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Financial economists have become increasingly interested in the historical returns of financial assets (Goetzmann and Ibbotson, 2006).  This interest partially stems from a desire to calculate the expected equity risk premium, which requires long historical periods to reduce the estimation error.  In particular, academics and practitioners are interested to discover whether or not the high returns on stock-markets over the past 50 or so years are an aberration or are somehow intrinsic to equity as an asset.  

  Historical series of returns are also are of interest to economic historians for at least two reasons.  Firstly, indices of returns can serve as a measure of the levels and fluctuations of real economic activity in historical periods where there is a paucity of real economic data.  Secondly, series of returns can be used to assess the impacts of major political, legal or technological changes on an economy.
To date, monthly returns data stretching back into the nineteenth-century has only been developed for the United States (Goetzmann et al, 2000).  The only monthly stock market indices for pre-1870 Britain are the Gayer  et al (1940, 1953) monthly index, which covers the period 1811 to 1850, and F. A. Hayek’s unpublished monthly index which covers 1820-68.  From the perspective of the financial economist, these series are defective because they are indices of price appreciation only.  Consequently, in this paper, we develop a series of monthly returns, comprising both capital appreciation and dividends for Britain for the period 1825 to 1870.  

Gayer et al’s and Hayek’s indices can also be criticized because they are small samples rather than including all available stock price data. In contrast, our indices cover the vast majority of stocks traded on the London market and are adjusted for survivorship bias.  
A further defect of existing indices is that they are either unweighted in the case of Hayek’s or weighted by the number of shares outstanding in the case of the Gayer et al index.  This latter index also assigns weights to each industry sub-category based on paid-up capital, but these weights only change five times throughout the sample period.  In contrast, we produce unweighted indices as well as indices weighted by paid-up capital and market capitalization, with weights changing on a monthly basis.  

When we compare the returns generated in the 1825-70 British equity market with those produced in the United States and with later periods in Britain, we find that this period was a golden era for investors, with investors receiving higher returns yet facing lower risk.  We suggest that this finding may firstly be due to Britain enjoying a comparative advantage in this period arising from its position as the first industrial nation, and secondly capital-market imperfections.  We also find that in the second half of the twentieth century, dividends constitute a substantially smaller proportion of total returns than they did in the nineteenth century.
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