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Pre-reading notes for presentation of The Great Crash of 1929 
 

The Crash of 1929 
Like the present crisis it had a long burning fuse.  It did not all happen 

as if by magic.  I will not go into all the details only to say many of the events 
have similarities with the present crisis. 

 
In 1921 the coalition was lead by Lloyd George, with the Conservatives 

under Andrew Bonar Law, the pro-coalition Liberals, under David Lloyd 
George, and a few independent and former Labour MPs including the anti-
socialist National Democratic and Labour Party.  It was attacked on the left, it 
was increasingly under fire on the right as well.  Conservatives longed for the 
return of a healthy system of independent party politics, freed from the 
buccaneering methods of an autocratic Prime Minister and his retainers.  
Although the coalition hung on for almost four years, it was in dire straits with 
Lloyd George himself a Prime Minister at bay. 

Above and beyond all this, there was a wider mood of disillusion with 
the peace treaties and the 'system of Versailles'.  The peace settlement was 
increasingly unpopular.  It was linked with covert secret treaties concluded 
during the war between Britain and its allies, and with unjust terms, for 
financial reparation and frontier arrangements, imposed on the defeated 
Germans.  No book more effectively expressed this mood than did the 
economist J. M. Keynes's Economic Consequences of the Peace (1919).  
The work of a financial adviser to the Treasury who had resigned in protest 
during the Paris peace conference, it rapidly became a best seller on both 
sides of the Atlantic.  It seemed to show conclusively that the reparations 
imposed on Germany would lead to its financial ruin and thereby to the 
permanent weakening of European economy.  Keynes also evoked, in 
memorable and picturesque language, the frenzied, corrupt atmosphere in 
which the various covert bargains were struck by the peacemakers in 
Versailles.  Lloyd George was condemned as a man 'rooted in nothing'.  The 
premier's efforts to act as the peacemaker of Europe in successive 
international conferences became unpopular.  Britain refused any longer to 
act, in Bonar Law's striking phrase, as 'the policeman of the world'.  The 
Empire might be larger than ever, but it must be accompanied by a withdrawal 
from commitments in Europe.  Otherwise another tragedy would afflict the 
land as it had done in August 1914.  The final blow for Lloyd George's 
coalition came in October 1922 when it seemed that Britain was on the verge 
of war with Turkey over the defence of the Greek position in Asia Minor and 
protection of the Straits.  Conservatives as well as the British left revolted 
against this rekindling of jingoism.  The right-wing basis of the 
government collapsed.  Lloyd George fell from power on 19 October 
1922, a political pariah for the rest of his life. 

There was constant flux and upheaval in other spheres of public life as 
well.  Many of the settled patterns of pre-war now seemed under assault.  In 
Wales and Scotland there were small movements of intellectuals, which 
suggested that the very unity of the kingdom could itself be threatened.  Two 
small nationalist parties were formed on the Irish model, Plaid Cymru in Wales 
in 1925 and the National Party of Scotland in 1928.  However, their 
significance was to lie in a distant future. 
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On 28 April 1925, in the Budget that cut income tax from 4s. 6d. to 4s., 
introduced widows' and orphans' benefits, and set the new, contributory old 
age pension levels as 10s. for everyone at sixty-five, the Chancellor of the 
Exchequer, Winston Churchill, made the expected, and in the event almost 
off-hand, announcement that Britain intended to return to the Gold Standard, 
at the full pre-war exchange rate of $4.8621/32 to the pound.  It was a supreme 
effort to turn back the clock, to 'return to 1913', and to call back yesterday.  It 
signalled the opening of one of the most miserable, and to many minds, 
criminally mismanaged decades in British history.  This decision won Churchill 
the award for the worst economic decision in the 20th century and it has to be 
said that this is a difficult award to win. 

To what extent the decision actually caused or intensified that misery is 
a matter which has consumed a great deal of ink over the last eighty-six years 
and to which I will return later in this paper. 

