THE EMERGENCE OF AN EQUITY CULTURE: NEW ISSUES, NEW INDUSTRIES AND FIRM SURVIVAL IN INTERWAR BRITAIN

In the early 1930s, the London capital markets were rocked by the Royal Mail scandal, the Enron of its day. Investors were equally appalled at the poor survival record of those firms going public in 1928, approximately half of which had gone out of business by the early 1930s. In contrast, such blue chip firms as Boots, Morris Motors and Marks and Spencer chose to go public on the London Stock Exchange in the same period.

So which picture is correct? Was the Stock Exchange little more than a casino? Or did it make a contribution to industrial development in interwar Britain?

Drawing on a new database, a study by David Chambers analyses over 1,000 firms going public on the London Stock Exchange between 1919 and 1938. This period has great importance in laying the foundations for the development of the post-World War II equity culture in British capital markets.

The period was also characterised by a rising appetite for equity investment and a new technology burst led by such industries as electrical engineering, automobiles and chemicals. On the negative side, investor protection was extremely weak – it was a case of caveat emptor for investors – and there was considerable economic turbulence.

One benchmark of the performance of initial public offerings (IPOs) is survival rate, or the proportion of IPOs in a given year that have not gone out of business within the following ten years. Although the performance of firms going public in 1928-29 was indeed atrocious, particularly those firms issuing ordinary shares and those in new industries, IPO activity recovered strongly in 1934-37.

In addition, the quality of this second wave of IPOs recovered so dramatically that virtually all survived. This result came about notwithstanding the understated self-regulatory approach adopted by the Committee of the Stock Exchange in the wake of the 1929 crash, the increasing popularity of equity finance and the continued participation of new industrial firms in the IPO market.

The British experience is to be contrasted with the lack of any recovery in US IPO activity and the government’s decisive legislative response to the Crash, the Securities Exchange Act of 1933.

Despite this better performance achieved with a light regulatory touch, the years following World War II witnessed a significant tightening of Stock Exchange listing requirements in an attempt to head off any repeat of 1928-29. As a consequence, younger, entrepreneurial businesses were squeezed out of the public markets. This situation was not finally rectified until the creation of the Unlisted Securities Market, precursor of AIM, in 1980.
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