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'Corporate governance and personal capitalism: case studies in British manufacturing in the first half of the twentieth century'

R Lloyd-Jones, MJ Lewis, M Matthews (SHU), J Maltby (University of Sheffield)

The paper examines the evolution of corporate governance and personal capitalism in three highly reputable manufacturing companies. Corporate governance is taken to mean 'the institutions that influence how business corporations allocate resources and returns'. In effect it 'shapes who makes investment decisions..., what type of decisions they make, and how returns from investment are distributed'. (O' Sullivan, 2001, p1)

Work on the historical evolution of corporate governance in the UK is still at an early stage and while there is a growing literature on the subject it is generally the case that such discussions are not informed by detailed empirical evidence. ( For recent literature see Keasey et al, 1997; Hopt et al 1998; Quail, 2000; Cheffins, 2001; Toms&Wright, 2002; Toms&Wilson, 2003).  Economic and business historians are well placed to contribute to the debate, and it is argued in the paper that in the specific British context the evolution of corporate governance is closely related to the institutional arrangements of personal capitalism.

The approach invites discussion of the Chandlerian argument that the alleged persistence of personal capitalism shaped the governance of British firms well into the 20th century and damaged their performance. But despite coming into common usage the notion of personal capitalism lacks specificity and is in danger of becoming a convenient yet ill-defined category into which a wide range of empirical material can be dumped. 

The paper addresses this problem and offers a more rigorous treatment of personal capitalism, including a clearer identification of its basic properties. For example, while it is acknowledged that personal capitalism can take a variety of forms, and is not simply reducible to family capitalism; particular focus is placed on the personal dimension of the notion. Emphasis is given to the networks of power and influence within firms and the fostering of distinctive, not to say idiosyncratic company cultures. This clearly relates to O' Sullivan's definition of corporate governance.

The empirical base of the paper is supported by case studies of British manufacturing firms enjoying national reputations. The three firms selected were, in the first half of the 20th century, at the leading edge of technological development, were in or had diversified into new manufacturing sectors, and had established national and international business networks. The case studies comprise: Alfred Herbert, (Coventry, Britain's largest machine-tool firm combining manufacture and factoring); Hadfield's, (Sheffield, specialist steel, armaments, heavy engineering, motor vehicles); BSA, (Birmingham, armaments, bicycles, motor cycles, motor vehicles, machine-tools).The three firms were characterised by forms of personal capitalism but displayed differences in the pattern of evolution of their governance systems. These differences were related to variations in response to change both at the firm level and in the general business environment, the role of exit, voice and loyalty, and to cultural factors shaping organisational forms and regional business networks.
The case studies.

The empirical evidence supporting the case studies is based on the extensive use of business records relating to the three companies.

Birmingham Small Arms
This case study is concerned with the examination of the complex interaction and operation of the personal capitalist form of governance within the holding company format. This organisational structure had become widespread in Britain in the inter-war years. Holding companies may be seen as a means of sustaining personal capitalist forms of governance within an enlarged and more diverse organisational framework. 

Over the inter-war years BSA evolved into a large, complex and diverse general engineering holding company. Post 1919, it comprised in addition to its cycle, motorcycle, gun, and machine tool businesses, the Daimler Company,  the Lanchester Motor Company, and two specialist steel firms, Saville’s and Jessops, both based in Sheffield. The company’s governance was dominated by a small group of directors, but in the 1920s and 1930s the board underwent a sustained shareholder critique During a period of financial turbulence in the 1930s the company had three chairmen in 1932 alone, and changes in the company’s top governance structure were forced through by a combination of shareholder unrest and the intervention of the Midland Bank. The connections with the Midland were partly shaped by the role of Dudley Docker, a former deputy chairman of BSA, who had remained linked to the company’s top directors via a set of local and national business networks.

Hadfield’s: Organisational capabilities in a personal capitalist firm

This case study examines the effect of personal capitalism on governance practice in the specialist steel firm of Hadfield's. The company's form of governance and personal capitalism differs from BSA. For example, Sir Robert Hadfield was chairman from 1888 until his death in 1941, he effectively retired from day to day control in 1921 but was supported by a small group of loyal and long-serving directors. The company had a 'paternalistic' relationship with its shareholders and there is little evidence of the volatility shown by BSA. In many ways an archetypal personal capitalist firm, it remained fiercely independent and avoided growth through merger. Post World War 1 attempts at diversification (the acquisition of Bean cars and the American subsidiary Hadfield-Penfield) revealed weaknesses in organisational capabilities. While there was an increasing recognition of the need to change organisational structures, the board retained conservative attitudes towards implementation, and personal forms of governance continued to dominate. 

Alfred Herbert: Personal capitalism at Britain’s largest machine tool firm

This case study examines the emergence of Alfred Herbert as Britain’s largest machine-tool firm and its established reputation as a supplier of a wide range of engineering services. Similar to Hadfield’s, Herbert’s governance system was dominated by the powerful personal control of the original founder, Sir Alfred Herbert. He too was supported by a loyal group of long-serving directors. While Herbert’s combined both making and merchanting of machine tools, they were more focussed on their core business than Hadfield’s and did not experience the degree of organisational overreach of the latter firm. The increasing strain on top management did not manifest itself until the 1950s when Sir Alfred’s death in 1957(still chairman at the age of 90) triggered a set of changes in the company’s governance and raised important questions concerning Herbert's performance and business strategy. The case study provides evidence of both similarities and contrasts to that of Hadfield's and BSA.
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