had refused to lend £300 thousand to
AIB. % After this operation, however, AIB never prospered (it was finally liquidated in 1951).

AIB fell within a strategy which aimed at laying the foundations of industrial credit in Britain
and at furthering a major trade offensive in foreign outlets, and which certain armament interests,
(Vickers and Armstrong) began to formulate in connection with important interests of the City
(Glynn Mills) since the war years. These objectives went hand in hand in the intention of those
interests: the heavy industry, which exported the bulk of its output, and certain houses of the City,
whose investments had stimulated those exports in the past. Probably, it was no coincidence that the
leading figure of AIB was Sir Alexander Herbert Lawrence, representative of Glynn Mills, a
director of BEC and chairman of “Vickers-Armstrong Ltd’, the company resulting from the merger
of the armament branches of Vickers and Armstrong, which took place - it should be stressed — in
concomitance with the launch of AIB.

Along with a number of deposit banks and metallurgical concerns, the same interests
(Vickers, Armstrong and Glynn Mills) were behind the launch of BTC in April 1917.% BTC was
the chosen instrument of these interests to reform industrial finance in Britain, an issue which the
Bank of England allegedly sought to tackle by the end of the 1920s.

BTC stemmed from the recommendations of the Jackson Committee in 1915 and of the
Farrington Committee in 1916, created by the President of the Board of Trade Walter Runciman ‘to
consider the best means of British firms after the war as regards financial facilities for trade,
particularly with reference to the financing of large overseas contracts’.?” For this purpose, the
Farrington committee, composed, among others, by Blackett and Dudley Docker, suggested the
creation of a giant bank with an authorised capital of £ 10 million, £ 1 million of which were issued

in 1917.% To the mind of its main promoters, Dudley Docker in particular, BTC was to help British

% Vickers A, Royal Commission Papers, Vol 57, folder 57, folio 182 ‘The Anglo-International Bank, 6 July 1935’; B.O.E., G10/13,
Minute Book of SET, 27 August 1930; B.O.E., G10/6, SET: Balance sheet and revenue accounts, financial year 1927.

% For the full list of shareholders: P.R.O., BT 13/83 ‘British Trade Corporation, April 1917’

% p.R.O., T1/12057/20783 “The British Trade Corporation, April 1917,

%P R.0O., BT 13/83 ‘Memorandum on the British Trade Corporation, April 1917’
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firms supplant German competitors in foreign markets and push British trade, by swiftly forming
investment syndicates and by issuing large debenture loans. * There was in this scheme an overt
criticism towards British industrial finance, an echo of which was still traceable in the Balfour and
Macmillan reports published in 1927-8 and in 1931 respectively, and an equally overt attempt to
reshape it on the German example with the assistance of the state. British joint stock banks, with
their large liabilities and small capital - the argument went - did not allow large scale investments
for long periods, whereas ordinary issuing houses lacked the technical and industrial expertise to
avoid “hasty issuing’ of unproved concerns. German banks, by contrast, deployed this expertise and
long-term financing to secure large engineering works and supplant British firms in foreign
outlets.*®

The Farrington Committee requested government assistance for BTC in the form of lower
interest rates, a subsidy of £25 thousand a year, help in the creation of an information bureau and
privileges in foreign trade (a charter). This proposal attracted the criticism of Parliament and the
Treasury, which however accepted to grant the charter in June 1916. The reasons for this change in
posture were explained by Bradbury in a long letter to McKenna.’®* Intervention in industrial
finance could not be avoided - argued Bradbury - for public opinion, was ‘very much in love with
German [banking] ideals’ while the British economy was about to enter into ‘an epoch of
grandmotherly direction’. The Treasury - emphasised Bradbury - had thus to back experiments of
the sort envisioned by Docker and Farrington to avoid the direct intervention of the state.
Experiments of indirect intervention - concluded Bradbury - were more likely to fail and, in this
sense, these were more likely to pave the way for the restoration the ‘old British sanity’ in

industrial credit. In broad lines - it should be noted - this was the same argument that Norman

%P R.0., T1/12057/20783 ‘Report of the Committee appointed by the Board of Trade to investigate the Question of Financial
Facilities for Trade, 31 August 1916’; P.R.O., BT 13/83 “H.Hirst to Sir Edward Holden (City&Midland Bank), 28 June 1916
100 p R 0., BT 13/83 ‘General case for an institution such as the British Trade Corporation, April 1917