And in America 
Mean while the Wall Street boom of the 1920s, the economic symbol 

and the centrepiece of that decade in the United States and an undoubted 
source of much of the sorrow and distress that followed, was no sudden thing.  
It began slowly in 1924, continued in 1925, suffered a minor setback in 1926, 
perhaps as a distant reflection of the Florida real estate collapse, then began 
in earnest in 1927.  It continued strongly in 1928, and after a momentary 
break in March of 1929, on which a later word, it went into a culminating 
ascent in the summer months of that year.  In September there was a sharp 
drop, and in the ensuing weeks there was a mood of uncertainty –days of 
optimism followed by days of doubt.  Then on Thursday, October 24th, and 
powerfully on the following Tuesday, came the crash. 

It was an episode wonderful in its delirium but not less in its drama and 
tragedy.  And this tragedy can be quietly enjoyed at this distance from the 
events.  

As to the national mood in the USA, there was the picture of great, 
enduring and deserved prosperity so admirably articulated by President 
Coolidge.  Sustaining it was the vision of a new world of industry and 
technology, dominated by automobile manufacture with its still widely admired 
assembly lines and, especially, by the new communications world of radio.  
The speculative favourite of those years was RCA, the Radio Corporation of 
America.  Its future was, indeed, before it; RCA had never paid a dividend (in 
keeping with many dot com stocks of today). 

In keeping this mood going was, the self-sustaining power of the 
speculative boom.  As with the Florida acreage, the improving prices of stocks 
brought in the buyers who bought and sent prices still higher, thus supporting 
in a very persuasive way their previous decision to buy. 

This tendency was strongly augmented in the late 1920s by numerous 
workers who, having a broad general understanding of the process, joined in 
to bid up the price of a particular stock and engage in promiscuous buying 
and selling to draw attention thereto.  Having thus attracted the participation 
and money of the innocent, the avaricious and the gullible, they sold out at the 
considerably improved price.  This was the speculative pool.  Unusually adept 
in this exercise, and famous for it because of his own later advertisement of 
the operation, was Joseph P. Kennedy father of a future President (John F 
Kennedy), and founder and financial support of what would be the nation's 
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most celebrated family in the twentieth century.  Unlike others, he detached 
himself in time and was not, again unlike many others, the victim of his own 
presumed financial acumen. 

Present also, as never before and not again until 1980 -2007, was 
leverage (borrowed money).  This was available in simple form in the purchase of 
stocks on margin - a down payment with the rest borrowed from the broker, 
who borrowed, in turn, from the banks.  All the increase in value then accrued 
to the borrowing stockholder.  There were elements of caution here, however; 
most borrowers were required to put up 45 or 50 percent of the purchase price. 

In the end, that would turn out to be not nearly enough.  When the 
crash came, there followed calls for more margin from individuals who could 
not come up with the cash.  The resulting sales added dramatically to the 
pressures provoking the downward plunge and, needless to say, to the grave 
distress of other speculators, leveraged or not. 

There was, however, a more sophisticated kind of leverage - more 
precisely, double, triple and quadruple leverage and even more.  Its most 
admired manifestation was in the closed-end investment trusts, companies 
organized for the sole purpose of buying, holding and trading in securities.  To 
this end, in the great years of the twenties, these trusts issued stock, bonds 
and preferred stock.  The bonds and preferred stock with fixed return did not 
rise with the price of the purchased stock.  All the gains there from accrued to 
the value of the common stock of the purchasing company.  This was primary 
leverage.  The next step was to have the company so created promote yet 
another company to buy stock.  Bonds and preferred stock as well as 
common stock were issued by this new company.  The gains from the 
increasing value of the common stock of the company so launched accrued 
exclusively to the promoting company's common stock.  That stock in 
wonderfully enhanced value went on to increase substantially the value of the 
common stock of the parent company.  These structures could be several 
stories high. 

The most famous example of this leverage was created by Goldman, 
Sachs and Company, which, in late 1928, organized the Goldman Sachs 
Trading Corporation.  Its only reason for being was to own stock in other 
companies; to do this, it issued securities amounting to $100 million ( many 
billions in today's prices ).  There were no bonds or preferred stock; leverage 
was not yet involved.  That oversight was, however, quickly corrected.  The 
Trading Corporation organized the Shenandoah Corporation with common 
stock and preferred stock, the latter with a fixed return.  The initial issue was 
$102.5 million, and it was said to have been oversubscribed by some 
sevenfold. 

