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ABSTRACT

The role of the Treasury in the formation of British economic policy
in the period 1918 to 1925 is one of considerable interest, both because the
economic problems which confronted the Britisﬁ Goverrment at this time were
many, complex and often without close historical parallel, and because there
was a considerable contrast in both the qgality and the duration of experience
between the Treasury officials and the Chancellors of the Exchequer.

This Study begins by studying the structure and nature of the Treasury,
and goes on to examine five major- areas of policy in which thé Treasury was
closely concerned. The topics studied include the Cunliffe Committee, whose
reports formed the foundation for British post-war financial poliey; the
preblems involved in a return to a peace-time economy, including the 'economy
campaign! of mid-1919, in which Treasury advisers played a leading role; the
development of inter-Allied debt policy which led up to the publication of the
Balfour Note in 1922, in which a Treasury official played a prominent part;
and the restructuring of the National Debt during this period carried out by
the Treasury. Finally, the Treasury'!s role in the return to gold is examined.

It is evident throughout that the Treasury's primary concern in the
discugsion of any policy was its desire to return to the Gold Standard with
all possible speed, Further, Treasury officials always advised foliowing
historical precedent wherever péssible, But it 1s apparent that there was
strong support among informed contemporaries for the Treasury views, nor is
there evidence to. .suggest that the Chancellors would have looked favourably

on unorthodox advice had it been offered.
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CHAPTER ONE

INTRODUCTION




The period between the two World Wars was regarded by those who lived through
it as one of the most disturbed in the peace~time history of the modern world. The
problems of adjustment to the changed conditions of the twentieth century were
considerable, The prosecution of hostilities imposed great reorganisation in

industrial and economic life, and involved the decimation of a whole generation

distortions, and by the inability of both national and international institutions
and statesmen to deal adequately with the situation. These problems were partic-

ularly apparent in Britain, which was in an especially difficult position. While

the manifest economic disastefsnofvthe-period, in terﬁs of trade depression and
unemployment, came mainly after 1929, the roots of the problem are, as far as
Britain is concerned, to be found in the years before, and p@rticularly in the
period from the end of the war in 1918, until the return to the Gold Standard in
1925, This study sets out to examine the problems of the making of economic policy
in Britain in this period, from the viewpoint of the Government Department most
deeply involved, the Treasury. The object is to attempt to shed light on the ways
in which decisions on matters of economic policy were made, and to isolate the part
played by Treasury officials in this process.

For some time before the war, Britain had gradually been losing the commercial
and financial supremacy in world markets which she had held during the greater part
of the nineteenth century. Two important features of her trading position were to
have serioué’consequences after the.war° Firstly, the direction of her trade: in
1913, 60% of Britain's exports went to countries other than Canada, the United
States and Eur'ope,i'1 while only 39% of her imports came from those countries.2 In
addition, of Britain's European customers, Germany was before the war much the most

important. In 1913, the value of British exports to Germany was exceeded only by

1. I. Svennilson, Growth and Stegnation in the Buropean Economy (Geneva: United
.. . Nations Economic Commission for Europe, 1954), Table 51, p.176. :
2. Ibid,, Table 51, p, 177.
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exports to the United States and to India,1 Thus Britain's foreign trade position
was particularly vulnerable to two of the most important features of the world
economy between the wars, the slump in the prices of primary products and the extreme
dislocation of the Germaﬁ economy,

Secondly, there was an excessive reliance on a few staple commodities in
Britain's export trade. The chief of these wefe textiles, coal and shipbuilding,

all of which were commodities in which trade was declining even prior to the First

2

World War.™ This factor was reinforced by several factors after the war, Notable

among these were the development of domestic production of these goeds in countries
which had been denied them during the war, and the fact that production of these —
commodities, particularly coal and ships,.had had to be expanded virtually without
regard to cost or productivity to meet the demands of war, which were in any case
considerably in excess of peacetime needs, largely because of the amount of actual
destruction of resources in wartime, |

The long-term economic problems were exacerbated by the circumstances of the
post-war period. The ending of the war in 1918 was followed by a post-war boom,
during which large numbers of demobilised ex-servicemen returning to this country
were absorbed into employment withoﬁt much difficulty. However, the boom was
largely a speculative and restocking phenomenon, based on the expected shortages
in commodities and raw materials, and the sharp rise in prices in the two years
after the war were followed by catastrophic falls in succeeding years. The recession
which followed the post-war boom saw the emergence of the phenomenon of long-term
unemployment on a scale unknown before the war. The whole country did not suffer
equally: it has been estimated that the most depressed areas, containing only just

over a quarter of the total work force of the United Kingdom, included nearly half

the unemployed labour.3 Modern studies suggest that this problem was largely due

1. AW, Kirkaldy (ed.), British Finance 1914-21 (London: Pitman, 1921),
pp. 370--373.

2o W.A, Lewis, Economic Survey 1919-1939 (London: George Allen and Unwin,
1949), pp. 78-9.

3, R.I.A.A., Unemployment: an International Problem (Oxford: 0.U.P,, 1935),
p. 60, ‘
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to the nature of economic growth in this country between the wars, which in&olved
substantial increases in output per man, This appears to have been partly due td
the nature of the industries which were-growing fastest; in that they were heavily
capital-intensive, and also seem to -have made better use of the capital they had
by improved methods of organisation,.and.partly because even those industries
which were stagnant in terms of total output saw a growth in pféductivify and a
reduction in the labour force,

* Britain's difficulties in the commercial field were to a large extent
pgralle;ﬁd by, and to some degree responsible for, difficulties in -the financial - -
field, 'Before the war, the City of London had been the principal financial centre
of the world. While Britain's financial importance in the post-war world was still
considerable, her position of primacy Qas being eroded by the United States.1

’Responsibility for this change lies partly with the trade changes, and partly with
the war, During the war Britain had liquidated a considerable part of the foreign
assets which she had built up during the previous century, She had also lent
considerable sums to all her Allies except the United States, which had in turn
lent Britain sums totalling about two-thirds of Britain's loans to other Allies.

At the end of the financial year 1919-20, the grand total of British loans outstand-
ing was £1,852 million, of which £120 million had been lent to Empire countries,

and the remainder to other Allies, of whom France and Russié took more than £500
million each,2 British borrowing overseas during the war was considerably less

than her lending; British debts outstanding at the same date totalled £1,27é million,
of which £1,036 million was owed to the United States.3 Thus the British
Government's loans to France and Russia alone were in excess of the British debt to
the United States., Much of the financial difficulty of the inter-war years resulted

from the unwillingness of the United States to recognise any connection between

1. S. Pollard, The Development of the British Economy 1914~1950 (London:
Edward Arnold, 1962), pp. 185-188.

2. E.V. Morgan, Studies in British Financial Policy 1914-1925 (London:
Macmillan and Co., 1952), p. 317.

3, Ibid., pp. 320-1.
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reparation payments due to her Allies, and their debts to her; and batween Allied
debt to Britain and British debt to the United States.
Further dislocation resulted from the inability and unwillingness of the

United States to take over Britain's role as the financial centre of the world
and the chief creditor nation, together with the respcnsibilities which this
entailed.‘l The much smaller part played in the American economy by overseas trade
made her less sensitive to changes in world trading conditions, and it was also
less important to her than it had been to Britain to maintain easy and flexible
world trading conditions. The Federal Reserve Board was considerably weaker in
its control over the American banking system than was the Bank of England in this
country, In addition, the absence of institutional intermediaries in the call
market on Wall Street did not give the banks in America the same degree of
insulation from the effects of speculation on the stock markets as British banks
enjoyed.,2 On the Continent, banking stability was not enhanced by the widespread
participation of banks in commercial ventures., The virtual absence of a call ‘
market in France led many banks, during the ‘twenties, to keep call money in
London and repatriate it as needed, which increased the 'hot money' strains on
the London market, since withdrawals by French banks for purely internal reasons
were liable to be construed as consgbituting 2 run on the pound and to be followed
by further, speculative, ouu';flow.&‘..'3

In many ways, the Governments of the war and post-war pericds in Eritain did
nothing to alleviate and much to exacerbate these problems. The cost of the war
was largely financed by borrowing, &t inflated rates of interest, Little effort,

was made to assess reallstically the yields which might be obtalned from taxation

under war-time conditions. The extent to which expenditure was covered by revenue

1. S, Pollard, The Development, of the British Economy 1914-1950, p. 186.

2. W.A, Brown, Jnr., The International Gold Standard Re..interpreted (2 vols;
New York: N,.B.E.R., 1940), pp. 21-3.

3. United Nations, International Capital Mcvements in the Inter-War Period
(New York: United Nations, 1949), pp. 21--23.

=
P



changed from full cover .(indeed often with & small surplus) before the war, to
21,6% cover in 1916-17, the worst year of the war, and 34.5% cover in 1918—19.1
Over the four years from April, 1914 to April, 1918, it was estimated that
revenue amounted to 26.3% of expenditure on average,2 After the war, however,
the Government set its face firmly against further borrowing, and in every year
from 1921 to the end of our period achieved a surplus of revenue over expenditure.,3
During the early part of the 'twenties, deflation was deliberately pursued in order
to bring down British prices and to strengthen the exchange rate, preparatory to
restoring the Gold Standard at the pre-war parity. The chief result was that
while a number of other countries, notably the United States, experienced a mild
recovery in this period, British industry remained severely depressed, and unemploy—
ment was never below 10% of the population - the "intractable million".4 Industry
suffered particularly from the necessity of maintaining high interest rates to
counteract the pull of the New York market on money, as did government finance
from the consequent high level of debt service, which constituted nearly half of
government expenditure during this period.5

The impact of the economic and financial policy of the government of the day
was enhanced by an increaged involvement in the economy. It has been estimated
that the proportion of the National Income expended by the Government fose from

£
approximately one twelfth in 1914 to about one half in 1918°o v

]

n after the
Economy Campaign of 1919, and the Geddes Axe of 1222, Government expenditure

relative to the National Income was still about double the pre-war figure.

1. A.W..Kirkaldy (ed.), British Finance 1914~21 (London: Pitman, 1921), p. 215.

2¢ Budget speech 1918; quoted in E.L. Hargreaves, The National Debt (London:
Edward Arnold, 1930), p. 246,

3. See below, Statistical Appendix, Table 1,

Lo A.C, Pigou, Aspects of British Fconomic History 1918-1925 (London: Macmillan
and Co., 1948), pp. 42-55, 221,

5., U, Hicks, The Finance of British Government 1920-1936 (London: 0.U.P., 1938),
p. 380, Table 1,

6, E.V., Morgan, Studies in British Finaneial Policy 1914-1925, p. 105.

6.



Thus in the period immediately following the First Wbrld War, the Government
was faced with ececnomic problems of a seriousness and a magnitude with which it had
not had to deal before the war, both in the national and the interrational sphere:
and it was more deeply concerned in those problems than governments had customarily
been in economic problems before 1914, Further, it had to deal with many new
social problems, some of them consequent upon the economic difficulties already

outlined,

These ecoromic and social changes were accompanied by major changes in the
political sphere. During the years from 1918-25, there were four General Elections,
and five Administrations, a Coalition, three Conservative, and one Labour, held
office under four Prime Ministers. Within these Administrations, a number of major
Cgbinet reorganisations took place, so that in our period no fewer than seven men
held the office of Chancellor of the Exchequer, in éhaige~of the Ministry most
~ concerned with these ﬁidespread economiec changes, Thus the activities of the
permanent officials of the Treasury and their relationships with their chief
ministerS»assume considerable importance in this period, first because of the
magnitude and novelty of the economic problems with which they had to deal, and
because the Chancelior‘whom they advised was frequently a man inexperienced in the
direction of economic policy, so that the.civil servants provided a continuity of
experience which would otherwise have been absent.

The Treasury which had to deal with these complex and far-reaching changes
in the economy was itself going through a period of change., In the years before
the First World War, following the effective introduction of open competition for
posts in the First Division of the Civil Service, what is now the Administrative
Class, many of the best graduates of the Universities of Oxford and Cambridge had
been recruited to that Division. As the most prestigious of the Departments of

70



State, the Treasury was able‘to take the'bést of these highl&'ablermen,. Since by
modern standards it was then a very . .small.Department, numbering aroﬁnd‘fqrﬁy in
the First Division, the Treasury had by 1914 .acquired the characteristics of a
closely-knit elite, advising Ministers on policy-making with an authority which
was not easily ignored. This was the more so since at that time there was no
unified Civil Service promotion system, and the senior Treasufy officials were
for the most part men who had spent their whole working lives in that Department.

Déspite the influx of new staff during the war (the numbérs in the Higher
Division more than doubled by 1919) the situation was not greatly altered,

Partly this was because the hewgomers were of substantially ﬁhe same class and
educa$ioﬁal bac;gréﬁﬁd‘as thé.'regular',Treasury men; paitly it was because mény
of the newcomers were temporary Civil Servants, with jobs to return to at the end
of the war; finally, the fact that many of them were employed in two new, and
temporary, divisions of the Treasury, one of which was headed by J.M. Keynes,
himself a temporary official, must have tended to isolate many of these men from
their permanent colleagues. But there seems to have been soﬁe breaking down of
traditional reserve, and in particular there was an increased recognition of the
value of the work of the clerks in the.Second Division, and of the invidious
nature of many of the distincitions betweern the two Divisions.

Mcre considerable changes cahe after the war, when in accordance with the
recommendations of the Haldane Committee,1 the importance of a unified Service
with a properly staffed Establishments Division at the Treasury was recognised.
As a resuit, the numbers of Treasury staff declined very little after the war,
although of course considerable changes in personnel took place as the temporary
officials left to return to their nofmal occupations. Thus those in what became
in September 1919 the Administrative Class, the old First or Higher Division, still

numbered about eighty in the Treasury of the late 'twentiesg and early 'thirties.

1. Cd. 9230, Ministry of Reccnstruction, Report of the Machinery of Government
Committee, 1918.
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Under the reorganisation scheme'of]1919,.the six diViSions of the pre-war

Treasury were increased to nine and later to eleven, with a special 'Financial .

- Enquiries' division, These were divided into three sections, each under a
" Controller with the rank of Permanent Secretary, and with a Permanent Secretary,

‘later designated 'Head of the Civil Service!, over the whole, The section

primarily concerned with economic .policy was;Finance, which incorporated the
pre-war Home and Foreign Finance divisions, and Financial Enquiries. The fact
that many of the war-time entrants to the Treasury had been temporary appointments

meant that the new personnel needed to staff the expansion of the Establishments

work had largely to comé, not from existing Treasury staff transferred from war
work, but from other Departments., This was in accordance with_the views of Sir
Warren Fisher, appointed Permanent Secretary the month after the reorganisation
of September 1919, But these changes affected the Finance secﬁion to a much

smaller eitent than the other s_ec‘c,:'LonS.,‘l

So the picture that emerges at the end of the war is of a Treasury undergoing
major changes and expansion; but despite this the divisions of the Treasury most
deeply concerned in policy-making and advice to Ministers stiil constituted the
small, closely knit,.highly educated and able elite that they had been before the
war, The aim of this study is to.examine. the structure of the Treasury in the
years immediately afterithe war in some detail, paying closest attention to the
divisions most closely concerned with policy-making, in order to identify the role
of the Treasury.in the formation of economic policy in Britain in the early years

of the inter-war _period°

1. See below, Ch, II passim,
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The first_stage in:this process will take the form of gn.examinationvof the
structure and development ofAthe Departmental Tfeasury.during our period,iand of the
personalities involved, both-at the official .and the Ministerial level., It will
become evident.thai the economic activities of. the Treasury in this period can be
divided into three main categories., One area covers the management of go&ernment
securities and the National. Debt. Another concerns budgetary policy, and Treasury
control over public expenditure. A third concerns international financial
relations, and in particular. policy on German repérations, and on inter-Allied

debts. Each area tends to overlap the others: .some issues have implications

for more than one.gng%oi_In,partiCular_phe,questioh of1the Gold Standard,-which =~
was of paramount impaortance in economic policy in Qur period, has an impact in
all. three .areas,-and is in-a sense in-a.eategory of its ouwn, ‘But the classif-
ication is a valid.and-a wvaluable one for the purpose of this work,

The three categories outlined comprise the three main kinds of economic
activity with which the Treasury was concerned. These activities can also be viewed
in terms of the kind of approach which the Treasury took to particular problems.,
Again, there are three main divisions to be considered. Firstly, some kinds of
activity, although having.an economic impact and being the concern of members of
the Administrative Class, were not strictly concerned with the making of policy,
Much of the aectivity of the Establishments and Supply Divisions was of this kind,
since they acted at éne remove, as it were, through and with other government
departments. Secondly, there were areas in which Treasury officials acted in an
initiatory role, but in which the issues were of so complex a nature technically
that, although sometimes quite important matters of policy were at stake, consult-
ation with Ministers was kept to a minimum; and official advice usually agcepted
by Ministers with little demur. Thirdly,vthere were areas of less technical
difficulty, but with perhaps stronger political overtones, which concerned
Ministers closely, and where the Minister took his own decision, occasionally

10,



against official adyice.. \gain, the three caiegories overlap, nor are they
entirely exhaustive, but theymﬁrovide some insight into the way Treasury activity
evolved.,

The second stage.in this study of Treasury policy-making takes the form of an
examination in detall of four problems in which the Treasury was deeply concerned.
Each of these studies illustrates a different. aspect of the Treasury'!s work, and
a problem from each of the three areas outlined has been.included. FEach study
also shows a fresh aspect of the Treasury approach to policy problems., As we

have seen, financial -and -economic policy was the province of the Finance section

of _the Treasury, under.a Controller, who was résbonéibié directiy to thé Chancellor
of the Exchequer, but whose Departmental superior was the Permanent Secretary,
Treasury business was so organised that the need for a poiicy decision might
originate as a reaction to events from outside, which required a decision; this
-category includes matters ralsed initially at Ministerial level, for instance in
Cabinet, and passed on for the attention of the Chancellor and his officials., Or
on occasion an original policy proposal might come from within the Treasury. Some
problems required the co-operation of other Departments, such as the Board of Trade,
or the Inland Revenue, or with outside but closely reléﬁed bodies like the Committee
of Clearing Barkers, or, most particularly, the Bank of England. All these points
contributed to the choice of the four topics which are examined in detail: as did
a consideration of chronology, since many of the most pressing problems which
confronted the Treasury during our period continued to be important throughout

the inter-war period, and could not be meaningfully treated within the chosen
time-span,

The first problem examined concerﬁé the discussions and decisions of the
Committee on Currency and Foreign Exchange after the War, appointed in 1918 with
Lord Cunliffe, late Governor of the Bank of England, and its chairman. It was this
Committee which recommended without reservation that Britain should restore the
Gold Standard, with the pound at the old parity, as soon as possible after the end

11,




of the war: and by accepting the Reporis of the Cunliffe. Committee in December
1919, the Government committed itself to the return to the Gold Standard. The
Treasury member of the Cunliffe Committee for most of its life was Sir John
Bradbury, then Joint.PRermanent Secretary to the Treasury (this wasvprior to the
post-war reorganisation), Bradbury had spent nearly all of his working life in
the Treasury, broken only by a short pefiod of secondment to the National Insurance
Commission; he had been thoroughly steeped in traditional Treasury views, and while
a brilliant and much admired man, he was impeccably orthodox in his opinions.1
- He and Cunliffe were primarily responsible for the conclusions of the Committee,
and the Minutes of the Committee's proceedingsvpre§enp_g fa§cinating aﬁd infgrm—__
ative picture of the views 6f a very senior Treasury official, and their impact
on the production of a document of outstanding importance in post-war British
financial and economic policy., This study is also illustrative of the relation-
ship between the Treasury and the Bank of England; it shows, too, the development
of Treasury reactions in a situation in which the initial impetus, that is for the
setting up of the Committee, came from outside the Tréasury° Partlyvbecaﬁse of
this last fact, and partly because of.the>technica1 nature of the problem, this
is also an example of the taking of a decision in which the advice of officials was
apparently accepted by the responsible Minister without formal discussion or debate,
despite the fact that the setting up of the Committee had been a Ministerial init-
iative. The Treasury and the Bank of England therefore were effectively allowed
to commit Britain to a particular international and internal monetary policy
without formal Ministerial discussion at Cabinet level.

The second special area of study concerns the relaxation of economic controls
.after the war, In the sense that it covers the return from wartime to peacetime
conditions in the economy, the problem is atypical of Treasury work; but it covers

the re-establishment of Treasury Control after the wartime expedients of Votes of

1. For a definition of the term 'orthodox' as used in this work, see below,

p.p- 42, 33-90,
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Credit, and it also. illustrates some aspects of the nature of Treasury relations
with other Departments. The principal Treasury figure in this study is the
Permanent Secretary, Sir Warren Fisher. Fisher took very little part or even
interest in the day;tb¥day-work.of the Finance Divisions; but occasionally he
would make a sudden, swift and devastating foray into this complex world, followed
by a speedy withdrawal into the: Establishments work with which'he was primarily
concerned during his tenure of office. On this occasion the instigator was

Lloyd George; then Prime Minister in the Coalition Government, who became during
the summer of 1919 increasingly anxious about state spending, and public, Press
and Parliamentary allegations.of.government extravagance, Lloyd George wrote to
Fisher,‘urging him to make a thorough investigation: Fisher, anxious to complete
the re-establishment of Treasury Control; and with the chance of being instrumental
in abolishing altogether the Departments of war-itime creation, which were financed
largely through undifferentiated Votes of Credit, seized the opportunity with
alacrity. It provides an example of a problem which was raised directly by the
Prime Minister, and in which the Treasury official effectively by-passed his
Chancellor to advise the Primg Minister direct.

The third study is concerned with cne aspect of the international financial
situation, the negotiations over the British war debt to the United States,
culminating in the publication of the Balfour Note in August, 1922, and the funding
of thé American debt by Baldwin in 1923, In much of this study the principal
Treasury man is Sir Basil Blackett, Controller of Finance from 1918 to 1922,
Blackett, although a life-time Treasury official, had a brilliaht and original
mind, and was a friend and later disciple of Keynes. The study is primarily
concerned with a proposal made by Blackett for the solution of the inter-Allied
debt problem, a plan which because of its generosity became known as the 'Beau
Geste', and which represented a largely original attempt at a real and lasting
solution of this intractéble problem, Despite the enthusiastic support of Sir

Mysten Chamberlain and Lord Curzon, the Plan was defeated by the combined efforts
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of Winston Churchill and Lloyd George, and the policy set out in the Balfour the
adopted instead. But while Blackett's policy was never approved by the Cabinet, it
is very revealing-of.theforiginality.and_imégination of whiéh at any rate one
Treasury official was capable when confronted with a new problem, without
conétricting historical precedent: . and it represents a_genuine policy initiative
by an official, as.distinct from a necessary reaction along stereotyped lines to

a problem pressing for solution, It.is also an example of .a problem which was
otherwise approached in what tends to be thought of as the 'normal! way for policy
decisions to be.made,nthat is the official advised his Minister how to deal with
the problem, the.Chéncellor took this.advice.and his own views to-the Cabinet for
decision and discussion,-and passed the decision .back to his official for approp-
riate action to be taken,

The fourth study concerns the Treasury's policy with regard to the funding
and redemption of government debt, and in particular the floating debt, in the
period up to 1925, In these years the substantial Ways and Means Advances obtained
from the Bank of England during the war were repaid, and a substantial part of the
large volume of Treasury Bills outstanding at the end of the war was funded or
redeemed, but at considerable cost in terms of the deflationary impact on the
economy, a problen of which the offilcials concerned seem to have been insuffic-
iently aware. The officials concerned at the senior level were Sir Basil Blackett
and his deputy, Sir Otto Niemeyer, who succeeded Blackett as Controller in 1922,

- This study examines a part of the third facet of Treasury activity, the mahagement
of the National Debt; it.also shows how the officials behavedin a situation‘in
which the problemsvwere of so technical a nature that on the whole the Chancellor
allowed them complete freedom of action, The main exception to ‘this

occurred at the beginning of ?the period examined, when the officials were urging
a rise in the Treasury Bill rate; since these Bills were then available on tap,
this would have an impact analagous to a rise in Bank Rate before the war. Since

Bank Rate was the responsibility of the Bank of England, not of the Treasury,
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such a decision had no parallel in Treasury experiénce,,and a great deal of written
evidence was presented to the .Chancellor té help.him decide. These papers were
collected together by Keynes while.at the Treasury during the Second World War,

and provide an unusually complete record of Treasury advice on a particular
problem.

These four studies together present a number of diffefent aspects of the
Treasury's role in the formation of economic policy on. a variety of different
.issues, The final study.attempts to.look at the Treasury's poiicy—making role as
a whole, by examining, .as .a.case-study, the return to the Gold Standard in 1925,
This episode is of prime.impprtanceﬁfdrﬂa”numﬁer of reaéons; further, ;t displays
to an unusual extent the way in which Treasury men tended to think on central
issues, Its first. elaim to impqntgnqe‘isuﬁhg extent to which it dominated policy
decisions on,othe;;:;f'op;i.c'S; ﬁh@ 1ikely effoct of & .péifticular deéi’éior}on the
policy of 11?9@’@@1:’@3-:3@@6,,C%s?ld;,:'.s;t@da?d.;ai_s’. soonas possible vas alvays a major
factor in deciding its-acceptance or rejection, From the point of view of a
“study .of the'Treasury£ thé4GQ1d S@andayd_is_important in itself. But there are
other factors: .ngzisgthat“thg dgcis%on,wasvdebéigd for so long°that a consid-
efébié.quy‘of_Tyeasﬁrnypinignmis»aﬁgiiaplg 9n the'subjeﬁﬁ, from more junior
officials as well as,@hosejclosefto_therhancellor, ‘Another is that, owing to
Winston Churchillfts uﬁwillingness to.accept advice without questioning, there is
a much larger body of .information -about .the way in which the decision was reaghed
than is usual in Treasury archives. Further; this episode is one of the few
;ccasions-during_the'early,{twenties when there was a possibility of . a serious
difference of opinion between the Chancellor and his officials. Finally, the
Treasury approach to this question brings together several strands of thought
and attitudes which are common to many topics, and represent in some sense the
Treasury orthodoxy of the day; this is the more so since all the senior officials
in the Finance section were involved in giving advice on the problem, in close
conjunction with the Bank of England.
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The process by'ﬁﬁigh Britain returned {o the Gold Standard, from.thé delib-
erations of thevcgn;iﬁgg;Cgmmittée‘;n ﬁ913“td the announcément of ‘the removal
of the gold expgrﬁ¢prqhibitiqnlin;the;Budggt"Qf'5925, thus'represents,a unique
demonstration of Treasuryvpolicyamaking<activity.in our period - Its importance
as a deeision, the. amount of gv:Ldence avallable and Winston Churchlll‘s texercise?,
all contribute to maklng the d931S10n atyplcal in 1tself but there is every
reason to believe Lh@$,§hGLW3Y.1n_Wh¥¢h-the dgclslon~was made 1s‘large1y ,
representative_of:phéﬁpnéqggses_involy@dgin other,-leSs well-documented
decisions. Because this is so, the return to the Gold Standard is examined in
gomerdetail, ngt1?@5@%{%§tegpt_tg;QQQlicateVQpQ_Wng;df*oihe;s,;bgtfasharcas&i
study of Treasury.deCisionamaking,1set‘in»the.contéxt‘of“an analysis of the role
of the. Treasury 1n the formatlon .of  economic pollcy in general

The aim of the study as.a whole is, therefore, to examine the process by
which the Treasury adVLSed-Mlnlsters on_ economlc pollcy, ;and the impact of that
advice on decision—.making° ;The first step in.this-analysis is to outline the
organisation-and staffing of<the’Trqasuryidﬁringjﬁﬁé period after 1918, in ‘order
to establish a genergl foupd@ﬁign:on_which1f§éb§sekihe‘mgre gpecific studies of
lTreasury advice‘andjagt@bniin:pérﬁiguléf:areas,.'Iﬁ_is to this examination of the

strucﬁure of the Treasury1in¢dur period that we must now turn.

