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Abstract

The current era is sometimes described as one of unprecedented globalization.  An earlier era of globalization is variously argued to have ended with World War One or with the dislocations of the late 1920s and 1930s.  Certainly at the beginning of the 1930s the UK economy and some British financial institutions experienced various problems.  Contributing factors included: currency crisis and abandonment of the gold standard; payment difficulties of international borrowers, especially those in Germany and central European countries subject to standstill agreements; struggling domestic borrowers in traditional industries; and the background of growing international economic and political tensions.

This paper brings together a variety of evidence to present a coherent picture of the impact of financial stresses on the British banking sector in the 1930s.  We combine new evidence on the clearing banks, which played a key role in the UK financial system, with data on a variety of other banking institutions from existing studies.  Data on asset structures, deposits, capital, profitability, risk concentrations and bad debts are examined, and we consider the links by which ‘contagion’ might have been spread and assess the impact of ‘crisis’ on Britain’s financial system.

The impact of the problems affecting the banking sector in the 1930s varied greatly across the different types of institution.  While some merchant banks and British overseas banks were particularly hard-hit, the clearing banks, the largest financial institutions and the key element in the payments system, proved to be sound.  The performance of these banks in the twentieth century has been subject to many criticisms, many of these unjustified or exaggerated.  However, the resilience of these banks contributed greatly to the stability of Britain’s financial system at a time when severe problems were found in many other countries.  We argue that the range of evidence now available provides more comprehensive support for this view than has been accepted previously.
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1. Introduction

Globalization, the gold standard, financial crises and ‘contagion’ in the 1930s remain topics which continue to attract the attention of business, economic and financial historians.  In this paper we re-examine the question of financial crisis in Britain in 1931.  We use a basic theoretical framework to consider how ‘crisis’ should be defined and then consider how the financial system might have been at risk.  Our argument is that the major British commercial banks were sound, in contrast to many merchant banks.  But there would need to be sufficiently strong links between the two sectors leading to threats to the commercial banking system that would endanger the payments system before a financial crisis could develop.  In any event, even if the commercial banking system were to have been at risk, there was a ready solution in the key role of the Bank of England (‘the Bank’) as lender of last resort (LLR), something it had more or less perfected in the course of the nineteenth century.

Globalization, the increasing integration of markets and economies around the world, generally leads goods, services, capital, and even labour, to flow in increasing quantities and numbers.  The economic theory that predicts convergence in trade and factor prices also predicts resistance to the increased openness since there will be winners and losers in the process.  The outcome depends upon the relative strengths of these groupings and on the prevailing institutional environment.  Not surprisingly there are crisis points.

The origins of globalization lie in the eighteenth century and its real beginnings in the nineteenth century.  It came to a halt in 1914 and then went into retreat in the period between the two world wars before beginning to revive soon after 1945.  A challenge to this chronology has been advanced together with an analysis of what brings an end to globalization.  In a justifiably highly acclaimed book, the distinguished historian Harold James argued that the first experience of globalization in the world economy, which began to accelerate around 1870, came to an end in the years between the two world wars (James, 2001).  This is a major revision to the most commonly-held view, mostly implicit, that this had happened with the outbreak of war in 1914.

The First World War was hugely disruptive for trade and capital flows, trade policy, migration, international monetary arrangements and much else.  The postwar Treaty of Versailles was destructive of international relations as a consequence of the imposition of punitive reparation payments on Germany.  These problems were exacerbated by squabbling among the allies over the repayment of debts accumulated in the war.  James argues that globalization carried on its path after this interruption, coming to an end only when the financial systems of the world crumbled in the Great Depression years between 1929 and 1932.  He goes on to argue that at the end of the twentieth century weak financial systems appeared similar to those of the 1930s and therefore signalled likely doom.

As the current experience of globalization begins to come under understandable strains it is vitally important that the correct lessons are learned from the past.  It is with this aim in view that we try to bring some corrective to an important part of the James thesis.  Our focus is on Britain, in the interwar period one of the leading economies of the world, a country with a large empire over which it had considerable influence, with an important, albeit weakened, currency, Sterling.  We concentrate mainly on the principal commercial banks, the joint-stock clearing banks, a group of institutions small in number but of key importance.

James devotes considerable attention to central European economies but the essence of his thesis is that in the 1920s and 1930s governments were unable to be influential in the domestic economy because ‘... financial and banking systems were volatile and vulnerable to panic’ (James, 2001, p.31).  This is essentially what brought globalization to a halt, but which we dispute in relation to Britain.  Our argument is that the British financial system was remarkably robust and this provided stability for the British economy and indirectly much of the Empire.  James is of course correct in pointing to the weaknesses in central European finance, but contrary to his assertions (for example ‘... the vulnerability of the British financial system’, James, 2001, p.69) we will show that the British financial system - still one of the most important in the world - was not vulnerable, but in reasonably sound condition.  Equally, it was misguided monetary policy in the US - which might have been reversed at many points - that brought the worst of the depression there.  But James considers that: ‘As an explanation of the US economy after 1929, the Friedman and Schwartz [1963] account is inadequate ... their argument is somewhat slippery as to causality ...’ (James, 2001, pp. 76-7).

The paper is structured as follows.  The next section considers the nature of financial crises, and whether there was a ‘financial crisis’ in Britain in 1931.  Section three outlines the operation of commercial banks in Britain and assesses some of the criticisms of them.  This is followed by a section on the possible routes by which ‘contagion’ could have been spread to the British financial system, notably from central Europe.  Section five reviews a range of evidence on the commercial banks in the 1930s, including new material from archival sources.  In two brief sections we discuss the Bank’s role as LLR and contrast the nature of banking problems in Britain to those in Germany and the United States. Finally some conclusions are drawn.

2. Britain in the Interwar Period

2.1 Was there a Financial Crisis in Britain in 1931?

The idea of a financial crisis in Britain first entered the economic history literature with the article ‘London and the 1931 Financial Crisis’ (Williams, 1963).  This article confused the different elements of crises and labelled them ‘financial crisis’.  Nevertheless, so deeply did the idea of crisis take hold, no doubt partly because there were indeed financial crises in many other countries, that it is still commonly asserted that there was such a crisis.

A framework is needed within which to examine more rigorously whether or not there was a financial crisis.  Bordo (1992, pp. ix-xiv) discusses alternative explanations and definitions of financial crisis, but we consider that the most satisfactory definition is provided by Schwartz (1986).  A ‘real financial crisis’ is defined as being circumstances when the money stock is under threat - only when there is a threat to the payments system should we talk of financial crisis.  A collapse in the money stock in the face of sticky wages and prices leads to a collapse in real output, for which reason the money stock should be preserved as a high priority.  A ‘pseudo-crisis’ is where, for example, a large financial institution fails, or perhaps a major company or municipality.  Such a crisis may create problems for shareholders and taxpayers but not for the financial system.

A useful way of thinking about the problem is by means of the money multiplier model, in which the money supply is determined by the actions of the monetary authorities, the banks, and the non-bank public.  The latter two hold currency and deposits in certain proportions.  When the public fears banking difficulties they move out of bank deposits and probably into currency.  The banks too would raise their cash reserves in order to accommodate that demand.  Banks in fractional reserve systems take deposits and make loans and by doing so they multiply the stock of money.  When they fail, or take steps to reduce their assets, they reduce the stock of money.  But in the economy wages and prices are sticky to varying degrees and when the money stock falls abruptly it has a damaging impact on the real economy. The monetary authorities therefore need to inject the appropriate amount of monetary base into the system to keep the money supply growing at its normal rate given the different ratios now existing.  That is, in the face of a need for liquidity the monetary authorities need to know how to act and to do so quickly.

In Britain, the Bank of England had learned over a long period from as early as the beginning of the nineteenth century how best to act in providing the necessary liquidity.  So much so that there had been no ‘real financial crisis’ since 1866.  Even under the gold standard it became well understood that if necessary there would be a temporary suspension that allowed the Bank to inject the needed liquidity.  It would begin to do this as soon as it detected fears of illiquidity.  Its antennae were carefully attuned.

Capie et al. (1986) showed that there was no ‘real financial crisis’ in 1931.  There was quite clearly an exchange-rate crisis for Sterling as the pound was forced off the gold standard and the exchange rate declined precipitately in the closing months of that year.  The restoration of the gold standard in 1925 had been unsatisfactory in terms of the various rates adopted by different countries in the following few years.  The pound was overvalued and by 1931 there were simply insufficient reserves to sustain the rate without the support of damagingly high interest rates.  Pressure mounted on Sterling through the summer of 1931 and it became clear that soon there would be no way of defending the parity.  In September the link with gold was broken.

There may not have been a financial crisis in Britain in 1931, but was the system nevertheless at risk?  Certainly part of James’ story is that the merchant banks with close links to continental Europe were exposed to the severe liquidity and solvency problems experienced by the universal banks in Germany and elsewhere in continental Europe which developed rapidly in the first half of 1931.  Debate has continued on the precise causes of these problems and how the sequence of events unravelled (for example, Balderston, 1991 and 1994, and James, 1984).  We are interested in how this crisis could transmit itself elsewhere in order to examine the possibility of contagion.  We argue that the routes for contagion were limited, and that the system was not at risk for reasons on which we elaborate.

2.2 The British Economy in the Interwar Period

The picture that is often presented of the interwar years in Britain (and elsewhere) is one of unremitting gloom - the General Strike, unemployment, deflation, exchange-rate shame, the Jarrow March, and a number of other such features.  Space precludes a comprehensive assessment of interwar economic performance (see, for example, Crafts, 2004), but in fact the British economy performed well in aggregate.  After the First World War boom, per capita GDP fell, before rising again to reach its 1913 level in the mid-1920s.  The next peak was in 1929, and while there was a recession, there really was no Great Depression in Britain - output fell significantly in just one year (1931) and was static in two others between 1929 and 1932, with an overall fall in GDP per capita of around seven and a half per cent from the peak.  This trough was followed by the strongest ever upswing in British economic history between 1932 and 1937, with GDP per capita rising by more than 22 per cent from its 1931 level (Feinstein, 1976, Table 17).  This was after all the decade of ring roads and ‘interwar semis’, a huge construction boom and all that went with that.