Control remained with the Goldman Sachs Trading Corporation and with 
the parent company Goldman Sachs, as was the case with an even greater 
enterprise, the Blue Ridge Corporation, which was sponsored, in turn, by 
Shenandoah with capital of $142 million.  The large gains in the common stock 
of Blue Ridge as its holdings boomed went in powerful concentration to the 
common stock of Shenandoah and by multiples from Shenandoah on to the 
Trading Corporation.  The financial world marvelled.  So, without doubt, did one 
of the directors, who was to be of later fame, Mr. John Foster Dulles.  Missing 
only was the yet-to-be-discovered fact that leverage could go viciously into 
reverse. 
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On this there was a revealing footnote a few years later in Washington.  
It occurred at a congressional hearing on the unfortunate aftermath of the crash 
and the reverse power of leverage: 

 
Senator Couzens: [a liberal Michigan Republican): Did Goldman, Sachs and 
Company organise the Goldman Sachs Trading Corporation? 
Mr Sachs: Yes, sir. 
Senator Couzens: And it sold its stock to the public? 
Mr Sachs: A portion of it.  The firm invested originally in 10 per cent of the 
issue for the sum of $10,000,000. 
Senator Couzens: And the other per cent was sold to the public? 
Mr Sachs: Yes, sir. 
Senator Couzens: At what price? 
Mr Sachs: At 104.  That is the old stock…the stock was split two for one. 
Senator Couzens: And what is the price of the stock now? 
Mr Sachs: Approximately 11/4. 

 
Sounds all very familiar with the banks activites in 2007 with all the 

CDS’s (Credit Default Swaps), Derivatives, Futures, Greenmailing, shareholder 
value, and equity buy-outs.  There is never much new in this world. 
 

Back in Britain 

For the bulk of the population in 1925, however, it was perfectly possible 
to ignore the situation, and live life as it came.  Unemployment, by and large, 
was something that happened in Scotland and Wales and along the Mersey 
and the Tyne—areas which had flourished during the Industrial Revolution and 
which still believed that it was only a matter of a few small adjustments before 
they flourished again; while in London, where the biggest concentration of 
misery, evil conditions, and ill reward had existed for generations, people were 
just beginning to enjoy the swing in Britain's prosperity axis which has now 
constantly favoured the South-East for almost ninety years. 

Even the current crop of swindlers had a crisp, up-to-the-minute touch 
about them.  In the spring there was Mr Bud Pollard, an enterprising gentleman 
who advertised in the Daily Mail (now 1d.) that he was casting a new and 
splendid motion picture, offering jobs at a very attractive £10 to £15 a week, 
and conducted nearly two hundred screen tests, at a 'nominal' fee of £2 5s. a 
time, before it was discovered that he, with his cameras and his Soho 'studio', 
had silently vanished away.  And in the summer there was the sad affair of the 
well-known baronet, who persuaded a syndicate of London investors to put up 
£60,000 ('guaranteed annual dividend of 120 per cent') to finance the illicit 
export of whisky to Prohibition-wracked America.  Unfortunately he fell out with 
his bootlegger contacts over a little matter of a £2,000 bribe, and lost the lot. 

It was possible to shrug off such misadventures, though, so long as one 
was safely in a job.  For although the 1925 cost of living, according to the 
February Ministry of Labour Journal, was a clear 79 per cent above the figure 
for 1913-14, most people's money wages (average wage £5 per week) had 
more or less kept up with this, and some had done a good deal better.  
Dockers, printers, bakers, boot and shoe makers and the less skilled 
railwaymen were well ahead, with increases of over 100 per cent; and the 
municipal employees, gas workers, electricity wiremen, seamen, tramway 
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drivers and painters were close behind.  Even more important, the traditionally 
low-paid workers, like labourers in the engineering industry, shipyards and the 
building trade, had sharply improved their position as compared with the skilled 
grades.  At the base of the railway pyramid, there were widespread rises of 150 
per cent or more above the pre-war level.  It was only in the heavily exposed 
and unemployment-prone export industries, like shipbuilding, cotton spinning, 
coal mining and parts of engineering, that pay and earnings had clearly failed to 
keep up with prices.  And the victims there, apart from the occasional hunger 
march, mostly remained at this time safely out of sight, and out of mind. 