1. The most 1mportant study in this sphere is D.J. Moggridge,
The Return to Gold. 1925 (Cambrldge C.U, ,P., 1969). On the whole,.the present
author concurs in Moggrldge s conclusions: :a further -discussion will be
found in Chapter VII below.
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CHAPTER _TWO .

THE ORGANISATION AND STRUCTURE OF THE TREASURY



Sir Thomas Heath, joint Permanent Secretary to the Treasury during the First
World War, has described the Treasury as:

M. o.the Department which, subject to the control of the executive and

to the authority of Parliament, is responsible for the administration of

the public finances of the country ... it is the one permanent institution

which stands between the country and national bankruptcyo‘-'1
The Treasury officials.during our period, therefore, saw their.role primarily as
guardians of the national finances; .and .as members of an administrative and
executive Department; Tﬁe laék of”anyipercepfioﬁ.of the impact which that -
administration might have on the econoemy, the absence of any idea of the m@cro-
economic implications of their actions, is one feature of the Treasury in oﬁr
period which strikes the observer mest strongly, Another important‘feaﬁﬁre'is the -
fact that the department was a small and friendly one; in 1914 the total Treasury
establishment in the Higher Division numbered only about forty men. These men
shared a commonality .of background, education and ideals that tended to produce
homogeneity and conformity in advice and practice, There were, of courée,
internecine squabbles, but the general impression is one of harmony and close
co~operation, During the 1914-18 war, the Treasury was greatly expanded, but
much of the old atmosphere remained, particularly in the Finance sections of the
Treasury, which were the most closely concerned with policy making and with the
giving of advice to Ministers., The purpose of this chapter is to examine these
féctors and to try to identify the way in which they and the personalities of

those concerned affected the role and running of the Treasury.

Treasury Structure

Following the introduction of open competition for positions in the Home
Givil Service, which gradually became effective during the last quarter of the
nineteenth century,2 the Higher Division, as it was then known, became a focus

for the ambition of many of the most brilliant of the young men who graduated from

1. Sir Thomas Heath, The Treasury (London: G. Putnam's Sons, 1927), p. 1.
2, G.K. Fry, Statesmen in Disguise (London: Macmillan and Co., 1969), pp. 34-5.
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Oxford and Cambridge each year, It is hard to realise how limited were the opport-
unities for such men in the period before and after the First Wer, For those
without a vocation for the Church, or family connections in +the Armed forces,
or a private income to maintain them through the first meagre years of law practice,
an academic career was the only alternative to public service, and that only for
the most gifted, Industry had not yet begun to recruit graduates either in research
or for management; many of the fields in which graduates are now employed, such
as the social services, barely existed; the salary and status of the teacher
compared poorly with the Civil Service. Thus by the early 'twenties of this
century, the Service had come to be staffed in the Administrative Class (the old :
Higher bivision) by men who had obtained excellent degrees at Oxford or Caﬁgridge,
most often in classical subjects, having come for the most part from grammar
schools of the kind which would now mainly be 'Direct Grant' schools. Often
they came from quite poor homes, and had only been able to continue their
education by means of Open Scholarships.1 Some idea of the level of competition
can be gained from the fact that in 1927, the worst year between the wars, there
were ten vacancies, and five hundred candidates,2 The Treasury, as the most
prestigious Department, was able to take the test of the candidates, This was
not, however, always a success, and in 1927 the Permancid;, Secretary changed this .
policy for one of recruitirg men with some years experience in otner Department‘s,3
Before the First World War, the Treasary was composed of six divisions, of
which two were responsible mainly for firance, three for supply a«d =stablishments
work, and one dealt with the work of the Farliamentacy Clerk.4 Duoring the war two
further divisions were added, the famous 'A!' division which John Maynard Keynes
headed, and which dsalt with foreign exchange and security questions, and 'Bt

division, dealing with new Departments, such as the Ministries of Shipping and of

1, See for example P.J. Grigg, Prejudice and Judgement (London: Jonathan Cape,
1948) ,pp. 16-22,

2, Fry, Statesmen in Disguige, p. 82.

3, Private information to the author; H, Roseveare, The Treasury (London:
AMllen Lane The Penguin Press, 1969), p. 247.

4. Heath, The Treasury, pp. 97-100.
A table of the structure of the Treasury establishment in the period
before the First World War will be found on p., 23 as Table. 1.
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Munitions, These two divisions were absorbed into the main structure in February
1919, by the addition of two Principals to the permanent staff°1

At the head of this organisation there was, before 1914, a single Permanent
Secretary. It was even then becoming clear, however, that the job was too much
for one man, and when Sir Robert Chalmers resigned the post in 1913 it was split
into two, the first occupants being Sir John Bradbury and Sir Thomas Heath,
After war broke out, Chalmers returned, and there were three joint Permanent
Secretaries for the remainder of the war°2

This was only a satisfactory situation where the three men were able to work
in perfect harmony, and Bradbury saw that such an arrangement would not always be
practicable, Further, two committees which reported during 1919, the Haldane
Committee on the Machinery of Government, and a Departmental Committee of Inquiry
chaired by Bradbury, recommended major changes in the organisation of that part
of the Treasury which dealt with staffing, recruitment and allied problems in

other Departments°3

In September 1919, therefore, the original six divisions
were expanded into eleven, grouped into three sections, each called Departments,
to deal respectively with questions of Supply, Finance and Hstablishmen®ts, Xach
Department had a Controller at its head, who was responsible directly to the
Chancellor. This rigid arrangement gradually dissclved and became more flexible
from the late 'twenties onwards., The whole Department was headed by a Permanent
Secretary who was given the title of 'Head of the (ivil Service!, received a
slightly higher salary than the other Permanent Secretaries, snd sxercised a
watching brief over the work of the Covtrcilers, whose positions ranked equal in
L

salary and status with that of the Permanent Secretary in other Departments.

A diagram of the organisation will be found in Figure 1,

1. P.R.0., T,165/46.

2. Heath, The Treagury, p. 104; Roseveare, The Treasury, pp. 231-2.

3. Roseveare, op.cit., pp. 244~5.

4. Heath, op.cit., pp. 104~5. A chart showing the flow of responsibility and
the chain of command within the Treasury will be found on p. 21 as Figure 1.

209



Chb || €8 CL T? TS T <
A~ ) / )
mv v d Y \ Y /
Y STETORS S Fadms o
“ <> I o
<MWY AATae ) N=AMe)
N
% i A
N\ iy
0 < 3 Jlo\gd)c&\w&
A
\\'
y, ~ .nPQ‘“nvuwﬁJb)._U R
N S ~ 7

21.



The total size of the Administrative Clags in the Treasury at this time was
rather more than double the pre-war figure, that is about 80, distributed wvnequally
among the three Depa:r”oments.‘I The Supply and Establishments Divisions tended to
administer at one remove, as it were; their work was primarily concerned with
dealing with and through other Government Departments. Thus, although they might
have a negative effect on policy through their encouragement or discouragement of
the initiatives of other Departments, they had virtually no executive or initiating
role independent of those Departments. Only the Finance Department was an
executive Department in its own right, and as such was both most closely concernsd
with policy—making? and also had most contact with the Chancellor, who tended to
leave internal Civil Service problems to the Permanent Secretary. In December 1920
the Finance Department had sixteen Administrative Class officials in Whitehall,
0f these seven, one Principal Assistant Secretafy, four Principals, and two
Assistant Principals, were in 1D, which dealt with Home Finance; five, one Assistant
Secretary, two Principals and two Assisbant Principals, were in 2D; and two, an
Assistant Secretary and an Assistant Principal, were in the Financial Inguiries
Division. 1D and 2D had pre-war counterparts, though they were smaller; Financial
Enquiries was a new division, instituted in 1975, and somewh@t detached from the -
other two, being primarily a research division.2 Tn addition, 2D had several members
serving overseas in the more important Embassies, such as W-shinghton, Paris and
Berlin, and in various other spheres, The Finance vspariment was, as we have seen,
headed by a Controller, who had z Private Secretary of Assistanl Principal rank.3

Above this Treasury structurse wer- .Le political masters, the Financial

Secretary and the Chancellior of the Exchgeuer. The Financial Secretary had one

1. A table of the structure of the Treasury establishment in the post-war
period will be found on p. 23 as Table 2,

2. Unpublished Treasury documents,

3. Ibid.; Roseveare, The Treasury, p. 271.
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The Treasury in 1908

Division Function and Departments Served Staff
_ : 1C 2C
First= Finance, Banking, Currency etc, 1 - 2 3
Second# India Office, Service Depts. = 1 1 1
Third+ Education, Board of “Trade, Agriculture, 1 = 2 1
Scottish & Irish Deptsy~ T
Fourth Post Office, Local Covernment Board, - 1 1 1

Office of Works, "lsle~of Man etc.;
Royval Duchies o

Fifth - Superannuation, Customs; Inland Revenue, = ‘1 1 1
"Pensions- R
Sixth# Home, Foreign and Colonial Offices, = 1 1 1
: Law Courts etc.
' "Tabhle-1 :
Notes , - o . : -
* AS also supervnsed 4D, # Supervised by Permanent Secretary,

+ AS also supervised 5D, , _
AS=Assistant Secretary, FC=Principal Clerk, 1C=First Class
Clerk, 2C=Second Class Clerk,

The Treasury in 1920

Division Function and Departments Served Staff
C PAS AS P AP
First» Home Finance 1 - 4 2
Second* Overseas Finance - 1 2 2
FE=* Financial Enquiries 1 - 1
Third# Agriculture & Flshernes, Board of Trade, = 1 2 1
Arts & Science’ ' -
Fifth# Services Departments - - 1 2 1
Sixth# Foreign Office, Royal- DUChIEb, - 1 3 2
Law Courts, Post Office-
Seventh# Education, Health, Labour, Pensions 1 - 2 1
Eighth+ Superannuation e - 1 2 2
Ninth+ General Service & Establishments 1 - 2 2
Tenth+ Services Departments ' Personnel - 1 2 1
Eleventh+ Other Estabiishments - 1 2 1
Twelfth+ Other Fstabllshments : = 1 2 1

Jable 2
Notes
* Finance Divisions directed by Contro]]er of Finance,
# Supply Divisions directed by Controller of Supply Services,
+ Establishments Divisions directed  hy Controller of
Establishments, ‘ T
PAS=Principal Assistant Secretary, AS=Assistant Secretary,
P=Principal, AP=Assistant Principal,
Not included in the table are Treasury staff serving as Private
Secretaries, in Offices ahroad, on secondment to other
Departments, etc,
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Private Secretary, the Chancellor two, one senior to the other, drawn iritially
from the lowest grade, that of Assistant Principal, These poste, particularly
those attached to the Chancellor, were traditionally regarded as ones in which
very bright young men had a chance to learn quickly and to shine., During our
period, the ocecupants of these posts tended to be a little more senior, and to
retain their positions a good deal longer, than had heeu the case before the wary

this tended to add to the prestige and influence of these posts,

Oreanisation of work

The largest category of work in the Treasury consisted of problems posed
from the outside, mostly arriving in the morningvpogp, From th;?_arose the cuqtpm,
open to much misinterpretation, of senior civil servants not arriving for work
until about ten o'clock, to give the clerical staff time to open and sort the
morning delivery. It was the tagsk of the Registry to form files, or attach a
letter to an existing file, and pass the file to the appropriate junior, usually
an Assistant Principal, This officer, being a member of a training grade, had no-
power to commit the Treasury, but in many cases he would draft an appropriate
response for his'Principal‘s approval., If the matter were more complex, the junlor
would take the matter as far as he could, including accumilating precedents and
other related documents., A really difficult problem would be teken up with the
Principalt's superior, and so on., Where a matter was ~f sufficient importance as to
require Ministerial decision, a senior official wonlid be coneerned with briefing the
Minister, obtaining a decision, and carwyicy it out. An irheresting account of an
ogccagion on which this proved very dirficult will be given later in this chaptero1
Alternatively, a request for information and advice might originate at a high

peint in the chain, rather than the advice being offered from below,2

1. See below, p. 68,
2. Heath, The Treasurz, pp. 145-7; private information to the author,
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»In the Finance Department, much of the work originated within the Department,
and not in response to a stimulus from outside., Each officer had areas of duty,
and within this area it was his responsibility to foresee problems and raise them,
However, it has been..suggested to me that certalin very sensitive areas of policy
were excepted from the normal methods of procedure. The Treasury was apparently
'security consciousﬂ‘long befbre many other.government Departments, and matters
of high policy were confined to three or four of the most senior-pfficials in
Finance, the Controller, his Deputy, and sometimes the.Assistant Secretaries who
headed 1D and 2D (the second:and third posts were synonymous during our pe,r'iod).'1
This is certalnly borne out by the documentary évidehée, where in maﬁteré'oé
financial policy the. great bulk of the written material'is frém these officials,
and indeed primarily from the Controller and his Deputy. Whambseems to have
happened frequently is that the senior officials kept the main matters in their
own hands, but brought in more junior colleagues on épecific points, For instance,
in the Gold Standard files-all the written‘Tfeasury memoranda}Submitted to the
Chancellor, apart. from Hawtrey's work, is by the Controller; but two more junior
officials were asked to write a note on a particular aspect, the proposed credit
'cushion', for Niemeyer, and he seems to have used this maﬁerial in presenting a
paper of his own on the subjeqt.2 It is,; however, impossible to be completely
dogmatic about this question of juniors' work, because there is evidence that when
the files are 'stripped! of excess material befére being sent to the Public Record
Office for preservation, many .handwritten drafts on which the final typed versions
of letters or memoranda are based are destroyed, 'if the final version is on the

3

file,” It is often hard, therefore, to be sure whether the person who signed the
final version of a letter or memorandum had drafted it himself or not. But the

evidence of such factors as style, mode of address, and so on, together with the

1. Information given to the author in conversation with Sir Henry Wilson Smith,
2. P.R.0., T,172/1499B, note by Niemeyer on the proposed 'cushion', undated,
3. Private information to the author.
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observations of contemporaries; tends to support the idea ﬁhat much of the work
even of drafting memoranda wés done by the most senior men, where the matter was
‘one of high policy.

The work of the.Financial Enquiries Division seems to have occupied rather
a special position in this sysfem. The Division was created by Sir John Bradbury
in 1915, as a Statistical Seétion,-and its first Director was Hartley Withers,
brought in speciélly for the purpose. . .After the war, in 1919, Withers left the
Treasury, and the character of the Section .changed somewhat; it apparently became
primarily a vehicle for:Ralph, later Sir Ralph Hawtrey. The implication is»cleagly
that the Treasury structufe’ébuld nqt casily absdrb an~able"ééQ£oﬁis£ in.a normal
way, and so the problem was*sqlved bymgiving:him_a.unique.pqsiﬁion. During the
period that Bradburyiand Blaékett were in.charge of.Financé, Hawtrey's advice
seems to have beenwaéked on many ocecasions, aﬁd volunteered on mény more; my
impression, which has been confirmed by others, is that in Niemeyer's time the
proportion of volunteered information.grew sharply relative to requested papefsv
_Perhaps_this is not surprising, in view of the observed and observable rigidity
of Niemeyer, particularly in regard to problems of deflation and interest rates,
and Hawtrey's opposition to high rates in a period of depression.1

Matters of Treasury concern which were of sufficient importance eventually
came to one of the Treasury ministers, the Chancellor of the Exchequer or the
Financial Secretary., The role of the Financial Secretary seems to-have'changed
somewhat during the First War., One Treasury official has written,

"In the piping times of peace all important questions came to the

Financial Secretary and through him to the Chancellor of the

Exchequer; in war--time he was largely short-circuited and left
to do the housework."?

1, See, for example, P.R.0., T.176/5, memo. by Hawtrey, 5 Mar,, 1923,
2, Sir Andrew MacFadyean, Recollected in Tranquillity (London: Pall Mall
Press, 1964), p. 54.
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After the war, this tendency persisted, and during our period the Financial
Sscretary's role seems to have been an inferior and somewhat inidicus one,
sspeslally when he and the Chancellor were not on good terms pzrsonally. He was
responsible for the 'hack work' concerned with the Budget, after the main lines
of policy had been laid down by the Chancellor in consultation with the senior
officials and with other members of the Government; this wmostly consisted of
formal approval of Departmental estimates. He was also responsible for settling
disagreements over Establishments questions when these could not be solved at
the official level,T

The Chancellor thus retained in his hands power to take decisions in all

important matters of policy; the extent to which he exercised his authority,

whether he was a strong or a weak Chancellor, had a profound impact on his officials,

and on the work and atmosphere in the upper echelons of the Treasury. He was
assisted by two Private Secretaries, During the inter-war period a remarkable
continuity of holders of these offices was maintained; one man held the office
from 1920 to 1930, and was succeeded by his deputy, who in turn was followed by
his deputy, who was senior private secretary from 1933 to 193872 This céntinuity
enhanced the position which these men held, which would in any case have been one
of considerable influence, They tended to be the channel +through which other
Departments, particularly the Departments, such as the Board of Inland Revenue

or of Custcms andbExcise, who had a special relationship witk the Treasury,
communicated directly with the Chancellor. Quite often this led to the Private
Secretary heing a buffer between the CGhinc:llor and his less welcome visitors.
When Parliament was sitting, the Private Office staff would work with the
Chancellor in the Treasury in the morning, and then go with him to the House of

Commons in the afterncon, taking with them in despatch boxes any papers which were

1. Heath, The Treasury, pp. 80-96; private information to the author.
2. Unpublished Treasury documents.,
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likely to be needed. As a fesult, there were frequent occasions when the Private
Secretary was the only Treasury official in the House, and was frequently asked for
advice by the Chancellor. This tended to increase the influence of these officials,
and they frequently came to be on such good terms with their master that they were
often asked to write manuscript notes on the submissions of senior officials,

particularly where the problem had political implications,1

Record-keeping

The way in whiph the records of this small but complex organisation were kept
went through a dras%ic overhaul in June 1920, soon .after the-structural-changeSx
Before this reorganisation, Treasury Board papers, which constituted the vast bulk
of Treasury material, formed an enormous single class of papers. Within this
category, a numbered file was created each year for each letter, group of letters
or memoranda on a particular subject; the number of a file had no logical signif-
icance for classification purposes., These two practices, of having all subjects
in the same filing class, and having a new file for each year, led to considerable
confusion and, apparently, loss.2 In addition to the Treasury Board papers, two
other important categories of records existed: the papers of the Chancellor's
Office, and the Budget papers, The first class contains much of the significant
material for studies of policy, in particular the memoranda by Treasury advisers
on many important topics., The second contains all the relevant material on the
preparation of the Budget, deputations from industrial interests, drafts of the
Budget Speech, notes on Parliamentary amendments and the passage of the Finance
Bill, and so on., Both these classes operated on a similar principle to the Treasury

3

Board papers, that is a file was normally created for each subject for each year.

1. Private information to the author,
2. Heath, The Treasury. pp. 143-4.
3. Ibid., pp. 146-7.
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The classes of Budget papers and Chancellor?s Office papers retained their
form and character khroughout our period, but.major éhanges were made in the way
in which the former}Treasury Board pépers were organised. . Any file which was in
use at or created after June 1920 was classified under one of five headings:
thfee of these corresponded to the areas of responsibility of the Controllers,
that is Supply,_Establishmenﬁs and Finanqe; a fourth covered matters in which
responsibility was shared.among two or three Departments, and a fifth dealt
separately with superanhuaiion problems and pension rights within the Civil
Service as a whole, The practice of having each file covef no more than a year
was discarded, and this combined Qi%h.a_siightly ﬁoré logicéimn;ﬁgériné s&stem
made it somewhat éasier to keep related material together, The initial file
nqmbers were allotted in chronological order, but if the material in a particular

file became too bulky, a second file would be created wiﬁh the same file number

and an indication that it was-a continua.tion,1 Thus in the Finance section, file

- ~number 7528 denotes the material collected during the lifetime of the Chamberlain/

Bradbury Committee in 1924+5; within this.group, three.files, numbered 7528/01/1,
7528/61 /2 and 7528/01/3 deal with the discussions and draft reports of the
Committee, three further files, 7528/02/1, 7528/02/2 and 7528/02/3 deal with the
minutes of evidence, and another file, 7528/03, contains Press comments on the
Committee's‘Report° This form of organisétion helps to keep papers on a particular
subject together, but it can make subjects which have not been'well describéd
difficult to trace, since no system of cross-referencing was used;,2

This, then, was the way in which Treasury records were kept. However, the
records which are available to the histor;an;are by no means a complete set. The
reasons for this are manifold, and the selection of material for preservation hag

taken place on at least three levels. Firstly, not all the material on a particular

R.Q. Catalogues and the documents referred to,
R.0., T,185/2.
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subject was retained in the file at the time, To begin with, it has been
suggested that the informal habits of the pre-war Civil Serﬁice largely persisted
‘until the Second Worid War, and that as a result less written material was
created, Secondly, and linked to this, committee sessions in camera tended no£
to be recorded; this is borne ocut at any rate by the minutes of the Cunliffe
Committee, which merely contain a note of the date of meetings at which the
reports were discussed.1 Furthermore, there is some evidence that Sir Warren
Fisher, Permanent Secretary from October 1919, wasvpersonally inclined to dispose
of superfluous material., Where a policyematfer concerned‘both the Treasury and the
Prime Minister's Office, Fisher was apparently inclined to leave record-keeping
to the latter, and destroyed his own copies of documents.2

The completeness of the records is further affected by the fact that in the
inter-war years, as .in the years before the war, rules about what public papers
an official might take with him when he left office were less well-defined and
stringent than in modern times. As a result, much material which would today be
kept in public files was then retained by the officials themselves, The fate of
these papers has varied., Sir Warren Fisher is believed to have destroyed all his
official papers on leaving office.3 Sir Basil Blackett's papers are still in
private hands, and are not available for inspection. The papers of Sir John
Bradbury and Sir Otto Niemeyer have been deposited in the Public Record Office,
as have those of Sir Frederick Leith=Ross; a junior offiecial in our period; in
some instances these papers contain material which is apparently not to be found
elsewhere.

The officials were not the only sinners in this respect; politicians, too,
had considerable heards of private papers, many of them removed when the men left
office, However, of the Chancellors of our period only Snowden is believed to

have done this to any extent. Bonar Law's papers contain very little of use about

1. Private information to the author,
2. Ibid,
3. Ibid.
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the last part of his time at the Treasury; Austen Chamberlain's have virtually
nothing, and neither_ have Bald&iﬁ‘s; Churchillt's papers are not yet available
for inspection, Snowden had a reputation for taking large quantities of documents
with him and destroying many that were unfavo'ura,ble,1

Finally, files and records which survive initially go through a weeding
process before being. transferred to the Public Record Office.‘ Individual files
are stripped of duplicate material: where.a handwritten draft put forward by a
junior is modified and approved by his senior and passed for typing, and the
handwritten draft and the carbon copy of the final version both remain on the
file, it is the handwritten version which is stripped.» Personal—itéms; such”as
iﬁvi%étions and personal lettérs,.arevalso stripped.. In some circumstances, press
cuttings and excerpts from Hansard are also removed. Finally, certain categories
of file are destroyed altogether. These include files prepared for replies to
Parliamentary questions, which are usually prepared from the subject files; any
unique material from.a question file is .normally removed to the subject file before

the question file is destroyed.,2

Relations with other Departments

The relationships which the Treasury had with other Government Departments
can be considered .in three main categories. Firstly, the Supply divisions were
in constant touch with the Departments about their estimates and expenditure, and
these contacts were mainly formal ones at the official level, consisting of either
an exchange of letters, or occasionally formal interviews. Secondly, there were
the relationships with the Departments very close to, and in a sense dependent upon,
the Treasury, notably the Boards of Customs and Excise and Inland Revenue, These

Departments worked direptly with the Chancellor as far as possible, through the

1. Information to the author from the Treasury.
2. Ibid. |
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Private Office. Thirdly, there were contacts about matters of mutual interest
with Departments of equal status, such as the Foreign Office; these were primarily
the province of the Finance divisions.

As far as the formation of policy was concerned, the contactS'ih the third
category were of greatest importance, The first'kind of communication tended to
be at a very low level; since the Treasury for this kind of business was not an
executive Department, questions of policy tended tb be settled in the Department
concerned, and where arguments arose with the Treasﬁry, seribus-disagreement tended
to be settled at Ministerial level, in Cabinet if necessary. 'This tended to be
the area in which phe_Treasu:yls,'saving candlenehds"approach to écohémy was most
eVident,'and it is perhaps not sﬁrprising that relations between the Treasurj
and the new Departments.éreated during the-war were ofteﬁ less than amicable, in
view of the fact thatAthese Departments tended to be 'big spenders'. The Ministry
of Reconstruction, in particular, had a number of brushes with the Treasury at
several levels., MAddison had protracted discussions with the Treasury about recon-
struction expenditure in early 1918, and he crossed swords with Sir John Bradbury,
whe was moét unwilling to give any concessions on expenditure without having
details of how it was to be spent.1 There were further clashes when, in the spring
of 1919, Addison moved to the Local Government Board to supervise the setting up of
the Ministry of Health. Addison became exasperated with'what he regarded as the
penny--pinching attitude of the junior Treasury officials, and alleged that his
Director-General of Housing resigned his post largely on this issue.2

The 'new! Departments were singled out for special treatment in the 'Economy!
campaign of summer 1919, This episode was one in which Sir Warren Fisher, at the
request of the Prime Minister, took a principal role. Lloyd George's secretary

wrote to Fisher asking him to make a special enquiry into possible economies.

1. P.R.0., T.170/125.

2, Lloyd George Papers, F/1/5/9, Addison to Lloyd George, 27 Feb., 1919.
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Fisher sent a circular letter on the subject to all Departments, and replied to
the Prime Minister telling him of the action he. had taken, and suggesting some
areas in which economies would be possible, His chief suggestion was that all
Departments which were war-time creations should be "disbanded immediately and

not continued"1rand it seems not implausible that the vehemence of Figher's

antipathy was related to the difficulty.which the Treasury had in bringing
expenditure in these Departments under control,

Relations between the Treasury and the 'client' Departments, the Boards of
Customs and Excise and Inland Revenue, are much less well documented above the
purelj_fqrma%Alevel. This is primarily because these Departments were rather
sensitive about fhéif fechnical equality with the Treasury, and their contacts
tended to be with the Chancellor. through the Private 0ffice, rather than with the
main-line administrators.

The third kind of contact, the most important for our study, was that between
the Treasury, usually the Finance Department, and other Departments of equal status
about matters of common interest. These relationships were of course at varying
levels, and took different forms. Relations with the Foreign Office, for instance,
tended to be of two kinds; one involved the Foreign Office simply as a kind of
Post Office for communications to the Treasury from official sources abroad; the
other involved discussion about policy problems in which both were concerned.