191 p R.0., T1/12057/20783 ‘Bradbury to the Chancellor of the Exchequer, 29 June 1916’
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deployed when presenting in 1929 the launch of SMT, designed partly to provide some help to
industry, largely to deflect demands for the direct involvement of the state with industry.'*

Shortly after its launch, BTC acquired interests in Istanbul, Bulgaria, Roumania and Egypt,
but, in effect, it never became the “industrial bank’ envisaged by Docker and Farringdon. BTC was
deployed by the Ministry of Munitions to dispose of certain war materials (wooden buildings,
timber, motor boats, patrol vessels, building material and so forth) in the Macedonian, Egyptian and
Mesopotamian fronts by late 1918. Although not very profitable, their sale seemed to offer a unique
opportunity for a trade offensive where Austrian and German interests had long been
preponderant.'®

Vv
Because of space limits, the role of the Treasury in the involvement of the Bank of England with the
metallurgical and cotton trades, the sectors where the latter came to hold its largest industrial assets,
has been omitted here. This involvement, at any rate, has already been well documented.'®*
Evidence suggests that the Treasury also influenced the intervention of the Bank of England in
these sectors. As already mentioned, the Bank of England got originally involved with the iron and
steel industry through Armstrong, a customer of its Newcastle branch since the mid-19™ century.
The Bank of England had increasingly extended its financial provisions (overdraft facilities and
short-termloans) to industrial customers before 1914:'% this fact may suggest that it made loans to
Armstrong during the war on a sound commercial basis. Yet the Bank of England gave unlimited
financial provisions to Armstrong only after 1915,'% the year of the ammunition crisis. How the
government affected this development is unclear. However, two facts should be stressed here. The
first is that, although it may be conceded that the war constituted a profitable business for

Armstrong, the concession of unlimited financial provisions represented a major break to the rule of

102 Heim, “Limits to intervention’, 535
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joint stock banking - also followed by the Bank of England - by which resources should not be
‘locked up’ in one single investment for a long period.*®” Secondly, and more broadly, given the
growing weight of both Armstrong and the government within Britain’s wartime economy, it would
not be entirely surprising that, during the war, the Bank of England invested in Armstrong under
government pressure.

More visible was the intervention of the Treasury in the cotton trade in the early 1920s. A
number of Lancashire banks found themselves in financial need as a result of the poor performance
of cotton spinning mills to which the former had made large loans by 1919-20. As shown by
Bamberg, the Bank of England intervened in the mid-1920s to sever the links between these banks
and their cotton customers and to avert bank collapses. Following the recommendations of the
Colwyn Committee on post-war banking reconstruction, the Treasury opposed schemes of bank
amalgamation which included the Big Five.'®® Bamberg argues that this stood in the way of the
Bank of England’s rescue of the Lancashire banks. ** As a result of this agreement, arguably, the
Bank of England supplanted the Big Five when promoting, in 1928, the ‘Lancashire Cotton
Corporation’, which took over the cotton assets of the Lancashire banks and which became a major
force within the British cotton industry in the 1930s.

To sum up, it seems that the factors at work behind the early involvement of the Bank of
England with industry were more complex than has been hitherto suggested. The history of the TFA
and SET conveys three conclusions in particular. The first is that the Bank of England was not
independent from the Treasury when intervening in industry. ‘The government, through the
Treasury - wrote Norman in 1941 - seeks continuously the advice of the Bank of England, but
retains undivided responsibility for major questions of policy...the Bank of England remains the
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administrative agent’ of the government.”™ There was probably some exaggeration in this

106 B 0.E., G14/21 * Memorandum on Armstrong by the Branch Bank Office, 14 May 1921’
97 Thomas, The Finance, 48-54

1% |bid, 54

199 Bamberg, ‘Rationalisation’, 87

119 Quoted by Kynaston, ‘The Bank’, 29
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statement. As the vicissitudes of the failed intervention in the film industry in the latter half of
1930s illustrate, the Bank of England was able to avert Treasury interference when intervening in
industry.™* Yet there was some truth in these words: as also the episode of the TFA and SET
indicates, the weight that Norman and the rationalisation creed had in Bank of England industrial
intervention has probably been overstated by historians. Another conclusion is that this intervention
was designed to be temporary. The new evidence is fully consistent with the argument that the

"112 5imed at the re-establishment of a free-market

Treasury pursued a “facilitative economy strategy
economy in the 1920s. It also shows, however, that deflation, through mass-unemployment (a major
motive behind the imposition of the TFA) and reduced public expenditure (a major motive behind
the setting up of SET), seems to have prolonged Treasury and Bank of England industrial
intervention, which found, however, its roots in the over-expansion of staple industries and of the
public sector during the war.