Certainly the woes of the coal industry received a certain amount of 
attention, as they could hardly fail to do when there were over 600 Welsh pits 
shut down by the end of 1925 and when in towns like Blaenavon virtually the 
whole male population—in this case 3,500 miners—had been thrown on the 
dole by local pit closures.  The Blaenavon men, in their first week out, drew an 
average of 23s. a head from the Ministry of Labour.  But the Daily Mail, while 
recording the fact, was much more interested in its long-running and slightly 
hysterical campaign against people who drew the dole.   

There were other sympathetic authorities around in Suffolk.  The 
average farm hand's pay at the time was around 32s. a week, including an 
allowance of 3s., taken to represent the use of a 'free' cottage.  And it was in 
such a district, South Stonham in Suffolk, that the rate collector for the local 
Board of Guardians that spring had resigned his £300 a year job on the 
grounds that the villagers were 'utterly unable to meet demands made upon 
them without causing a considerable amount of distress to the children of the 
agricultural labourers. ... I cannot conscientiously go on forcing money out of 
the people who have but a bare subsistence.'  The Board duly accepted his 
resignation, and re-advertised the job at the more economical rate of £250.   

We now look at the return to the Gold Standard.  The irony is that 

Churchill, despite his protestations of financial innocence, was nobody's fool.  In 
a terse and extremely pertinent memorandum to the Treasury at the beginning 
of 1925, he asked almost all the right questions about the strategy he was 
being advised to pursue.  But unfortunately he then failed to press for any real 
answers, and went ahead, on the basis of cotton wool, double talk and 
unwarranted hope.  To these questions, he expected to receive 'good and 
effective answers'.  But they were not forthcoming, and in the end he went 
ahead without. 

In any case, even Churchill's list omitted one very important area of 
inquiry.  Everyone's eyes, including Keynes's, were fixed almost hypnotically on 
New York and Washington, and the shifting balance of trade and financial 
strength between Britain and America.  But events in Europe, which were to 
turn out of at least equal importance, were virtually ignored.  Montague Norman 
was prepared, as Europe's most eminent central banker, to offer lordly 
assistance in clearing up the fantastic post-war financial mess in Germany and 
Austria, and to a lesser extent in France and Belgium.  But the notion that the 
terms on which they finally stabilized their errant exchange rates might have 
some relevance to British performance seems hardly to have crossed his mind.  
Yet Germany, whose relatively modest post-war cost rise (despite the 
disastrous inflation) was already giving her at least a 12 per cent advantage 
against the UK, had chosen to stabilize the mark in 1924 at a rate which fully 
preserved this favourable competitive position, and it was hardly conceivable 



Page 6 

that France and Belgium would fail to follow suit.  In fact, both of them 
deliberately undervalued their currencies when they returned to gold in 1927, 
and left Britain's 'unsheltered' export trades wide open to the icy blast.  In the 
event, the rate chosen triggered off every kind of undesirable development.  
Not only were there direct effects on British exports, imports and unemployment 
(the out-of-work figures, as firms grimly set about trimming costs, moved up 
from 925,000 on 25 May to 1,009,000 on 8 June and 1,034,000 on 22 June, 
and never dropped below that until the aftermath of Dunkirk), but it also brought 
losses on the invisible side of the account, on shipping, interest and 
commissions, reparation receipts, insurance, tourism, foreign investment 
incomes and even items like remittances from Britons who had emigrated 
abroad.  And as Keynes was to demonstrate in the 1930s, all this had a 
multiplier effect, spreading depression, over-caution, pessimism, and removing 
any remaining buoyancy from the country which was still the world's biggest 
importer, and whose fortunes affected not only itself but every primary producer 
on the globe.  Such considerations were far from the minds of Churchill and his 
advisers as they moved towards the fatal day. 