Relations with the Foreign Office .at this time seem to have been extremely
cordial., During the long period of negotiation over inter-Allied debt, and
particularly over the funding and payment of the American loan, a great deal of
correspondence passed between the two offices. It was the practice of the Treasury
to communicate with the British Ambassador in Washington through the Foreign Office,
and for that Office to ask for Treasury advice when queries were received from the

Anbassador on financial problems. An example of this is an episode in the autumn

1. P.R.0., T.171/155, Fisher to Lloyd George, 3 Sep., 1919, uadqnﬁnuw in tha

oriJQn“(‘
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of 1922, when the Americans were urging Britain to take steps to fund the war
debts she owed to America, The U.S. Embassy in London had written to the Foreign
Office to communicate the text of the Funding Act which Congress had just passed;
Sir Auckland Geddeé,~the.Ambassador.in Washington, had telegraphed réquesting a
statement of the policy of the Goverunment on funding. Sir Eyre Crowe, Permanent
Secretary at the Foreign Office, wrote to Bléckett asking bhim "to draft a telegram
(or letter or despatch or -whatever it is)“1 in reply to Geddes., Blackett .answered
that he thought the most appropriate way to communicate Government policy in this
matter would be in the form of .a reply to the U.S. Embassy, rather than through
Geddes, He includeq<a draft reply. The Foreign Office took-his advice, and -the
léﬁ£ef was duly sent.,2 |

This example is typical of the kind of communication which took place between
the two Departments, -As far as policy matters were conéerned, it was almost
entirely on-a very senior level, -ags in this example; Virtually all the written
material sent from the Foreign Office to the Finance-Departmeﬁf of the Treasury
was addressed either to Blackett or Niemeyer, or very occasionally to Fisher, by
name, On the whole, the relationship seems to have been a very,harmoniouS’one;
it is notewofthy‘that_the Foreign Secretary was Chamberlain's strongest ally in the
' Cabinet in his championsbip of Blackett's 'Beau Geste! plan to solve the inter-
Klied debt problem.> |

The Cabinet Office does not fitveasily into. any of the three categories
outlined, but probably it is most appropriate to place it with other Departmert s
of equal status, like the Foreign Office. In. fact, formal comhunication between
the officials of the two offices was relatively rare; the Treasury had, as one of
the 1919 innovations, an official permanently seconded to the Cabinet Office, and
it was his duty to look after Treasury interests there. The first occupant of the

post, Leith-Ross, has commented:

1. P.R.0., T.160/557/6, Crowe to Blackett, 17 June, 1922,
2, Ibid., Blackett to Crowe, 19 June, 1922, :
3. See below, p..234.

3he



"One of the duties of the new post was to keep a special watch on all
proposals for new expenditure and to make sure that the Chancellor of
the Exchequer had had sufficient time to pronounce on their financial
implications before they were submitted to the Cabinet for decision,"]

Treasury Procedure: an example

At this peint it would perhaps be appropriate to include .a detailed example
of Treasury procedure; the example is atypical in the sense that the 'history
of the case' is preserved in detail, that it concerns only the senior officials
(although that is only atypical of Treasury work as a whole, and is probably
typical of matters of policy)_gnd<ﬁgat it in&olvesﬁthe-rela&ionship between the
_ Cabinet Office and the Treasury; but as far As it is possible to judge the general
form of the Treasury treatment is typical.

The episode occurred in July 1921, when alarm was once again being expressed
over the high levels of Govermment expenditure, just before the Geddes Committee
was appointed. An organisation called the Independent Parliamentary Group, whose
chairman was Horatio Boﬁtomley, wrote to the Prime Minister with some suggestions
about the economic Situa$i§n¢2 Lloyd George's secretary, A.J. Sylvester, was
instructgd to acknowledge the letter and to pass it to the Treasury for their

3

observai;ions° The lettér was given to Niemeyer, the Deputy Céhtrqllér of Financé,
by Grigg, the Chancellor's Private Secretary; Niemejer noted that he was writing

a memorandum, and then passed the letter to Sir Robert Scott, Deputy Controller

in the Establishments Department of the Treasury, for his comments. Scott
returned the letter and his remarks to Blackett, the Controller of Finance,
Niemeyer als;{SQbmitted his comments to Blackett, énd asked for Blackett's own
views., Blackett combined his own views and Niemeyer's into a single Finance

Department memorandum, and submitted it and; the Establishments document to Fisher,

the Permanent Secretary, suggesting that Upcatt, the Prineipal Assistant Secretary

1. Sir Frederick Leith-Ross, Money Talks (London: Hutchinson & Co., 1968), p.53;
Leith-Ross was transferred to the Cabinet Secretarlai in January 1920, but
only remained a few months.

2. P.R.0., T,172/1391, Major Lowther to Prime Minister, 9 July, 1921,

3. Ibid., Sylvester to Chancellor of Exchequer, 15 July, 1921.
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in the Supply Department,, should be agsked to combine the views of all three
sections into a draft reply to the Independent Parliamentary Group, Rowe-Dutton,
Fisher's Private Secretary and an Assistant Principal at the time, noted that
Fisher would be glad if Upcott would do this. Upcotf's draft was returned to
Fisher, and was amended in Rowe—Duttoﬁléihand: the implication is that the
changes were Fisher's, but of course this cannot be definitely asserted, The
draft was then sent back té the Prime Minister's office, for typing and for
éignaxure by Lioyd Geofge.1

- This example is atypicél in the sense that the stageévthrough which the
letter and its reply went are better documented than isrcémmon;w_the file is a
fascinating hotchpatch of notes written on the back of other men's memoranda,
scribbled notes, and so on. But other more fragmentary evidence suggests that it
is typical in its display of the way in which problems presented to

the Treasury from outside were handled.

Treasury relations with the Bank of England

Up to this point, except when giving detalled examples, it has proved
possible to discuss Treasury structure .and proéedure in a formal sense without
being particular about the conduct of individuals, which might havé detracted
from the generality of the .analysis. But where the Bank is concerned, the
situation is quite different, for during our period, to a very great extent,
Monfagu Norman, the Governor of the Bank from 1920 to 1946, was the Bank, #s a
result, relations between the Treasury and the Bank of England during the inter-
war period depended on the personal relationships between the Chancellor and the
chief officials, and the Governor. Generally, the tone of the correspondence

passing between Norman and the Treasury was cordial, The main point of conflict

1. P.R.0., T,172/1391, the draft reply was typed and despatched on
25th July, 1921,
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came over interest rates. During the reconstruction period, while Treasury Bills
were still available on tap, Treasury Bill rates were the effective arbiter of
market rates, and Bank Rate was rendered ineffective by the ability of the joint-
stock banks to let Treasury Bills run off without renewal, rather than having to
go to the Bank for accommodation, when they became short of liquid funds. Thus
there are several instances during late 1919 and early 1920 of Norman urging the
Chancellor to raise interest rates, often unsuccessfully, and at least on one
occasion this lack of success was due to Lloyd George'sintervenﬁion,1 This
difficulty reached its height in the spring of 1920, when the matter became the
subject foy formal debate,znapd interest rates were raised to penal heights in
April 1920 in an attempt to curb the post-war boom.

After the Treasury Bill tap issue ceased, the pre-war practice of leaving
the matter of the Bank Rate entirely to the Bank of Englapd was resumed, and
during the remainder of the inter-war period it .was .a constant assertion of
Controllers of Finance that Bank Rate changes were the sole responsibility of the
Bank, and that there was no practice of @pnsultation between the two offices.,
Indeed, there is a document in the files which gives the views of several Permanent
Secretaries on the subject, all agreeing that the practice of consultation which
grew up during wartime was quite outside normal peacetime practice, and that after
the reconstruction period the pre~war practice was resﬁﬁé&, For instance,
Bradbury is quoted as sayingﬁ

"There has never so far as I know been anybsuggestion that the Treasury
has any official concern with the Bank Rate,,."3

and Niemeyer, writing in 1929, is quoted as saying:
"There never has been, either in my time or previously, any 'consultation!

between the Bank of England and the Treasury in any shape or form with
regard to changes in Bank Rate, ns

1. Sir Henry Clay, Lord Norman (London: Macmillan & Co., 1957), p. 124.
2, P.R.0., T.172§1§8&5 Dear Money papers of Feb.,, 1920,

3. P.R.0., T.176/13 1

4. Ibid,
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As far as one can tell, Churchill was the only Chancellor in our period to question
this arrangement; this first arose very early in his period of office, when
Norman raised the Bank Rate to prepare for the return to the Gold Standard. It
was not, as we have seen, the practice of the Governor to consult the Treasury
before making such a change, but he did usually wérn the Chancellor a little in
advance, on the day of the change, On this occasion, Churchill was away, and
Leith-Ross, who was deputising for Niemeyer whilerthe latter was in Geneva,
promised to give Churchill the Governor's message as soon. as he returned.
Churchill was most.aggrieved that he had not been consulted, and-Leith—Ross
wrote to Niemeyer telling him of the incident and. asking for his comments.
Niemeyer replied:

"Winston will never realise that he is not Governor of the Bank...As

regards Parliament, if it arises, Winston is absolutely entitled to

say that it has never been the practice for the Bank of England, an

independent bank fixing its own discount rabe, to consult the Treasury,

that it did not do so on this occasion, and that there is no reason why

it should have, "

During the remnstruction periéd, Norman also took a leadihé‘part in the
move to begin fundiﬁg'the National Debt.and repaying the floating debt, urged on
by the difficulty which the large volumes of the latter had led to in attempts
to control the money market, In April 1920 he submitted a scheme to Blackett for
a forced loan from income tax payers, for the purposes of repaying debt, which
would, one supposes, have bfoughﬁ him the astonished support of the Capital Levy
broponents in the Labour Party.,2 The scheme was rejected as being politically
impossible.

Norman's attitude to the funding of debt, and also his determination to
stabilise the international financial situation as a nécessary preparation for

returning to the Gold Standard, made him a fervent supporter of the policy of

sending a funding mission to the United States, to make arrangeménts for funding

1. Sir Frederick Leith-Ross, Money Talks, p. 95.
2., Sir Henry Clay, Lord Norman, pp. 117-8.
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the obligations incurred by Brltaan durlng the war. In this connection, there is
an interesting example of.the.higheminded tone which Norman sometimes adopted
in some .correspondence in June 1922, about interest payments due on the American
loans. Part of Norman's letter to Blackett onm the subject reads:

"The Court of Directors.have received .an intimation of your intention,

at an early date, to withdraw.gold from the Bank in order to pay

interest on the demand obligations due by this country to the United

States Government...They further understand that,..a request (for

funding) has been put forward by the Foreign Debt Commission of the

United States.. The¥ trust that His Majesty's Government will comply

with this request.® ‘ ) '

However, only a small part of the discussions between the Treasury and the
Bank took place om mper, Beoegge“Normao.personified the-Bank, and because he
tended to do things on a pereonal besis and . as-Secretively as possible, most of
the contact between the two 1nst1tutlons took place on.a personal level, It was
Norman's custom to call at the Treasury, ‘either. alone or w1th the Deputy Governorg
every weekday except Frlday, at about 5 30 in the evening, on his wgy home. He
would go first to see the Ghancellor“s Prlvate Secretary, who would tell him if
" the Chancellor were free'tO-see him; then-he wouldmgowand chat to the Controller
of Finance. and other senior officials; finally he would go to the Chancellort's
" office if necessaryvand-if>the Ghancellor werewavailable - this tended to be once
or twice a week, It fell to the Chancellor's Prlvate Secretary to warn all

concerned that the Governor was on hlS way. Sir Henry Wilson Smlth, who was a

Private Secretary for some years in the 'thirties, remembers being & le to give

L -a good early warning to his colleagues of the Governor's mood, because he could

always deduce it from the manner in which Norman addressed him, Normally the
Governor would call him "Wilson Smith"; if he were in a particularly benign mood
he would address the Private Secretary as "Wilson"; but Sir Henry knew that if

Norman addressed him as "Smith", then "all hell would be let loose.!"2

1. P.R.0., T,160/557/6, Norman to Blackett 22 June 1922; a copy was sent to
the Chancellor
2. Information given to the author in conversation by Sir Henry Wilson Smith.

-
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This close and frequent contact implies a.good deal of co-operation between
the two institutions., But the very closeness and personal nature of the contact
has resulted in a lack of documentation of the relationship, which makes more

detailed examination very difficult,

Treasury Personnel

The formal structure and organisation of the Treasury is, of course, only a
part of the subject matter of this.chapter. Equally important is the way in which
the organisation was operated by the men who staffed it, and we shall nw turn to
a bpief stqdy of this aspect of the problem.  As.we.have already seen; at the end
of the war there were three joint Permanent Secretaries to the Treasury, Sir John
Bradbury, Sir Robert Chalmers.and Sir Thomas Heath. Chalmers retired at the end
of the war, and Heath left for a post outside the service soon‘afterwards: Sir
John>Bradbury, whoe had been in charge of the financial side of .the Treasury during
the war, was therefore the obvious choice for the post of Permanent Secretary under
the 1919 reorganisation scheme, However, it was decided that he should go to the
Reparations Commission as the permanént British representative, and Sir warren
Fisher, previously Chairman of the Board of Inland Revenue; took the post instead.

Tt was, as has been noted, intended that the Permanent Secretary should
exercise co-ordinating powers, leaving the chief burden of respongibility for the
various Departments in the hands of the Controllers. This inﬁention was reinforced
‘as far as the Finance Department was concerned by Fisher's personal inclinations.
He remained Permanent Secretary until 1939, .and was noted for his overriding
interest in the questions of Service organisation and _staffing; the authoritative
biographical article on Fisher contains not a single reference to the singularly
intractable economic problems experienced by this country during his time at the

Trea.sury.,1 During the period from 1919 to 1925, the only point at which he

1. Sir Horace Hamilton, "Sir Warren Fisher and the Public Service", Public
Mministration XXX (1951), notes 12 and 13 on page 10,
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flgures with any prominence in a major matber of economic policy is in late 1919,
immediately after he joined the Treasury, when he 1s revealed as 3 staunch
upholder of the ideas of finéncial orthodoxy common in the Trsasury and among
saonomists at the time.1

When Fisher became Permanent Secretary, Basil (later Sir Basii) Blackstt
was appointed Controller of Finance, He occupied this post for three years,
and was succeeded by Otto, later Sir Otto, Niemeyer, who remained in the Treasury
vntil 1927, Thus during the period 1918 to 1925 there were three men success-—
ively in charge of Finance, Sir John Bradbury until October 1919, Sir Basil
Blackett until the late summer of 1922, and Sir Otto Niemeyer until 1927. In
addition, Sir Warren Fisher held an overall responsibility for co-ordination,
During the same period, there were no fewer than seven Chancellors of the
Exchequer, Of these, only éne, Sir Austen Chamberlain, held office for more
than eighteen months, although Bonar Law had been in office for some time by the
end of the war, and Snowden and Churchill held office for longer periods after
1925, Thus during the years from 1918 to 1925 there was a single Permanent ;
Secretary at the Treasury, and three different financial advisers, all of whom ‘
were career civil servants who had been in the Treasury most of th&ir working
lives, The Chancellors of the period, in contrast, held office for an average
of one year each, and were in the main withoult experience of ths Treasnry,
Bonar Law (December 1916 — January 1919), Horne (:oril 1921 - Ochoker 1922),
Neville Chamberlain (August 1923 — January 1924), Snowden {Jarc.ry 1924 -
October 1924) and Churchill (Novembsy 1924 onwards) had never served in the

Treasury before; Baldwin (Cctober 1922 ~ August 1923) had previously been

" Financial Secretary to the Treasury from 1916 to 1920, and Sir Austen Chamberlain

(Januafy 1919 .- April 1921) had previously been Chancellor from 1903 to 1906,

Morsover, while Bonar Law, Churchill and Sir Austen Chamberlain were already

o ———

Te P.R.D., T,171/155, Fisher to Lloyd George, 3 Sep., 1919.
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senior Ministers when they went to the Treasury, for Nevi lle Chamberlain and
Snowden it was their first experience of an office of Cabinet rank, and Horne
and Baldwin had not previously been prominent I\4inisters.‘| Thus the periocd
1918-1925 was one in which the Chancellors were often inexperienced, and always
short-term appointments; while the officials were career civil servants with both
wide experience and security of tenure, and provided the continuity absent at
Ministerial level, We shall now examine in a little more detail the personal-
ities of the men concerned within the Treasury in the formation of economic policy
during our period.

The civil servant in charge of the Finance sideé of the Treasury until
autumn, 1919, then, was Sir John Bradbury. He entered the Treésury straight
from Cambridge, and followed the traditional Treasury career of a bright young
man by becoming private secretary to Asquith when he was made Chancellor in 1905.
By 1908, when he was 36, he had become head of one of the six pre-war divisions
of ‘the Treasury., He helped Lloyd George to frame his Budget of 1909, and in
1911 became one of the first Insurance Commissioners, while retaining his post
at the Treasury. In 1913, he became joint Permanent Secretary, until 1919,
when he went to the Reparations Commission, He remained in that post until
1926, when he retired. His chief claim to public fame came from his designs for
small currency notes at the outbreak of the war; these nctes, knoun as 'Bradburys?,

made Sir John'!s name a household word,2

1. A,J.P. Taylor, English History 1914-1945 (Oxford: Clarendon Press, 1965),
pp. 640~5. The term 'orthodox' is used frequently in this work to describe
the opinions held by the majority of men in high positions in the City and in
public life during the period following the First World War. The ideas and
views of Sir John Bradbury were so typical of those of other men in these
spheres that his opinions have been taken as embodying the orthodoxy of the
period, and thus for a definition of the term 'orthodox' for the purpose of
this work the description of Sir John Bradbury's views on pp.88-90 should
be consulted.

2. Dictionary of National Biography (London: 0.U.P., 1959), Supplementary
volume for 1941-50, pp. 98-9.
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The picture of Sir John Bradbury which emerges from the Treasury files and
from the evidence submitted by him to various Committees is of a man whose
opinions are typical of many men at the Treasury and in the City during our periocd,
so that in some sense he embodies the financial orthodoxy of the day. Bradbury
believed first and foremost that the Gold Standard was the most important element
in Britain's success both in international finance and in business during ths
pre-war period., He believed also that the way in which the money market and the
other institutions of the City of London had been run before the war was the bhest
way in which they could be run and that these institutions and mechanisms,
including an effective Bank.Ratéiand a powerful.aﬁd independant Bank of FEngland,
were essential to the prosperity of business irn this country and abroad, and
thus to the economic life of the nation., Implicit in these judgements was a

laissez~faire view of the economic functions of the State, and he therefore felt

that it weuld be an inestimable benefit to the economic prosperity of the nation
if the Government were to withdraw as quickly..as possible from those spheres of
economic activity which it had been cbliged by the exigenszies of war to enter,
and not to take a more active part in the operations of the money market than was
made necessary by the need to manage efficiently‘the great load of government
debtm1 He was an implacable enemy of inflation, and tended to adhsre to the
classical economic views about the necessity for redushions in wages in times

of depression, in order to bring costs and prices down, and thwus stimulate

&
demand,

Sir John seems to have combined a rigid personal honesty with considerabls

1, P.R.0., T.160/197/7528/01/2, Second Draft Repcrt of the Commithee on the
Currency and Bank of England Note Issues (the Bradbury Committee) and Sir
John Bradbury's proposed amendments, Sep., 1924.

P.R.0., T,185/1, minutes of evidence of the Commitiee on Currency and
Foreign Exchange after the War (the Cunliffe Committee), 3rd meeting,
Feb. 1918, and 9th meeting, March 1919,
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their iategrity in this connection in the face of political temptations. . Keynes
has related a revealing incident, from the period just before the Americans entered
the war in 1917, when British credit in New York had reached its nadir:

"Chalmers and Bradbury never fully confessed to Ministers the full
extent of our extremity when it was actunally upon us, though they

had of course warned them, fully but unavailingly, months beforehand

of what was coming, This was becaise they feared that 1f they
emphasised the real position, the policy of the peg might be abandoned,
which they thought would be disastrous. They had been brought up in
the doctrine that in a run one must pay out one's gold reserve to the
last bean...I recall an historic occasion a day or two affer the
formation of the second coalition government at the end of 1916,

The position was very bad. We in the Treasury were all convinced

that the only hope was to pay out and trust that the drain wonld
suddenly dry up as it had on previous occasions, But we had ne -
confidence in the-understanding of Ministers. Chalmers went,..to
report to the newly-formed War Cabinet., 'Well, Chalmers, what is

the news?' said the goat [Lloyd George}. !'Splendid!, Chalmers replied
in hie high quavering voice, 'two days ago we had to pay out $20 million;
the next day it was $10 million; and yesterday it was only %5 million,!
He did not add that a continuance of this rate for a week would clean
us out completely, and that we considered an average of 2 million
very heavy. I waited nervously in his roeom, until the old fox came
back triumphant,"]

Acezording to the official minutes of that Cabinet meeting,

"Sir Robert Chalmers,..{was] able to corgratnlate the War Cabiret on

the fact that the amount required daily had drepped in the last tws

days from 17 million dollars - first to 8 million and then to 4 million

dollars,"?

Mnother incident in which Bradbury's distrust of ministerial integrify is
evident occurred over the return to the Gold Standard., In his account of the
famous dinner party at which Churchill invited Bradhury and Niemeyer to argue
the matter out with Keynes and McKenna, Grigg reports:

"Bradbury made a great point of the fact that the Gold Standard was

knave-proof, It could not be rigged for pcolitical or even more

unworthy reasons, It would prevent our living in a fool's paradise
of false prosperity..."

Te J.M. Keynes, Activities 1914-1919: The Treasury and Versailles (London:
Macmillan and Co., 1971), Gollected Writings of John Maynard Keynes XVI,
ed, E., Johnson, p. 211,

P.R.0., Cab, 23/1, 9 Decs, 1916, aqioted in Keynes, gp.cit., p. 212,
Grigg, Prejudice and Judgement, p. 183.
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On a mcre personal level, Bradbury, despits his rather narrow and rigid
cublcok, seems to have been admired .and respected by his centemporaries, One
eolleague deseribes him asué.typicai“produet of Manchester Grammar Scheol, a
shrewd Lancastrian, proud of his origins and retaining his lLancashire accsnt,
popﬁlar in the City and with many connections there.,1

Another colleague, Sir Andrew MacFadyean, who was Secretary to the British
Delegation to the Reparations Commission.while'Bradbury,wés British Representative
on the Commission, has left a fuller portréit of the man, which adds valuable
colour to the two-dimensional picture which emergeﬁ'fpp@ the files:

"Within his own province he had, as Keynes had, a mind like a razor blade,
but relatively his province was a narrow -cne, . I think he loved rhetoric,
I doubt if he cared much about literature in general, and I am sure he
knew nothing about art. He was one of the world's worst bridge players,
and an even worse driver! He was an introvert, and therefore self..centred.
He was quite passionately fair, and nobedy and nothing weuld have induced
him to sacrifice a point of principle., He was, as he abundantly proved
in the Reparations Commission, .2 born debater. Two remarks.which he made
will suffice as examples, MWhen the.Germans were adjudged to be in default
over timber deliveries, which .led to the occupation of the Ruhr, he
denounced the decision with the scathing cbservation that history recorded
no similar use of timber since Troy fell to the stratagem of the woodsn
horse., On another occasion, when the Commission seemsd glow to give the
Germans what the Treaty. accorded them 'a just cpportority of being heard?,
he remindsd his colleagues that this was different from ‘an opporiunity
of' just being heard'....He was an inveterate cigarette smoker,..On
retiremeat from official duties he was elected a direchtor of The Imperial
Tobacco Co., presumably, as Keynes said, as their largest customer.

I do not think he liked foreigners; they were all 1foreign bodies?
to him, though I hasten to add that he never allowed that to defleet his
judgement,..He was capable of flying into a rage. and once stalked ou®
of a meeting of the Reparations] Commission...He quite rightly regarded
his function as largely judicial and was unwilling tc accept orders from
the Treasury or even the Chancellor of the Exchequer, One result was
that a letter of resignation was permanently domiciled ir his breast
pocket; the grenade never quite went off! The conclusion of the whole
matter is that he was a very human person, a delight to work with or for, .. "2

Sir John left the Treasury in October 1919, but thresghout his term as British
representative on the Reparations Commissior he was in fairly elose touch with his

ergtwhile colleagues at the Treasury. When Philip Snowden, who was then Chancel lor,

1o Private information to the author,
2, MacFadyean, Recollected in Tranquillityvy, pp. 74~5.
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set up a Committee in the summer of 1924 to examine the Cunliffe Report in the
light of ensuing experience, Bradbury became a member, and when Sir Austen
Chamberlain became a member of the new Conservative Government in December 1924,
Bradbury took over from him as Chairman. It seems that the extent to which the
Report of this Committee echoed the original recommendations of the Cunliffe
Committee was in part duc to the influence of Bradbury himself‘.‘I There seems
little doubt that he was among the leaders of the body of men in the financial
and business world who felt, as did Montagu Norman, that their best hope was in

"saving Britain by trying first to save the worlda”z__, - ©o-

When Bradbury left the Treasury he was succeeded by a man of rather different
stamp, Basil Blackett., His early history was similar to Bradbury's, as to dozens
of other able civil servants of his time and later. He too entered the Treasury
straight from.Cambridge, where he had taken.a First in Classics.i He had
originally intended to enter the Indian Civil Service, but on coming top in the
Civil Service examinations in 1904, he opted for the Treasury instead. He retained
his interest in India, and was Secretary to the Royal Commission on Indian Currency
in 1913-1914, He went to the United States during the war, and was finally British

3

Treasury representative in Washington from 1917 to 1979.” His experiences in
America, combined with a love of Germany which began while on heliday from
Marlborough in his teens, and ended with his death there ir a car aceident in
1936, may have contributed to the formation of his ideas about reparation and
the inter--Allied debt, which came to the fore in 1920°4

During his time at the Treasury Blackett was on the whole an orthodox

adviser tc his Chancellors, but he tended to err on the side of caution in such

matters as deflation in a way which neither his predecessor nor his successor did.

D. Moggridge, The Return to Gold (Cambridge: C.U.P., 1969), pp. 33-4.
A, Boyle, Montagu Norman (Londen: Cassell and Co., 1967), p. 143.
Dictionary of National Biography, 1931-40, pp. 83-84.

See below, pp. 216-222.
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In his evidence G0 the Select Committee on War Wealth in 1920, he made it apparent
that while he believed that the National Debt should be reduced as quickly as
possible, due consideration should be paid to the dangers of deflating o0 fast.,1
In most ways, however, his views were.aiQng the same lines as those of his
colleagues; the difference was one of. emphasis rather than of coﬁtent, Blackett
.céftaifnly did not have any prote-Koynsian ideas on balancing budgets at this time.
Typical of his opinions in this .matter is a memorandum written in 1922 in
reply to a suggestion by the Miﬁister of Health, Sif”Alfréd Mona, that the
Chancellor should present .a deficit Budget in ordgr to be able to_reduce taxation,
and thus stimuléte invéstment° ihe idea-of reducing taxation to increase
consumption per se had not as yet apparently occurred to anyone, so Blackett's
reply must be seen simply.as a rebuttal of Mond's .suggestion, not of budgeting
for a deficit in general, -although the tong of . Blackett's reply indicéies that
he deplored the idea in principle .as well,2 Blackett deplored Mond's idea on the
grounds that experience had shown, and all men of sense .agreed, that this was the
way to financial ruin. Britain, in company with the United States and Japan, had
steadily reduced its government debt in the period immediately before the war; no
other country had done so. It was no coincidence in his view that these three
countries were the only ones to emerge from the war with their financial structures
nngeathed, In addition, at every international gathering sinse the war, Britain
had advocated strongly the necessity of every country's balancing its budget as
soon as possible; it would be a tremendous shock to world confidence for Britain
to fail to balance her own budget. The same applied at the private business level;f
the effect on confidence in the Gity would be disastrous. Furthermere, it was not |
a shortage of capital for investment purposes that was in fact the trouble at that

ﬂime;,Blackett gtressed that the problem was one of a lack of security for good

1., House of Commong Papers. 1920 (London: H.M.S.0., 1920), No. 102, p.98, Q.1546.
2. P.R.0., T.171/202, memo. by Blackett, 24 Mar., 1922,
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ihvestments, because.of'the disorganisapion of induétry iﬁ Europe and the lack
of demand by people on the Continent for our g‘oods_.,’1

| Thus on matiters of internal finance Blackett tended to.advise in orthodox
vein, In international matters, his opinions were less conventional, in one
particular area, that of our.attitude tpfthe,Américan.debt\and to thé debts owed
us by the cther Alides, his ideaS-were(unconventional to a surprising degreenA
They were also politically unpopular,. and failed to gain acgepﬁance°2‘ But
Blackett's ideas in this sphere show hiﬁ to\be.a mapuof imagiﬁation, and a man
w1lllng to adapt hlS 1deas to . changes in c1reumstance, his-solution to-the debt
problem had .an air of vcuttlng the Gordian knet! about it,. not perhaps the sort
of»idea which one would expect as a prgduct of .a lTreasury mind',

Blacket? mads as favourable ah impression on.most of his contemporaries
as pn the reader pf his writtén work; rSiriRalph.Hawtrey‘found him more'receptive
'of-Hawtrey‘s ideas abeut the domesticAeconomy,than some of his colleagues,
Blackett was one.of the three men whom.Sir .Ralph mosf admiredlamong his colleagues
at»fhérTxeasury, the others being~Bradbury and Frederick (later Sir Frederick)
Phillips,3 One colleague of Blackett's judged him to be both brilliant and
floxibie,” and another described him as

M, . oexceedingly handsome, welcome everywhere, a flowing (broadminded)

handwrltlng quick in deeislon, he seemed to me to make an excellent

head .o .