There was a sharp increase in unemployment in the recession years from around 1 million in the 1920s to the peak of around 3 million.  This unemployment is best explained in terms of rising real wages, the consequence of falling prices and fixed labour contracts (Beenstock et al., 1984).  Changes in the benefit system also played a part.  Real wage behaviour encouraged the supply of labour and dampened the demand for it.  But unemployment began to fall quite quickly as economic growth rose sharply in the 1930s, although significant regional variations remained (Hatton, 2004, p.350, Table 13.1).

The principal explanation for the good performance after 1932 was the abandonment of the gold standard (experienced by other countries which also abandoned) and the freedom that gave to use monetary policy flexibly.  Interest rates were low from 1932 through to the war.  All of this took place in the face of collapsing international trade to which the British economy was more exposed than most.

3. The British Commercial Banking System

Britain’s commercial banking system had evolved over a very long period from the late seventeenth century onwards.  Originally there were many hundreds of unit banks, unable to expand because of limiting legislation.  When that was removed in the first half of the nineteenth century the system evolved into a highly concentrated one.  By 1920 the extensively branched five largest banks (the ‘Big Five’) dominated the system taking about 80 per cent of all deposits and with around 10,000 branches.  These banks were well-diversified across the country geographically and across all sectors of the economy.

A long-standing criticism of this system was that the banks were too conservative and did not lend to new, small and deserving businesses or to any kind of risky venture.  Other criticisms include claims that banks failed sufficiently to: support industry through their lack of provision of long-term capital; promote industrial restructuring; charge competitive lending rates or pay competitive deposit rates.  Further criticisms are that banks: were too conservative in structuring their balance sheets (through holding excessive amounts of government debt); demanded unreasonable security from borrowers; and used their ‘cartel’ to enjoy a quiet and comfortable life.  These criticisms are often made by comparison to banks in continental European countries although Collins (1998) has argued strongly that the criticisms and the differences between British banks and those elsewhere have been exaggerated.

These criticisms have drawn many other responses but to some extent still persist.  In some ways the banks contributed to the longevity of these criticisms by failing to contradict them.  For example, so keen were the banks to preserve their reputation for sound finance that in their evidence to the Macmillan Committee (1931) they accepted that they did not lend on anything other than a short-term basis, for anything other than working capital.  In fact, that was not the case, as many subsequent studies have shown, but the banks could claim that their role in the provision of finance was expected to be a limited one (see, for example, Ackrill and Hannah, 2001, pp. 93-5, Newton (2003) and Ross (1996) ).  The distinguished economist Alfred Marshall had defended the banks in 1927 when he said they performed extremely well in the range of tasks they were supposed to cover.  His only criticism was that they could venture more adventurously abroad, which on occasions they had done, but not with great success.  As we shall see the banks did have certain kinds of foreign exposure in 1931.  But underlying this debate on the appropriate role of banks is an implicit trade-off between stability and risk-taking.

An important aspect of British banking in this period was that the banks were not obliged to publish their ‘true’ profits and capital.  A number of means were used to obscure their true positions, the most important of which was the use of  ‘hidden reserves’.  Recent research has shown that their true positions did not deviate in any alarming way from their declared position (Capie and Billings, 2001a and 2001b).  Hidden reserves were used to smooth out the worst fluctuations over the business cycle, to help the banks to present a picture of strength and stability.  Thus in the depth of a depression when profits were relatively low they would draw from hidden reserves and report higher profits and in the height of a boom when profits were relatively high they would remove some to their hidden reserves and report lower profits.  The existence of hidden reserves also ensured that published financial statements understated the banks’ true financial strength.  We examine the ‘true’ positions of the clearing banks below, but at a time when many of the developed world’s banks were in difficulty, the British system, or at least that part of the system that mattered for the payments system - the commercial banking part - was in a position of relative strength.  On this evidence, the commercial banking system was not at risk.

4. Crisis in Central Europe and Contagion

4.1 Central European Problems

The ‘crisis’ of 1931 began with the failure of the Austrian Credit Anstalt, the country’s largest bank, but poorly managed in the 1920s, which was shown to be insolvent in May 1931 (Schubert, 1991).  Attention quickly shifted to the closely connected German universal banks, which survived initial scrutiny.  They operated on very low cash and reserve ratios, which began to fall further in June and July 1931.  Panic started to spread as depositors cashed in their deposits in the six large banks.  One of these was the Darmstädter-und Nationalbank (Danat), which failed due to its large exposure to the large textile company Nordwolle which itself had failed (Balderston, 1994).  The Reichsbank’s limited experience as a central bank led it to behave as the LLR, and to lend freely to the market.  Indeed given the practices of the universal banking system and the size of the leading banks it was not easy for the Reichsbank to act (Capie et al., 1986).  The difficulties of the banks and Germany’s international payment position, against the wider background of World War One reparations and political, economic and social problems, led to much of its international debt becoming subject to a partial moratorium after the July 1931 London Conference, which was formalised in the September 1931 German Credit Agreement (‘the German Standstill’).  This agreement covered short-term debt, with around £54 million due to British banks.  The international debts of Austria and Hungary were also subject to similar standstill arrangements, although British banks’ exposures to these were a small fraction of their German exposures.

The potential sources of ‘contagion’ are illustrated by the range of sources from which British banks’ exposures to German Standstill debt could arise: bills directly discounted - although the clearing banks favoured Treasury rather than commercial bills; advances direct to German borrowers; balances held with German banks; bills issued by German borrowers but guaranteed by the clearing banks; advances by clearing banks to merchant banks holding or guaranteeing bills subject to the Standstill; money at call with discount houses which held discounted bills subject to the Standstill; investment holdings of German securities; and indirect exposures through subsidiaries or affiliates.  In addition, there was German debt outside the Standstill - a separate agreement covered municipal debt and further debt fell outside these agreements.

For merchant banks and the discount market there were strong parallels between 1931 and 1914, when substantial short-term German credit was frozen on the outbreak of war (Fletcher, 1976, p.33; Roberts, 1992, pp. 153-4; Scammell, 1968, pp. 194-5).  The exposures of the much larger clearing banks to Standstill debt accounted for only around one-third of the total outstanding when the Standstill was agreed.  The clearing banks had much experience of dealing with ‘frozen advances’ in the 1920s to customers in traditional industries such as textiles, iron and steel, coal mining, and shipbuilding.  The German Standstill would therefore have had elements of familiarity for most banking institutions.

Lloyds’ chairman commented at length to the bank’s 1932 Annual General Meeting, refuting suggestions that German business had been inherently high-risk and therefore lucrative, tempting British banks to be imprudent in their exposures.
  He emphasised both his own bank’s small exposure and that it had been reduced from earlier years (Lloyds Bank, 1932, pp. 4-5).  Indeed, before the Standstill Agreement many bankers, both clearing and merchant, had been reducing their German exposures, especially those arising from acceptance business (Barclays, Martins Board Minutes, 38/573, no. 17, 22 October 1929; Diaper, 1986, p. 67; Roberts, 1992, p.264; RBS, WES/1174/187 and 249).

The initial six-month Standstill Agreement was renewed annually from 1932-39.  It came to be seen by some as economic appeasement, while others considered that it reflected pragmatism or resigned realism (Forbes, 1987 and 2000).  The Bank of England, with the approval of the Treasury, emphasised the need for British banks to remain engaged and took a lead role, extending loans to the accepting houses (at commercial rates) as bills of exchange covered by the Standstill were progressively withdrawn from the discount market to appear as loans in the balance sheets of merchant banks.

4.2 The Merchant Banks

Several of the major British merchant banks were European in origin and their strong European contacts had seen as a great advantage.
  Much of Germany’s short-term international debt arose from trade finance and German acceptance business had become a mainstay for those merchant banks heavily involved in acceptance business (the ‘accepting houses’) such as Kleinworts (Diaper, 1986, pp. 64-6) and Schroders (Roberts, 1992, pp. 188-9).

The Bank exercised ‘moral suasion’ in asking commercial banks to provide support for the merchant banks to allow them to continue in business (Roberts, 1992, pp. 252-3).  Such support provided sufficient funding to allow the merchant banks (and discount houses) to survive, despite exposures to Standstill debt well in excess of their capital.  Schroders, for example, enjoyed support from its family partners and its main clearing bank, Westminster (Roberts, 1992, p. 266).  Some banks had dangerously large German exposures.  For the two banks with the largest Standstill exposures, Kleinworts’ exposures represented three times the partners’ capital (Diaper, 1986, p.68)
, and Schroders’ approximately 1.3 times partners’ capital and bad debt reserves (Roberts, 1992, p.264).  Lazards were also heavily exposed.
  [INSERT TABLE 1 HERE]

But not all merchant banks had large exposures to German debt.  Morgan Grenfell, for example, had largely avoided private German business, not even attempting to undertake acceptance business there until 1926 (Burk, 1989, p. 85).  Indeed, the Morgan banking houses were largely antipathetic to German business (Burk, 1989, pp. 146-7), despite heavy involvement in the Dawes and Young plans and the related fund-raisings (Burk, 1989, pp.141-5).

The Standstill contributed to the reshaping of British merchant banking, with most activities acquiring a more domestic focus, a trend established in the 1920s with the informal embargo on overseas capital market loans.  The league table of acceptance business (Table 2) shifted in favour of those banks less badly affected by Standstill (Roberts, 1992, p.267), corporate finance activity became more prominent with involvement in industrial restructuring efforts, and the emphasis in new issues business moved further to domestic business (Atkin, 1970; Burk, 1989, pp. 91-8, 160-6; Diaper, 1986, pp. 56-60; Roberts, 1992, pp. 268-72).  [INSERT TABLE 2 HERE]

4.3 The Discount Market

Fletcher (1976, pp. 44-5) and Scammell (1968, p. 208) minimise the impact of Standstill on the discount market, placing greater emphasis on the fall in gilt prices before the onset of the ‘cheap money’ policy which was to last until the early 1950s. Fletcher (1976, p. 44) suggests that ‘Although discomforting, the 1931 crisis did not seriously threaten the discount market and no houses failed’.  But the 1930s were undoubtedly a difficult period: ‘Times were hard for the Discount market; a principal of one of the smaller houses remembers that they made little or no profit between 1929 and 1939’ (Cleaver and Cleaver, 1985, p.66).  This was despite significant changes in the structure and operations of the discount market intended to ensure its survival (Fletcher, 1976, pp. 43-53; Roberts, 1995, pp. 163-4; Sayers, 1976, pp. 536-44; Scammell, 1968, pp. 210-228).