The men who chose gold in 1925 did so because they had failed to 
realize the extent, or to assess the consequences, of London's weakened 
financial muscle after the 1914-18 holocaust.  'And the reason for this omission 
is quite simple.  In the years between 1918 and 1925 people had too often said 
that London's financial strength before 1914 was due to the Gold Standard.  
The truth was that the strength of the Gold Standard was due to London's 
international financial position.'  It was an error with many unpleasant 
consequences. 

1931 and onwards 

A truly awful year.  Government policy, as the world's rickety financial 
system lurched progressively towards collapse, tended towards retrenchment, 
stringent economy, ruthless paring of wages and costs, wherever practicable 
(which normally meant attacking either the weakest, the poorest or the most 
patriotic).  And in September, after a currency blizzard of unprecedented 
intensity, sterling was forced once more off gold, and effectively devalued by 
around 30 per cent. 

This year is packed with paradox, and with the kind of crypto-analysis, 
religio-economic exhortation and politico-economic gobbledegook, whose 
echoes continue to reverberate through every post-war monetary crisis, down 
to the present day.  Then, as in 1949, and again in 1967, the trusting public 
were assured on all hands that the defence of the pound was of overriding 
importance to its physical, moral and international well being.  Then, as later, a 
picture of unprcedented and indescribable chaos, anarchy and disaster was 
painted as the inevitable consequence of any slight weakening.  In the event, 
on each occasion, the authorities swung round, once the deed was done, to 
proclaim the excellence and benevolence of the whole affair.  Meanwhile life 
continued much the same as before.  It is a somewhat depressing repetition. If 
it could be explained as merely a matter of straightforward cynicism—the 
creation of an essential smokescreen, while carefully thought-out but politically 
unattractive policies were being prepared and carried through— then one would 
merely dismiss it as one of the inescapable concomitants of democracy.  But 
unfortunately there is ample evidence that in each case the men in power at the 
time believed a substantial part of what they were saying, right up to the final 
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moment of truth.  With the result that the action taken was almost without 
exception ill timed, based on inadequate assessments of the situation, panic-
stricken to a degree, and carrying with it all sorts of unwanted side-effects 
which nobody had bothered to consider in the earlier, almost mystical urge to 
'save the pound'. 

1931 was the only year between the wars—and almost the only year in 
the past century—when real consumer spending in Britain actually dropped 
below the level of the previous twelve months. 

In fact, the Labour government proved to be a disaster.  In large 
part, this was because of forces far removed from political control.  The crash in 
the American stock exchange in October 1929, followed by a downward spiral 
of trade and employment, was beyond the reach of any government to correct.  
For all that, it was all too apparent that the British Labour government had little 
to offer as a socialist or any other kind of palliative to unemployment that rose 
with alarming rapidity to reach nearly three million of the insured population at 
its peak in late 1932.  Although unemployment gradually declined later in the 
thirties, in fact industrial stagnation and social decay continued.  Beyond the 
world-wide forces of over-production and a slump in demand, there were 
factors peculiar to Britain alone.  There was here an industrial structure unduly 
geared to a declining range of traditional industries, coal, steel, textiles, 
shipbuilding. There was a history of low investment, and gentlemanly virtues in 
place of business education or entrepreneurial skills.  The entire industrial and 
manufacturing base contracted with extreme violence.  There was no sign of 
recovery visible until 1935.  Long before then, the spectacle of hopelessness 
and despair in mining and other areas, of hunger marches and demonstrations 
by the unemployed, of the rigours of 'life on the dole' with all the helplessness 
and hopelessness that were implied had become one to which the great British 
public had become resigned or immune. 