Léte in 1919, an éxperiment was made in promotihg two members of the Executive
Class to the Administrative Class, one at Assistant Principal level and the other
to Principal, In the opinion of a contemporary, Blackett was responsible for this
innovation, believing that there was no-one else in the Treasury at the time

"with both the desire and the power",6

1o P.R.0., T,171/202, memo, by Blackett, 24 Mar,, 1922.

2, See below, Ch., V, passim,

3. Infcormation given to the author in conversation by Sir Ralph Hawtrey.
4o Private informatior to the author.

5. Ibid.
6. Ibid.
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Thus Blackett seems to have been .z man of great brilliance and originality,
both suceessful within the establishment and yet with sufficient independence to
pursue and hold his own views, even when they were unorthodox. In 1922, Blackett
léft the Treasury tc go to India, where he served for six years on the Viceroy's
Council as Finance Member., While there, he implemented a series of major reforms,
which included setting the country's railways on .a sound finaneial footing,
concentrating debt charges into a statutory.sinking fund, .and bringing the
provinecial financial members together for annual conferences. He became Leader

of the Assembly, and restored the rupee to a fixed

in 1928, wﬁere-he was fouﬁdna éqsition in charge of a major international company,
and was sponsored by Montagu Normén.as a Director of the Bank of England., He had
of course by this time left the Treasury, and when.the_great financial crisis of
1931 came, he was free to express.and develop his own ideas, independent of the
restrictions of official duties, --A 1lifelong friend of Keynes, he now became a
champion of the Keynsian cause, of deficit budgeting during depressions, and of

planned money, a subject on which he published a hook, Planned Monez.1

When Blackett left for India in 1922, he was succeeded by his Deputy
Controller, Otto (later Sir Otto) Niemeyer.. Niemeyer had also been a career
civil servant all his life, and had entered the Treasury in 1906, He was always
keenly interested in international affairs; he was a member of the Financial
Committee of the League of Nations from 1922 to 1937, and after he left the
Treasury in 1927 to go into commerce, he undertook a number of missions to the
Dominions and to China on finanelal ma,tters,2 The tone of his memoranda is
urcompremisingly orthodox, and he regarded inflation and large volumes of
government debt as inherent evils in much the same way as Sir John Bradbury did,

without Blackett's awareness of the dangers of precipitate action in the economic

1, Sir Basil Blackett, Planned Money (London: Constable and Co., 1932).
2. Who's Who, 1970 (London: Adam and Charles Black, 1970), pp. R294-5.
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sphere, He tended to feel the forces urging governments in the direction of

too great expenditure-and too little control over that expenditure to be so great
that a Treasury man must do .all he can to bring inf1uence to bear on the other
side,

One of the most contentious economic problems of the inter-war years was
that of the relief of unemployment, In.the autumn of 1921,vNiemeyerrwrote‘a
memorandum on present.and future financial policy which contains a whole-hearted
advocacy of the traditional=attitude to the p:obiém, Thefbudget'must be balanced,
in order that no inflation .shall oceur; this is_desirable for its own sake, but-
also bécause if iﬁflation occurs, prices in”Britain.will rise relative to those
in other countries, and British exports will be placed in a bad competitive
position vis-a~vis other exporting countries,

", ..1f British trade is fo compete in the markets of the world the

prices of British goods must come down. .This. in effect means that

the wages of British labour must come down....Experience has shown

that the earnings of British industry are not sufficient to pay the

present scale of wages all round, OConsequently if present wages are

to be maintained a certain fraction of the population must go without

wages, The practical manifestation of which {sic] is unemploymen R
He went‘on to point out that there was a tendency in America at that time towards
inflation, and that if this.Continued”it-wduld help lessen the amount by which
deflation would have to occur in thié country for the two curfencies to ke brought
back to their pre-war relationship.

Niemeyer then turned to the problem of financing the relief of unemployment,
while the transition to lower wages .and fuller employment which he hoped to see
oceurred. He did not regard it as a practical possibility that the Government
could raise more revenue by taxation or by.long-term loans; therefore any help

that could be given would have to be found by recourse to Ways and Means advances,

with the accempanying dangers of inflation, Some help would have to be given to

1. P.R.0., T.,172/1208, memo., by Niemeyer, para. iv; undated, but internal
evidence suggests that it was written in October; 1921.
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the unempioyed; but any help would be likely'to'encourage‘inflation because of
the means by which the Government would have to_raise. the ﬁonéy, and so the
assistance should be as small as possible.

‘"It is obvious that certain minimum assistance must be _given to the
unemployed to prevent starwvation; but .for the ultimate solution of
the unemployment problem it is essential that this assistance should
be kept to a minimum...Ambitious schemes of expenditure of credits
can only intensify the evils of unemployment by maintaining wages
and prices and making its ultimate remedy more difficult.

Indeed the best assistance which the State can give to unem-
ployment (apart from the minimum to prevent starvation) is (1) to
reduce its expenditure and (2) to repay its debts."]

Furtherfore, it was,>adcofaihéfﬂg‘Nieméyer,rmuch better from the economic point
of view for relief of unemployment to be given by the Poor Law Guardians than
by the State.

"It is sometimes urged that relief of unemployment this winter will

cost £100 million and that the State. might just as well make that

£100 million available itself, But there is.all the difference in

the world between relief given by the Guardians and an equivalent

expenditure by the State, The Guardians borrow temporarily,

ultimately, from the rates.and the effect of their expenditure is to

foree ratepayers to save. The State is in a far less effective

position to enforce such savings...if the State were to provide the

money it would inevitably come frem the creation of artificial credit

and not from savings,"?
The correct remedies for the unemployment situation were therefore, according to
Niemeyer, the traditional ones: balanced budgets, repayment of debt, reduced
government expenditure, increased private savings., His advice to the Chancellor
continued to be along these lines throughout his time.at the Treasury, and he
remained deeply concerned with the prcblems of debt re.pa,ymente3

Niemeyer impressed his contemporaries as being essentially a rigid and
inflexible man, though just and humane too., One colleague, whose appointment

to a Private Secretary post, with an appropriate salary allowance, had to be

blocked because the work on which he was engaged was too important for him to

10 P.R.0., T,172/1208, memo. by Niemeyer, para. vi; undated, but internal
evidence suggests that it was written in October, 1921,

2. Ibid.

3. See, for example, P.R.0., T.171/196, memo. by Niemeyer on Permanent Debt
Charge, 11 Feb,, 1922, and another on the undesirability of abolishing the
Sinking Fund in P.R.0., T.171/205, 22 Apr., 1922.
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respects to Neville Chamberlain,

\JQ\U1§4UJAI—*

leave i1t, found that Niemeyer had arranged for him to receive, for the time being,
an allowance equivalent to that which he would. have received had the move taken

pla,c_e.1 Grigg, who was fervently in favour of the Gold Standard, wondered whether

the 1931 crisis would have pushed us off it if "the stout-hearted and resourceful

Niemeyer had still been at the,Treasury",Q Hawtrey, however, who was more worried
about the deflationary problems which the efforts to:return to.gold exacerbated,
found Niemeyer rigid, and unimpressed by Hawbrey's forebodings.3 One colleague
summed him up as being both decisive.and obstinate, and likened him in both
4 while _ another deseribed him 'as "a terrific
worker of cutstanding ablllty who was rarely challenged when he had spoken o
flrmly.,_'f5 .. |
For half Niemeyerﬂs time-as Contreller of Finance, the Chancellor of the
Fxchequer was Winston Churehill, -Examples of the stormy nature of their relat-
ionship abound, particolarly over the return to the Gold Standard.6 One interesting
episode occurred during the preparation of the_ Budget of 1925} when Niemeyer was

becoming concerned at the level of the estlmaies of government expepdlture, and

was trying to persuade Churechill of the need to exhort his colleagues to economy.

.He wrote a note to Ghﬁrchlll on the subject which is abrupt and peremptory in tone:

it suggests that there were twec points of principle which would have to be adhered

- to with determination. These were that expenditure must be curtailed, and that no

tax concessions must be given, since there was practically no margin of safety in

- the Estimates. Finally, Niemeyer suggested:

MYou make like' when of fering your.Budget to the Cabinet, to demand the
support and collabora,lon of your colleagues in T°eallslng these
propositions, w7

Private information to the author,

Grigg, Prejudice and Judgement, p. 259.

Information given to the author in conversation with Sir Ralph Hawtrey.
Private information te the author.

Ibid. -

P.R.0., T.176/21, Niemeyer to Churchill, 6 Apr., 1925.

Ibid.
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Thus the impression formed both from the written material and from the
evidence of contemporaries! recollections is of a rigid and rather austere man,
efficient and able, who adhered to his own beliefs and opinions to the point of
inflexibility. It is also worth noting that during the years of his tenure of
the Cdntrollership, little written material submitted by his Deputy to the
Chancellor is to be seen on the files; although when Niemeyer himself was Blackettfs
Deputy this is not the case, and there is a good deal of material written by
Niemeyer in the papers of the Chancellor's Office, His three-year partnership
with Blackett seems to hgvg been a fairly harmonious one, since their approaches
and tempera@enﬁs tended to complement one another, and their general principles
were the same. However, one colleague has commented that although the two were
far more often in accord than not, Blackett was not one to hesitate if he wished
to advise a Minister in a different sense from Niemeyer.1

The organisation of the Treasury underwent, as we have seen, a complete
revision in the year following the end of the war, and in October 1919 Sir Warren
Fisher came from the Inland Revenue.to take over the position of Permanent
Secretary to the Treasury. Blackett and Niemeyer served under him, but their
appointments ranked equal in pay and status to that of Permanent Secretaries in
all other Departments, and they were responsible directly to the Chancellor. The
one time at which Fisher seems to have taken a direct and controlling interest
in the financial side of the Treasury'ls work was at the very beginning of his term
of office, during the great economy campaign of 1919, which we sghall be examining
in detall later,2 From his actions at this time it is apparent that in so far
as he concerned himself with financial.affairs he was as rigidly orthodox as
Niemeyer, and held a nineteenth-century civil servant's view of government expend-

iture. Addison was not alone among Ministers in his complaints to the Prime Minister

1. Private information to the author,
2., See below, pp. 182-203,
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about the obstructive attitude of Treasury officials in this respect, as Lloyd
George's papers show.1

Despite his general lack of interest in the details of the work of the
Finance Department, Fisher does seem to have been consulted verbally by some of
his subordinates on particular issues, An instance of this is the discussion of
the Blackett plan for the solution of the inter~-Allied debt problem in 1920;
Blackett addressed his.draft version of the plan to Fisher, adding the words,
"This is an attempt to put down the conversation we had this.morning.."2 Fisher
duly read the draft and passed.it to .the Chancellor for his comments, But this
was unusﬁal; the bulk of the written material submitted by the Contreller to the
Chancellor was addressed to him direct,

It may not be an accident that the instance given was one in the field of
foreign affairs, in which Fisher had a_profound .and.lifelong interest. He was
a strong believer in the merits of the Gold Standard,.and Lord Francis Williams
has recorded how, in 1931 when a monetary crisis seemed imminent, he was rash
enough to .suggest to Fisher that Britain mighf be forced to leave the Gold Standard.
Figher replied: |

"To suggest that we should leave the gold .standard is an affront not

only to the national honour but also to the persenal honour of every

man and woman in the country. n3

Fisher was on excellent terms with Baldwiﬁ, having got to know him well
during his long reriod as Financial Secretary; in view of Fisher's own rather
autocratic nature, it may be significant that Baldwin was at that time most
unwilling to take decisions on his own, without the support and advice of others.4

After Baldwin became Prime Minister, he still saw and corresponded with him

frequently, and on at least tﬁo occasions disregarded all official and

1. Lloyd George Papers, F/1/5/9, Addison to Lloyd George, 27 Feb., 1919;
see above, p. 32.

2. P.R.0., Cab,24/97, C.P.584, Blackett to Fisher, 12 Feb., 1920.

3. Lord Francis Williams, A Pattern of Rulers (London: Longmans, Green and GCo.,
1965), pp. 111-2, '

4o See below, p. 68,
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parliamentary conventions to bring certain pecadilloes of Churchill, his Chancellor,
to Baldwin's attention., During the preparation of the 1925 Budget, Fisher wrote to
Baldwir enclosing a copy of a memorandum by Niemeyer on the subject of the 0ld
Sinking Fund:

"The occasion for its [}he,memoﬁéj preparation is the oft~repeated

threat (not so far however made in my presence) by Winston that in

spite of everyone he is going to seize and divert from debt

redemption any surplus there may be on the present year 1924-5,...when

the time comes I am going to tell Winston in my own language what T

think about it,"! ,

On the whole, however, it seems from the evidence of colleagues that Fisher
~was more likely to intervens .in .a finance question to proteet the Chancellor-
from the importunazy of his officia;s3 rather than the reverse; he tended to
maintain the rather aloof, Olympian atiitude which. has been described, and'only
to descend on an issue, as he did over the Economy Campaign, when particular
preésures made it necsssary. Fisher .always received a copy of material from
Finance which went direct to the Chanceller, .and he would intervene if he thought
Treasury advice was tendimg to push the Chancellior in£o~avcorner, especially in
terms of the political aspects of issues, or if the Chancellor was uneasy_abéut
Treasury advice.,2

Befofe_he went té’the Inland Revenue, Fisher had been a brbminent member
of the Insurance Commission;>indeed5 this was Where he imaae his name!, ag did
many of his conteﬁporaries in that forcinguhoﬁse of official talents. But after
he went to the Treasury he ceased to be such an innovator, and concentrated on
conselidating ths work of the newly-formed Establiishments Department. It was
Fisher who, after one or two disappointing entrants into the Treasury through the
normal examination channel in the late 20's, deecided on a change of policy in this

respect (he is reputed to have sald "no more firéts") and initiated the practice of

taking new Treasury recruits from among the best juniors in other Departments,3

1. Baldwin Papers, Vul.3, D/Z[jg Fisher to Baldwin, 13 Mar,, 1925; see also
P.R.Q., T,176/21, Fisher to Baldwin, 25 May, 1925,

2., Private information to the author.

3, 1Ibid,
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'Fisher was thus, like.Niemeyersuaﬂman of rigid .and ofthodox miﬁd, but wigﬁﬂ
these qualities compcunded by.a somewhat autocratic attitude; one colleague has
COmmeﬁted that he was‘a,man'who,was<concerned,thatnbtherskshould observe the forms
and protocol tewards him, but who felt able to disregard these formalities himself
in the treabtment of'others,1 However, with rare exceptions; he was during our
period ooncgrned‘primari;y with.Establishﬁents work, . and not‘ﬁiﬁh Finanece,

Ameng the changes m?@e.in the.ﬁ919.reorganisatidn was'thé appointment of
Ralph, later Sir Raipﬂ Hawﬁfey as Director of Financial Inquiries. Sir Ralph

had joined the Treasury in 1904, having sbentwa year on .the Staﬁf of the Admiralty

after léaving Cé.rr_lbridgeo2 Hawtrey's poéition seems to.have been essentially a

research post, and there .are.a number of memoranda in the Treasury files, some

of which will be referred to la.ter.3 While ‘at the Treasury Hawtrey wrote a

considerable amount on economic. and fimancial topies, and much of his work
consisted . in prepounding.a belief in the monetary theory of the trade cyecle as
a fundamental principle of economics, This being so, he was a staunch defender
of the 'Treasury view'! of p:blic Qorks,as unnecessary, irrelevant and possibly
even harmful in reducing unexﬁployme_nt°

" eoexpenditure on public works, if accempaniéd by a creation of
credit, will give employment. But...a creation of credit unaccompanied
by any expenditvre on public works .would be equally effective in giving
employment. ; ' o

The public works .are merely.a piece of ritual, convenient to
people who want to be able to say that they are doing something, but
otherwise irrelevant, To stimnlate an expansion of credit is usually
only too easy. To resert for the purpese to the construction of
expensive public works is to burn the house down for the sake of the
roast pig."4

Hawtrey regarded the unemployment problem as essentially subsidiary to the

phengmenon’of'the_trade cycle, and he was a firm believer in the Gold Standard.

1. Private information to the author,

2, MWho's Who, 1970, pp. R2294-5.

3. See below, pp. 3o, 3U, 317,

4o R.G. Hawtrey, Trade and Credit (London: Longmans, Green and Co., 1928), p.112,
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"The problem of uremployment, as we knew it before the war, is the
problem of the trade cycle.....The troe solution of the preblem is to
be found in the stabilisation of prices,..in my opinion the trade
cycle can be eliminated, or.-at any rate so reduced in extent as to
avoid epidemics of unemployment, without any departure from the
gold standard, provided the banking authorities of the different
gold standard countries co-operate for that object.

Even without this refinement, a gold standard is an
approximation to stability.!"!

In later years, Hawtrey came to have doubts abeut the wisdom of deflation,
and criticised the monétary-policy of the period.2 Immediately after the war,
however, Hawtrey was with his_colleagues strongly in favour of measures to curb
inflatidn, and with them advocaﬁedﬂa rise in the Bank Rate in the spring of
1920,3 Indeed, he adduced.a_fﬁrthérmargﬁﬁént té éhaﬁ of tge»gfhérqggficials,
suggesting that because the attractions of fixed-interest bearing securities
tended to be lessened by inflation and enhanced in periods of deflation, dear
money would thus make the .problem of.fundiﬁg.the short-term debt easler,

‘ﬁ,w,for the success of. fubture funding loans deflationary measures

are essential. And every week that such measures are deferred makes

the evils to be cured gr'eafuer,"4
In additioh, Hawtrey Suggested»thattthe disadvantage of dear money to the Treasury,
that it raised the price thevdovernment would have to pay for loans, was very much
a short-term problem, since interest rates would not have to be maintained at a
penal level for very long, By the spring of 1923, Hawtrey felt that the deflat-
ionary process ha&lgone on leng enough,-an& that further deflation should be
avoided_,5 but by then the Bank Rate had come down to 3%,6 the floating debt had
been reduced by one-third frem its 1920 peak97 and the rigorous deflation of

the early twenties was over, However, from this time on Hawtrey maintained his

~a
°

R.G. Hawtrey, Trade and Credit (London: Longmans, Green and Co., 1928),pp.78,80.

2. K. Hancock, "Unemployment and the Econcmists in the 1920s", Economica XXXVII
(1960), p.309.

3. P.R.O., T,172/1384, "Cheap or Dear Money", memc. by Hawtrey, 4 Feb,, 1920,

4o Ibid.

5. P.R.0., T,176/5, memo. by Hawtrey, 5 Mar,, 1923,

6. -See below, Statistical Appendix, Table 2,

7. Ibid., Table 3.
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stand against deflation, and cortinued to argue this in harness with a belief
in the Gold Standard. His views.are well summarised by a paséage from a memorandum
written in March 1923:

(1) We must avoid any further deflation, and with a ﬁiew to the

" early absorption of our unemployed a moderate degree of inflation,

such as has been experienced in the last twelve months in America,

would be des:rable, : 1

(2) We must restore sterllng t0 its. gold par as soon .ag p0881ble i
Hawtrey reaﬂlsed that these twin objectives could hardly be reallsed without
co-operation frem other countriés,gand"particularly from.America; this acceptance
of the need for joint achtion was one of the prime factors-in the preparation of
the Currency Resoluticns for the Economic Conference at Genoa in 1922, in which
Hawtrey tbok a leading part., The..acceptance of these proposals, which called
for a return throughopﬁ,Europe to balanced budgets and stable currencies,
including a return to the Gold Standard in every country as soon as was feagible,
at the pre-war parity if humanly possible, was at that time regarded as a major
step forward in the reccnstruction of Europe, and as some compensation for the
failure of the Conference irn most other rereotsoz

During the discussions over the return to the Gold Standard in the spring
of 1925, Hawlrey maintaired this attitude, but to no avail, In his reply to
Churchill's "exercise!, bg'méds it clear that he felt that a rise in Bank Rate
would not be necessary to a restcration of the Gold Standard, and. would be
damaging to the internal economy:

'"No aclbive measures al all need bs taken, It is to be hoped that

the exffhange will come to par of itself., If it does not, a credit

contraction is still undesirable, We should be prepared, if

neecessary, to export gold in case of a threatened reaction after

par has been reached,..lf the gold exports are insufficient, it
would be better to let sterling fall to a disceount E}han to raise

Bank Ratel.
1o P.R.0., T,176/5, memc. by Hawtrey, 5 Mar., 1923.
2. See P.R.O., T 172/246, Cab, 31/1.
30 P.R.0., T.172/1499B, memc. by Hawtrey, 2 Feb., 1925,
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However, Hawtrey's advice on this point, although apparently in agreement with.
Churchill’s own opinions, was ignored by Norman, as was his prerogative at that
timeo1 Hawtrey has told how

", ..on the 6th March Bank Rate was put up to 5. On that day I

encountered Montagu Norman in Niemeyer's room at the Treasury,

-Norman said he had become something of .a popular. character in

the City, for the price of wheat had.fallen, What he said I do

not remember, but it breathed reproaches, .and I fear I had

sacrificed the goodwill formerly gained by my advocacy of dear

money., "<

Hawtrey's general role in the Treasury is a little difficult to establish,
.‘partly bezause 1t was a pérsonal oné, in the sense that no other man before or
since ever held that preéise.postb but.partly also because his role seems to have
changed over the years, .The impression one.gains is that from the time Bradbury
made the appointment in 1919 until Blackett's departure in 1922, Hawtrey tended
to be consulted as a matter of course; during Niemeyer's term as Contreller his
- influerce waned, .and by the 1930s his membranda,ﬁended to be volunteered, or else
"reqiiested as an afterthought., Bub it is difficult to find concrete evidence for
thiso3 It is certainly traoe that whereas there is a good deal of Hawtrey material
in the generél files in the early 'twenties, much of the material he wrote in
Niemeyer!s time went into Niemeyer's own private papers, and since in many cases

it is what appears to be the top cepy that is filed there,4

it seems legitimate
to surmise»thaﬁ these documents got no further than Niemeyer. It is impossible,
in the absence of Blackett!s papers, to do anything other.than speculate about
this. But apparently Churchill, atuany rate, felt that the Treasury did not make
sufficient use of Hawtrey's powers. Grigg remembers Churchill

"eoodemanding from time to time that the learned man should be released

from the dungeon in which we were said to have immured him, have his

chains struck off and the straw brushed from his hair and clothes and

be admitted to the light and warmth of an argument in the Treasury board
room with the greatest living master of argument°"5

o

Information to the author frem Sir Ralph Hawtrey; Leith-Ross, Money Talks, P.95.
Information to the author from Sir Ralph Hawtrey.

Private information to the author confirms this impression for the later period.
. oee, for example, P.R.0., T,176/13 pt.I, "The Credit Situation", memo. by
Hawtrey with notes by Phillips, 5 Dec., 1925,

. Grigg, Prejudice and Judgement, p. 82.
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However, some of tﬁe Tfeasury,bfficials did make use of Hawtrey's talents
in discussion: notably Frederick (later Sir Frederick) Phillips, who had a
penchant for developing his cwr views by contradiction, and used Hawtrey as a
"chepping block.',1 There is a fascinating example of this in a memorandum
written by Hawtrey in December 1925, -attacking a recent rise in Bank Rate.

The paper is annotated in the margin in Phillips' tiny, spidery writing, and
includes some fairly pithy comments, such.as "this is nonsense" and "bunkum"o2
However, since a rise in Bank Rate.at .a time of falling pfices and high unem-
ployment was perhaps not the best of policies, this episoge gmpgdies an apparent
hardening of Treasufyvéttiﬁudes-éver.théiinflation controﬁersy immediately before
and following the return to.-.gold,. aﬁdit is..perhaps no accident that the waning
of Hawtrey's influence seems to have been.a parallel development,

In the policy-making part of the Treasury functions, the junior officialé,
as we have seen, played little part Some names crop up in the files from time
to tlme, that of Grigg, for 1nsnance, who was throughout most of our period the
Chancelloris Private Secretary,ﬂand whoAhas'written an autobiography, as did
andﬁher man, then a juﬁior posted overségs, who was to become successful and
well-known later in liféa Leith-~Ross. VErnest; later Sir FErnest Rowe-Dutton was
for part of this period in the Home Finance Section, then moved to 2D, the Foreign
Section of Flnance9 from whlch he went as the Treasury Representatlve on the
funding mission to Washington in j923, with Baldwin, Norman and Gr1gg,3 Rowe—Dutton
with Leith-Ross, SDD,'Ciater Sir David) Waley aﬁd Henry (later Sir Henry) Wilson
Smith together provided congiderable continuity in the field of foreign affairs
during the whole inter-war period, during which time they served continually
either in 2D, as Private Secretary to the Chancellor, or in the Treasury missions

overseas, in capitals such as Berlin; washington and Paris., Phillips is another

1. Private information to the author,

2., See, for example, P.R.0., T.176/13 pt.I. "The Credit Sltua$1on", memo. by
Hawtrey with notes by Phillips, 5 Dec., 1925, L :

3. Grigg, Prejudice and Judgement, p. 98; o
I am informed that Rowe-Dutton kept a diary of this Journey, Whlch has
unfortunately been destroyed

60.




man whose memoranda appear occasionally on the files on technical matters, and
who later rose to high public office, But beyond the bare chronicles of Who's Who
it is very difficult to gain any real knowledge of these men, and virtually all
the officials who served in Finance during our period are no longer alive, Those
that have written autoblographies tend to be more concerned with events than
with people, and it is thus difficult to form much of 2n impression of the younger
men as individuals. However, in view of the fact that as far as one can judge
from all the evidence avallable, the younger men did not play a significant role
in the formation of policy, this is perhaps not a serious difficulty, particularly
because of another aspect of the Treasury environment to which reference will be
made later.1

It would be incomplete to conclude this section with a brief reference
to Montagu Norman, During our period this strange and incomprehensible man was
at the height of his powers., He played a major part in two of the most important
issues in which the Treasury officials were also concerned, namely the returan to
the Gold Standard and the American debt settlement, Like them, he restricted
his activities to what he deemed to be the province of the Bank, and did not
concern himself with the impact of his actions on problems outside his terms of
reference. Norman felt that his principal task was to try to restore normal
financial conditicons in this country and in Burope, which included putting Britain
back on the Gold Standard as soon as possible.

"True to his inherent weakness for never trespassing into territory

for which others were responsible, ¥orman did not worry unduly about

the cost in human misery that migh% result at home if this outward-

looking City policy were counsisbsntly pursued, The pl%ght of the
unemployed was primarily a matter for the Government."

See below, p. 76.

A, Boyle, Montagu Norman, p. 139.