The episode of the TFA and SET is also significant because of the insights it offers into the
motives of the Bank of England’s intervention in industry in the 1930s. Historians agree that the
Bank of England intervened in industry to avoid government intervention and keep relations
between the City and industry unaltered. The new evidence - especially the episode of BTC - seems

to suggest that the Treasury contributed to shape this defensive strategy, which began to be

formulated during the war.
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Table 1

The Bank of England: Investment in British Government (X) and Industrial (Y) Securities,

(£ ,000)

and their Share of the Bank’s Total Assets (Z), 1922-39

1922
1923
1924
1925
1926

1927
1928
1929
1930
1931

1932
1933
1934
1935
1936

1937
1938
1939

Total Assets/Liabilities

Securities
(£ 000,)
X

(@) (b)
44.277.6
44,535.6 69.2
40,303.4 160.0
57,003.7 2,977.1
39,173.3 2,921.1
58,447.0 2,995.2
34,160.3 3,406.7
72,431.8 4,666.7
44,921.2 6,083.7 5,028.0
49,205.9 7,443.8 5,379.1
73,149.0 5,162.0 9,235.0
85,910.9 4,510.3 9,111.7
86,529.1 3,799.2
82,500.0 3,465.0
84,453.3 2,099.4
108,464.8 3,319.1 10,354.9
103,061.1 3,874.3 8,770.7
110,256.1 5,921.7 9,464.7

(£ 000,)
z

(© (d)
150,546.5  301,229.8
141,379.2  295,130.1
144,148.4  287,7185
144,647.0  286,3715
142,507.7  303,340.7
129,437.4  303,091.0
134,385.5  303,071.0
139,755.6  536,323.6
129,674.9  528,520.7
136,988.8  527,645.8
154,718.5  528,205.8
187,941.3  594,984.7
177,140.0  629,256.3
165,412.4  626,326.7
177,352.4  629,318.8
170,856.9  683,158.2
176,255.5  702,492.1
172,854.9  699,220.0

Ratio
(%)
Y/Z
(@/(c) (@/(d) (b)(c) (b)/(d)
2.0 1.0
2.0 0.9
2.3 1.0
2.5 1.1
3.3 0.8
4.6 1.1 3.8 0.9
5.4 1.4 3.9 0.9
3.3 1.0 5.9 1.5
2.4 0.8 4.8 1.5
2.1 0.6
2.0 0.5
1.1 0.3
1.9 0.5 6.0 1.5
2.2 0.5 4.9 1.2
3.4 0.8 5.5 1.3

Year ending in August

Source: Government Securities, Columns (a) and (c): Bank of England Archives (BOE), ADM 32 “Yearly
Accounts, 1913-39’; Column (b):BOE SMT1/3 ‘Ledger: (Nominal) Adjustment Account, 1930-9’; Column (d):

‘Bank of England Liabilities and Assets, 1696-1966° Bank of England Bulletin ( June 1967), 12-5



Bank of England: Industrial Securities, 1923-39*

Table 2

(£)
Armstrong & Whitworth Newfoundland National Lancashire New British Stanton North Central SMT** SET=* Total

Power & Paper Co Ltd Shipbuild Cotton Aluminium Iron Wales Mining &

ers Corp. Co Works Power Co Investm

Securities Ltd ent Corp

Ltd
4% 6% % ‘B’ 5% 4% 4% % 5% 6% % 4% % 4% % 4% % P.S.
M.D.S* M.D.S 0S.2 p.S.3 M.D.B. ‘A 1* O.M.S.1 1st M.D.B. G.D.S. G.DS G.DsS.
M.D.B.

1923 69,208 69,208
1924 160,000 160,000
1925 305,919 160,000 320,000 191,250 2,000,000 2,997,169
1926 299,224 160,000 320,000 160,000 1,991,908 2,921,132
1927 299,224 160,000 228,772 160,000 2,016,000 2,863,996
1928 1,099,909 1,554,653 189,234 291,100 191,250 80,000 3,406,146
1929 2,350,000 189,234 291,104 191,250 90,508 3,112,096
1930 189,234 291,104 171,724 90,508 4,616,153 725,000 6,083,723
1931 189,234 164,700 98,334 291,104 144,835 90,508 5,740,049 725,000 7,443,764
1932 189,234 150,060 95,630 291,104 144,835 90,008 3,584,166 616,900 5,270,037
1933 189,234 143,078 65,500 287,206 136,335 89,108 3,000,000 599,811 4,510,264
1934 183,434 44,000 65,500 278,304 126,435 82,908 3,018,615 3,799,196
1935 176,334 65,500 116,035 88,500 3,018,615 3,464,984
1936 68,800 2,030,559 2,099,359
1937 300,000 3,019,122 3,319,122
1938 300,000 3,574,339 3,874,000
1939 300,000 5,621,770 5,921,770