There were those who argued that a new kind of political initiative was 
required to regenerate and revitalize the nation and its economy, and to propel 
them in new directions.  In the left centre, Lloyd George remained throughout 
the thirties an ageing, largely disregarded prophet, urging the need for a New 
Deal on the American model.  On the far left, there were a variety of nostrums 
proposed, from the collectivism of the Socialist League, and later the Left Book 
Club, to the pure sectarianism of the tiny Communist Party.  Sidney and 
Beatrice Webb claimed to see the future working in Soviet Russia.  On the 
radical right, Sir Oswald Mosley left first the Conservative then the Labour 
Parties, and tried to create a British variant of Fascism with an admixture of 
corporate planning and anti-Semitism.  Meanwhile the veteran socialist writers, 
Bernard Shaw and H. G. Wells, in their different ways promoted the cause of a 
planned, antiseptic, scientific Utopia.  But the most popular solutions were 
sought within the traditional mix of British politics.  By August 1931 it was 
obvious that MacDonald's Labour government was in desperate straits.  The 
climax arrived with a massive run on the pound accompanied by the publication 
of the May report (see note at end) which alleged that high government 
spending and an unbalanced budget were the root causes of industrial 
collapse.  The government was urged to cut social spending, including the 
social benefit which was all that the unemployed had in order to subsist at all.  
The Cabinet was hopelessly divided, buffeted between the bankers and the 
TUC. On 2nd August MacDonald resigned. 
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The next morning, however, instead of a Conservative-Liberal 
administration taking his place, it emerged that MacDonald was to stay on as 
Prime Minister of a new 'National' government from which almost all his own 
Labour Party colleagues would be excluded.  At a subsequent general election 
in October, this government (which had latterly taken Britain off the gold 
standard and devalued the pound) was returned with a huge majority, with 556 
supporters, and the Labour Party reduced to a mere 51, with almost all its 
leading former ministers defeated at the polls.  This 'National Government' was 
to set the tone for Britain in the thirties.  MacDonald, its figurehead, gradually 
faded from the scene, an increasingly pathetic personality.  Baldwin lingered on 
until 1937.  He was still able to summon up immense reserves of political and 
tactical skill, as when he pushed through a bill to grant more self-government to 
India in 1935, or in his total outmanoeuvring of Edward VIII in 1936 when that 
uncrowned monarch flouted popular convention by seeking in vain to retain his 
crown and also to marry a divorced American woman, Mrs Simpson.  But the 
main energy within the government came from a new technocratic style of 
Conservative, freed from the rural stereotypes of Victorian days.  Dominant 
among them was Neville Chamberlain, heir to a famous Birmingham dynasty, 
the outstanding figure in political life in the thirties, at home and (later) abroad. 
Chamberlain it was who led a half-recovery of the economy in the earlier part of 
the decade, with much investment in housing and in consumer durables, and 
new affluence for advanced industrial zones of the East Midlands and southern 
England.  Emigration from older regions such as South Wales, Durham, 
Cumberland, and Scotland was balanced by new growth in the suburbs and the 
centres of light industry.  There was a distinctive managerial regulatory style in 
government, Britain's 'middle way' in economic policy.  There were benefits for 
farmers in the form of milk and other marketing schemes and production 
quotas, and advantages for urban and suburban residents such as improved 
transportation (the London 'tube' being a notable example), extended gas and 
electricity services, and cheap housing.  A century of free trade was buried at 
the Ottawa conference in 1932. when a new commercial system of tariffs and 
imperial preference, due to last until the 1970s, was inaugurated.  The effect of 
tariffs upon the British economy was deeply controversial, but the cartelised 
steel industry was one industrial giant that appeared to show some benefit.  
The voters were duly grateful.  They returned the National Government—now 
almost wholly Conservative—with a comfortable majority in the 1935 general 
election, and gave Chamberlainite managerial Conservatism a broad support 
until new divisions emerged over foreign policy at the end of the decade. 

The politics of the National Government were based, unequivocally and 
unapologetically, on class and regional division.  The older industrial areas 
were placed under the aegis of the 'special areas' schemes.  In popular 
parlance, industrial Scotland, the north-east, Cumbria, much of Yorkshire and 
Lancashire, and South Wales were the 'depressed areas', self-contained 
societies only visible to the outside world when their refugees appeared in 
London and Birmingham to take part in hunger marches or to beg for coppers 
from theatre queues.  There was an ironic, self-sustaining pattern about life in 
these so-called 'depressed' communities.  There, industry was contracting, 
which meant that their rateable income fell further; this meant that amenities 
decayed still more, industrial decline was accelerated, and the entire, repetitive 
cycle became ever more severe. 
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Not until the impact of rearmament in the period that followed the 1935 
Defence White Paper, with its emphasis on engineering and aircraft production, 
was there a significant rise in employment.  But the main reason why so little 
stimulus was provided for the industrial regions crucified by depression 
was that they were self-contained and limited in extent.  The majority of 
the population in other parts of Britain found that life after the holocaust 
was acceptable and in many ways agreeable.  The thirties were a time of very 
low inflation, cheap private housing, and of a growing choice for consumers.  
An average of 345,000 houses was built annually between 1933 and 1937.  
The motorcar industries, electrical, chemical, and textile concerns continued to 
thrive.  In the Midlands, towns like Leicester and Coventry experienced 
unprecedented growth and affluence.  The rewards of life were ever more 
apparent.  Professional footballers for Herbert Chapman's Arsenal, though 
poorly paid, enjoyed a diet, which included steak and champagne. 