For a sympathetic discussion of Norman's views at this time, see D, Williams,
"Montagu Norman and Banking in the Nineteen-Twenties", Yorkshire Bulletin of
Economic and Social Research XI (1959).
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Norman's relations with the Treasury were excellent, and indeed he must have
come as something of a relief after the bombastic and unpredictable Cunliffe, with
whom, it will be seen, Treasury relations were less than cordial,1 Norman was
also, as far as one can judge, on.good terms with the Chancellors during our
périod; Horne admired and trasted_him,2 Churchill, at any rate in the early part
.of his term of office, was frequently host to Norman,3 and Baldwin, too,‘often

4

invited Norman to his home,” in both cases to.an extent beyond what was required
by convention. Relations between Churchill .and Norman cooled gradually during
Churchill's term of office, partly .because of Churchill's increasing disquiet

over the Gold Standar&; and,pértly.beééuse, as Niemeyer said,
| "Winston will?never realise that he is not Governor of the Bank,.."’
and he was unable to accept the fact that at that time the Bank was an autonomous
institution with independent control over its own discount rate.

These, then, were the principal official experts with whom the Chancellors
in the 'twenties had to deal, It 1s appropriate that we should now examine, in

such detail as is practicable, the personalities. and working methods of these

Chancellors,

The Chancellors

The Chancellors wheom this group of men advised during the period urder review
were on the whole inexperienced .and in office for a very short time, By the end
of our period, only three of fhe‘seven men who served as Chancellor during that
- time had held office for mofe than eleven months; of those three, Bonar Law,

Sir Austen Chamberlain.and Horne, only Chamberlain had previously served as

Chancellor, Bonar Law was the first of the Chancellors of our period; he held

1. See below, pp. 86-87.

‘2. Boyle, Montagu Norman, p. 150.

3. Ibid.

4o Chartwell Papers, File 18/2, Churchill to Baldwin, 12 Dec., 1924; quoted in
Moggridge, The Return to_Gold, p. 40.

5. Leith-Ross, Money Talks, p. 95
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office from December 1916 to January 1919, but during that time he was also a
member of the War Cabinet, and thus was much pre-occupied with problems |
concerned with the military and strategic direction of the war. He left the
Treasury well before thé "bonfire of controls! became intense, but there is little
to suggest that things wonld have been otherwise had he stayed; for Bopar Law,
according to his biographer, -

"eooheld the view, unfashionable today, that there exists a wide

field of human activity in which Government intervention does no
good and may only make matters worse,!!

Bonar Law was sucqeeded,bnyir Austen Chamberlain, who -held the Chaﬁcéilofsﬁip
from Janﬁaryvi91§ ﬁntil April 1921, and thus covers a larger part of our period
than any other Chancellor. .Chamberlain's chief characteristic seems to have been
his complete honesty: .and it.is.an.interesting comment on the House of Commons
of 1918~1922'£ha$.a£ least one observer, a young backbencher elected during the
latter part of that Parliament, judged him to.be marked out by that quality as
"dating" obviously from an earlier era.

"eoothe most representative.and the .most.attractive of these 'dating?
figures was Austen Chamberlain,...he was already almost alone in his
sense of parliamentary style. If that style inclined a little to the
pompous, so much the better; the House of Cemmens was too august for
Fnsiness statements; it deserved to be treated in the grand manner.

And this grand manner was not just a matter of form; it was the
expression of a very conscious feeling for the essential virtues of
British public life...The sort of integrity we demand from our states-
men is an integration of private with public honour. Austen Chamberlain
was, above all, the embodiment of that integrity. He once sald that his
only conception .of diplomatic negotiabion was to lay his cards on the
table. That is almost a description of his career, the explanatign of
his honourable successes and his still more honourable failures."

This complete integrity is demonstrated in the most revealing way in an
episode‘which is of immediate interest for this study because it appears to be the

only instance during our period of a Chancellor actually changing his mird on an

1, Re Blake, The. Unknown Prime Minister (London: Eyre and Spottiswoode, 1955),
h pa 499«
2, Lord Percy of Newcastle, Some Memories (London: Eyre and Spottiswoode, 1958),
pP. 79, ‘ ’ '
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issue of major importance, because he at first disagreed with his adviser, and
then came to the conclusion that the official was in fact right; this was over the
American debt problem, where Blackett, then Controller of Finance, put forward a
highly original plan for dealing with the preoblem., At first Chamberlain rejected
the advice because he felt that it would antagonise the Americans, but the
arrogant behaviour of the United States Treasury caused him to change his mind,
and he backed Blackett's plan in the .Cabinet. against Lloyd George, then
Prime Minister.1

Chamberlain was followed by Sir Robert Horne, who was Chancellor from .
April 1921 until October 1922, when the ééaiition Governﬁent fell; Chamberlain
moved to the Privy Sealfs Office when he left the Treasury, much to the benefitv
of hié own temper and the detriment of Horne's, .as Thomas Jones, whe was present
at the first Cabinet meetingLafter the reshuffle, recounted in a letter to

Bonar Law:

"I like the new Privy.Seal for the simple reason that he is now much
less overwrought than when.as C. Of Ex, Céié}‘he had daily to oppose
the demands of his profligate cnlleagnes, He is now .almost. gay and
debonair with leisure for a joke and a tale - the one I liked best
being the one about the P.M. (Lloyd Georgel in his inaccurate budget
days using figures *'like adjectives'., A.C. %2lks more in Cabinet
than you did and is less elastic in mind than you appeared to bel
Horne has also changed countenancesg with Chamberlain and can only
smile with difficulty. The coal business, the dread of a budget
speech (now removed), Ephamberlain delivered the speech, which had
largely been prepared before he left the Treasurj] the unfriendly
sallies of Churchill, and too few holidays have united for the moment
to rob the new Chancellor of half his buoyancy and made the miners
take him for a hard-fisted owner,"?

Horne came from a business background, entered the Commons as a Conservative in
the General Election of 1918, and was immediately brought into the Government,
first as Minister of Labour, and then as President of the Board of Trade, before
going to the Treasury in 1921, He was thus much less experienced, both as a

Member of Parliament and as a Minister, than either Bonar Law or Chamberlain had

1. See below, pp.2123-226, 231-23b.
2. Jones, Whitehall Diary, Vol., I. 1916-25, p. 152,
Jones to Bonar Law, 24 Apr., 1921,
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been when he became Chancellor, During the summer of 1921, the demand for
'Economy' was again heard loudly in the Commons and in the Press, and the
business world was even more emphatic.than usual ébqut the need-to reduce
expenditure so as to ease taxatién, in the face of the severs depréssion in
the economy., Grigg commented,

"eoo.Horne showed himself very ready to listen sympathetically to
the difficulties and demands of the trading community. At times,
indeed, T thought that he was too sensitive to their woes and I
daresay I said so, But, with the lamentable results, which the
coal strike was produclng daily before his eyes, the Chancellor
insisted on maklng & number of easements,"

It should not be thought however, that Grlgg s oplnlon of Horne was
generally unfa&ourableﬁ In August 1921, Horne went to Paris for.a meeting ﬁf
the Suprems Gouncil of the League owaations,xénd_Gnigg.accoﬁbanied him, Away
from the prbblems ﬁhat threatened to overwhélm.himvin Britain, Grigg was abie to
fofm a better impression of his master: | |

"Now that the more pressing of his.anxieties were removed, I saw

him in his true light. He.was quick and. intelligent, good-humeured
“and conciliatory, .an extremely competent .advocate, most loyal to his
subordinates. and .appreciative of what they did for hin...Il-suppose

it could be said that hé' liked the good things of the material life -
who doesn't?...He was a novus homo in that he appeared in the Housp

of Commons for thée first time as a Minister of the Crown. .o Eln :
addition to the prejudice which this. arousei],Horne had a slightly
harsh voice which was apt to.give a false. impression of him., But

long before he went to the House of Lords he had bewme a very popular
member of the Commons, not only because the House had come to recognize
his fundamental considerateness, but owing also to his quite unusual
merits as a mimic and a raconteur. I still laugh at his imitation of
Curzon rejecting with contumely the c¢laims to advancement of a certain
politician on the ground that he had married ‘a woman, of colossal
fortune, it is true, but of calamitcus appearancef, "<

Others had a less elevated opinion of Horne:

"Horne was a competent businessman but not a successful Chancellor;
indeed he was really out of his depth in publie finance, and, what is
worse, tended to show it. There is a story that Birkenhead was asked
whether Horne should be replaced, and Birkenhead replied, 'T don't
think it's worthwhile changing asses in mid-stream.'"3

°

Grigg, Prejudice and Judgement, p. 65.
Tbid., p. 72.
. Leith-Ross, Money Talks, p. 81.
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One last point of note about Horne concerns his relationship with the
Goverunor of the Bank of England, which was excellent., Norman's biographer
refers to

"Sir Robert Herne, a fairly malleable character, whose docile reactions

to the magnetic charm of the Governor resembled those of a favourite

pupil to a benevolent headmaster,.."!
and quotes from a letter wriﬁten_by Horne to Norman in April 1922:

"e.oyou give me such service and such companionship in my tasks that I

daren't tell you all it means to me...l am very grateful to you - and

no less for your friendship than for your counsel.”

The picture that emerges, then, is of .a competent businessman, well-liked
by his fellows, but rather inclined to be overawed by magnetic personalities
like Lloyd George and Montagu Norman, .and without the .capacity or the experience
to make a complete success of the Chancellorship., .Further light on this period
and on Horne's relations with his officials is gained from the events leading up
to the publication of the Balfour Note in 1922, which will be examined later.3

The next Chancellor was Baldwin, who held office in Bonar Law's Ministry
from October 1922 until May 1923, and then combined the office with that of Prime
Minister until August 1923. Baldwin had long had close connections with the
Treasury; he was Bonar Law's Parliamentary Private Secretary from 1916 to 1917,
Financial Secretary to the Treasury from 1917 until 1921, and President of the
Board of Trade from 1921 until 1922. For a few months in 1923, and then from
November 1924 onwards, he was Prime Minister., Thus, except for the period of the
Labour Government, Baldwin was connected with the work of the Treasury to a greater
or a lesser degree throughout our period; Yet, apart from the American debt
settlement, made by Baldwin while he was Chancellor, he seems in fact to have

made 1little impact on the course of economic pelicy in this country during our

period, Two notable facts about Baldwin emerge from ﬁhe biographies and

1. Boyle, Montagu Norman, p. 150.
2. Ibid.
3. See below, pp. 245-254.
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centemporary records: whether they.are connected or not must be a matter for
individual judgement., One is that he was, while at the Treasury, and after,
during his years as Prime Minister, on excellent terms with the Treasury officials;
his friendship with Fisher has already been mentioned as a particular instance,
and he was also on excellent terms with Montagn Norman., Evidence for this
abounds. Norman's biographer records the existence of .a ramblipg club of
Treasury officials, called 'the Tramps'!, who, on weekendé in the latter part of
the "twenties, would meet Baldwin.and Norman at.a convenient pub, and then go to
Baldwin's house to sing madrigals; these gatherings were purely social ores, and
no -1shop' was talked,' |

Fisher was, as we have seen, a firm friend and supporter of Baldwin from
his early Treasury déys, and.was delighﬁedtwhen he became Prime Minister in 1923.
Thomas Jones has recorded his experienceé on the day Baldwin took office:

"ooowe trooped along to No. 11 [the Chancellor‘s residence} to offer

our congratulations, . On the way we ran into Warren Fisher and Boyd

Carpenter on the same errand...We found the new P.M. very self-

conscious in his frock coat, surrounded by his wife and daughters.

'Thank God,' shouted Warren Fisher with the fervour of an Archdeacon."

Fisher retained his cloSeACOntaété with Baldwin;vand continued to keep him
informed on financial matters; some of the letters on the'Treasufy files, and in
Baldwin's private papers, suggest a degree of direct communication, bypaééing
the Chancellor, which'bﬁe_wouldijudge ﬁot ﬁo be in acecrd with nqrmal official
protocol.,3 Other officials, oo, seem to have liked and admired Béldwin; there
is, for instance, a letter in Baldwin's private papers from Sir John Bradbury,
congratulating him on the Budget of 1923, which Bradbury judged.to be a sound cne.
He recommended that Baldwin should pay no heed to criticism from other quarters,
since in his experience a good budget was nearly always unpopular, and a popular

4

“budget nearly always a bad one,

1. Boyle, Montagu Norman, p. 191,

2. Jones, Whitehall Diary, Vol. I. 1916--25, p. 237, entry for 22 May, 1923,
3. See above, p..21,

4, Baldwin Papers, wvol. 159, Bradbury to Baldwin, 19 Apr., 1923,
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The other principal characteristic which is of great interest to us is the
very great difficulty which Baldwin had in coming to a decision on any given matter
without clear direction from others. This seems to have been very pronounced in
his early days; Andrew (later Sir Andrew) MacFadyean, who served under Keynes in
'A' division during the war, has recorded an incident which illustrates this
point:

"I remember Keynes expatiating once on the obvious difficulty Baldwin
had in making up his mind for himself, Tired of making it up for him,
Keynes wrote a memo on a question of some importance which he suggested
Ministers must decide., There were two courses between which a chioice
must be made; the pros and cons .of each course were fully-set-out -and
by no hint did Keynes suggest-which in his. opinion was the better

- course. In .due.time the file reached Baldwin, and when he had read it
he sent for Keynes. For half.an hour the matter was discussed from
every angle until, when Keynes had volunteered no opinion of his own
Baldwin said, 'If you were in my place would you do A or B?' Keynes
was ‘not often beaten, but on that occasion he capitulated!"1

Baldwin was Financial Secretary at this time, but his reputation for being
slow to make decisions remained at least until his appointment to the Premiership.
Thomas Jones, in the diary’entry-élﬁeady,quoted, comments:

At 3.30 to No. 10 [Downlng St and . dls“overed that Stanley Baldwin

had been summoned to. the Palaceoooand was to be the new P.M. .All of

us astonished at the ‘swiftness of his a.scento Six years in offlce,ogA

plain man, domesticated like B.L. {Bonar- Lail fond of books and.music

and walks in the.country.. Nothing.like B.L. ”s brain - much slower and

always eager. to consull one or two others before coming to a decision;

but stands by his decision once taken, "<

It is impossible in the compass of a page or two to sum up adequately the
character of such a complex‘aﬁd injmany ways inknown man, even to his friends,
Grigg, who was on the best of terms with him, comments that‘"mény of those who
knew him best felt there was in him a reserved chamber intoc which they could

n3

never enter, One can only hope to attempt a.glimpse of particular facets of

such a personality which have importance for this study.

1. MacFadyean, Recollected in.TranquillitV; po 63,
2, Jones, Whitehall Diary, Vol, I, 1916-25, p. 237, entry for 22 May, 1923,
3. Grigg, Prejudice and Judgement, p. 107.
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One important aspect was his lack of sureness of touchvin foreign affairs,
One who knew him well at this time,vLordnEustace Percy, has related an incident
in 1928, in which President Coolidge had issued an.ili_mannered statement about
the Anglo-French naval agreement. Percy propoéed sending an explanation of the
facts, rather than a curt: retort; Baldwin replied, "Don't argue with a man who
isn't a gentleman when he loses his tempér,“1.¥Grigg, who.was one of Baidwin‘s
most ardent admirers, has commented: |

"Mr. Baldwin's successes were usually in the domestic sphere, while

his failures were outstandingly in the field of foreign affairs....With
foreigners he was not-at homes He-did not understand them and was
prone to distrust them."< ‘

Other facets of Baldwin's personality, which are closely linked, are
indicated in a significant passage of Percy's, commenting on Baldwin's attitude
to Lloyd George, and his experiences in the Coalition Government :

"eeohe told me how he had sat in that Cabinet as a 'new boy?!; saying
llttle, but - watching what went on, and wonderlng whether the

government of England 'would ever be clean again! o.,E}hls Judgemenﬁ]
affected his whole subsequent attitude to political problems., His
pre-occupation...with the education of the Labour party as the source

of the alternative government of the future, arose from a sense, not
merely of the Labour Party's rawness, but rather of the moral risks

run by all parties in the transition between an old order and a new,

In that connection, his mind played constantly round the halfmmyth of

the 'lost generation' - the idea that.the gradual supersession of age .
by youth, the natural way in which tradition is preserved and transmltted
had been almoest fatally interrupted by the casualiles of” the war,

Indeed, I think that-the chief Grltlblsm that mlght be made of
Baldwin's record is that he tended to measure all problems by their
relation to the integrity of the party which he led,..when later, in
discussing the Indian constitutional problem, he expressed to me his
determination not to allow the Conservative party to be split over
India as the old Liberal party had been split over Ireland, I confess
that, although T agreed with his Indian pelicy, I almost gasped at the
apparent inadequacy of the motive."

Isolationism, an obsession with moral rectitude and with the wellbeing of the .
Congservative Party, and a deep consciousness of the ravages of the war upon the

generation of his juniors: this passage has been quoted af length becanse it

1. Percy, Some Memories, p. 34. .
2, Grigg, Prejudice and Judgement, p. 108,
3. Percy, op. cit., pp. 89-90.
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gymmarises so many of Baldwinls principal qualities. Another writer has seen
elements of the last aspect in Baldwin's 'anonymous' contribution of £120,000
towards the repayment of the National Debt in 1920, suggesting that the gesture
"expresses the rather desperate sacrificial mood in which responsible
men approached the financial situation, a mood in which there was much
anguished talk about Treasury control, ! 7
The implication is clearly that £hose who had had to allow others to suffer for
them in wartime felt a need to atone for their feelings of guilt by voluntarily
undergoing austerity in peacetime,
Certainly Baldwinfs attitudes while at the Treasury accord with this judgement,
and suggest that he was in complete agreement with the official view of public
expenditui’é° For instance, in a baper circulated to the Cabinet in Noveﬁbef 1922,

urging economy and thrift on his colleagues, he asserted:

"Money taken for Government purposes is money taken away from trade
and borrowing will thus tend to depress trade and increase unemployment',"2

Baldwin's period as Chancellor, brief though it was, saw a continuation with
considerable success of the policy of reducing the floating debt; in the ten
months of Baldwin's tenure of office the volume of Treasury bills was reduced
from £735 million to £599, and the total of floating debt from £922 million to
£797 million,3 Thers seems little doubt that this continuing reduetion in
National Debt, as well as being a central part of Treasury policy, was also
in acecordance with Baldwin's own views,

"In the light of Treasury policy at the time, these reductions must

be regarded as considerable success=s, Whether the aims themselves were

best for the economy as a whole 1: =aacther mather, No Chancellor of the

period questioned the assumptions aor did Baldwin assert his indepezdenee,
even if he had wished to, during his short seven months of office.™

1. Roseveare, The Treasury, p. 259,
2. P.R.0., Caby24/140, C.P.4314, note by Baldwin on the necessity for
National Economy, 20 Nov., 1922,
3. E.V. Morgan, British Financial Policy 1914-1925 (London: Macmillen and Co.,
1952), p. 147. |
4o Middlemass, K., and Barnes, J., Baldwin (London: Weidenfeld and
Nicolson, 1969), p. 156.
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The man who followed Baldwin as Chancellor, Neville Chamberlain, was only
in office for five months, and little of note happened during his period as
Chancellor, Grigg served under him during this period,.and .during his second,
much longer term of office as Chancellor was in close contact with him, He
comments:

".eohe was clear-sighted.and competent with perhaps a léaning to

orthodoxy and a dislike of high-flying., He was a pleasant chief

though shy and reserved, so that those who worked for him could

rarely discern the humanity and kindliness that were undoubtedly

there. Sometimes they shone through the cloud...Nevertheless,

reserve was the normal attitude and I am not sure that: it did not

lead to a certain fallibility in his judgement of persons and as

a corollary to a lack of sureness in appraising political

situations."j
Another colleague has commented that on the administrative level, the relationship
between Chamberlain and his officials was "almost perfect, if somewhat soulless¢“2

Neville Chamberlain left the Treasury in .January 1924 wheﬁ, after a General

"Election hastily called by Baldwin on the protection issue, the Labour Partyvformed
a government for the first time., The new Chancellor was Philip Snowden, The
advent of a Labour Government might have been expected to cause some fluttering
in the Treasury dovecotes, but Snowden soon allayed all quaims,

"In the fiscal and financial realm, Goverriment policy was entirely

dominated by Mr, Snowden, This meant that it was more radical than

specialist and pretty orthodox radical at that...New social expend-

iture was on a safe and unflamboyant scale, and both the rather

tiresome outbiddings of the Liberals and the grumbles of the Clyde

about non-fulfilment of pledges were taken philosophically. The

most in the way of rashness Mr. Snowden ever permitted himself was

to accept a private member's motion in principle, while making it

plain that fulfilment must await the appearance of more money."

Snowden's acceptability on a political level was matched by his qualities as an

administrator and a Minister. Grigg describes him as a man of courage, surprising

charm and humour, and complete integrity, and goes on:

1. Grigg, Prejudice and Judgement, p. 119,
2. Private information to the author,
3

o Grigg, op. cit., p. 133,
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"0f all the Ministers I have ever. known, he was easily the. most
popular with the Civil Servants who worked for him, ThlSVlS not

" very surprising. In the first place he was the ideal ‘of what a
Minister should be in that he.gave.a clear lead on all qestions
of pelicy, interfered rareky, if at.all, in matters of adminis-
tration, gave decisions quickly and unequlvocally, and . then
defended his decisions against.all comers with confidence and
vigour - and usually with success. (Civil Servants, in fact,
knew exactly where they were with him and could rely absslutely
on his courage. and good faith to defend his own actions-and
theirs. When there is added.personal ohalm. humour and real
kindliness and, to his subordinates., .gentleness as well as
strength, can 1t be wondered that he is the most beloved of all
the many Ministers I have served or known? "

This description of Snowden .as being beloved .of his Civil Servants is

confirmed by.another-colleagUe,'Wﬁo remémﬁéré'ﬁisAEeiné éoubly welcome on his
return to the Treasury in 1929, firét for his own qualities, ahd secondly as a
contrast to his predecessor: the Snowdeﬁ period.gave.the Treaéufy a chance to
recover from "the turbulent .and unprediétableuWinston Churchill regime which had
defied all normal.a.sseséments,"2 Snowden“s fifst period of office lasted only
until October 1924, to be éucceeded by Churchill, who remained in office until
1929, Quite early in his term of office Thpmas,Jones re@ordéa that "Grigg has
not foﬁnd Winston so malleab;e és Horne or Snowden"3 and there is abundant evidence- N
to suggest that the Churchill period was something of a_traumaticVexperience:fcr

all conqerned° An example is'the diséussions which took,pléce ih'the-months
immediately before the return.to the Gold Standard in 1925, which will ‘be discussed
in detail later. It seems, too, that the problem was not all on ohe side: to begin
with, at least, Churchill was no happier with his new environment than his new
colleagues were with him,

"When I held other offices under the Crown, I could always find out
where I was. Here I'm lost and reduced to groping."

Grigg, Prejudice and Judgement, p. 133.
Private information to the author.

Grigg, op. cit., p. 315,
. Boyle, Montagu Norman, p. 189; recounted to Boyle by Lady Asquith,

°
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)
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Niemeyer's sometimes peremptory attitudéﬂ and Fisherfs habit of going behind
Churchill's back to 'report! to Baldwin must have exacerbated the problems;1 even -
if Churchill was not actually apprised of Fisher's activities, it is hard to
imagine that he can have been totally unaware of his Permaneﬁt Secretary's

attitude.

HoWever, some officials were more.adaptable than otheré, and Grigg soon came
to appreciate the qualities of his new chief, Churchill's wdrking methods were
quite unlike anything Grigg had ever encountered before, and he was allowed a
lattitude of expression that was also something new to the Private. Secretary. -

"Kyinstoﬁ] disliked giving snap decisions on cases stated orally.
Nevertheless, he did indulge in a great deal of personal discussion
during which he could talk hinmself into a knowledge and understanding
of any topic or problem which came before him., The last duty of his
private office at night was to fill a box with the papers and
correspondence which required his direction, so that it could be put

at his bedside with his breakfast when he woke in the morning. In

this he would browse for, say, an hour until a shorthand writer came

to get the results of his ruminations, He would then dictate minutes
on the papers in the box or on anything else which occurred to him -
large or small, grave or gay. The range of his official interests
alone was extraordinary,....The morning minutes were, of course, the
primary agency for airing the ideags, many of them original, some of
them startlingly original, which sprang up in that teeming brain,

They were intended to go to the appropriate branch cr department for
examination and report.. One of. the jobs of the more specifically
Treasury prlvate secretary was. to suggest to his master that not all

of these.were worthy of "serious examination or that to. 1nvest1gate S0
many at the same time would.place .an impossible burden on the officials
concerned, Occasionally I was allowed, after argument, to suppress his
minutes, but more often than not, w1nstor refused to abandon a project
until the department experts had convinced him that it was worthless or
inexpedient., "And quite a number of them were never abandoned but
survived, though perhaps modified considerably, to become part of his
adopted pollcy "2

One can understand, therefore, that the officials must have found Churchill
a soﬁewhat wearing master. Even Grigg was critical of Churchill's lack of

discrimination:

1s  See above, pp. 54~55.
2. Grigg, Prejudice and Judgement, pp. 175-6.
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"I have sometimes thought that his critical faculties stopped short of
his own children, and that the best service those who worked for him
could provide was to ensure that he was given ltime to discover for
himself which were the weaklings among the nffsprlng of his own brain,
This process of Spartan exposure was sometimes a rough one for what he
called the alguazils .as well as for the ideas, and many of my recol-
lections are of heated and even violent arguments with Winston., On
his side, the heat nearly always disappeared the moment the argument
was suspended, and sometimes he showed an unexpechted measure of patience
and placidity with his too persistent servants. On one occasion I
recall having been provoked into retorts which went far beyond the
latitude allowed to equals let alone subordinates, but instead of
getting the sack, as T deserved, all that happened was a somewhat
pained look over the top of his spectacles and the mlldest of exhort-
ations: 'Don't be so controversial, "l .

Grigg goes on to quote another instance, this time of a note written to him by

‘the Chancellor after one“bffthése battles:

"P.d.: Alwayé'bé assured that our friendship.ié proof against all

minor tiffs. But make allowances for the effect of suddenly pulling

me up with a round turn, and forcing me to some measure of se%f—

defence - however mild, 'Cet animal...etc.,' Yours ever, W."
Grigg certainly found such experiences stimulating, but they could be frustrating
too:

"Altogether, nothing can. take away from the gratitude for the frank

and equal intimacy which Winston allowed me. When I say equal, I

mean only that the master did not take advanitage of his position of

authority and that he conceded the utmost freedom of speech. On the

other hand he also exercised the utmost freedom of speech and as he was

a magnificent rhetorician, the servant was very often worsted - sometimes

even when he was right. n3
Despite his affection for Churchill the man, the difficulties which Grigg
experienced with Churchill the administrator and policyamakef are evident 1f one
reads between the lines. A man of indiscriminate enthusiasms, who liked to have
all the arguments for and against a decision put to him at length and if necessary
discussed interminably, and with the ability to debate so effectively that he often
won the argument even when he was, from the officials' point of view, in the wrong,

inconsistent, turbulent, and fond of rhetoric: such a man can hardly expect to be

well regarded by the average civil servant with a job to do.