4.4 The Continuing Standstill

Under the Standstill arrangements interest continued to be paid on advances and short-term commercial debt, most of which was in the form of normally self-liquidating bills of exchange, but principal amounts were rolled over.  As time passed, attempts to reduce the exposures were made.  Some repayments were made, unused facilities were cancelled and the depreciation of Sterling against the Reichsmark reduced the Sterling equivalent outstanding.  Other German exposures were reduced: foreign-held German securities and German securities denominated in Sterling and US dollars were liquidated.

As the Standstill continued, creditors broke ranks.  A market in distressed debt developed and many American creditors, in particular, sold out.
  Standstill debt could be reduced through the use of various form of ‘blocked marks’ - Reichsmarks convertible at rates lower than the official rate, subject to complex rules, which could be used for purposes such as the finance of additional German exports and travel in Germany (Harris, 1935, pp. 30-5).
  The Netherlands and Switzerland, significant creditor countries
, adopted clearing arrangements (Forbes, 2000, pp. 74-5; Harris, 1935, p.53; also see Neal, 1979, on central and eastern European clearing arrangements).

Schroders’ US operation, J. Henry Schroder Banking Corporation, established in New York in 1923, and known as Schrobanco, was also heavily involved in German trade finance.  In contrast to many British banks, Schrobanco aggressively reduced its exposure to Standstill debt from $12.4 million in July 1931 to $495,000 by the time war broke out between the USA and Germany (Roberts, 1992, pp. 240-2).  This was largely achieved through liquidating debt at a discount to face value, which London banks were reluctant to do, at least on the same scale.

But some British institutions were willing to realise significant losses by accepting settlement in Registered Marks, one form of blocked marks.  N.M. Rothschild and Sons, a major Jewish-owned merchant bank, is believed to have used this method to withdraw completely from Germany (Forbes, 2004, pp. 244-5).  In October 1934, Westminster’s General Manager Lidbury declined an invitation by a major debtor, Dresdner Bank, to accept payment in Registered Marks, which would have represented settlement at a 50 per cent discount (RBS, WES/1174/248).  But Westminster later accepted Registered Marks in settlement of some debts, making losses of approximately £469,000 (RBS, WES/1177/102, note dated 28 November 1957).  The larger Lloyds, with smaller Standstill exposures, was more aggressive in using this route, taking losses of approximately £580,000 in reducing its original Standstill exposure of £1.9 million to £433,000 at the outbreak of World War Two (Lloyds, HO/GM/OFF/28/2; Winton, 1982, pp. 88-9).
  National Provincial took approximately £1 million losses on Registered Marks in 1936 (Forbes, 2000, p.183).  Those banks that did not take advantage of such opportunities were either well-capitalised (for example Barclays and Midland), and hence could afford to take a ‘long view’, or, as Roberts (1992, p.258) suggests, were so heavily exposed that significant losses from this source would have been very damaging (for example Kleinworts and Schroders).

From a British banker’s perspective, Standstill debt could be preferable to other types of ‘doubtful’ debt in that interest continued to be paid, and, in the early Standstill years at least, at relatively high rates, although these did not necessarily reflect the risk involved - rates were 6 per cent for bank loans in the first half of 1932, cut to 5 per cent from July 1932 (Forbes, 2000, p.43) and on acceptances ‘... just over 4 per cent in the middle of June 1933’ and 3 per cent at the beginning of 1934 (Harris, 1935, p.55).  Throughout this period Bank Rate stood at 2 per cent.

But bankers were frustrated at the repeated renewal of Standstill arrangements.  By 1935 the British commercial banks (particularly McKenna and Hyde at the Midland and Lidbury at Westminster) were pressing for repayments of principal, as well as expressing concern at the interest rates on Standstill debt (Holmes and Green, 1986, p.187).  The deteriorating political situation would have made capital repayments impossible, leaving aside the question of whether Germany had sufficient resources, which was highly unlikely (Forbes, 2000, pp. 183-5).  The German banker Schacht, Reichsbank president from 1933-39 and Minister of Economic Affairs from 1934-37, was losing a power struggle, with Göring holding a more important economic role from 1936 (with responsibility for implementing the Third Reich’s Four Year Economic Plan) and the Rhineland recoccupied in the same year.  The bankers’ frustrations were encapsulated in comments by Lidbury in his capacity as the clearing banks’ senior representative to the Committee of Short-Term Banking Debtors: ‘We cannot go on like this for ever.  It is unthinkable that we, as lenders at short term of other people’s money, can be forced into the indefinite continuance of a semi-permanent agreement which amounts practically to a forced and unrecognized funding ...’ (RBS, WES/1174/168, 11 January 1937).

The reluctance or inability of British banks to extricate themselves from Standstill meant that by 1939 total credit lines extended by British-based creditors had more than doubled from 24 per cent to 57 per cent of the overall total outstanding, which itself had shrunk considerably (Table 3).  But the maintenance of ‘normal’ relations with Germany found support in financial and government circles.  Indeed, some banks were willing to extend new credits to German borrowers, although the extent of such lending post-Standstill is unclear (Forbes, 2000, pp. 169-76).
   [INSERT TABLE 3 HERE]

The successive Standstill Agreements did create ‘... a kind of fictitious liquidity by “underpinning” the credit of the borrower...’ (Harris, 1935, p. 24).  The judgement of many British banks that they would be repaid ultimately proved correct, although they had to wait until the 1950s when the complex 1952 Lancaster House conference led to agreement on the settlement of Germany’s pre-World War Two debts.
  The Standstill arrangements represented a compromise between political and financial interests, a means of maintaining credit lines to Germany to facilitate trade, maintain economic relations and encourage economic stability in Germany, thereby protecting the interests of creditors against the background of the collapse in international trade and rising protectionism and political tensions.  Generally, British bankers accepted Standstill reluctantly, on the grounds that the alternatives, such as a complete moratorium, the use of clearing arrangements or extracting themselves with considerable losses, were worse (Forbes, 1987, p.586; Kynaston, 1999, pp. 434-5).
  Some bankers did, however, choose to realise losses in making significant reductions in their exposures, but most bankers allowed the Standstill to take its course, and, in the case of the clearing banks, could afford to do so.

5. The Resilience of British Commercial Banks in the 1930s

How accurate are assertions of ‘the vulnerability of the British financial system’?  Grossman’s study of a number of countries argues that Britain did not experience a financial crisis, which he attributes to structurally robust banks, the effective use of the LLR function, and timely departure from the gold standard (Grossman, 1994).  His analysis of the UK relies on published rather than ‘true’ data for bank profits and capital, but his conclusions are consistent with conventional wisdom about UK banks, which can be summarised in two quotes:

‘The British commercial banks were ... largely unscathed, finding strength in their branch structure and security in their traditionally cautious policy towards involvement in industry’ (Feinstein, Temin and Toniolo, 1997, p.110).

‘... in the UK, despite a number of traumas in domestic and overseas financial markets, there was no important bank failure, no widespread intervention by the authorities and no danger of systemic collapse’ (Collins, 1998, p.19).

Broadly, we do not disagree with these interpretations, and we believe them to be supported by a wider array of evidence than is currently in the public domain.  In this section we bring together a variety of evidence relating to the clearing banks in support of the views set out earlier.  Variations in operations and lack of consistency in the survival of data in archival records mean that it has not been possible to extract the same information for all institutions, but a reasonably clear picture does emerge.

5.1 Support Operations

The large clearing banks neither needed nor received support from the Bank.  A number of other bank support operations of various types were organised in the 1920s and 1930s, with the Bank usually playing a leading role.  We summarise these in Table 4.  Some of these operations were accompanied by significant losses.  The bulk of the losses arising were borne by the Bank, with those from the support operations for Anglo International, Anglo-South American Bank (ASAB), Huths and Williams Deacons’ totalling around £8 million.  Losses to the clearing banks were spread among various banks and over time.  Virtually all these operations related to merchant banks or banks under British ownership operating overseas.  The notable exception was Williams Deacon’s, the small Manchester-based clearing bank with a heavy concentration of lending to the cotton industry, whose takeover by the Royal Bank of Scotland was engineered by the Bank, which met those losses which arose from before the takeover.  [INSERT TABLE 4 HERE]

In addition to participating in various of the support operations identified in Table 4, the clearing banks assisted the Bank’s efforts to support Sterling before the abandonment of the gold standard.  Barclays (and presumably other clearing banks) entered into an exchange with the Bank, receiving Treasury bills for commercial bills, which the Bank then used as security for its loan of £25 million from the Bank of France in August 1931 (Tuke and Gillman, 1972, p. 31).
  Another form of support was participation at the request of the Bank in a scheme in the forward foreign exchange market organised by the Joint Committee of Clearing Banks and Accepting Houses.  One of the smaller clearing banks noted that ‘... the General Manager reported that forward [US] dollars and [French] francs had been sold for account of the Bank of England to the extent of £1,700,000’ (Barclays, Martins Board Minutes, 22 September 1931).  Sayers (1976, pp.408-9) notes that the total extent of this operation was about £20 million of forward sales, not insubstantial compared to total Bank gold and foreign exchange holdings of £141 million at 30 December 1931 (Sayers, 1976, Vol. 3, Appendix 37, p.355).

5.2 Capital Flight from Britain

A feature of the 1931 exchange-rate crisis commented on by several authors (for example: James, 1992, pp. 602-3; James, 2001, pp. 71-2; and Williams, 1963, pp. 525-8) is the withdrawal from London of short-term foreign capital.  This capital flight developed in the face of balance of payments and government expenditure deficits and political crisis (Williamson, 1992).  Some of this capital flight represented withdrawal of bank deposits, but it is also believed that some foreign holdings of treasury bills were liquidated.  However, estimates of the size of the outflows involved are problematic.  For example, Williams (1963, pp. 527-8) estimates total outflows of nearly £300 million in 1931.  Sayers (1976, Vol. III, Appendix 32, pp. 307-34) discusses the deficiencies of UK balance of payments data in this period, and his data for capital movements in 1931 include a particularly large balancing item (Sayers, 1976, Vol. III, Appendix 32, p.313, Table C).