Britain in the thirties, then, displayed a surprising degree of stability in a 
European continent, which saw totalitarianism engulf Germany, Italy, and 
Austria, and the French and Spanish republics cast into disarray.  The social 
cultural hierarchy changed very little.  The institutions of Parliament, the 
courts, the highly stratified educational system - headed by Oxford and 
Cambridge Universities as still almost totally the preserves of the "public" 
school system - were held in as high a position of prestige as ever.  The 
monarchy retained its esteem by responding subtly to marginal charges in the 
outlook of the mass democracy: George V's attendance at the annual 
working-class festival of the Wembley Cup Final was one instance.  The 
king’s silver jubilee in 1935 provoked widespread national rejoicing.  Even the 
brief crisis associated with the abdication of Edward VIII left the monarchy as 
an institution essentially unimpaired.  The nation remained comfortably 
isolated from a strife-torn Continent, inhabited by faraway peoples of whom 
the British knew little. 

When did it all end? 

Well the stock exchange did not recover until 1954.  The Second World 
War left Britain with enormous debts  

We all know the easy British explanation for our cumulative export 
defeat in world markets from the 1950s onwards, especially at the hands of the 
Germans.  This story tells us that lucky West Germany had all her industries 
and infrastructure bombed flat or removed as reparations, and then was able to 
re-equip herself from scratch with Marshall Aid dollars.  Meanwhile, so this 
hard-luck story goes on, poor old Britain had to struggle on with worn-out and 
old-fashioned kit.   

This is utter myth.  Britain actually received more than a third more 
Marshall Aid than West Germany - $2.7 billion as against $1.7 billion.  She in 
fact pocketed the largest share of any European nation.  The truth is that the 
post-war Labour Government, advised by its resident economic pundits, 
freely chose not to make industrial modernisation the central theme in 
her use of Marshall Aid.  

The root cause of this self-destructive British choice lies back in 1945, 
when Great Britain, as one of the 'Big Three' along with the United States and 
the Soviet Union, emerged from World War Two with the psychology of a victor 
but with her economic circumstances more resembling those of a defeated 
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country.  Despite the victory over Hitler, Britain was literally bankrupt, and faced 
the prospect of unbridgeable balance-of-payments deficits for years to come. 

It was this victor's psychology that deluded both Labour and 
Conservative politicians into believing that Britain - at the centre of the 
Commonwealth and the Sterling area - could have a future that was similar to 
her past.  British politicians saw the United Kingdom as a first-class power in 
the same league as the United States.  And certainly Britain looked in many 
ways like a global power, with more than two million men in fleets, garrisons 
and air squadrons sprawled across the world, from their bases at home to 
those in Japan.  

Nonetheless, John Maynard Keynes, the chief economic advisor to the 
new Labour Government, warned ministers in August 1945 that Britain's world 
role was a burden which '... there is no reasonable expectation of our being 
able to carry ...'  As he pointed out, the entire British war effort, including all her 
overseas military commitments, had only been made possible by American 
subsidies under the Lend-Lease programme.  If the Americans stopped Lend-
Lease, Britain would face a 'financial Dunkirk' - his words - unless Washington 
could be touched for a loan of $5 billion.  Keynes wrote that such a 'Dunkirk' 
would have to be met by: '... a sudden and humiliating withdrawal from our 
onerous responsibilities with great loss of prestige and the acceptance for the 
time being of the position of second-class Power, rather like the present 
position of France.' 