1. Grigg. Prejudice and Judgement, p., 176,
2., 1Ibid.
3. Ibid., p. 177.
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One last comment by Grigg will suffice both to conelude our brief look at
Churchill's behaviour in office, and our survey of the Chancellors in general.
Grigg served as Private Secretary to all the Chancellors of our period except
Bonar Law and Austen Chamberlain; looking back over this time he comments:

"L notice that, with Winston's advent, the character. of my recollections

changes, Instead of being centred mainly on events and eonly second-

arily on persons, I find them clustered round a single dominating
personality." -

This is hardly surprising, but it lends some support to the supposition that

during our period the Chancellors sucéeeded one another in such baffling rapidity

thgﬁ the continuity provided by the officialé_beéé&é unusually

important, énd that Churchill, who only took office five months before the last
major policy event of our period, the return to the Gold Standard, was the only
one of 6ur Chancellors really to impress his own personality upon policy-making

in the Treasury during the ‘twenties,

Treasury Attitudes

Perhaps the most important and obvious point to be made in summarising the
evidence of this material on the structure, organisation and attitudes of the
Treasury, is the significance of traditional influences and historical precedents
within the Treasufyo This is demonstrated in a number of different ways, Firstly,
as we have seen, before a decision could be taken on a particular problem, any
relevant material on that and similar cases had to be collected together for the
benefit of the person taking the decision, The search for similar cases was not
restricted to the recent past: it will be remembered that one of the papers
commissioned during the discussions over the return to the Gold Standard was on
the subject of the return to the Gold Standard after the Napoleonic Wars., There

was thus a strong inbuilt tendency for patterns of decision-making to remain

1., Grigg, Prejudice and Judgement, p. 174.
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unchanged, Secondly, the way in which junior entrants to the Treasury were
trained tenfled to instil into them the traditions of the Department by gradual
stages in a fairly painless ways .. at least.in the Finance Divisions, there were
normally two Prinecipals to. one. Assistant Principal,bahd the junior would be
Jjointly responsible to his twe seniors, Thirdly, and linked with.this, the
way in which business was carried out lent itself to the absorption of trad-
itional methods by the younger members, Drafts which they had wfitten for
letﬁersror memoranda would be -annotated or corrected by the senior man, and the

draft remained on the file, so that the junior could see each time he read the

file how his i&éaéiahd.suggeétiohs diffefed‘from those of his superiors, One
contemporary remembers that when he was an Assistant Principal, he had an office
which was located in between the offices of his two Principals, with connecting
doors to each, .and when he wrote-a draft which needed .amending the senior would
come into his room and discuss the problem wiﬂh him iﬁforhélly;,and leave

the draft for alterations to be made, One can see how such a system is liable

to enhance the impoftance of.tradition and precedent, and it is the view of
several of those who served in the Treasury at the time that this wéé in fact

the case, This emphasis on tradition had, of course, many disadvantage35-even in
terms of the officials!' ability to cope with problemS‘presentedxto~them;‘£he lack
of adaptability Whiéh it tended to produce or encourage seems to have beenva
contributory factor in the difficulties which the Treasury encountered during
Winston Churchillt's term of office.

Another factor which is not immediately obvious but which emerges quite
foreibly both from the files and from the evidence of contemporaries is the
importance of the pivotal position of the Chancellor's Private Office, The
yeung men who staffed this part of the Treasury acted as a buffer between their
Chancellor and all comers, including, on occasion, senior officials in their own
Department, When Parliament was sitting, they would accompany their chief to the
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House in the afternoons, and often would be the only Treasury officials available
to give advice to the Chancellor when matters concerning his province came up
unexpectedly, .As we have noted, this pivotal position was of particular importahce
ir relation to the client departments of the Treasury, the Boards of the Inland
Revenue and of Customs and Excise. The continuity of holders of the Private
Secretary posts during our period must have enhanced still further the importance
of this already prominent Office,

One facet of Treasury life which seems to. have undergone some change during
the war is the position of the Financial Secretary., The influence of this post
waned during the war, and this Minister tended to be left with ‘the 'hack' wor»'k,
particularly when his relationship with the Chancellor was not too cordial. This
situation persisted after the war, and it is rare to find documents in the files
on pglicy matters which have been through the Financial Secretary's hands, as far
as one can judge.

Relations with other Departments .and with the Bank seem on the whole to have
been cordial at the senior level during our period; the fact that the Treasury
is a senior Department, and the Chancellor usually .a man of considerable
ministerial experience and weight in his.party, tends to contribute to this
harmony, The main exceptions during our pericd occurred with the 'new'! Departments
set up during the war, where the arguments about levels of expenditure reached much
higher in the Treasury echelons than was normal with such matters, largely because
what was at stake was by no means of the 'candle-ends! type of savings which the
Treasury was normally engaged .in trying to extract from other Departments.

As we have seen, the work of the Treasury involved three main categories:
these were dealt with by, respectively, the Departments of Supply, Establishments
and Finance, Of these, the work of the Supply and Establishments Departments was
rarely concerned with the making of policy; occasionally their activities would
have the effect of negating a policy decision made in some other Government
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Department, but as far as pqlicyemaking in @ positive sense'in the economic¢ sphere
is concerned, it is primarily the Finance Department with which Weuhave’to deal,
From the point of view of personalities,na-consideration of the. Finance Divisions
falls intovthree phases in our period: the first, from the end of the war until
the reorganisation of Treasury structure in 1919, is one in which several men are
acﬁive; but no one man has impressed his stamp on ﬁhe bericd.‘ Following this

are the two phases during which the Finance Department is.dominéﬁed by the

personality of its Controller, the more so since, as-we _have noted, the Treasury

was even at this stage very fsgéuf;ﬁy cpnscioasﬁg and it was tﬁéféfore-pﬁima;iiy
wiﬁh'theéé ﬁén_fhaé fhe Chancellors wonld discuss official poligy. Despite the
individual personality differences, howéver, the tweo men, together with Bradbury,
who was much involved in the post;war period, and Fisher, who was Permanent
Secretary from the time Bradbury left until;after-f925, had a . great deal in
common in terms of background.and education, Two of them were educated at public
schools, the other two at schools of the 'direct—grant! type; all four had
received the benefits of .a.classical education at either Oxford.of Cambridge,
This commonality of education and experience, which was shared by most of their
juniors, was another veryistrong.facter in promoting the homogeneity of the
Department and the consistency of its advice,

Thus the impression which one gains from an examination of the Treasury
during the period from 1918 to 1925 is of a small, friendly place, in which
most of the staff had much common experience, and in which tradition played a
very important part. It might be thought that this emphasis on tradition would
be rather stultifying to a junior; on the whole, this seems not to have been the
case, The commonality of experience must have helped; so, too, did the insidious
nature of the absorption process, so that a junior did not really notice how like
his superiors he was becoming. Another point is that the contact between seniors
Léha'juniors was so close, and the seniors' knowledge of the juniors' work and
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ahility so great, that-on the whole merit and hard work were rewarded by
appropriate‘promdtion,.and they tended to feel that their .abilities were being
recogni.sed.,

One point which has been impressed upon me by several conﬁemporaries is the
importance of the personality.of'the.Chancellbr5_énd the extent to which the
Minister could affect the character. of the Tre'asury.éndﬂits*policy‘°

"Because the post of Chancellor of the Eiehequer~is so senior -

usually ranking as second or third in the Cabinet - the Treasury

normally gets the kind of Minister it needs.and wants, A Minister

of intelligence and decisiveness, of considerable political and

Parliamentary and other.experience, of stature and autherity-in

his party, in-the House of Commons.and in .the Cabinet. What it

dislikes most is a weak and indecisive Chancellor with insuf-

ficient influence and authority - which fortunately rarely happens.

Despite recurrent suggestions that .a Chancellor of the Exchequer

becomes a prisoner of the Department (and especially of the

tTreasury Knights' at the top) a Chancellor who falls within the

above description as most do is clearly the boss, M1
At first glance, this stress on the importance of the personality of the
Chancellor may seem to contradict the supposition that during our period it was
the officials who had an unusual influence over policy formation. HoWever,
closer examination suggests -a rather different conclusion. The first of our
Ch&ncellors, Bonar Law, fulfils the necessary requirements for a strong Chancellor,
as does Sir. Austen Chamberlain; but Bonar.Law was much"preoccupiedlwith ﬁhe'problems
of the waging of war during his term of office, and for much of'Chamberlaih?s~time
as Chancellor he was also deputising for Lloyd George during the. latter's absence
at the Peace Conference. Of the Chancellors who followed him, only Churchill had
had substantial previous Ministerial experience; this was of course a somewhat
unusual period politically, covering the ‘government of the second eleven' and

the first Labour Ministry, but this does not alter the facts. Thus, whether the

Treasury liked it or not, during virtually all our period it had a Chancellor whe

1. Private information to the author,
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was elther much pre-occupied with.problems outside the Treasury,.or else had very
little pfeviouS‘experience qf office, As a result, there was a strong tendency
for the factors normally contributing to the superiority of the Chancellor over
his subordiqate‘officials to be missing, Howeverg as-we have Seén, there ig
little evidence that any of the Chancellors.were inﬂaﬁy‘sense Ffailroadede into
making decisions with which fhey were in fundamental disagrecment: all the
evidence suggests that the Chancelldrs, apart from'Ghurchill, who seems to have
been an exception to every rule, were-as orthodox.as the officials who advised

them, on matters of economic and finaneial policy,
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Note on Sources for this Chapter

The sources of information necessary to construct this chapter have presented
some special difficulties, Much of the information is by its very nature not
recorded in the formgl documents of state, Because of this, I have had to rely
heavily on oral information from some of the few men still alive who remember
the period well, and to them I have already expressed my gratitude. Several of
those who helped me in this way expressly asked that I should preserve their
anonymity, and I have therefore endeavoured to attribute remarks to particular
individuals only where specific permission has been given to me to do so. For
the rest, I have had to make extensive use, to a degree which one would not
normally have considered necessary, of quotations from the works of other partic-
ipants in these events, many of whom were either closely involved in Treasury
activity, or else knew well some of the people who were, Without the use of
such information it would have been virtually impossible to attempt to assess

some of the more intangible and personal factors involved in this study.
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GHAfTER THREE

THE REPORTS OF THE COMMITTEE ON

CURRENCY AND FOREIGN EXCHANGES AFTER

THE WAR OF 1914--18



Introduction

The Committee on Currency and Foreign Exchanges after the War was
set up in January 1918 under the joint auspices of the Treasury and the
Ministry of Reconstruction, Its Chairman was Lord Cunliffe, refiring
Governor of the Bank of England, and the Committee is familiarly referréd
to by his name. Its other members were largely bankers, the exceptions
being Sir John Bradbury, Joint Permanent Secretary to the Treasury, and
Professor Pigou, who held the Chair of Economics at Cambridge University,
The Committee brought out a first interim Report, -which containS'tﬁe
bulk éf its récommeﬁdations, in August 19'18,1 and the final Report in
December T918°2 The final report echoes the earlier one in virtually
eﬁery respect. The two main differences are that by the time the second
Report appearéd the Committee considered that the time had come to imple-
ment certain proposals which it had previously put forward—without'éugg~
esting a date for their inception, and that the final Report extends the
application of the principles enunciated in the interim Report to the
Scottish and Irish Banks, The importance of these two Reports in any
consideration of the British Government's financial and economic policy
after the First World War is considerable, and an examination of them is
an essential preliminary to any detailed discussion of Government policy
in other parts of the economis sphere, since the prineiples on which much
of this policy is based are expressed in their strictest form by the
Reports of the Cunliffe Committee,

The Reports were accepted by the Govermment, with minor reservations,

3

in December 1919, Their central recommendation was that Britain should

return to the Gold Standard as soon as possible. That this return should

<

1. d.9142 (London:H.M,S.0.,1918),
2. Omd.464 (London:H.M.S.0.,1919).
3. House of Commons Debates, 1919,  .CXXIII,cols. 43-46.

- 83



be at the pre-war parity was only stated by implicétion, since the
question of parities was not discussed. The Commi.ttee regarded a
reduction in the floating debt and a rapid return to ‘normal'
conditions - that is, those conditions which were normal before the
war broke out - in the fields of credit créamion,vState~expenditure
and industry (partieularly those sections most concerned with the
export trade) as essential prereqﬁisites of this policy, Goﬁernment
policy, with only slight deviatiens from the straight and narrow,
proceeded along these lines from the publication of the Report until
the return to the Gold Standard, which-was the central recommendation
of the Reports, was achieved in April 1925. The Report, then, is of
special importance in any cénsideration of Government action,’ especially

in-mohetary:policy in the period up to 1925,

The Background to the Reports

The Cunliffe Committee was set up as a result of discussion between
the Treasury and the Ministry of Reconstruction as to the best form of
enunciating policy about currency, credit and the foreign exshanges
after the war was over, Ofiginally a single Committee was intendéd; but
Addison suggested that the provision of credit for indust;y should be
considered independently, and as a result this problem was given to a
separate Committee called the Financial Facilities Committee.1
Originally the idea that such a Committee or Committees was necessary
Seéms.to have originated with Leord Balfour's Committee on Commercial and
Industrial Policy after the War.2 The first interim Report was presented

jointly to the two departments, but by the time the final Report appeared

T1e The Final Report of the Financial Facilities Committee was issued
as €d,9035 (London:H.M.S.0.,1918).
2, 0d.9227 (London:H.M,S.0.,1918),
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the Minietry of Reconstruction had been wound up and the Committee had
come entirely uﬁdéf the aegis of the Treasury. .Thereiis‘some suggestion
in the Treasury meterial on the setting ﬁp'of the Committee that the
total orthodoxy.of the Reporte;was,not entirely accidental, and Dr,
Addisonts move to separate the provision of industrial credit from the
Currency problem may have been an astute mamoeuvre designed to prevent
worries about inflation from overshedowing tte needs of industry for
reconstruction capita.l.1 Writing to Sir Austen Chamberlain to ask him
to take the Chairmanship of the new Committee, Sir John Bradbury notes
Addisonl§ }gelinatienthwardsgcomprehensive and eipehSive_§ecehetfﬁctioﬁ
schemes, and comments:

"eoothe primary eondition of sound reconstruction is that

we should cut our coat according to our cloth and that to

embark on all sorts of ambitious programmes of expenditure

before securing the groundwork of stable finance would be

to build upon the sand." 2 |
Ghambefiain} howeter, did not in the event take the chair; that position
was offered to welter, first Baron CGunliffe, who was Governor of the

Bank of England from 1913 to 1918, and he accepted.

The Chairman of the Committee

In his finaneial views, Lord Cunliffe had a reputation as a strictly
orthodox Governor. In his dealings with other men, inciuding the Chancellor -
ofhthe Exchequer, he was extremely high-handed. He very nearly came to
an open breach with Bonar Law in 1917, over the activities of Sir Rebert
Chalmers and Keynes in the Exchange control field. Cunliffe felt that
Keynes and Chalmers were usurping the functions of the Londen Exchange

Committee, of which he was chairman; he was particularly vitriolic about

1. P.R.0.,T.1/1238/4228.
2, Ibid,. )

- 85 ~



Keynes' behaviour, since he héd been given a verbal promisé_by McKenna,
.Bonar Law's predecessor, tﬂatheynesﬁ“should not meddle again in City
matters".1 Cunliffe théreforé‘wrote direct to Lloyd George, who was
his personal friend, complaining of the attitude of these Treasury
officials.2 Bonar Law was extremely angry at this move, reinforcedvas
it was by a letter from Cunliffe tovBonar Law himse}f effectively
demanding Chalmers?® resignation.,3 The Chancellor replied, in uncom- ~
promising tones, that in effect Cunliffe was demanding Bonar Léwﬁs own
resignation, since both officials were working under his authority, and
he was respongib}é for their official condqp@iﬁ Cunliffe then committed -
an inexcusable and irretrievable blunder.

Barlier in the war, large stocks of gold had been transferred to
Ottawa for safe keeping, Ounliffe wired the Canadian Governméht that
in future no gold was to be given to the British Treasury representative
in Canada on demand, and that the whole hoard was to be tfénéferred to
the Bank of England's acodunt with J.P. Morgan in New York. When Bonar
ng protested, Cunliffe replied in terms which made it clear that the
soieAreason for this high-handed behaviour was that it was an act of
'reprisal' for the Treasury's actions over exchangeqs' Further, Cunliffe
opened and read to the Treasury Committee of the Bang, the telegram in
reply ffom Morgan's - which was addressed to Bonar Law in person.6=
Bonar Law was furious., He discussed the situation with the)Prime Minister,

and then set down his views in writing. He was not prepared, he said to

1. A, Boyle, Montagu Norman (Cassel & Co,,1967), p.117.

2. R, Blake, The Unknown Prime Minister (London: Eyre & Spottiswoode,
1955), p.352. Cunliffe to Lloyd George, 3 July, 1917.

3. Boyle, op.cit., pp.117-118.

4. Blake, 8p, cit.s p. 352.

5. Ibid., p.353.

6. Boyle, Bpe cite, pp. 118-9.
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continue as Chancellor without having in his possession a letter signed
by Cunliffe offering to resign at Bonar Law's behest,1 Cunliffe tempor-
ised at first, but even Lloyd George could not persuade the Chancellor to
accept an apology alone, and evenitually he got the letter he had demanded.2

Montagu Norman was at this stage working fairly closely with Cunliffe,
and Boyle's account of Cunliffe's last few months at the Bank gave a pict-
ure of a man of extreme arrogance whose behaviour at times had strong
megalomaniac tendencies’.3 Early in the autumn he was apparently attemp-
ting to ensure that he was allowed to remain as Governor until the end
of the war, and to this end he himself collected a Méﬁérialvffom the
Clearing Bankers urging that Cunliffe should continue.4 At his final
meeting of the Bank's Court, he read a long and embarrassing speech which
Norman described as

"eulogizing the Bankers, bum-sucking the press, promising as

Chairman of the Currency Committee changes by statute in the Bank

Charter and Act of 1844...even Ccckayne much disgusted with such

an unfriendly finale. A dangerous and insane colleague,"?
Norman was not alone in this view of Cunliffe; other colleagues at the
Bank also had grave doubts about his behaviour at this period,6 Cert-
ainly he had become totally incapable of discussing a problem or of

allowing his wishes to be questioned:

"Clear that all must bow down to the Governor or risk being
crushed, , "7

wrote Norman in March 1918, This unwillingness to listen to others is
occasionally apparent in the Minutes of Evidence of the Cunliffe Comm-

ittee, and leading questions were frequently put to witnesses.8 This

1. R. Blake, The Unknown Prime Minister (London: Eyre & Spottiswooede,
1955), pp. 353-354.

2. A. Boyle, Montaguy Norman (Cassel & Co,,1967), pp.119-120.

3. Boyle, gp.cit., pp.120=123, 4. Boyle, op.cit., pp.121-122,

5. Ibid., p.123, entry in Norman's diary for 21 Mar., 1918,

6. Ibid., p.120.

7. Ibid., p.122, entry in Norman's diary for 3 Mar., 1918.

8. See, for example, P.R.0., T.185/1, Minutes of 15th meeting,

27 May, 1918,
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conviction of his own infallibility was to some extent borne out by his
experience; his formative years at the Bank had been during the period when
the Gold Standard was working at its classical best, and when circumstances

were particularly favourable to its smooth operation.T

The Members of the Committee

O0f the remaining members of the Gomﬁittée, only three were not bankers
by profession, None was currently working in Commerce or Industry; it had
early been decided that it would have been impossibie adequé?gly to represent _ _
commercial and induétrial interéété_in the membership of the Committee without
making it large and unwieldy.2 It was therefore decided to fulfil this
purpose by célling witnesses from these quarters. The non-bankers were
Sir John (later Lord) Bradbury, Joint Permanent Secretary to the Treasury,
Lord Inchcape, and Professor Pigou, who held the Chair of Economics at Cambridge.
Bradbury had been appointed in 1913 to be Joint Permanent Secretary with special
responsibiiity for Finance, and he remained in that office until 1919, when he
was appointed Briﬁish representative on the permanent Reparations Commission
set up after the Peace Conference. He was succeeded by Sir Basil Blackett, who
also took his place on the Cunliffe Committee for the last few meetings. Apart
from the deliberations of the Committee, the main source of evidence for
Bradbury's opinions are to be found’in the Treasury files and in thé evidence

3

he gave to various Commissions and Committees, Of these latter, perhaps

the most important and well-known is the Macmillan Committee on

1. An episode often referred to in this connection is the gold loss of 1907,
when a rise in Bank Rate to 7% brought about a spectacular reversal of the
flow which "impressed itself deeply on the minds of the Directors of the
Bank.,." S. Pollard, The Development of the British Economy 1914-1950
(London: Edward Arnold, 1962), p. 17.

P.R.0., T.1/1238/4228, Bradbury to Minister of Reconstruction, 23 Jan.,1918.
See above, pp. 42-46.
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Finance and Industry, which reported in 1931, and on which he served asg
a memb,em1 He found himself unable to sign the Report even with reserv—
ations, and wrote a dissenting report expounding his own views. It was
a classic exposition of the orthodox approach:

"It is to the best interests of this country to continue to

adhere to the international gold standard at the existing

parity, but efforts should be made to secure by international

agreement a better working of that standard“o"2
In the domestic field his views were equally orthodox:

"The best contribution which the State can make to agsist

industry and to promote employment is strict eeonomy in

public expenditure and lightening the burden of debt by

prudent financial administration, Attempts to give positive . . _.

- - -assistance by diverting international trade from its natural

channels, the State financing of enterprises other than the

ordinary public services, or the artificial cheapening by

State guarantees of the supply of capital to particular

undertakings are more likely to retard than to aceslerate

the restoration of a healthy and progressive economy." 3

As to the particular economic difficulties which might be expected
to confront Britain after the end of the war, Bradbury was convinced that
one of the most important was the problem creabed by the size of the
Governmentis floating debi, In a memorandum written in answer to one
from Addison urging the importance of previding adequate finance for
reconstruction purposes, in which it was implied that this was not compat-
ible with a big effort at floating debt redemption, he suggested that in
fact these two aims were not in opposition. He stated that the raising of
money by taxation to be used to pay off debt invelves simply a transfer of
purchasing power from one member of the community to another, and in seo
far as the money taken from the tax—payer is money which would have been

spent on consumer articles, and that given to the investor is re-invested

in seeurities, the capital stoeck of the nation is actually increased.

1.  Report published as Cmd,3897 (London: H.M.S.0., 1931).

2., Cmd.3897, p.281, para.36(1).
3, Ibid,, p.281, para.36(5).
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"The creation of a substantial sinking fund for the war -debt

out of revenue is therefore thorpughly sound from the econ-

omic point of view and will itself assist the re-estahlishment

of industry by restricting consumption and increasing the

demand for and making funds available for the production of

new capital goods." 1
Unfortunately this exposition takes no account of the fact that to-a
large extent repayment of the floating debt, and in particular of Ways
and Mcans advances from the Bank of England, involved an actual destr-
uction of purchasing power. This salient fact was recognized by members

of the Treasury, notably by Blackett, in other contexts, particularly -

when credit inflation was under discussign,z - But _Bradbury, -at any rate,

seems not to have realised that if increasés in the floating debt are
inflationary and imply increases in purchasing power, decreasges in
floating debt must involve a fall in purchasing power and‘deflation,

Blackeﬁt, who replaced Bradbury, was, as we have already noted, a
rather different sort of Treasury man; his evidence before the Seleet
Committee on War Wealth in 1920 shows that he was conscious of the dangers
inherent in a rapid deflafion by means of reducing pvrchasing power
through a reduction in the floating debt,

"Anyone respongible in any degree for a-policy of deflation

must guard with the most careful eye against doing mere harm

than good." 3
After Blackett left the Treasury, he became more'ana more convinced of
the dangers inherent to the economic system in frequent and drastiec
changes in the value of money, and eventually became a convert te planned
money. But he was present at only é few meetings of the Cunliffe Committee,

and that after the First Interim Report had already been published. In

1. P.R.O., T ngui,mmwobyBNMMEy,21Fﬂh.1%8

2, Minutes of evidence of Mr. B.P. Blackett taken 7oLl L” :
before the Seleect Committee on Increase 1n Wealth (War), House of
Commong Papers, 1920. (London: H.M.S.0., 1920), No. 102,

3. Ibid., Minutes of evidence of Mr, B.P, Blackett, Q.1546.
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that first Report considérable stress is laid on the importance of
repaying the floating debt as soon as possible,1 and no mention is
made of the possible dangers of such a policy. In the Final Report,
which Blackett signed, the only mention of this is a paragraph in
rather less strong terms on the need for abolishing Bank Ways and
Means as a method of escape from all but the most temporary diffic-
ulty.2 Whether there is any significance in this if is difficult to
assess, since the discussion of the form the Reports were to take were
not recorded in the Minutes,

The second committee member who was not a professional banker was
the only economist in the group, Professor Pigou., The presence of an
economist of his eminence makes some of the Committee‘s omissions,
notably the failure to qualify in any way their exposition of the
'automatic} operation of the Geold Standard in pre-war days, the failure
to consider the 'par' question, and the absence of any comprehension of
the macro-economic implications of some of their recommendations, at
first seem rather remarkable, Bul Pigcu in the years before the war had
been primarily concerned with parts of the discipline not connected with
international economics, notably in the writing of his book on the Econ-
omics of Welfare, Ddring the War he had, indeed, written a book on War

3

Finance,” but in that and in much other writing he was primarily concerned .
with the inequities and iniquities of Government financing of the war, His
view was that the extent to which inflation had taken place, and the more
dublous ways in which the Government had expanded credit for its own purpose,

for instance by backing Ways and Means advances with their own securities,

were entirely reprehensible, He also believed that to pay for the war by

1. 0d 9142, para.l17.

2, Cmd, .64, para, 5.

3. A, Pigou, The FEconomy and Finance of War (London: J.M. Dent & Sons,
1917).
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borrowing to the extent the Government~had'done was highly inequitable,
since it created an asset which would remain after the War, and for the service
of which all, even the poorest, would be taxed, Since war-costs are a once-
for-all expenditure, he argued, it would not be seriously disincentive to tax
the rich very heavily in war-time, particularly in view.of the efficacy of
appeals to patriotism at that time. Pigou did not, however, develop ways in
which the harshness of the debt burden could be averted once it had been incurred,1
It seems likely that, in his preoccupation with the dubious nature of Government
finance, Pigou became convinced of the necessity of ending this 'raké's progress’
by‘festoring normal credit conditions and by repaying a large portion of the
National Debt, without congidering fully the harmful effects which woﬁld
result from the deflation which such a course, especially if precipitate,
would produce,

The other non-banker was a man very well-known in the City, Lord Inchcape.
He was originally a merchant, was a partner or a Director in numerous firms
concerned in trading with the Far East, including the Peninsular and Orient
Gompany,*%f which he was chairman, and had been on numerous official Committees
and Commissions before and during the war, He was a member of the Committvee of
Imperial Defence in 1917, and he was a frequent speaker in the House of Lords;2
His chief pre-occupation in the Chamber was with Government spending and
extravagance, which on the whole he seems to have regarded as necessary
concomitants of one another. Later he was to be a member of the famous
Committee under Sir Eric Geddes, which wielded the so-called Geddes Axe with

such vigour in 1921-2.° His

—
°

Pigou, The Economy and Finance of War, pp. 66-83,

2, Dictionary of National Biography (0.U.P., 1949), Supplementary volume
for 1931-1940, pp. 573-575.