Commentaries on the 1931 capital flight are contradictory, both as to the sellers of sterling, and the amounts involved.  In Kunz’s account (1987, p.94) ‘... the British themselves were rushing to get out of sterling.  Another large portion of sterling sales were German-inspired ... French sales continued, though not by the Bank of France ...’, while US investors were not selling.  Kunz goes on to state that at 29 July 1931 the French Treasury and Bank of France held £8 million and £75 million respectively in London (1987, p.86).  Born (1983, p.269) suggests that: ‘from mid-July to 20 September 1931, £200 million of short-term foreign credits were withdrawn’ by American, Swiss and Dutch banks unable to withdraw funds from Germany and that the French government was also selling sterling.  But Born also claims that at suspension the Bank of France held £65 million at the Bank of England, with a further £24 million held by the Belgian, Dutch and Swiss central banks (1983, p.283).  Friedman and Schwartz (1963, p.315) refer to ‘runs on Sterling by France and the Netherlands’ immediately prior to abandonment of the gold standard.  According to Sayers, at the time of gold standard suspension the Bank of France held £80 million in the London market, of which only £1 million was held at the Bank of England, which held £40-50 million of European central bank deposits (1976, p.414, footnote 12).

Ideally, archival records would help to reconcile these various accounts and reveal the extent to which foreign depositors withdrew funds from commercial and merchant banks, but few relevant records survive.  Overall, it seems implausible that outflows of the magnitudes suggested can have come from the banking sector alone.  The deposits of the clearing banks fell in 1931, but by only around £125 million in aggregate (Capie and Webber, 1985, p.437, Table III.(4) ).  However, comparison of deposit totals at year-ends is potentially misleading, as monthly averages over the period 1930-32 varied little (Table 5).  Consistent with the view that foreign depositors withdrew funds from London, deposits of the Big Five, with stronger London bias to their business, fell more sharply than those of the smaller clearing banks and the Scottish banks.  Deposits of the merchant banks were small in relative terms, but would have included a higher proportion of foreign deposits.  Truptil (1936, p.314) suggests that ‘the acceptance houses had £105 millions of deposits, nearly all of foreign origin’ at the end of 1930 and lost about 40 per cent of these, which Table 5 suggests is plausible.  The British overseas banks, typically with distinct geographical biases to their activities, generally saw falls in their deposits of a similar magnitude to the clearing banks.  The exception was ASAB, whose deposits contracted sharply, reflecting the fears for its future which forced the Bank of England to organise a major and long-running support operation (see above and Table 4).  A review of data for deposit balances on a week-by-week basis throughout 1931 for one large clearing bank, Westminster, and one small clearing bank, District, suggests that variations during the year were not particularly wide (Table 6).  Westminster’s deposit balances did touch their minimum immediately after suspension of the gold standard. [INSERT TABLES 5 AND 6 HERE]

Some direct evidence of deposits placed by foreign customers is available in relation to Westminster.  This implies that only a small proportion of short-term capital outflows in 1931 would have been represented by withdrawals of deposits from the clearing banks: ‘When five years ago, England [sic] went off gold, we had approximately £20 millions of sterling balances from customers domiciled abroad ... by September 1934, such balances were reduced to £17¼ millions ... now the Foreign Sterling Balances are at the record figure of £31½ millions ... This Bank habitually holds more than one fifth of the Foreign Balances deposited with the eleven Clearing Banks’ (RBS, WES/1174/187, ‘Report of Chief General Manager’ to Board meeting of 29 September 1936).  Foreign currency deposits at the Westminster were small.  US dollar deposits and loans were roughly equal at approximately $11 million at 31 October 1927.  At the time of German suspension there was a mismatch, with approximately $14 million deposits and $5 million loans at 13 July 1931, reduced to $10.5 million in deposits and $3 million in loans by 7 September 1931 (RBS, WES/1174/249).  This mismatch, however, was very small in relation to the overall balance sheet.

5.3 Other Aspects of Balance Sheet Structures

An examination of the clearing banks’ aggregate balance sheets for 1930 and 1931 (Table 7) suggests that their deployments of assets do not appear notably different from those in earlier decades, although higher proportions of the ‘bills discounted’ and ‘investments’ categories were now represented by government debt.  The major change in balance sheets was the fall in advances in 1932 - in absolute and relative terms.  This was offset by the rise in investments, almost all of which were British government securities.
  Thus these banks’ asset structures remained fairly constant, even through the most difficult period in 1931, though 1932 brought some changes.  [INSERT TABLE 7 HERE]

Finally, in considering clearing banks’ balance sheets, we turn to their capital positions.  As noted earlier, published financial statements consistently understated the strength of clearing banks’ capital positions due to significant ‘hidden reserves’ (Table 8).  However, ‘true’ capital ratios generally showed some deterioration through the 1930s, although the pattern varies from bank to bank (Table 9).  [INSERT TABLES 8 AND 9 HERE]

5.4 Profitability and Bad Debts

Overall, the 1930s proved to be a less profitable decade than the 1920s and later decades with the exception of Midland (Table 10).  Table 11 demonstrates, predictably, that advances were the clearing banks’ most profitable asset category.  Investments were also profitable, and the policy of ‘cheap money’ from 1932 gave some banks a useful cushion of unrealized profits on investments (Table 12).  [INSERT TABLES 10, 11 AND 12 HERE]

Clearing banks’ experiences of bad debts in the 1930s were mixed (Table 13).  New provisions for bad debts were generally lower in the 1930s than in the 1920s, and actual write-offs no worse for the two banks for which records survive.  Total provisions expressed as a percentage of advances appear significantly worse in the 1930s but the falls in advances exaggerate this deterioration. [INSERT TABLE 13 HERE]

5.5 Other Evidence and Variations in Experience

The clearing banks, as with the merchant banks, cannot be considered as a uniform block.  We have already seen evidence of different approaches to dealing with Standstill debt, with some banks accepting losses to extract themselves while others held out in the hope of eventual recovery.  There were other notable differences between these banks, and their diverse experience can be considered a stabilising factor for the sector as a whole.

The archival records of individual banks yield useful information.  In the ‘crisis year’ of 1931, the clearing banks remained sufficiently liquid to maintain normal business.  For example, Barclays continued to make large advances to a wide range of customers before and after the German Standstill and abandonment of the gold standard (Barclays, 140/65, ‘Records of Advances Made, Mr. Murrell’s Section’), despite having been rumoured in May 1931 in the New York market to be in difficulty (James, 2001, p.71).  A similar picture of ‘business as normal’ can be found, for example, in the approvals given by Lloyds’ Board of Directors (Lloyds, Main Board Minutes 1931).

Westminster, one of the smallest of the Big Five clearing banks, was banker to the merchant banks with the largest Standstill exposures.  Westminster’s analysis of advances shows that its exposures at 17 September 1931 to the merchant banks Kleinworts and Sassoon were £1.76 million and £361,000 respectively (RBS, WES/1174/51).  The corresponding analysis shows that in 1939 its advances to financial institutions increased by two-thirds over the previous year, with nearly half of this increase of £5 million accounted for by increased exposures to the merchant banks Kleinworts (+£1,696,000), Schroders (+£400,000), and Sassoons (+£160,000).  A further 15 per cent of the increase is described as increased exposure to ‘Germans and Poles’ (RBS, WES/1174/50).  This is consistent with the Bank’s attempts to ensure support for institutions with large Standstill exposures and the withdrawal of Standstill bills from the discount market during the later period.

The nature of the international activities of the clearing banks differed.  Barclays had its French subsidiary, but its international activities were mainly in British colonies or dominions through it subsidiary, Barclays (Dominion, Colonial and Overseas) - Barclays DCO.  Lloyds had relatively large indirect exposures to South America and Europe through subsidiaries or associates which it was forced to support.  It owned 57 per cent of the Bank of London and South America (BOLSA) in the early 1930s, diluted to under 50 per cent after BOLSA’s 1936 merger with ASAB (Jones, 1993, p.140).  Lloyds’ interest in BOLSA led it to decline to participate in the support operation for ASAB (Jones, 1993, p.241).  Lloyds held a 50 per cent interest in Lloyds and National Provincial Foreign Bank (LNPFB - discussed below) and its 10 per cent, £100,000, shareholding in British Italian Corporation generated a loss of more than ten times its original investment (Jones, 1993, pp. 231-4; Table 4).  The Midland also had fewer problems from international business, having pursued a different international strategy - its London-based overseas branch was consistently profitable but unlike the other Big Five banks it had no subsidiary or branch operations outside Britain (Holmes and Green, 1986, p.165).

The Midland had greater exposure to British trade and industry than other clearing banks and by 1930 already had ‘... a particularly heavy concentration [of doubtful or bad debts] in the textile industry, coal, iron and steel, and in stockbroking and the commodity trades’ (Holmes and Green, 1986, pp. 179 and 189).  Furthermore, with its subsidiary Belfast Bank, the Midland had an exposure to the Royal Mail Shipping Group of £3.4 million, roughly equivalent to its initial German Standstill exposure (Holmes and Green, 1986, p.185).  Lloyds’ exposure to heavy industry was less significant - for example, advances to collieries at 31 July 1931 amounted to only £1.43 million - less than 0.4 per cent of assets (Lloyds, Main Board Minutes, 28 July 1931).  Its direct exposure to Standstill debt was proportionately lower than those of the other large clearing banks, and the bank showed greater willingness to accept losses in reducing this.

Of the Big Five banks, we know least about National Provincial, whose surviving archival records from the period are much sparser.  This is unfortunate as it was banker to many of the accepting houses affected by the Standstill.  When the Standstill appeared close to breakdown (24 October 1934) ‘... the chairman of National Provincial Bank ... was called to Bank of England and the Governor warned the [Bank’s] Committee of Treasury that the Bank might have to join in a rescue operation for four of the [accepting house] firms’ (Sayers, 1976, p.510).