* financial year ending on 31 August

!mortgage debenture stock; 2 ordinary shares; 3 preference shares; 1* mortgage debenture bonds; 2 ordinary mortgage stocks; 33 guaranteed debenture stocks

** Securities Management Trust; + Securities Trust
Source: BOE, ADM 32 “Yearly and Half Yearly Accounts, 1923-39” and G10/6 ‘Securities Trust: Balance Sheets and Revenue Accounts, 1925-61"



Table 3
Guarantees under the Trade Facilities Act, Novermber 1921-December 1925

(£ ,000)
Domestic Empire Foreign Total
Public utility 17,782 5,690 4,510 27,982 444
Industry 13,719 2,560 1,635 17,914 284
Shipping 15,231 2,041 17,272 27.2
Total 46,733 8,250 8,186 63,169  100.0

Source: PRO, T 160/184, ‘Co-operation in financial assistance to Imperial Development’, Memorandum by the
Colonial Office to the Board of Trade, 9 April 1926°



Table 4
Projects guaranteed by the Treasury under the Trade Facilities Act, 31 November 1921 — 31 December 1925

(£ ,000)
Amount Period Purpose

William Beardmore & Co. 600 5 Completion of vessels at Beardmore’s yard for SA Sabauda
Lloyd Sabaudo 600 10 Construction of vessel at Glasgow
Compagnia National de Navegao Costeira 375 10 Construction of three vessels at Glasgow
Benguella Railway Co.ltd 1,250 25 Purchase of railways stock and material in Britain
Power & Transaction Finance Co. 1,000 20 Purchase of electrical equipment in Britain
Lithuanian Government 1,000 20 Purchase of electrical machinery and railways stock
Toho Electric Power co 300 20 Purchase of electrical plant and machinery in Britain
R.M.S.P Meat Transports Ltd * 2,300 7 Construction of three ships (Vickers’ shipyards)
Union Castle Mail Steampship Co * 1,000 7 Construction of ships
Bank Line Ltd 1,800 20 Construction of nine-teen motor ships at Govan
Anchor Line 1,600 10 Construction of three vessels at Govan
British & African Steam Navigation Co. Ltd * 600 5 Purchase of machinery in Britain; construction of vessels at Belfast
Blue Star Line Ltd * 2,750 20 Construction of nine vessels for carriage of refrigerators
Silver Line Ltd 1,107 20 Construction of six vessels on North East Coast
Harland & Wolff Ltd * 1,493 10 Establishment of ship repairing works on the Thames
North British Aluminium Co. Ltd 2,500 30 Equipment of Power Station and Aluminium Factory
Stanton Iron Works Co.Ltd 1,000 20 Coal mining developments
Synthetic Ammonia & Nitrates Ltd 2,000 20 Extension of plant
Beardmore Taxicable Ltd 350 10 Construction of taxicabs
Pearson & Dorman Long Ltd 2,000 30 Development of Kentish coalfields
London Electric, City and South London, London and Central London Railway Co. 6,548 50 Enlargement of tunnel, extension of London Electric Railway
London Electric Railway Co 2,336 50 Extensions and various improvements
City & South London Railway Co. 3,769 50 Extensions and improvements
Shrops. Worcs. & Staffs Electric Power Co. 700 30 Erection of Power Station on the Severn
North Wales Power Co. 1,700 30 Hydroelectric scheme in North Wales
Newfoundland Power & Paper Co. Ltd 2,000 25 Erection of Pulp and paper mills in Newfoundland
Culcutta Electric Supply Corp.Ltd 500 25 Purchase and installation of electric generating plant
Bengala Ralway Co Ltd 1,500 30 Construction of railway lines
Berak Electric Power Co. 1,250 25 Purchase of material in Britain of hydroelectric equipment in the Malay

* Kylsant Group Source: PRO, T 160/184, ‘Co-operation in financial assistance to Imperial Development’,
Memorandum by the Colonial Office to the Board of Trade, 9 April 1926’



Table 5

Government Holdings (Disposal and Liquidation Commission) transferred to the Securities Trust, 1922-4

Board of Trade

Government Holdings

Securities Trust

Treasury

Agriculture & Fisheries

Disposal and Liquidation Commission

Foreign Office

British Dyestuffs Corp

Turkish Petroleum

British American Nickel Corp (of Canada)
Munster Flax Development

Monmouth Shipbuilding

Suez Canal Co.