3. National Expenditure Committee, Reports published as Cmd,1581,

1582, 1589 (London: H.M.S.0., 1922),
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opinion on financial matters waé thus at any rate highly orthodox, and perhaps
reactionary, even in terms of opinion in the 1920s,

The remaining members of the Committee were all bankers of diffefent kinds,
drawn from among the various interests in therCity. Two were members of
private banking firms, among them Rupert Beckett, of the Yorkshire Banking
house which was one of the few remaining private banks with the right of note-
issue, and which finally merged with Westminster group in 1920.1 There was
one member representing Scottish banking iﬁterests, and two those of the
Dominions, from the Banks of Montr?al and Mistralasia respectively., The. --
merchénf 5énking houses supplied Gaspard Farrer, cf Baring Brothers and the
banks with overseas interests Sir Charles Addis, of the Hong Kong and Shanghai
Banking Corporation. Finally, there was Goschen, Chairman of the National

Provincial Bank and of the London Clearing Banks Committee,

Political and Economic Backeground to the Committee's Discussions

The period in which the Committee Wwas set up and deliberated was a crucial
one for the whole history of the inter-war period, During 1918 and 1919,
and particularly in the six months after the Armistice, public opinion
gradually turned from positive ideas of Reconstruction towards feeling that
the sooner the Government ceased to interfere in the econcmic life of the country
more than was absolutely essential even in peace-time, the better it weuld be for
industry and for the economy in general, Another increasingly popular pastime
was critieism of Government extravagance; demands for economy are common in the
editorials of the leading papers of the da.y.2 Criticism on this count was also

atrong in the

1. Economist, XCI, 18 Dec,, 1920.
2. Notably in the Economigt; there is a leader on the subject in almost every
issue in 1918,
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Houses of Pauc‘liameni"..,‘1 Both these ideas foumnd favour with the Gunliffe
Committee, and on the whole their attitude on these questions seems to
have been very much in tune with those current at the time,

On the econemic front the period during which the Committee was
reporting was one of considerable upheaval, The absorption of returning
soldiers was completed with remarkably little difficulty, and the post-
war boom gathered way. Prices continued to rise fastoz Fromtthe.point
of view of the deliberations of the Cunliffe Committee one %ery important
event was the de facto abandonment of the Gold Standard in Mareh 1919
when the expcrt of gold was prohibited except under licence, But there
ig little indication in the Final Report that the Committee members were
very conscilous of the changes which had taken place between the times of
the interim and final Reports; and indeed this is one of the criticisms
which was made of the final Report at the timebB For further elucidation
it 1s necessary now to turn to a consideration of the evidence given to

the Gommittee, its deliberations, and the conclusions which it reached,

The Minutes of FEvidence of the Gunliffe Commititee: Preliminary Discussion

The Committee began hy devoting several meetings to a general discussion

of the problems facing them. They then called a number of witnesses, and
at the same time set vwp a small sub-committee to draft preliminary
proposals., These proposals and the evidence given so far were discussed
at two meetings at which no minutes were taken, and the first Report was
published almost immediately; only five months elapsed between the first
meeting and the puklication of the first Report. During the autumn of

1918 and epring of 1919 Cunliffe was fully ozcupied with Reparations

1. See below, pp. 182-183.

2, The Ministry of Labour Cost of Living Index rose frem 185 in January
1918 to 225 in December 1919 (July 1914-100), Morgan, Studies in
British Financial Policy 1914-25, p.284.

3o  Economist, . " LXXXIX, 20 Dec,, 1919.
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problemg, and the committee did not meet again for almost a year. Then
again the same pattern was followed, with witnesses being called, and
a discussion of the Final Repcrt at which no minutes were taken. The
witnesses were drawn about- equally from banking and from commerce and
industry, with in addition a number of specialists from other fields.
No representative of labour iﬁterests was among them; indeed most of
the Committee's deliberations indicate a feeling that the matters under
discussion were largely the province of the City and to a much lesser
extent of other commercial interests,

- -The-first ten meetings, héld during February and March 1918, were
devoted to general discussion, At the first meeting Pigou, supported
by Bradbury, suggested that the question of the exchanges should be
considered first, particularly the problem of whether it would be better
to attempt to maintain certain rates of exchange or to leave the pound to
float, waever, Cunliffe, while in favour of maintaining the vaiue of
the pound by official aclion, thought that it would be difficult to make
guggestions about this in advance of the event, and proposed that the
Committee should consider banking prcblems first, and in particular the
Bank Charter Act of 1844. He was supported by the other bankers, and
the praposal acceptedo1

One of the principal prcbleme which occupied the Committee, often

at great length., was the best way of dealing with panic calls on the Bank,
which had previcusly led on several occasions to the suspension of the
Acto2 It was strongly felt in the Gity that a system which was not
sufficiently flexible to allow for crises was in need of overhaul.

Unfortunately for the bankers, none of them could agree as to the best

1o P.R.O., TI.185/1, minutes of the evidence of Cunliffe Committee,
1st day.

2, Sir Albert Feavearyear, The Pound Sterling (2nd edn.; Oxford:Clarendon
Press,. 1963), pp.R84-286, 293-295, 301~303.
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way of providing for crises, and sventually the.Committee deeided to
recommend that the Act be retained, Lord Cunliffe had a suggestion of
his own; he wanted the Joint Stock‘Eanks to be compelled to hold a
certain propertion of their liabilities in short-term Government stock,
which could then be discounted at the Rank at a penal rate in én
eme:mgrency.,‘1 There were two main objeetions to this scheme; one was

that it only caleréd for crises where the public demand was for notes,
not for credit only, and the other that it was irrelevant in circum-
stances where the banks already held large balances at the Bank, They
could then draw on these to such an extent as to force the-Bank~to ask™"
fof éuspension of the‘Act before any penal rate notes had been drawn at
alla2 In any event, Cunliffe was not successful in promoting this scheme,
and most of the others which were suggested came to grief for similar
reasonsg, or because ‘they made 1t too easy for crisis measures to be taken
where no crisis ;n fact exislbedy

Bradbury was less concerned with general prpblemsg‘and more with the
post-war situation. He had more success with his prejects, largely
becauge they were not new ideas at all, but consisted in urging the
current orthodoxies with vigour and persistenze, His principal concern
was to restore the efficacy of Bark Rate, and the connection between an
external drain and the supply of mcney in the domestic market.

While other members of the Committee took some part in these disc-
ussions, COunliffe, followed by Bradbury and Pigou, were the principal
contributors, .Pigou, however, made his suggeslions mainly in the form
of memoranda for discussion, and his ideas, though largely a toned-down

version cf the orthodox, do not seem to have made much impact - perhaps

1. P.R.O., T,185/1, Minutes of evidence of Cunliffe Committee, 2nd day.
2, Ibid., appendix to minutes for 2nd day.
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because people cannot be foreed to read memoranda, although they are
obliged to listen to fellow Ccmmittee memhers'! speeches. Pigou'ls main
contribution in the early stages was a memc on the fiduciary issue after
the war, and on credit contrel. He was anxious that credit should not
be allowed to contilnue %o éxpand after the war, since the more it did the
more difficult it would be to deflate eventuallyo1 A paper on this
subject was also submitted by Bradbury, who had similar anxietiés,
although he wag principally concerned with the importance of the expansion
of the note issus, He suggested that since the public had become used to
notes it shou;d be accepted that a return to. the cireulation of gold coin
wéé-unnecessaryé and indeed undesirable since increased gold reserves
would be neededﬂ2 It would therefofe be easy to centralise all the banks!
gold holdings at the Bank of England., He further suggested that the
uncovered note issue should be reduced whenever possible% and that this
policy should be contirued until a reserve of not less than £15O million
gold had been built up and maintained for at least a year.;'4

The next few meetings were aoﬁsernﬁd with discussing the form of
the Bank's accounts, the pcssibility of merging the Banking and Issue
departments, and the forms and frsguency of the aceounts issued by the
Joint Steck Banks. At this point the Committee members decided that
they could not adsquately discuss the Bark of England without being able
to discuss its organization; it was for instance mooted that the Bank
shonuld have one permanent officzial as an assistant to the Governor, to

provide continuity. The terms of reference of the Committee were therefore

1. P.R.0., T,185/1, memo, by Pigcu on the fiduciary issue, 26 Feb., 1918,

20 It was generally accepted in many of the Committee's discussions that
the Bank's gold reserves were insufficiently large before the war,

3. The difficulty of building up a reserve of anything approaching this
figure pre-war was discussed with Cokayne, P.R.0., T.185/2, minutes
of evidence of Cunliffe Committee, 218t day, & July, 1918,

4o  P.R.O., T,185/1, memo. by Bradbury cr the fiduciary issue, 9 Mar.,1918.
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modified by the Chancellor. at Cunliffe®s request, to includs the
eonstifution of the Bank.,,1

A small sub-committee had been appolunted by the Committee at its
fifth meeting in March, and towards the end of that menth it produced
some provisional conclusions for the consideration of the Committee,
although they were not in fact discussed until the end of May, This
sub-committee consisted of Cunliffe, Bradbury, Goschen, and Jeans of
the Bank of Australasia. The pringipal recommendations of importance .
were that credit inflation must be reduced, that government borrowing
mist cease at once and a sinking fund be egtablishsd, that the interest
rate level should be manipulated with regard to that in the other
principal foreign trading countries, and that the uncovered note issue
should be reduced., Gold import should be uncontrolled, but gold exports
should only be permitted 1f the gold hald been obtained from the Bank of
England for that purpose; +this proposal is tied in with the recommendation
that internal gold circulation should not be resumed. A return to the
Gold Standard is simply assumed; it is not explicitly suggested, but it
is clear from the other proposals that the sub-commitlee took that one
for granted,2

At the tenth meetiné the matter of witnesses was discussed; numerous
suggestions were mads, and about half of these were acted upon. It was
suggested that a representative of labcur interests should be included,
but this did not in fact happen. It was also suggested that each witness
should be asked to answer a questlonnaire, but this proposal was rejected.
Some witnesses put in memoranda on which they were questioned; but those

who did not, and often those who did, were asked a set of questions to

1. P.R.0., T.185/1, minutes of evidence of the Cunliffe Committee,
9th day, 19 Mar,, 1918.

2. Ibid., minutes of evidence of the Cunliffe Ccommittee, Appendix
to 9th meesting,
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bugin with, the form of which became quite sﬁandard, and effectively
agked for the witness's agreement to the prepdsals of the sub-committee,
One witness who eould not attend was in fact sent a questionnaire on
these lineso1 So that the principal questioning, which was done by
Cunliffe, had become quite formalised on matters of prineipal fairly
early on, and witnesses were effectively being asked to rubber-stamp
the sub~committeels statements of principle. It should be added that
most witnesses had no hesibation in answering unequivocally in the

affirmative when asked to support these principles, tut it may be wond-

ered. if _some of ‘the answers might have been a iiﬁﬁl_e_ different if the
questions had not heen so 'loaded!., It is of course common knowledge
nowadays that the answers given to questions can be markedly affected,
both by the answers which the respondent knows are expected of him if
such there be, and by the ferm in which the question is put, it being
apparently a basic human preference to reply in the affirmative rather

than the négativee

The Minutes of FEvidence of the Cunliffe Committee: Hearing of Witnesses

The first witness to be examined was Sir William Holden, chairman
of Barclays! Bank, and a prominent figure in the City., His views o¢n
currency and exchange were orthodox in the extreme, but not so his ideas
on banking. He deplored the suggestion that the cireulation of gold coin
should not be resumed after the war, and the idea that the Joint Stock
Banks should be asked to deposit all their gold holdings at the Bank of
England., He felt that both these sources of gold acted as a 'hidden
reserve! in times of gcld shorbage, althcugh his opponents on the Committee

suggested and held to the view that in fact centralisation of the gold

1.  Professor J, Shield Nicholscn, see below, pp. 104-5.
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reserves would be more econcmical in times of crisiso Holden seems to
have been unduly ohsessed with the problems which had arisen pre-war in
maintaining an adequate reserve.. The City had become used to a customary
reserve which was lower than that which the Bank would like to have kept,
and thus expected interest rates to fall when that level was reached;
they were able top put pressvure on the Bank to reduce rates in accordance
with their expectaticns, and so the reserve never reached the level the
Bank would have liked.,

Holden acceded to the ideas of the sub-committee on inflation, but
suggested that the only way to put the exchanges right was to increass -
exports after the war was over., He urged that it was worth accepting a
temperary worsening in the exchange pesition while large imports of raw
materials with which to make the exports came in, in order to lay a sound
foundation for the future.1 He was followed by Sir Felix Schuster, another
prominent City figure, and the authcr of several books, including one on
the Bank of England largely in fawvour of the Bank Charter Actp2 Sir Felix
agreed with Cunliffe that the only way to rednce inflation was for the
Government to cease borrowing, but he urgsd that the calling in of currency
notes should not be done too precipitately or too soon, since this would
have a bad effect on commeree. He also agreed with Cunliffe's suggestions
about improving the exchange position by increasing short-term interest
rates, This, together with the encouragement of exports to Furepe in
particular, should be sufficient 1o improve the exchange position; he
was not in favour of prohibiting the export of gold after the war., He
was not so fervently in favour of the removal of Government restrictions

ag some witnesses; he suggested that control over Capital Issues should

1. P.R.0.,T,185/1, evidence of Sir William Holden before the Cunliffe
Committee, 11th day, & Apr.., 1918,

2, Sir Pelix Schuster, The Bank of England and the State (Manchester:
Tne University Press, 1923), '
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be retained for two years after the war endeds1

Most witnesses paid lip-service to the nesds of industry for finance
for reconstruction purposes, but this was usually ekpressed in very
general terms, One witness who madé more explieit suggestions, and some
of whose ideas call to mind irresigtiily‘the strictures of the Macmillan
Committee on the shortage of investment zapital in some areas.of business,2
was AM. Samuel, an M.P. and a member of the Norwich Chamber of Commerce.
He submitted a memorandum from his Chamber, advocating a series of reforms

in the constitution of the Bank of England, including amalgamation of the

Banking and Issue departments and the aﬁpsihtménﬁ of é ééfméﬁent,subm
Governor for a term of seven years, He also suggested that financing
Qf major investment projects was a big problem for the small -and medium
size business, which was not large encugh to fleat an issuse of its shares
on the Shtock Market, The banks were unwilling o lend for long or fixed
periods, and such businesses were constantly in danger of sudden bank-
ruptey if they attempted to finance expanzicn by means of overdraftso3
Cunliffe did not see the need for any sort of central lending
institution such as the one Samuel preposed, which was to be based on
credit given to customers for apprcved projeehts by the banks, subject
to a Government guarantes, Samuel suggested that for the banks to lend -
under the aegis of such an institution would solve the problems of beth
gides, since the banks would be able to regain a measure of liquidity in
an emergency, while the borrowers would not be subject tb recall of loans
at very short notice, DBut he was at cress-purposes with Cunliffe and

Pigou, who used the word !capital! to mean capital goods and services,

while Samnel meant investment money, i.e. the purchasing power with which

1.  P.R.0.,T.185/1, evidence of Sir Felix Schuster before the Cunliffe
Committee, 12th day, 9 Apr., 1918.
2o  Committee on Finance and Industry, 193%: Report published as Cmd,.3897.
3. P.R.0.,T.185/1, memo. by A.M, Samuel to the Cunliffe Committee,
26 Apr., 1918,
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to obtain these goods. Cunliffe thought that such a scheme would lead
to a honeycoﬁfng of credit which would be fatal in a crisis; Pigou
suggested that it was in any case unnecessary, as what was fundamental
was the production of capital goods, not the provision of the means of
payment,

Pigou: Still I think you do agree with me that this | plan) is

rather machinery, and the other thing {?upply of capital
goods] is fundamental? ‘

1
Samuel: I think it is fundamental machinery,’

The confusion was never resolved, and this gap in the provision of

business credit facilities remaineds
Several of ﬁhe City witnesses faVOuredva movement by the Bank

towards the sort of organisation egstablished by the Federal Reserve

Board in the United States; one of the most -cogent was Nugent, the

Chairman of the Discount Houses., He suggested that there should be

more Treasury links with the Bank, and perhaps Treasury representation

on the Bank's deeision-making bodies., He felt that, in the latter case,

such a body could have charge not only of note issue regulation, bub

also of the foreign exchanges in general and of the Government debt,

Nugent was aware of the dangers inherent in too rapid a price fall,

and felt that it might be possible for negotiation at central bank

level to provide the Bank with some of the‘gpld it would need for the

increased reserved which would be required, rather than for the Bank to

attempt to attract all the gold it needed in the open market by means of

a sharp rise in the discount rates immediately the war was over. For

much the same reason he was in favour of restricting gold exports for

a time after the war, although he would on principle have preferred an

open market in gold, He was also in favour, as were many City witnesses,

of a more flexible fiduciary issue.

1. P.R.O., T.185/1, evidence of A.M, Samuel before the Cunliffe-
Committee, 13th day, 6 May, 1918,
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Like-virﬁ@allj{all the witnesses, Nugent stressed the importance
of increasing exports.

"The affairs of a nation are much like these of an 1nd1v1dual
and,..We areg..spending more than we can earn, ul

But he agreed with Bradbury that before exports could be increaseds
prices must fall relative to other countries, and that to restrict credit
and so induce a fall in money prices would be a less drastic réﬁedyvthan
to allow the exchanges to float, causing a fall in real prices, This
dictum was not questioned by the other members of the Committee; and

it is on this that the assumptiog of @he_e¢qnom;gAadvantages~of‘retufﬁihg /

to the Gold Standard at the pre-war parity depend,

One other interesting feature of'Nugent?s evidence is his emphasis
on the likely changes in the mode of oberation of Bank Rate after the
War., Unlike the. pre-war days, he says; Britain is no longer a-majér
creditor, at any rate in £he short-term. So a rise in the Bank rate will
not take‘effect by causing a slowing down in the rate of outflow of funds,
but will have to operate to increase the inflow of foreign funds to
Britain. This observation is one which has since been frequently made

by critics of the Committee's reports; apparently Mr. Nugent's observ—

ations made little impact on its hearers at the time.,

~Another City witness who favoured the Bank moving towards the Federal
Reserve system was Dr. Leaf, Chairman of the Westminster Bank group. He
also favoured the repeal of the Bank Charter Act and its replacement by
a system which would allow more flexibility in emergencies. In every
other respect he adhered to the usual orthodox opinions, and agreed to

all Cunliffe's leading questions on inflation and Government debt.

Cunliffe was by now beginning these standard questions with the words

1. P.R.0., T;185/1, evidence of C. Nugent before the Cunliffe
Committee, 14th day, 7 May, 1918.
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tyou do agree,,.,-'.1 Leaf was,anxioué.about the amount of credit tiéd
up ian§§erﬁment stock, and said that they would have to let some
Treasury Bills run off in ordér to ge able to accémmodate industry.

Among the commercial‘representatives was the ﬁicefPresident'of
the London Chamber of Commerce, a stockbrokef, Mr, F, Faithfull Bsgg@
His Chamber was primarily concerned with the banking impliéations of
the Committee's terms of reference, and they made two main Sﬁggestions;
one that the fiduciary issue should not be fixed in money terms but
should bear a fixed relationship to the quantity of gold in the Bank -
the Bank should hold. at least -one third‘bf'fhé_vélue 6f7th;Hn§£éS iﬁv
gold - and that note convertibility Shduld be into bars of, say, £1,000
valﬁe, so that payment in goldi%ould be possible for exterhal purposes,
but gold coin would not be put into circulation. The former suggestion
included a rider to the effect that this préportion could be reduced in
an emergency on payment of a tax, in similar way to the Eéderdl Reserve
seheme:o2

Onévof the witnesses the Committee wished to call, Professor J.
,Shield'Nithlson, was unéble to attend in person, and he was sent a
questionnaire. The form ofithe questibns ig a formalisatioﬁ of those
which had been put to the other witnesses, and some of them are an
interesting indication of the extent to which the Committee - or at ahy
rate the Chairman - had been decided about the nature and causes of the
problems they were considering frem the beginning,

Question: Would you agree that there is now considerable

credit inflation? If so, can you suggest any
meang by which it might be reduced after the War?

1. P.R.0., I.185/1, evidence of Dr. W. Leaf before the Cunliffe
Committee, 15th day, 27 May, 1918.

2. P.R.0., T.185/2, evidence of F. Faithfull Begg before the
Cunliffe Committee, 20th day, 11 June, 1918,
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To this Shield Nicholson replied that he did agree, and that since the
chief cause was the excessive Government borrowing, the remedy was for
this to be reduced, and for the currency note issue.to be contracted.
Question: Would you agree that for fhis,purpose it is desirable
that Government borrowing should cease at the earliest
possible moment and that expenditure should be ’
reduced well within revenue so that there will be a
substantial sinking fund for the reduction of debt?]
In view of his reply to the previous question, it was hardly surprising
that Shield Nicholson should agree wholeheartedly, but he thought that
this might not be possible at once, since falling prices and profits
which would be implied by the desired deflation would also mean reduced

revenue from which to provide a sinking fund.

Question: What action should in your opinion be taken to regtore
and maintain the Foreign Exchanges after the War??

Shield Nicholson was in favour of restoring convertibility as soon as
possible, of deflating so as to encourage exports and make imports
relatively more expénsive, and of reducing Government debt to assist
in both these aims. But he did not agree with another of Cunliffe's
suggestions, that higher money rates should be maintained in Britain
than in those countries with whom we had an adverse trade balance. In
his view, such an attraction to foreign funds would be a factor in hind-
ering the necessary price fall and would inh the long run do more harm
than good, He was in favour of an eventual return to an internal gold
circulation, and the maintenance of the Bank Charter Act. As to the
dangers of crisis, he felt that increased reserves of gold should be

kept to avoid having to suspend the Act.3

1. P.R.0., T.185/2, memo. of evidence by Professor J. Shield Nicholson,
15 June, 1918,

2, This apparently straightforward question in fact contains the
assumption that the sterling exchange should be restored to par
after the war,

3. P.R.O., T.,185/2, memo. of evidence of Professor J. Shield Nicholson
to the Cunliffe Committee, 15 June, 1918,
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One of the last witnesses to be heard was Sir Brian Cokayne,
Cunliffe's successor as Governor of the Bank of England. Montagu Norman
was by this time Deputy Governor, and his biographer suggests that
Cokayne's brief was prepared by Norman.1 There is no doubt that the
evidence Cokayne gave is consistent with this; it is trenchantly
orthodox. He agreed with Cunliffe over the increase'in the volume of
credit, and with the suggestion that the Governmen£ should cease borr-
owing and begin repayment of debt at once, But he distinguished bet-
ween the pure credit creation involved with Government borrewing by
Ways and Mgggs advances from the Bank of. .England,-and Government debt
held by génuine investors.

Cokayne also urged the importance of Britain exporting more and
importing less; deflation by means of dear money would help, and Cokayne
advocated a statutory provision for the reduction in the fiduciary issue,
Discussion on this point led to Cokayne suggesting as a basis for this
what has since come to be known as the 'Cunliffe limit‘og Cokayne
favoured the existing idea of a fiduclary issue as opposed to the issue
of currency notes in proportion to the Bank's gold stock,3 It should
be added that the evidence of the Bank assumed without argument that
the restoration of the Gold Standard in all its pre-war glory was a
sine qua non of British post-war recovery°>

The memorandum submitted by the F.B.I. largely agreed with this.
The importance of restoring the exchanges by achieving a large export
surplus was stressed. So, too, was the need for industry to be freed

from controls, and for demobilisation to proceed with all possible speed,

1. Boyle, Montagu Norman, p.128.

2. See below, p. 120,

3, P.R.0.,T.185/2, evidence of Sir Brian Cokayne before the Cunliffe
Committee, 21st day, 8 July, 1918,
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However, some control over the disposition of raw materials should be
retained in order to give priority to exporters. It was also urged
that some repayment of Government debt was essential,

"Serious efforts must be made to deflate the currency by the

extinction of debt. It should be borne in mind that most of

this debt was incurred at a time when the currency was inflated,

and the repayment must be based, if possible, on such a system

that the inflated value should be maintained during the

extinction of the debt,"]
This last was a consideration not evident to any other witnesses, nor,
apparently, to any member of the Committee; +that if the process of
contraction were to be achieved, not by a fall in real prices through
the devaliation of sterling, but by a fall in money iarices through
internal deflation, the burden of the contraction would fall not -on
the community as a whole but only on those whose incomes were not
fixed in terms of money. A substantial fall in prices would actually
benefit the large numbers of debt holders who had acquired their goVern-
ment paper late in the war when the currency was already heavily debased.,
But this consideration received no attention in the Committee's reports,

The second series of meetings, during the late summer and autumn
of 1919, were concerned primarily with examining witnesses from the
Scottish and Irish banking interests, and with dealing with City critics
of the decision not to alter the Bank Charter Acte2 Little discussion
took place on the changed conditions éccompanying the end of the war
and the post-war boom, although the Committee became more worried than
ever about the process of inflation, and recommended that drastic

measures should be taken to control it. The considerable exchange

problems created by the vast sums demanded in reparation frem Germany,

1. P.R.0,,T.185/2,memo, by the Federation of British Industry to the
Cunliffe Committee, 19 July, 1918,

2. Bradbury told the Committee that City opinion on this was so divided
that the Government were having difficulty in accepting the Report,
minutes of evidence of the Cunliffe Committee, 27th day, 23 July,1918.
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and the huge inter-—Allied debts, were not allowed to modify the Committee's

opinions on the desirability of returning to the Gold Standard at the
pre~-war par, Indeed, the British debt to America constituted one appar-
ently excellent reason for doing so, since the debt was fixed in terms

of gold.

The Minutes of Evidence of the Cunliffe Committee: Production of its

Reports

It is unfortunate that there is no record of the Committes's
discussions of the First dInterim or Final Report, It is, however,
apparent from the evidence that is available that the Committee was
largely unanimous on the desirability of a return to the Gold Standard,
of the reduction in the National Debt, particularly the floating debt,
and, at any rate by inference, of the relinguishing of government
control over economic life. As far as the return to gold is concerned,
it has been suggested that its advocacy by the Committee was the only
possible course for them:

1, ..anyone rash enough then to have advocated a different

course might well have been locked up and certified as insanc...

the opinion advanced by Norman in the Bank's name that a return

to the gold standard was essential to the Cunliffe Committee

was naturally invested with the quality of dogma, accepted as

such by informed opinion...Here was an article of faith as
unassailable as the universal belief of mankind before the time
of Copernicus and Gallileo that it was the sun which moved, not
the earth,"?
Nor was there any change in this attitude when the consequences of dear
money became obvious, and the unemployment queues lengthensd. For the
financiers, headed by Montagu Norman, believed that Britain could only

regain her economic strength when the City of London had regained its

pre-war place as the centre of international finance,

1. Boyle, Montagu Norman, p.128.
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"A strong pound had first to be ensured. No doubt this spelled
temporary self-sacrifice for many British Businessmen and
industrialists,...Norman did not worry unduly about the cost

in human misery that might result at home if this outward-
looking City policy were consistently pursued. The plight of
the unemployed was primarily a matter for the Government,"

Thus the deliberations of the Committee and the evidence it received were
largely in accordance, on the major issues, with one another and with
all accepted opinion at the time. On the Gold Standard, the one avail-

able economist who might have testified on more unusual,lines to the

Committee was not called, despite the fact that he was doing war service __ .

in the Treasury at the time;l'Bradbury-had éarly on made it clear that
no witnesses from the Treasury would be required, since he himself was
a member of the Committeeé2 So that body did not have the advantage

of the advice of J.M. Keynes, Keynes was at that time in fawvour of the
Gold Standard, but was by no means as convinced as Bradbury that to
restore the equilibrium with world prices by allowing the sterling
exchange to become devalued was a bad thing. He wrote a memorandum to
this effect early in 1918, for Bradbury's benefit though not apparently
at his suggestion, setting out an ingenious scheme whereby a measure of
free convertibility could be brought about at current price levels.'3
The details of the scheme are not important, since it never saw the
light of day; but in essence the plan was for the British authorities
to accept that British prices were about 10% above the American level,
and to impose a duty of that proportion on the export of gold, The
scheme was devised in such a way that the full 10% would only in effect

be charged if the demand for gold for export were sufficiently great to

warrant it, and quantities of gold equivalent to amounts imported would

1. Boyle, Montagu Norman, p.139.

2. P,R.0,,T.185/1, minutes of evidence of the Cunliffe Committee,
10th day, 22 Mar,, 1918,

3. P.R.0.,T.170/129, memo., by Keynes., 4 Jan., 1918,
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have been allowed out free of duty. The‘percentage duty coﬁld be varied
by Order in Council by the Chancellor of the Exchequer., Such a scheme
might have been a most useful one, either in its own right, or as a
means of gradually reducing the sterling discount on New York by redu-
cing the percentage duty in small stages. But fhe scheme did not reach
the Cunliffe Committee, and their sole assistance from the Treasury came,
as we have seen, from Sir John Bradbury. To a detalled consideration of

the Reports which this Committee produced, we must now turn.