Lloyds and National Provincial were equal partners in LNPFB, with its head office in Paris and most of its operations in France.  This can only be judged a disastrous venture.  The two parents provided a total of £1.5m in support up to the outbreak of World War Two compared to the approximately £15 million in assets shown in a pro-forma balance sheet at November 1935 (RBS, LBI/14/2078).  The support was made up of £900,000 paid in March 1936 to cover guarantees previously made and a total of £600,000 in provisions made in the books of the parent banks to cover expected losses (RBS, LBI/14/2072).

6.  The Bank of England as Lender of Last Resort

Even if our arguments are not accepted and sufficient evidence could be brought forward to persuade that there was a risk of financial crisis, that the commercial banks were at risk and the payments system in danger, we would still argue that this was not a serious concern.  The reason, as indicated above, is that there was a mature LLR in the Bank.

The story of the Bank’s emergence as LLR has been set out at length (Capie, 2002) and only a brief rehearsal of that is needed here.  The Bank slowly learned that role over a long and necessarily complicated process in the course of the nineteenth century. Following the removal of the Usury Laws in the 1830s the Bank was able to use interest rates when supplying the market with funds.  When there was a danger of a scramble for liquidity, which might arise for a number of reasons, the Bank, as the ultimate source of cash, could supply it endlessly.  However, it was preferable that it did so at an increasing price, and those who held good quality assets could always get cash.

In the nineteenth century there was the complicating factor of the gold standard.  Under such a regime the monetary base was determined via the balance of payments and the Bank had a limited role to play at best.  The solution to this would be to suspend the gold standard when there was the risk of a financial crisis, and to print and supply all the cash needed to satisfy the demand.  This could only be done where the supplying institution had fairly complete credibility, as was the case in the circumstances of the second quarter of the nineteenth century.

The LLR role developed in a favourable legislative period and near to ideal institutional setting.  When financial institutions learned that they could always get liquidity they were less inclined to panic.  Furthermore, the institutional arrangements of the time included the operation of the discount houses as a buffer between the banks and the Bank, which allowed anonymity to prevail and prevented special pleading, very much in line with the mood of that time in keeping special interests at a distance.  At the same time, the banks were learning prudence and to work off appropriate operating ratios, which included a shift to more liquid asset structures (Baker and Collins, 1999; Collins and Baker, 2001a and 2001b).

After about the 1870s these arrangements were in place and there was no financial crisis after that date.  There may however have been LLR of activity on the part of the Bank i.e. providing liquidity when fear made an appearance.  There was almost complete trust in the system and a complete appreciation of its workings.  Thus even when other countries suffered financial crises, such as in 1873 or 1907, the British system remained stable.  So in 1929-31 there was no need for panic and the banking system understood how the Bank would behave if any such panic began to appear - the Bank could secure the suspension of gold convertibility and supply the markets with all the liquidity they needed at an appropriate rate of interest.  The markets had come to understand this and the result was the remarkable stability that characterised the British financial system from the 1870s to the late twentieth century.

7.  Contrast to the German and US Experience

Controversies continue over the causes of banking failure and financial crises in the 1930s.  While there is insufficient space in this paper to give more than a cursory treatment to the positions in Germany and the United States, certain aspects of their experience can be contrasted to that in Britain.  Many have argued that the policies of the German Reichsbank and the US Federal Reserve (‘the Fed’) provide notable examples of the inadequacy of macroeconomic policy.  We have already commented on the Reichsbank’s failure or inability to act to stem the central European banking crisis.

The significant losses of deposits by German credit banks can be contrasted to the experience of British banks.  By the end of June 1931 foreign deposits of German credit banks had shrunk to about 38 per cent of their level two years earlier, but still represented 18 per cent of their total deposits (Balderston, 1991, p. 564, Table 5).  The total assets of the Berlin Great Banks had fallen by 30 per cent over the same period and their liquidity had declined sharply (Balderston, 1991, pp. 578-9, Tables 6 and 7).  Balderston (1994) includes more detailed analyses of German bank deposit changes during the 1931 crisis, and also argues that the deposits of foreign banks in Germany had acted as a substitute for LLR activity by the Reichsbank (1994, p.61).  As we have noted above, whilst it is not possible to produce comparable analyses of deposits for the British clearing banks, it is clear that major British banks did not rely to the same extent on international deposits, did not suffer comparable withdrawals and remained much more liquid.  A dependence on short-term foreign bank deposits has been seen in more recent financial crises such as that in south-east Asia in the late 1990s.

Turning to the US, the debate on the precise causes and timing of the Great Depression continues.  However, there is considerable agreement that the role of the Fed was crucial and no doubt that its behaviour was inept, its mistakes avoidable and not the result of powerlessness in the face of global forces.  There were several waves of bank failures at the beginning of the 1930s and the public rushed into cash as fears of liquidity problems spread.  In the 43 months from September 1929 to March 1933 that mark the depression years, commercial bank deposits fell by 42 per cent, while the ratio of cash to deposits rose from 9 per cent to 22.5 per cent, and the banks’ reserve ratio from 7.7 to 11.9 per cent (Friedman and Schwartz, 1963, pp.803-4, Table B-3).  What was needed therefore was for the Fed to inject sufficient high-powered money to offset the reduction in the money stock.  Although this was done, it was hopelessly inadequate.  Bordo et al. (2002) have shown that at two critical points, between October 1930 and February 1931 and then again from September 1931 to January 1932, the Fed could have prevented the banking panics, and could have done so without endangering convertibility, such were the stocks of gold in the US.  The Fed knew how to inject this cash and had done so before.  The conclusion must be that there was no need for the normal US business cycle to turn into the Great Depression, which in turn would not have spread to many other countries for whom the American market was important.

Richardson and Van Horn (2007) support this interpretation, in demonstrating that failures of banks in New York City, the centre of the US money market, were not a result of contagion from European banking problems.  Calomiris (2008), while also rejecting the view that contagion or panic contributed to significant bank failures in the US, is critical of the view that the Fed failed.  He draws attention to sector-specific and regional shocks, magnified by the prevalence of unit banking in the US.  However US experience is interpreted, it was not mirrored in Britain.  The British amalgamation process had produced a small number of sound institutions - liquid, well-capitalised and well-diversified - and these were able and willing to support the actions of the central bank, which did not, and did not need to, extend to full LLR activity.  Selective, rather than general, support was sufficient to preserve the institutional framework.

8. Conclusions

Our conclusions are not revisionist, but we have provided a range of evidence on the joint-stock clearing banks, which counters assertions that the British financial system was at risk.  There were many routes by which ‘contagion’ was transmitted to the British banking system and banks generally had to contend with many problems during the 1930s.  But the system emerged intact, and we argue was not under serious threat, although some institutions suffered more than others.  Withdrawals made by overseas depositors are accepted as having been significant in the 1931 exchange-rate crisis, although the evidence on the nature and extent of these withdrawals is unsatisfactory.  But there is no evidence of a ‘domestic run’ on British banks.

The well-capitalised Big Five clearing banks, the result of the amalgamation process which was complete before 1920, survived well, with their extensive branch networks, strong earning power, and diversified and liquid balance sheets, in contrast, for example, to their German counterparts.  Their alleged conservativeness, although exaggerated, allowed them to cope with their problems and avoid the fate of banks elsewhere.  A variety of smaller and more specialised British institutions, the merchant banks with large exposures to German Standstill debt and discount houses, were effectively bankrupt, kept afloat by a mixture of owners’ capital, funding from the large clearing banks and the Bank of England, mergers and changes to market practice.  The experiences of British banks operating internationally were mixed.

The Bank of England’s activities went beyond what the exercise of the LLR function would require.  The Bank used its full range of powers and persuasion at home and abroad, and was active in supporting individual institutions but on a highly discriminatory basis.  Overall, the results were consolidation around the periphery of the commercial (joint-stock clearing) banks, but with more fundamental change among the discount houses and merchant banks.  The collapse of individual discount houses and accepting houses, while not in itself a threat to the British financial system as a whole, would have had a significant impact on the discount market, disrupting what was still the world’s major money market, used by international banks, which placed money at call with London discount houses.  Such disruption would have been damaging for British trade, already under pressure from rising trade barriers and falling economic activity in many countries.  The status of the City of London as a financial centre would also have been damaged.  For these reasons the Bank chose to ensure the survival of these institutions, although its support was different in character to, and went beyond, that which a ‘pure’ LLR role would have demanded.  The Bank was aided in various of its efforts by the large clearing banks, which were able, and usually willing, to offer assistance when called upon.

Financial and monetary stability underpin macroeconomic stability and there is evidence of that in Britain.  The British economy, after a recession only for the years 1929-32, rather than deep depression, then went on to experience its strongest-ever upswing in the years 1932-7.  Leaving the gold standard was of crucial importance, but the robustness of the financial system, due in large part to that of the clearing banks, was certainly one factor in protecting the real economy from undue suffering.
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Table 1: Banks’ Standstill exposures, 1931-39
	bank
	German Standstill

1931

£000s
	German Standstill

1939

£000s
	Hungarian Standstill

1931

£000s
	Austrian Standstill

1931

£000s
	source

	clearing banks
	
	
	
	
	

	Barclays
	4,232
	3,300
	92 1
	45 1
	Barclays, 1262/58, 200/10; Tuke and Gillman, 1972, p.39

	Lloyds
	1,988
	438
	n/a
	n/a
	Lloyds, HO/GM/OFF/28/2

	Martins
	n/a
	242
	n/a
	n/a
	Barclays, 38/576 (Martins Board Minutes, 7 November 1939)

	Midland
	3,300
	2,750
	69
	112
	Holmes and Green, 1986, pp. 186-7; HSBC: O252/075 and O252/082 

	National Provincial
	1,280
	-
	n/a
	n/a
	‘unofficial figures’, Lloyds, HO/GM/OFF/28/2

	Westminster
	2,779
	3,034 2

	177
	200 3
	RBS, WES/1174/187; 1939: RBS, WES/1177/102; Austria: RBS, WES/114/120

	Williams Deacons’
	58
	n/a
	n/a
	n/a
	RBS, WD/50/6

	
	
	
	
	
	

	clearing banks’ international subsidiaries
	
	
	
	
	