Cunard Steamship Co.

Anglo-Persian Oil Co.

Anglo-Austrian Bank

London Merchant Bank

Banque des Pays de I'Europe Centrale
London & Eastern Trade Bank

Home Grown Sugar
Flax Cultivation Ltd
Wessex Flax Factories Ltd

British Celanese Ltd

A. Harper Sons & Bean Ltd

A. Ruffer &Sons Ltd

G.F. Neame & Co.

Commercial Cars Ltd

Barnsley Smokeless Fuel Co. Ltd
Motnerwell Iron & Steel Co. Ltd
Foy, Morgan &Co.

Durant, Radford & Co.

Commercial Bank of Siberia
-|-Société de Quais, Docks et Entre Pots de Constatinople

Investment

(£)

1,700,000
n.a.
*1,157,407

33,000
n.a.

n.a.

n.a.

5,000,000
375,000
205,000
375,000
160,000

Anglo-Austrian Bank

London Merchant Bank

Banque des Pays de I'Europe Centrale
London & Eastern Trade Bank

374,000
331,000
32,000

500,000
37,500
689,250
68,500
90,000
10,000
5,500
128,689 Foy, Morgan &Co.
6,900 Durant, Radford & Co.

British Celanese Ltd

A. Ruffer &Sons Ltd
G.F. Neame & Co.

1,200,000
335,000

Holding
_®

375,000
205,000
375,000
160,000

500,000

689,250
68,500

128,689
6,900

*$ 5,625,000 at £ 4,36; -I- 1912/3 book value

Sources : BOE, C40/927 ¢ Otto Niemeyer to Montagu Norman, 22 October 1923°; C40/928 ‘Answers to various points raised in connection with the formation of of the Securities Trust Ltd,, 16

March 1926’ and ‘Disposal and Liquidation Commission Schedule of Debentures and Shares Available for Sale, undated’



Table 6

Securities Trust: Realizations, 1928-1943

()

1928 1929 1930 1931 1932 1933 1934 1936 1938 1939 1941 1943
British Celanese 500,000
A. Ruffer & Sons Ltd 5,400 4,000 4,800 253,143
G.F.Neame & Co.Ltd*
Durant, Radford&Co.Ltd 1,277
Foy, Morgan&Co. Ltd 4,822 4,958 3,636 3,885 28,000 1,020
William Beardmore 12,000 4,404 3,125 108,125 4,925 108,125 79,840
6% Austrian Gold Bonds 934,031 204,498
Anglo-Austrian Bank
Anglo-International Bank 1,000,000 26,023
London Merchant Bank Ltd
Banque des Pays de I'Europe 213,820
Centrale
London&Eastern Trade
Bank Ltd
Total 2,444,254 213,456 6,077 15,621 8,290 31,125 214,840 108,125 4,925 108,125 333,586 26,023

* by 1933, including ‘A.N.Assets Ltd’, incorporated to hold and realise Neame’s assets

Sources: G10/6 “Securities Trust: Balance Sheets and Revenue Accounts, 1925-61" and G10/1 * Memo, Secuties Trust Ltd: details of Securities Held by

St on 1% March 1927, 15 March 1927’



Table 7
Securities Trust: Dividends and realizations, advances from the Bank of England, interest and dividend paid to the
Bank of England , 1925-1939

(£)
Dividends and Interests Redemptions and Advances from the Interests on Bank of Dividends to the
realisations Bank of England England Advances Bank of England
1925 129,261 - 1,953,701 82,794 -
1926 144,558 - 74,679 -
1927 118,034 - 14,164 -
1928 73,780 2,444,254 59,715 423,000
1929 50,989 213,456 214,000
1930 65,761 6,077 -
1931 37,237 15,621 11,000
1932 15,803 8,290 15,000
1933 5,757 31,125 9,000
1934 259 214,840 210,000
1935 339 -
1936 108,125 -
1937 - 115,000
1938 4,925 38,000
1939 108,125 -
1940 170,000

Source: BOE, G10/1 ‘Memo, Securities T Ltd: Distributions Paid to Shareholders up tp March 1943, 10 June 1943’ and G10/6 * Securities Trust Ltd: Yearly Balance Sheets and Revenue
Accounts, 1925-61’