Well, a week after VJ-Day (Victory over Japan Day), the US Congress 
duly did stop Lend-Lease.  What now?  For the new Labour Cabinet, Keynes's 
'Dunkirk' solution of packing up all our 'onerous responsibilities' and becoming a 
second-class power was unthinkable, certainly unthought.  

So instead, the Labour Government successfully cadged a loan of nearly 
$4 billion from the Americans.  Thanks solely to this American tick, Britain could 
continue to entertain the dream of being a world power at the centre of the 
Commonwealth.  Even so, the war-bankrupted country was still desperately 
hard up.  The Labour Cabinet therefore sought in the first place to reconcile the 
dream with economic reality by means of salami-slicing the armed forces.  The 
result was worrying - as Herbert Morrison shrewdly judged in November 1949: 
'We are in danger of paying more than we can afford for defences that are 
nevertheless inadequate, or even illusory'.  Just as true today, of course.  

The dream of Britain as a global power also included the 'invisible 
empire' of the Sterling Area, to which Britain chose to play the banker.  This 
was despite the fact that her reserves of gold and dollars were well known in 
Whitehall to be far too scanty for this role.  By the end of 1947, the American 
dollar loan had already been largely spent, but the gulf still remained between 
the cost of Britain's self-inflicted global commitments and her inadequate 
earnings from exports.  Without another huge dollar handout, Britain would 
have to give up all her global strategic commitments, as well as her role as the 
banker to the Sterling Area, and accept that she was now only a second-class 
power. 

In that same year, the American Secretary of State, George Marshall, 
proposed his European Recovery Programme to rebuild a war-shattered 
Europe.  For Britain herself, the offer of the Marshall Aid dollars presented a 
last chance to modernise herself as an industrial power before her old trade 
rivals could recover from defeat and occupation. Instead, all the illusions and 
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follies of post-war British policy now reached their climax in the wasting of 
Britain's Marshall Aid. 

The French and German tenders for Marshall Aid resembled 
today's four-year business plans, being detailed technocratic strategies, 
which give clear priority to investment in reconstructing industry and 
infrastructure.  However, the British tender, originally drafted by a senior 

Treasury civil servant, resembled an Oxbridge economist's prolix prize-essay - 
with a tour of the world's economic horizon and Britain's place within it.   In the 
words of Sir Stafford Cripps, Labour Chancellor of the Exchequer, it was a 
'general statement' rather than a set of 'detailed proposals'.  Certainly it 
amounted to nothing like an action-plan with a clearly stated strategic objective 

The sad irony is that it had been in vain that the Labour Government had 
sacrificed the modernisation of Britain as an industrial country for the sake of 
using Marshall Aid to support a world power role - strategic and financial.  

Britain's estimated defence expenditure for 1950-1 - the final year of 
Marshall Aid - amounted to 7.7 per cent of GNP - at a time when Germany and 
Japan were not spending a pfennig or a yen on defence.  And in spring 1950, 
Hugh Gaitskell, Chancellor of the Exchequer, reported that the Sterling Area's 
dollar reserves were 'still at a lower level than when Marshall Aid began'. 

What a monumental waste of a great and unrepeatable opportunity.  
And for the record Britain only finished paying back our loans in January 2008. 

 
 
Keith 

 

Notes   :    
 
Details of inflation and the multiplier to bring prices into 2011 equivalents 
Year Rate of Inflation Multiplier 
1925  0.3%  45 
1945  2.8%  32 
1980  18%  3.2 
 
The May report 

The Committee was appointed under a House of Commons resolution 
proposed by the Liberal MP Sir Donald Maclean.  The Report calculated that 
the deficit for 1932-3 would be £120 million.  They believed that taxation 
already consumed "an unduly large proportion of the national income" and 
therefore the deficit could only be cured by retrenchment in public 
expenditure, because such expenditure which was "definitely restrictive of 
industrial enterprise and employment". 
 
Gold Standard 
Britain abandoned The Gold Standard in 1931 following massive gold and 
capital outflows. 

http://en.wikipedia.org/wiki/Donald_Maclean_(British_politician)