	Barclays DCO
	575
	390 3
	n/a
	n/a
	Barclays, 11/1831 and 80/665

	Lloyds and National Provincial Foreign Bank
	n/a
	800 4
	n/a
	n/a
	Lloyds, 1469

	Westminster Foreign Bank
	1,021
	- 2
	n/a
	n/a
	RBS, WES/1174/187

	
	
	
	
	
	

	other banks
	
	
	
	
	

	British Overseas Bank
	n/a
	> 1,500 7
	n/a
	n/a
	Forbes, 2004, p.240

	Hongkong Bank
	450 8
	n/a
	n/a
	n/a
	King, 1988, pp. 485-6

	acceptance houses
	
	
	
	
	

	Barings
	1,120
	562
	108
	n/a
	Orbell, 1985, pp.78-9

	F. Huth & Co.  5  6
	853
	n/a
	235
	132
	Forbes, 2004, p.240

	Kleinwort and Sons
	9,300
	4,400 5
	n/a
	n/a
	Diaper, 1986, pp. 68, 72

	Schroders
	4,900
	n/a
	n/a
	n/a
	Roberts, 1992, p.264


notes:

1931 figures at date closest to inception of Standstill

1939 figures at date closest to outbreak of war

n/a = not available

1 = May 1932

2 = Westminster Foreign Bank exposures were taken over by its parent, Westminster, in 1935 (RBS, WES/1174/187)

3 = August 1938

4 = end-1937 (deposits held with German banks)

5 = combined total of acceptances only for German, Austrian and Hungarian Standstill agreements

6 = figures at ‘Spring 1932’

7 = 1937

8 = frozen deposits of Hamburg office

Table 2: Acceptances of some leading merchant banks (£m)

	
	1920
	1925
	1930
	1932
	1938

	
	
	
	
	
	

	Kleinwort, Sons & Co.
	15.9
	17.6
	17.5
	10.3
	7.8

	J. Henry Schroder & Co.
	7.8
	13.9
	11.5
	7.8
	11.4

	Hambros Bank Ltd.
	7.7
	10.1
	10.9
	5.5
	4.2

	Baring Brothers & Co. Ltd.
	3.7
	10.0
	5.5
	3.5
	2.6

	S. Japhet & Co. Ltd.
	n/a
	4.8
	6.4
	2.8
	4.4

	Erlangers Ltd.
	n/a
	n/a
	4.1
	2.5
	3.2

	Morgan Grenfell & Co.
	1.6
	1.6
	3.9
	1.3
	2.3


source: Roberts, 1992, p. 188, Table 7.2, and p.267, Table 9.3

notes: acceptances outstanding at 31 December, except Hambros: 31 March following year

Table 3: Overall German Standstill debt exposures

Table 3a: Overall British exposure to German Standstill debt, 1931-39

	date
	total credit lines £m
	bank utilisation £m
	commercial and industrial utilisation £m

	
	
	
	

	31 July 1931
	64.7
	n/a
	n/a

	30 September 1932
	59.6
	36.3
	14

	31 December 1932
	58.3
	35.6
	13.4

	1 March 1933
	54.1
	32.9
	12.5

	15 December 1933
	54.0
	31.6
	12.1

	31 December 1934
	50.2
	31
	10.4

	31 December 1935
	49.2
	33.6
	10

	31 December 1936
	45.8
	31.7
	9.4

	1 November 1937
	41.8
	30.4
	8.8

	31 August 1938
	38.2
	28.9
	7.4

	28 February 1939
	36.1
	27.3
	6.8


source: Forbes, 2000, p.193, Table 7

Table 3b: British and American exposures to German Standstill debt, 1931-39
	date
	UK

%
	USA

%
	total Standstill debt (RM million)

	
	
	
	

	15 July 1931
	23.9
	37.1
	4,390

	31 March 1932
	23.2
	44.2
	3,841

	28 February 1934
	28.6
	28.3
	2,528

	30 September 1934
	30.8
	26.6
	2,140

	28 February 1935
	31.3
	26.1
	1,961

	30 September 1935
	36.6
	26.3
	1,644

	28 February 1936
	39.0
	26.5
	1,567

	30 September 1936
	43.8
	25.8
	1,330

	28 February 1937
	48.2
	28.6
	1,165

	28 February 1938
	53.4
	25.7
	970

	28 February 1939
	57.4
	25.2
	806


note: columns ‘UK’ and ‘USA’ show percentage of total credit lines under German Standstill agreements provided by UK and US lenders respectively

source: Forbes, 2000, p.193, Table 8

Table 4: British Banks, 1928-39: Support Operations, Significant Losses and Failures

	
	date
	amount of support (£000s)
	amount of loss (£000s)
	support provided/ loss suffered by
	source

	
	
	
	
	
	

	Anglo International Bank
	1927-43
	1,000
	1,600
	BoE
	Jones, 1993, pp. 230-1

	
	
	
	
	
	

	Anglo-South American Bank *
	1931-6
	5,000-8,500
	4,568 total, of which BoE 2,351

800

c. 500

c. 500
	BoE and Big Five excluding Lloyds 

Westminster

Barclays)

Midland)
	Jones, 1993, pp. 240-2;

Sayers, 1976, pp. 263-7

RBS, WES/1177/96

Holmes and Green, 1986, p.186

	
	
	
	
	
	

	Banca Italo-Britannica/British-Italian Corporation
	1929-30
	5,100

250
	3,861 to 5,347

1,080

250


	Lloyds, National Provincial, Westminster

Lloyds

BoE


	Jones, 1993, pp. 231-4

Winton, 1982, pp. 57-9; Lloyds, Winton research file ‘Investments’

Sayers, 1976, pp. 261-2



	
	
	
	
	
	

	Barings (A): New York loss, collapse of L.C. Gillespie & Sons
	1928
	
	300
	Barings
	Orbell, 1985, p.79

	
	
	
	
	
	

	A.H. Brandt & Co. (A): wound-up 
	1930
	
	
	
	Diaper, 1986, p.73

	
	
	
	
	
	

	British Overseas Bank **
	1938
	1,000

750

250
	300
	BoE)

National Provincial)

Union Bank of Scotland)
	Jones, 1993, pp. 243-4



	
	
	
	c. 400
	William’s Deacons
	William’s Deacons, 1971, p.161

	Cox & Co. †
	1929
	900 BoE guarantees
	267
	BoE
	Jones, 1993, p.240; Sayers, 1976, p.242

	Glyn, Mills +
	
	
	
	
	

	
	
	
	
	
	

	Goschens and Cunliffe (A): ‘disappeared’
	
	
	
	
	Roberts, 1992, p.265

	
	
	
	
	
	

	Hambros (A)
	1932
	100
	
	BoE
	Kynaston, 1999, p.359; Sayers, 1976, p.531

	
	
	
	
	
	

	Hatry fraud
	1929-38
	
	330

621

289

700
	Barclays

Lloyds

Westminster

Kleinwort, Sons & Co.
	Tuke and Gillman, 1972, p.37

Winton, 1982, p.59-62

RBS, WES/1177/96

Wake, 1997, p.241

	
	
	
	
	
	

	Higginson & Co. (A)
	1932
	340
	
	BoE
	Kynaston, 1999, p.360; Sayers, 1976, p.531

	
	
	
	
	
	

	F. Huth & Co.  (A) **
	early 1930s
	
	1,000
	BoE
	Jones, 1993, pp. 243-4; Sayers, 1976, p.270

	
	
	
	
	
	

	Kleinwort, Sons & Co. (A)
	1931

1939
	3,250 (repaid by Sept. 1932)

1,000 (repaid 1940)
	
	Westminster

Westminster
	Diaper, 1986, p.69

Diaper, 1986, p.71

	
	
	
	
	
	

	Lazard (A): fraud in Brussels office
	July 1931
	3,500 (repaid over seven years)
	6,000
	BoE)

Lazard)
	Kynaston, 1999, p.228; Sayers, 1976, pp. 530-1

	Lazard (A): ‘problems in Paris’
	1932
	2,000
	
	in equal shares: BoE and National Provincial
	Kynaston, 1999, p.360

	
	
	
	
	
	

	Lloyds and National Provincial Foreign Bank
	1931-9
	1,500 guarantees/ payments to recapitalise
	
	Lloyds, National Provincial
	Lloyds, LBI/14, 2072

Jones, 1993, p. 143

	
	
	
	
	
	

	J. Henry Schröder & Co. (A)
	1936

1939
	1,000 (repaid)

1,000
	
	Westminster)

Westminster)
	Roberts, 1992, p.266

	
	
	
	
	
	

	Williams Deacon’s #
	1929-38
	4,000 max.
	3,212
	BoE
	Sayers, 1976, p.258

	
	
	
	
	
	


Notes:

Big Five = Barclays, Lloyds, Midland, National Provincial and Westminster banks

BoE = Bank of England





A  = member of Accepting Houses’ Committee

* = merged with Bank of London and South America in 1936
** = F. Huth & Co. taken over by British Overseas Bank in 1936

† = taken over by Lloyds 1929




+   = taken over by Royal Bank of Scotland in 1939

# = taken over by Royal Bank of Scotland in 1930, losses to BoE reflect losses on pre-takeover lending by Williams Deacon’s

‘support’ usually took the form of loans.

This table excludes ‘normal’ bad debt losses and Standstill debts/losses.

For comparative purposes, when the City of Glasgow Bank failed in 1878, the shortfall to the shareholders with unlimited liability was £5.2m (Collins, 1989, p. 504), equivalent to £9.1m at 1931 prices and £465m at 2007 prices.  £1m in 1931 is equivalent to approximately £51m at end-2007.

Table 5: Bank deposits, 1930-2

Table 5a: Changes in banks’ deposits, 1930-2

	
	deposits (£m)
	index of deposits 1930 =100
	

	
	1930
	1930
	1931
	1932

	Big Five
	
	
	
	

	Barclays
	347.9
	100
	96
	109

	Lloyds
	364.6
	100
	92
	105

	Midland
	399.6
	100
	90
	105

	National Provincial
	291.5
	100
	90
	100

	Westminster
	291.6
	100
	93
	102

	
	
	
	
	

	other clearing banks
	
	
	

	District
	52.4
	100
	96
	108

	Martins
	78.6
	100
	97
	109

	Williams Deacon’s
	32.0
	100
	91
	106

	
	
	
	
	

	Scottish banks
	
	
	

	Bank of Scotland
	32.3
	100
	101
	96

	Clydesdale
	30.2
	100
	93
	106

	Royal Bank of Scotland
	50.4
	100
	98
	111 

	
	
	
	
	

	British international banks
	
	
	
	

	Anglo-South American
	49.8
	100
	82
	51

	Bank of Australasia
	34.2
	100
	107
	111

	Bank of London and South America
	39.4
	100
	87
	105

	Barclays DCO
	62.7
	100
	109
	114

	Chartered
	40.8
	100
	95
	107

	Hongkong
	50.6
	100
	110
	115

	
	
	
	
	

	merchant banks
	
	
	
	

	Baring Brothers & Co.
	17.6
	100
	100
	99

	Erlangers
	4.1
	100
	30
	41

	Hambros
	18.4
	100
	58
	58

	S. Japhet & Co.
	6.2
	100
	37
	32

	J. Henry Schröder & Co.
	8.8
	100
	50
	38

	
	
	
	
	

	aggregate data
	
	
	

	UK banks
	2396.0
	100
	93
	105

	Joint stock banks of England and Wales
	1976.8
	100
	92
	104

	London clearing banks
	1903.4
	100
	92
	104

	London clearing banks, average of monthly statements
	1801.0
	100
	98
	99


notes:

‘Deposits’ represents ‘Deposit and other accounts’ at year-end dates, except for ‘average of monthly statements’ for London clearing banks.

The year-end date is 31 December for all banks except: Anglo-South American (31 October); Bank of Australasia (30 June); Barclays DCO and Bank of London and South America (30 September); Hambros (31 March in following year); Hongkong (31 August); Royal Bank of Scotland (11 October 1930, 10 October 1931, 8 October 1932); 

sources: authors calculations.  Bank of Scotland: Saville, 1996, p.962, Table A8; Clydesdale Bank: Munn, 1988, p.340; merchant banks except Schroders: Truptil, 1936, pp. 336-7, 339, Appendices III and V; Schroders: Roberts, 1992, p.530, Appendix IV (i); British international banks: Jones, 1993, Appendix 5; other banks: annual reports; aggregate data: Sheppard, 1971: pp. 116-9, Tables (A) 1.1, 1.2, pp. 130-3, Tables (A) 1.8, 1.9, pp. 138-9, Table (A) 1.13.

Table 5b: Monthly indices of aggregate deposits of London clearing banks

	January 1930 = base month:- 
	
	

	
	1930
	1931
	1932

	
	
	
	

	January
	100.0
	103.8
	95.0

	February
	97.0
	100.8
	91.9

	March
	95.3
	97.7
	92.9

	April
	96.9
	96.2
	93.1

	May
	98.6
	96.3
	94.1

	June
	101.1
	98.7
	97.8

	July
	101.4
	99.0
	99.9

	August
	99.9
	96.7
	99.9

	September
	99.8
	94.8
	103.3

	October
	101.3
	95.5
	104.9

	November
	101.8
	94.5
	105.2

	December
	103.9
	96.2
	109.9

	average for year
	99.8
	97.5
	99.0


source: authors’ calculations from Capie and Webber, 1985, Table III.(4), p.444

Table 6: Summary weekly data for deposits for Westminster and District banks, 1931

	
	Westminster
	District

	annual average
	100
	100

	standard deviation
	3.41
	2.79

	minimum
	95.02
	95.67

	maximum
	109.92
	108.16

	date of minimum
	24 September 1931
	8 April 1931

	date of maximum
	1 January 1931
	21 January 1931


data are summarised for ‘Deposits and other accounts’

source: authors’ calculations from weekly balance sheet data, RBS, WES/561 and DIS/102

Table 7: Composition of banks’ aggregate balance sheets, main asset categories, percentages from 1860-1913, 1920-32

	Decade
	Cash and near-cash
	Bills discounted
	Investments
	Advances

	
	
	
	
	

	1860-69
	13
	31
	11
	45

	1870-79
	17
	27
	12
	48

	1880-89
	21
	26
	17
	38

	1890-99
	22
	17
	21
	42

	1900-09
	24
	11
	18
	46

	1910-13
	26
	13
	16
	45

	1920-29
	21
	13
	20
	44

	Year
	
	
	
	

	1930
	22
	14
	19
	43

	1931
	21
	12
	21
	44

	1932
	20
	16
	28
	34


sources: 1860-1913 decadal averages: Collins and Baker, 2001a, p.183, Table 2, sample basis described pp. 172-3; 1920-29 decadal average, 1930-32: Sheppard, 1971, pp. 116-7, Table (A) 1.1

Table 8: Ratios of ‘true’ capital to published capital and reserves, 1930-39

	Year
	Barclays
	Lloyds
	Martins
	Midland
	National Provincial
	Westminster

	
	
	
	
	
	
	

	1930
	1.24
	n/a
	n/a
	1.17
	1.24
	1.58

	1931
	1.25
	n/a
	n/a
	1.31
	1.26
	1.64

	1932
	1.21
	1.24
	1.44
	1.28
	1.21
	1.62

	1933
	1.22
	1.24
	1.47
	1.38
	1.20
	1.62

	1934
	1.22
	1.27
	1.45
	1.39
	1.26
	1.61

	1935
	1.21
	1.31
	1.41
	1.42
	n/a
	1.68

	1936
	1.24
	1.34
	1.46
	1.47
	n/a
	1.72

	1937
	1.27
	1.25
	1.41
	1.45
	1.41
	1.72

	1938
	1.22
	1.24
	1.39
	1.47
	1.46
	1.74

	1939
	1.22
	1.25
	n/a
	1.52
	1.46
	1.60


‘true’ capital includes published capital (i.e. share capital and published reserves) and ‘hidden reserves’, but excludes unrealised profits on investments

n/a = not available

source: extracted from Billings and Capie, 2007, Table 6

Table 9: ‘True’ capital as percentage of total assets, 1930-39

	Year
	Barclays
	Lloyds
	Martins
	Midland
	National Provincial
	Westminster
	minimum
	maximum
	mean

	
	
	
	
	
	
	
	
	
	

	1930
	8.68
	n/a
	n/a
	8.01
	7.81
	9.68
	7.81
	9.68
	8.77

	1931
	9.07
	n/a
	n/a
	9.01
	8.20
	9.73
	8.20
	9.73
	8.57

	1932
	7.82
	7.42
	10.84
	7.64
	7.12
	8.85
	7.12
	10.84
	8.46

	1933
	7.94
	7.73
	11.68
	8.32
	7.18
	8.96
	7.18
	11.68
	8.68

	1934
	7.91
	7.93
	11.51
	8.27
	7.32
	9.44
	7.32
	11.51
	8.68

	1935
	7.35
	7.65
	10.90
	7.92
	n/a
	9.31
	7.35
	10.90
	8.52

	1936
	7.20
	7.89
	10.93
	7.52
	n/a
	8.52
	7.20
	10.93
	8.30

	1937
	7.36
	7.38
	10.61
	7.77
	7.70
	8.47
	7.36
	10.61
	8.32

	1938
	7.12
	7.57
	10.14
	8.42
	8.21
	9.09
	7.12
	10.14
	7.99

	1939
	6.73
	7.01
	n/a
	8.19
	7.61
	7.79
	6.73
	8.19
	7.20


source: authors’ calculations from published accounts and archival sources [detailed references to be inserted]

Table 10: Clearing banks’ profitability

Table 10a: ‘True’ post-tax percentage rates of return on capital, 1930-39

	Year 
	Barclays
	Lloyds
	Martins
	Midland
	National Provincial
	Westminster

	
	%
	%
	%
	%
	%
	%

	
	
	
	
	
	
	

	1930
	4.2
	2.5
	n/a
	6.1
	-2.4
	3.3

	1931
	5.5
	4.8
	n/a
	6.1
	3.7
	4.1

	1932
	3.9
	5.1
	6.6
	6.2
	6.2
	2.8

	1933
	2.1
	4.8
	0.9
	7.6
	4.3
	5.4

	1934
	6.2
	5.4
	1.5
	5.4
	9.9
	6.9

	1935
	7.9
	5.2
	4.8
	5.6
	n/a
	7.4

	1936
	9.8
	4.8
	7.3
	5.9
	n/a
	6.4

	1937
	8.2
	5.4
	7.8
	5.4
	n/a
	4.1

	1938
	7.1
	5.0
	7.6
	6.1
	n/a
	4.4

	1939
	5.7
	5.1
	n/a
	6.9
	n/a
	1.6


n/a = calculation not possible as ‘true’ post-tax profits and/or ‘true’ capital figures not available.

source: authors’ calculations, extracted from Capie and Billings, 2004, p.79, Table 2.
Table 10b: ‘True’ post-tax percentage rates of return on capital, decadal averages, 1920-68

	
	1920-9
	1930-9
	1940-9
	1950-9
	1960-8

	
	
	
	
	
	

	Barclays
	8.9
	6.1
	7.0
	8.6
	9.4

	Lloyds
	8.1
	4.8
	6.9
	7.9
	7.9

	Martins
	n/a
	n/a
	n/a
	7.8
	6.5

	Midland
	5.7
	6.1
	6.0
	6.2
	8.5

	National Provincial
	n/a
	n/a
	n/a
	n/a
	5.9

	Westminster
	8.3
	4.6
	4.4
	6.4
	7.2


source: authors’ calculations, extracted from Capie and Billings, 2001b, p.380, Table 2.
Table 10c: ‘True’ post-tax percentage rates of return on total assets, decadal averages, 1920-68

	
	1920-9
	1930-9
	1940-9
	1950-9
	1960-8

	
	
	
	
	
	

	Barclays
	0.77
	0.46
	0.28
	0.48
	0.77

	Lloyds
	0.66
	0.36
	0.26
	0.43
	0.70

	Martins
	n/a
	n/a
	0.32
	0.51
	0.59

	Midland
	0.42
	0.48
	0.29
	0.30
	0.59

	National Provincial
	0.66
	0.32
	n/a
	n/a
	0.58

	Westminster
	0.85
	0.42
	0.26
	0.37
	0.73


source: authors’ calculations, extracted from Capie and Billings, 2001b, p.381, Table 3.

Table 11: Interest rates and ‘asset earning power’, percentage rates, 1930-39

	
	major interest rates

(annual averages)
	average lending rate (rate earned on advances)
	average rate earned on investments
	average rate paid on deposits
	average lending rate less deposit rate paid
	average lending rate less Bank Rate

	Year
	Bank Rate
	yield on Consols
	short-dated gilts yield
	L
	W
	L
	W
	L
	W
	L
	W
	L
	W

	1930
	3.38
	4.45
	4.31
	4.37
	4.59
	4.34
	4.97
	1.65
	1.37
	2.72
	3.22
	1.00
	1.22

	1931
	4.17
	4.40
	4.54
	4.61
	4.80
	4.24
	4.80
	1.62
	1.40
	2.99
	3.40
	0.45
	0.63

	1932
	2.83
	3.75
	3.64
	4.34
	4.64
	3.77
	4.66
	1.34
	1.05
	2.99
	3.59
	1.50
	1.81

	1933
	2.00
	3.38
	2.09
	4.01
	4.04
	2.80
	3.80
	0.92
	0.60
	3.09
	3.44
	2.01
	2.04

	1934
	2.00
	3.08
	1.78
	4.10
	4.11
	2.93
	3.57
	0.85
	0.55
	3.25
	3.56
	2.10
	2.11

	1935
	2.00
	2.90
	2.46
	4.03
	3.89
	2.63
	3.53
	0.78
	0.56
	3.24
	3.32
	2.03
	1.89

	1936
	2.00
	2.94
	2.45
	4.12
	3.83
	2.63
	3.46
	0.70
	0.55
	3.42
	3.28
	2.12
	1.83

	1937
	2.00
	3.30
	2.90
	4.08
	3.85
	2.72
	3.47
	0.69
	0.56
	3.40
	3.28
	2.08
	1.85

	1938
	2.00
	3.41
	2.72
	3.84
	3.70
	2.59
	3.57
	0.67
	0.57
	3.17
	3.12
	1.84
	1.70

	1939
	2.25
	3.73
	3.30
	3.88
	3.76
	2.62
	3.49
	0.67
	0.62
	3.21
	3.13
	1.63
	1.51


L = Lloyds Bank, W = Westminster Bank, data for other banks not available

source: authors’ calculations, extracted from Capie and Billings, 2004, pp. 88-9, Table 8.
Table 12: Unrealised profits on investments as percentage of ‘true’ capital, 1930-39

	
	1930
	1931
	1932
	1933
	1934
	1935
	1936
	1937
	1938
	1939

	Barclays
	14
	-3
	8
	10
	27
	25
	21
	13
	11
	8

	Martins
	n/a
	n/a
	-16
	-15
	-6
	-7
	-17
	-21
	-25
	n/a

	Westminster
	8
	1
	24
	28
	41
	30
	23
	12
	0
	0


data for other banks not available

negative figure denotes unrealised losses
source: authors’ calculations from archival sources [detailed references to be inserted]

Table 13: Clearing banks’ bad debt experience, 1920-39

Table 13a: Bad debt charge - net new provisions as percentage of year-end advances

	
	1920-29 average
	1930-39 average
	1930
	1931
	1932
	1933
	1934
	1935
	1936
	1937
	1938
	1939

	
	
	
	
	
	
	
	
	
	
	
	
	

	Barclays
	0.5
	0.3
	0.6
	0.6
	0.7
	0.3
	0.3
	0.2
	0.0
	0.1
	0.1
	0.5

	Lloyds
	0.3
	0.2
	0.4
	0.5
	0.6
	0.1
	0.0
	0.1
	0.1
	0.0
	0.0
	0.1

	Martins
	0.4
	0.8
	0.6
	0.6
	2.2
	1.7
	1.7
	0.4
	0.0
	-0.2
	-0.2
	1.0

	Midland
	0.6
	0.5
	0.3
	0.3
	0.4
	0.6
	1.4
	0.7
	0.5
	0.4
	0.2
	0.3

	National Provincial
	0.4
	0.8
	1.4
	1.1
	0.3
	0.6
	0.7
	n/a
	n/a
	n/a
	n/a
	n/a

	Westminster
	0.6
	0.5
	1.0
	0.9
	0.6
	0.4
	0.0
	0.0
	0.0
	0.9
	0.6
	0.9


negative figures indicate provisions no longer required exceed new provisions

Table 13b: Total bad debt provisions as percentage of year-end advances

	
	1920-29 average
	1930-39 average
	1930
	1931
	1932
	1933
	1934
	1935
	1936
	1937
	1938
	1939

	
	
	
	
	
	
	
	
	
	
	
	
	

	Barclays
	1.7
	3.1
	2.7
	2.9
	3.9
	4.0
	4.0
	3.9
	3.1
	2.8
	2.7
	1.5

	Martins
	3.6
	6.6
	5.0
	5.0
	9.7
	11.5
	7.9
	7.4
	5.3
	4.8
	3.9
	5.1

	Midland
	2.7
	4.0
	3.7
	4.0
	n/a
	4.5
	4.6
	4.2
	3.9
	3.7
	3.9
	3.6

	National Provincial
	3.2
	4.0
	3.5
	4.3
	4.9
	5.5
	5.7
	n/a
	n/a
	3.0
	2.6
	2.1

	Westminster
	n/a
	n/a
	n/a
	n/a
	n/a
	n/a
	n/a
	n/a
	n/a
	n/a
	n/a
	5.2


no data available for Lloyds

Table 13c: Bad debt write-offs - amount written off as percentage of year-end advances

	
	1920-29 average
	1930-39 average
	1930
	1931
	1932
	1933
	1934
	1935
	1936
	1937
	1938
	1939

	
	
	
	
	
	
	
	
	
	
	
	
	

	Barclays
	0.5
	0.4
	0.4
	0.8
	1.1
	0.2
	0.2
	0.3
	0.7
	0.2
	0.2
	0.2

	Westminster
	n/a
	0.5
	n/a
	0.4
	0.3
	1.2
	0.5
	0.3
	0.1
	0.4
	0.8
	0.3


no data available for other banks

source: authors’ calculations from archival sources [detailed references to be inserted]

�  Austria £1.2 million and Hungary £5.5 million at the end of 1931 (RBS, WES/1174/120).


�   Barclays, for example, held £750,000 in Treasury Bills issued by the states of Hamburg and Bremen, covered by the Public Debtors Credit Agreement from April 1932 (Barclays, 200/10, 2 May 1932).  Westminster Foreign Bank held $1m State of Bavaria Treasury bonds, included in the Standstill from 1935 (RBS, WES/1174/187 and 248).  Midland’s exposures to German banks outside the Standstill amounted to £615,000 at its inception (Forbes, 2000, p.41), reduced  to £534,000 by March 1938 (HSBC, O252/074).


�   But such suggestions may have been well-founded (Forbes, 2000, p.33).  Wake (1997, p.243) suggests that Kleinworts had been ‘... borrowing in Paris at cheap short-term rates of 2 per cent and lending to Germany at long-term rates as high as 8 per cent ...’.


�   ‘The key to the re-establishment of Schröders and Kleinworts as the leading firms of the 1920s was their strong German client base, just as it was the source of their problems from 1931’ (Roberts, 1992, p.188).  Roberts (1992, pp. 189-200) details Schroders’ much broader central European business in the 1920s.


�   For a more general discussion of the activities of merchant banks see Roberts (1993), as well as the corporate histories of individual banks such as Burk (1989) and Roberts (1992).


�   Kleinworts also held £2.7 million of German municipal loans (Wake, 1997, p.243), which increased the ratio to four times capital (Forbes, 2000, p.41).


�   Lazards was ‘virtually bankrupted by its exposure to Germany’ (Forbes, 2000, p.40).


�   A discount of around 50 per cent to the face value of debt was found in 1935, widening to 80 per cent by the outbreak of war in 1939. REF NEEDED The discount fluctuated with political and economic developments.  For example, Young bonds traded at 28 in June 1932 but had recovered to 60 by January 1933 (Roberts, 1992, p.258).


�   The liquidation of German debt provided a business opportunity for the merchant banks.  For example, Schroders’ joint venture with Hambros, Anglo-Foreign Securities, specialised in such business (Roberts, 1992, p.258).


�   These countries combined had a similar exposure as Britain to Standstill debt in 1931 (Forbes, 2000, p.194, Table 9).


�  Much of this loss was realised close to the outbreak of war: a schedule dated 21 June 1939 showed that: ‘A total NET loss of £461,851 was made in the liquidation of liabilities £899,477 - 51% approximately’ (Lloyds, HO/GM/OFF/27/2).


�  Examples of such lending include a £1 million revolving credit provided by Hambros to IG Farbenindustrie in 1934 (Forbes, 2000, p.169) and £330,000 lent by Kleinworts to Friedrich Krupp in 1939 (Wake, 1997, p.255).  Diaper (1986, p.64) notes that ‘Kleinworts had renewed credits for Krupps as late as August 1939’ and was owed £386,000 of Standstill debt by IG Farbenindustrie at the end of World War Two (Diaper, 1983, p.249, footnote 81).


�   There were clear differences in the interests of, for example, the predominantly American bondholders, with different tranches of debt denominated in different currencies, commercial creditors and the British banks.  For a recent analysis of the complex London Debt Agreement and the conflicting interests of different categories of creditors see Guinnane (2004).


�   Clearing arrangements came close to being imposed in both 1934 and 1938 (Forbes, 2000, pp. 86-90, 117-21).


�   According to Clay (1957, p.385), ‘The Committee of London Clearing Bankers were willing to help the Bank by providing commercial bills to serve as security for credits, but preferred a New York to a Paris credit, unless credits could be raised in both quarters’.


�  Howson’s estimate of total UK gold and foreign exchange reserves at the same date, which includes Treasury holdings, is £210 million (Howson, 1980, p.80, Table 3).


�   Insurance companies also acquired large quantities of British government debt in the period 1931-4 (Scott, 2002, p. 85, Table 1).


�    As asset structures became more liquid, so capital ratios fell - a development mirrored in other countries (Grossman, 2006).
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