First Interim Report of the Cunliffe Committee

The first.interim Report of the Cunliffe Committee begins by
setting out what it intends to do, and why it has not completed its
labours with one Report. The first Report is to be concerned primarily
with the problems of the currency after the war; while the general
principles which the Committee will lay down will be applicable both
to currency and to foreign exchange, the Committee feels thal the
emergency proposals for dealing with foreign exchange problems immed-
iately after the war could more readily be dealt with later, as could
the application of the principles of the Report to Scotland and Ireland,1

The Report then goes on to outline the currency system in Britain
before the war, The next twe paragraphs, which outline the mechanics
of the domestic system, are largely uncontentious.2 The description
then moves to the way in which the system operated externally, and there
follows what is generally regarded as a classical exposition of the
workings of the Gold Standard for Britain immediately prior to the

First World War.

1. €d.9182,para.l,
2.  Ibid.,paras, 2,3.
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i "One of the most influential models of pre-1914 gold standard
' operation has been that presented in the British official
Command Paper, The Interim Report of the Committee on
Currency and Foreign Exchanges,.." |
The Report describes the process by which the operation of the Gold
Standard acted apparently automatically upon gold movements.
"When the exchanges were favourable, gold flowed freely into
this country and an increasS in legal tender money accompanied
the development of trade.” © '
However, when the balance of trade was adverse and exchanges were
unfavourable, it became profitable to export gold, Gold being obtain-
-able on demand from the Bank, the Bank would withdraw gold from its -
Issue Department in exchange for its notes, taken out of its banking
reserve,
Mooowlith the result that its liabilities to depositors
and its banking reserve were reduced by an equal amount,

and the ratio of reserve to liabilities consequently fell,"3

The description continues, outlining the process by which such an outflow

of gold could be corrected if it became serious:

"If the process was repeated sufficiently often to reduce
the ratio in a degree considered dangerous, the Bank raised
its rate of discount. The raising of the discount rate had
the immediate effect of retaining money here which would
otherwise have been remitted abroad and of attracting
remittances from abroad to take advantage of the higher
rate, thus checking the outflow of gold and even reversing
the stream." 4

The Report goes on to say that it is self-evident that if such gold
movements were due to adverse exghange conditions not merely of a
seasonal and temporary nature, but were rooted in a more permanently

adverse balance of trade, this process would

1. A.G. Ford, The Gold Standard 1880-1914: Britain & Argentina
(Oxford: Clarendon Press, 1962), p,1.

2. £d.9182, para, 4.

Lo Ibid,
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"have resulted in the creation of a volume of short-dated

indebtedness to foreign countries which would have been

in the end disastrous to our credit and the position of

London as the financial centre of the world." 1
The Bank HRate had its effect not merely on foreign lending but on the
domestic interest rate structure as well,

", .othe raising of the Bank's discount rate and the steps

taken to make it effective in the market nccessarily led

to a general rise of interest rates and a restriction of

credit, New enterprises were therefore postponed and the

demand for constructional materials and other capital goods
was lessened," 2

As a result of this lessening activity, -employment and therefore consum- -
_ ption would fall; and as‘hhe-ﬁénéyArates tightened it would become less
profitable to hold stocks and these would be unloaded on a falling market.

"The result was a decline in general prices in the home

market which, by checking imports and stimulating exports,

corrected the adverse trade balance which was the primary

cause of the difficulty." 3

Combined with a similar chain of events caused in the event of an
exogenous rise in the volume of domestic credit - since this would lead
to a rise in prices followed by an increase in the demand for legal
tender money and thus reduce the ratio of reserve to liabilities and
force up the rate of digcount - this system gave the country, in the
opinion of the Gommittee,

"an auntomatic machinery by which the volume of purchasing

power in this country was continuously adjusted to world

prices of commodities in general." 4

The result of these operations was that:

"ooothis countr% was provided with a complete and effective
gold standard,"

1. Cdg 9182, para. 5.

2o Ibgéd .

3, Ibid., para. 6°

4. Ibid., para. 7. 5. 1bid.




This completes the Committee's deseription of the workings of the
pre-1914 Gold Standard as it affected Britain, This model was .construc-
ted for a purely British purpose; but it nevertheless ignores a number
of aspects of its dperation which seem vitally important for Britain,
and together with a number of internal ancmalies a good deal of criticism
of the model is possible, Since the remainder of the Report is built
upon this foundation, it will be necessary to examine its defects a
little more closely.

Firstly, the system was manifestly not fully automatic, even in
the Report's description, since a decision to raise or lower Bank Rate
has quite frequently to be taken; +this involves a Jjudgement as to
whether an outflow of gold is a merely temporary affair or whether it
is evidence of an underlying maladjustment. Secondly, even in the
opinion of contemporaries, the Report glossed over certain other matters
which rendered the system less automatic than the Committee considered
it, The chief example of this is the fact that the Committee dismisses
in half a sentence the process of making Bank Rate effective; whereas
at least one contemporary commentator thirks that this glosses over a
number of problems which the Bank experienced in making Bank Rate
effective in the past, particularly in its action on the cost and
availability of credit in the domestic marketb,1 Again, its comments
on the adjustment of an adverse trade balance makes it clear that the
Committee thinks purely in terms of price effects -on the trade balances;
changes in demand patterns, in elasticities of aemand, in world trading
habits, to mention only a few other variables, together with the
prevailing level of world trade as a whole, are not susceptible to

simple changes in the discount rate.

1.  Economist, .o LXXXVII, 2 Nov., 1918.

- 113 -



In addition to these defects within the analysis itself, there are
a number of important matters on which the Report is completely silent,
First of all, the operation of the Gold Standard is considered purely
from a British point of view, despite the international nature of the
standard and the importance of this fact to Britain., Although Britain
was the hub of the system, she was not operating in a vacuum.

"The world!s main short- andiionggterm capital markets were

centred in London, together with the world gold market and

produce markets, so that this concentration reinforced the

key role of Britain in world trading relations and in the

working of the gold standard before 1914, Nevertheless,

the existence of other developed monetary centres, partic-

vlarly Paris and Berlin, must-not be ignored, for they

possessed liquid resources which flowed to ease stress in

times of stringency, the Bank of France even being known

as the Bank of England's second gold reserve," |
This matter of centiral bank co-operation is not one to which the Reports
devote any space, yet by the summer of 1918 it must have been obvious

“that in view of the destruction of life and preperty assets brought
about by the war, and the huge volume of international indebtedness
which existed independent of real assets, this co-operation would be
much more vital than before 1914.

Not only did the co-operation of cther central banks help the
smooth working of the system on very small reserves pre-1914. A number
of other factors, some of which had been seriously'changed by the war,
also assisted the working of the standard in Britain, It was common
practice before the war for colonial and dominion countries which had
trade surpluses with Britain simply to allow their bank balances in
London to rise. With the shortage of liquid resources to be expected
after the war, together with the difficulties primary producers - as most

of these countries then were - experienced in the 1920s, this was no

longer so common,

1a Ford, The International Gold Standard 1880-1914 : Britain and
Argentine, p.19. The remainder of this critique owes much to
this lucid exposition., See also W.M, Scammell, "The Working
of the Gold Standard", Yorkshire Bulletin of Fconomic and Social
Research XVII(1965). 1,




A similar process was often operated by foreign banks, and could
equally certainly not be expected to continue after the war. Another
way of eaging strains, whereby creditors were paid simply by the
process of shifting assets from the credit of a domestic to a foreign
owner, could not so often be possible after the war, partly through
diminished liquidity, and partly because New York had become equally
important as a financial centre,

Another of the important planks of the Gold Standard, the process
known as 'playing by the rules of the game', although much less
important than it is oftenxegarded,1 nevertheless went much more by
default after the war., This is the process by which central banks
allow gold movements to have their full effect on the internal credit
sitvation, There is much evidence to support the view that France and
the United States were very lax about this between the wars.,

In addition, it seems likely that the Committee over-estimated the
extent to which short-term funds were in fact responsive to interest
rates even before 1914;

"Movements of private short-term funds were more complex in

nature and motivation than is customarily assumed in standard

treatments of the pre-1914 system. Unquestionably., short-term
interest differentials and exchange.-rate fluctuations played

a dominant role in directing the flow of private short-term

funds, even if the degree -of mobility of the funds so motivated

has sometimes been exaggerated., But by no means all private
short-term capital movements can be explained in these simple

terms." 2

According to this authority, other factors to be considered ineluded

preferences as to lenders or to markets for loan placement not based

1, It had been estimated that on a yearly average basis about 60%
of movements in central bank assets were in the opposite direction
to that which would have made the domestic economy feel the effects
of international asset movements; A,I, Bloomfield, Monetary Policy
under the International Gold Standard 1880-1914 (New York:
Federal Reserve Bank of New York, 1959), pp.48-50.,

2o AJLBloomfield, Short--Term Capital Movements under the Pre-1914
Gold Standard (Princeton: Princeton University, 1963), p.90.
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on interest or exchange rate considerations; the availability, as distinet
from the cost, of credit; the requirements of external debt service; and
considerations of banking liquidi_ty° A1l these factors together exerted an
influence which may at times have been more powerful than interest- and
exchange-rate factors.1

As well as 'normal' movements of funds, there We}s other possible
upsets;

"Capital movements and other ‘abnormal! movements of ligquid funds

were, moreover, of greater importance than is usually believed.

And even when of a 'normal! character, private short—term capital

movements were by no means always equilibrating in their balance

of payments effects,"

Another traditionally held view of the Gold Standard which has lately
been challenged, and which is of great importance in the light of post-war
experience, is that which ascribes most new foreign borrowing in the pre-
1914 period to the reinvestment of funds earned abroad on previously
invested capital, Recent research suggests that it is much more viable to
regard the overseas loan interest and repaymeﬁts reaching this country as
part of the stream of income to be saved or spent at will, than as in some
sense ‘reserved' for further investment. Two facts seem to bear this out;
firstly, foreign investment was often followed, rather than preceded, by an
improvement in the balance of payments; and secondly recent analysis suggests
that fluctuations in the volume of overseas lending bears a much closer relat-
icnship in the ratio between exports and imports than to the level of income

3

payments on overseas investments.” In the post—war period it i1s common

for more capital investment abroad

1, Bloomfield, Short-Term Capital Movements under the Pre-1914 Gold Standard.
2, Ibid., p. 91,
3. A.G, Ford, "The Transfer of British Forsign Lending, 1870-1913",

Economic History Review, second series, XI, (1958).
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to be undertaken. than is justified by current balance of payment
surpluses; and these investments, unlike those pre-1914, seem not to
generate an improvement in the balance of payments in the same way.
It may well be that this is associated partly with the increasingly
inter-governmental nature of loans post-war. In any case, whethér
we assoclate the volume of overseas lending withrééportmimpért'rétiosy»
income on previous investments, or bo£h, the great decline in both these
factors over the war period meant a considerable weakening in the Gold
Standard mechanism, For before the war the volume of funds going over-
seas was considerable, and Bank Rate was expected to have‘itsreffeet at
least initially on these funds when the Bank was losing gold. After the
war it was necessary not only to stop funds leaving but also to attract
foreign funds to London, a much more-difficult tasko1
Thus the Committée“s analysis of the pre-war gold standard contains
a number of errors and omissions sufficiently significant to affect the
validity of their conclusionss This is the more so in the light of
their survey of the way in which the war has affected ﬁhe working of
the systems For of these changes, the Report gives primary importance
to those affecting domestic‘policy and consequent upon Government policy;
the changes which affepted the international Geld Standard receive one
paragraph suggesting that most of the actual movements of the exchanges
which had taken place would have done se even if a true gold standard
had been maintained, because of the peculiar circumstances of war—time;2
and three sentences at the end of the last paragraph in this section,

the last two of which state that

le One witness before the Cunliffe Committee was aware of this problem,
see P,R.0.,T.185/1, evidence of C. Nugent before the Cunliffe
Committee, 14th day, 7 May, 1918,

2, 04,9182, para, 8,
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"It is not possible to judge to what extent legal tender

currency may in fact be depreciated in terms of bullion.

But it is practically certain that there has heen some

depreciation, and to this extent, therefore, the gold

standard has ceased to be effective,"

Mneng the domestic changes, the Commitltee was most concerned with
the inflationary develepments, The Repcrt describes the proecess by
which the banks are able to buy unlimited legal tender currency from -
the Bank of England without the Bank®s proportion thereby being red-
uced, under the powers given by the Currency and Bank Notes Act 1914.
This Act enabled the Treasury, through the Bank of England, to issue
to the commercial banks legal tender to a total of 20% of the Bank's
liabilities on current and deposit accounts, The original intention
'was that these drawings should be advances chargeable for interest at
the current Bank Rate., But the banks' deposits became so swollen by
the deposits of Government contractors and so on that they were able
to buy the notes outright with cash transferred frem their accounts
at the Bank to the credit of the Bank's currency note account..

This influx of éash was in itself inflationary, since the banks
were enébled to lend to four or five times the amount of cash origin-
ally deposited and still maintain their customary cash ratio of around
20%. In addition, the cash which the banks had deposited with the Bank
of England in payment for currency notes was borrowed by the Government
and in substitute the Bank was given government seecurities. Since the
initial increase 1n Government disbursements had often come from Ways
and Means advances by the Bank, the whole edifice was frequently built
upon pure credit creation., In addition, it frequently happened that
instead of making advances for preductive purposes, a bank would use

part of its increased lending capacity to buy government securities or

1. Gd, 9182, para. 14.
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lend to a customer who wished to do so; so that quite often the
Government was paying interest for the privilege of horrowing sums
which it had itself created,

Such a process would normally have very rapidly depleted the Bank
of England's gold stock, but since notes became legal tender at the
outbreak of the war, and the export of gold was prohibited in practice,

1
the demand for gold was very low.’

The Report then goes on to outline its recommendations as to future
currency and exchange policy. Its fundamental proposal is that the
Gold Standard be restored. .-

", ..the conditions necessary to the maintenance of an

effective gold standard in this country ne longer exist,

and it is imperative that they be restored withcut delay...

Unless the machinery which long experience has shown to be

the only effective remedy for an adverse balance of trade

and an undue growth of credit is once more brought into

play, there will be a very grave danger of a credit expan-—

sion in this country and a foreign drain of gold which

might jeopardise the convertibility of our note-issue and

the international trade position of the country,"

Apparently all the Committee's witnesses agreed on this:

"We are glad to find that there was no difference of opinion

among the witnesses who appeared before us as to the vital

importance of these matters." 3

The remainder of the Report is largely concerned with the means by
which the return to gold should be brought abcut; the two principal
items are that the Government must cease borrowing as soon as possible,
and must begin thereafter to repay a substantial amount of the secur-
ities in the hands of the banking system, particularly of Treasury Bills;

and that this debt reduction must not be matched by new borrowing for

capital purposes, for re,construction.4 Other reecommendations relate to

1. 04,9182, para. 14.

2,  Ibid., para. 15.

3. Ibid,, para. 15.

4o Ibid., paras. 16 & 17.
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the bringing of the note issue system back to normal, and here is
introduced the famous fCunliffe 1imit', whereby the actual maximum
of the fiduciary issue in any one year becomes the legal limit in
the next.,1 Most of these recommendations are inherent in the basic
principle on which the Committee operated, that their aim should be
to make the post—war monetary and currency system as like the pre-

war as possibles

Final Report of the Gunliffe Committee

It was originally intended that the Final Report of the Committee
should go into detail on the emergency measures to be used to deal with
the exchange situation after the war, The final report actually contains
only two paragrapﬁé on this, largely repeating material already in the
first Report on the importance of a sound system of currency in restoring
the exchanges to health, and the evils in this respect of the expanded
system of credit then pertaining. This Report was signed at the height
of the post-war boom and it is understandable that the Committee should
have felt these anxieties., The only dther recommendationg of note are
that Government. Ways and Means borrowing be checked at once; that the
'Cunliffe 1imit® now be introduced; and that the pre-war situation in
Scotland and Treland be restorede2

Thus the guiding principle of the Gunliffe Committee Reports is the
restoration of pre-war conditions as far as possible, and particularly
the restoration of the pre-war Gold Standard., Unfortunately the Report
is rendered less valuable than it could have been by two factors,

Firstly, the working of the pre-war Gold Standard was insufficiently

1. The whole of this section of the report makes certain assumptions
about the principles of sound Government finance, of which the most
important is that budgets should always at least be balanced, which
are never discussed, but remain implicit,

2. Cmd.484 (London : H.M.S.0., 1919).
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understoed., Secondly, the Committee apparently had almost no under-
standing of the extent to which conditions had been permanently
altered during the war,

"An outstanding feature of the Cunliffe Report is its

unshakeable confidence in the traditional British methods

of controlling credit and supporting the exchanges. It is

a trumpet-call for a return to normal techniques. Yet 1t

was the teaching of the war years that techniques must

change as conditions change,"
The first factor is exemplified by the fact that in the whole of both
Reports there is no mention whatever of the pre-war par rate of
exchange; and no discussion of whether it would be the correct rate -
at which to return to the Gold Standard, It apparently did not occur
to the Committee that this was a matter for question. Yet this implies
not only that 4.866 dollars to the pound, £3. 17s. 103d. a standard
ounce of gold, were rates which could stand for all time; it also
showed a belief in the absolute nature of the Gold Standard which is
difficult nowadays to comprehend,

" ooothe essential relativity of the problem was lost sight

of and the world had to pay dearly for its faith in the

existence of an absolute standard of value."

In essence this is the fundamental error of the Reports., The
misunderstandings of the working of the pre-war Gold Standard are
- gerious errors, as 1s the failure to take into account the nature
and extent of war-time changes in conditions -~ the vast fabric of
inter-governmental debt, the coming problems of reparations, the
great dislocation in trade and trading patterns, the increasing decen-

tralisation of werld financial power, the destruction of assets and

the encashment of foreign investments, and the needs of reconstruction,

1. W.A. Brown Jnr,.,, The International Gold Standard Reinterpreted
1914-34 (2 vols., New York : N,B.E.R., 1940), vol. I, p.168.
2. Ibid., p.174.
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to name only a few; the lack of cognizance of the need to make the

Gold Standard serve the British and the world economy rather than the
reverse, the losing sight of the ‘essential relativity of the problem!' -
that is the cardinal error. Since British policy was based on that
error for many years thereafter, Britain did indeed pay dearly for

her 'faith in the existence of an absolute standard of valuel,
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CHAPTER _FQUR

DECONTRCL AND RECONSTRUCTION OF THE

EGONOMY AFTER THE

GREAT WAR, 1918-1920




Government Gontrol of Tndustry during the 1914-18 War

At the outset of the war, government control and influence over
the British economy was minimal. It was the largest single purchaser
of supplies in the market, but the proportion of the national income
spent by the Government was small; in 1913-14 net government expend-
iture was £190 million out of a National Income of approximately
£2,200 million, By the eﬂd of the war the situation had changed drama-
tically: in 1918-19 government expenditure accounted for abeout half the
national income,1 It is apparent that such a great change could not
have taken place without either the initiation of a comprehensive system
of controls, or a complete distortion of the economic system accompanied
by unrest and disorder, or a combinationlof the two. It was not obvious
at the beginning of the wWar that changes on this scale would be necessary,
since many people in well-informed circles believed that the war would be
a short one, lasting perhaps six months. In addition nobody had any real
idea of what sort of war it would be, since Britain had not fought‘a major
war since the Napoleonic War a century before. Very few people foresaw
the impact which industrialisation was to have on the metheds and scale
of waging war. Thus the need for a comprehensive plan of reorganisation
of the economic life of the»country to put it on a war footing was not
foreseen in 1914, and would almost certainly have been politically
impossible even had the Government had this foresight.

Largely as a result of this absence of foresight, and also because
the Government, in sympathy with public opinion, was in any case unwilling

to overturn the nineteenth century principles regarding 'holding the ring!

Studies in
1. E.V. Morgan, British Financial Policy 1914-25 (London : Macmillan
& COo: 1952); ‘pp. 104“'59
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in economic life which had hitherto governed its relations with the
economy, those controls which were eventually implemented came into
existence in a haphazard fashion, in response to particular situwations,
notably shortages of various kinds. Some restrictions were of course
imposed at the outhreak of the war, such as those prohibiting trading
with the enemy. Exports of essential foods and materials were prohib-
ited from the beginning, and control over the export of many important
commodities was soon put into effect. The Govermnment took over control
of the railways at once, but mainly for military rather than economic
reasons, The same logic lay behind the powers given to the Admiralty
to requisition shipping, although these were later used to control
shipping on a wider basis when the Ministry of Shipping was set up in
1916, The Army Council was giveﬁ powers to requisition essential stores
and supplies of food., The Royal Commission on Sugar Supplies was set up
to take the purchase and distribution out of private hands:; our main
pre-war suppliers of sugar had been Germany and Austria, so this was
obviously a necessary move.

For the time being the Government continued to rely on the market
to supply unaided ils main needs. But before long it became obvious
that; particularly in the field of munitions supplies, the free market
was incapable of quickly readjusting itself to the needs of a major
twentieth century war. The revelations of the shocking absence of
ammunition and guns on the Front in France, and particularly>the short-
age of shells, was the main force behind the fall of the Liberal Govern-
ment in May 1915, and the setting up of the First Coalition, with Lloyd

George as Minister of Munitions. Before Lloyd George took over, the

1. Morgan, Studies in British Financial Policy 1914-1925, pp.35-36.
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War Office had continued to rely on the small number of private firms
who had supplied the Army in peace-time, and who had been unable to
supply the increased quantities needed., Their situation was not helped
by the lack of control over enlistment, which meant that large numbers
of skilled workers were recruited for the forces whom the munitions
firms found it impossible to replace. The solution was found in the
setting up of National Factories specifically for munitions production,
and a form of organisation of muniticns volunteer labour. But organ-
isation of related supplies and war materials was still absent, and a
network of regulations grew up enabling the Ministry of Munitions to
cope with the situation.

Shortages of this kind also beset the Service departments, and
similar ad hoc arrangements were slowly made to enable the War Office
to obtain the supplies needed. Labour shortages in the industries
supplying these soon became a serious problem, and a system of selective
recruitment designed to leave behind the skilled men, without whom
industry could not operate, was slowly evolved, Other early problems
concerned essential imports; shortage of shipping space led to a rise
in freights to five times their pre-war level during the first year of
the war, and as a result import restrictions were drastically tightened
early in 191602 The menace to British shipping by the German submarine
offensive, which became effective in the spring of 1917, was the main
reason for the setting up of universal restrictions and the bringing of
import control under the aegis of an inter-Allied body, the Allied Maritime
Transport Commission, The German submarine threat and the shortage of

shipping space together contributed to the need for obtaining supplies

1. Morgan, ‘Studies in British Financial Policy 1914-1925, pp.37-40.
2. Ibid., p.4l.
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from the nearest rather than the cheapest soﬁrce; the latter cause was
a big factor in our increased purchases from the United States, and helped
to aggravate the already difficult exchange position, This4distortion
in the pattern Of demand for imports also contributed to the post-war
balance of payments problems.1~

Thus the pressure of government demand led to a considerable increase
in its control over the economié life<of the nation. Industry could not
supply the necessary goods sufficiently fast without control and direction.
Inevitably large amounts of productive resources were diverted from.
peace- to war-time production needs. Together with the negéssér& controls
on imports, shortage of goods for civilian consumption inevitably arbse,-
and even had the quantity of purchasing power in the hands of the public
stayed static prices must have risen, But the financial policy pursued
by the Government in fact led to an increase in available purchasing power.
The avowed aim of the Government became to cover out of revenue normal
peace-time expenditure together with the cost of servicing the debt it
incurred in covering the rest of its expenditure. As a result the
Government's deficit on internal current account was nearly oneéthird
of the national income in 1915-16 and about forty per cent in 1917;18,2'
Such huge sums could manifestly not be Qrung from the real savings of
the people, and considerable inflation resulted. Price rises in all
sections of the economy began to give rise to serious alarm and discontent
among the workers., The Ministry of Labour Cost of Living Index rose by
60% between the outbreak of the war and the summer of 1916, and food
prices had risen to double the pre-war level a year later, Food prices

then settled down a little, and by the Armistice were only 10% higher

1. Morgan, Studies in British Financial Policy 1914-1925, pp.40--41.
2, Ibid., pp.41, 104--105.
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than they had been eighteen months earliem1 By this time Government
control of prices had become fairly widespread. But the impetus to
rising prices remained, partly because the Government's financial policy
continued to be inflationary, and partly because the lack of control in
the early years of the war had led to greatly enlarged profits and wages,
and therefore in purchasing power, in certain sectors of industry.2

The spread of government control, which had received one accretion
of power when the first Coalition Government was formed, got another when
Asquith's Coalition fell and was replaced by Lloyd George's in December
1916. From this time the controls increased fast, and by the end of the
war had spread into every walk of economic and financial life., The legal
framework within which the controls were implemented was as ad hoc as the -
controls themselves. Most of the controls were implemented under the
aegis of the Defence of the Realm Act, passed in 1914 and amended several
times. This provided for the framing of Orders in Council under which
regulations for requisition and control could be issued. Initially compen-
sation for requisition under these regulations was on the basis of market
price, and this contributed to the tendency of prices to rise; but by the
end of 1916 a basis of cost plus the pre-war rate of profit had been gener-
ally accepted., Unfortﬁnately this generally meant that the rates were fixed.
with regard to the least profitable firms in the industry, and many more
efficient firms made big profits, although in some industries pooling
arrangements were evolved., Price fixing as such never received legal
sanction, but was done under the authority given by a number of regulations,
notably D.0.R.R.2E., framed in February 1916, to regulate and license the
sale, produetion and use of food, stores and 'war materials', which was

interpreted fairly widelya3

1. Quoted by Morgan, Studies in British Financial Policy 1914~1925,
Do R84a 2, Ibid., pp. 41-43.

3. Framed 15th Feb,, 1916 under the Defence of the Realm Act 1914,
4 & 5 Geo, V, Ch.,29. For a full discussion of the legal framework
of control, see E.M, Lloyd, Experiments in State Control (Oxford:
Claréndon” Press, 1924) ;- ppa_50-Chs




The administrative structure of the controls was complex in the
extreme, partly because, like Topsy, they !just growed'!. The structure
of the controls can be divided into seven main types. Firstly there was
the control of productive capacity. This took several forms. For the
munitions industry one of the main ones was for the Governmept to build
its own factories; the Ministry of Munitions built about 120 during the
course of the war, and took over a similar numbef from private firms,

The Government also took over a number of other industries en bloc,
notably the coal mines, and, as we have already seen, the railways.,
Since the extent to which the Government interfered with the running

of such enterprises was not great, the effect was similar to that in
cases where the Government bought the whole output of a firm, which

was another method of achieving control over productive capacity. In
addition there were voluntary agreements in some industries as to prices
to be paid for raw materials, and quantities of goods to be supplied at
agreed prices to the Govermment. Fourthly, production in some industries
was regulated in some industries, for instance vehicles and beer prod=
uction, by a system of licensing.

The Government also became active in the purchase of raw materials,
particularly food. The goods concerned were mainly imported ones, and
the reasons tended to be either because the Government was such a large
direct or indirect user that it needed control over supply, or, as in
the case of food, to ensure efficient distribution, Control became very
widespread in some sectors; for instance the Ministry of Food was buying
85% of our imported foodstuffs by the end of the war., In addition to the

control of the supplies themselves, a good deal of influence was exercised
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through controlsoner dealings; this control was sometimes just_over the
import and export dealings in a commodity, sometimes over domeéfigﬁdealings
as well, Control was exercised by means of licensing, and extended over
a wide range of food, raw materials and manufacturesl

Another important element in Government control was'priee=fixin_g°
Apparently the normal method was to allow a cost-plus basis, the plus
being based on ‘normal! pre-war profits., There was provision foriarbita
ration in some cases, but that this was very rarely invoked suggests that
prices were probably slightly higher than could have been obtained fraom
independent arbitration., The area in which the consumer was most. affected
was in food prices; attempts to control the price of manufactured consumer
goods were largely‘unsuccessful because of the variety of goods involved,
and the few attempts at standardisation were largely unsuecessful? Price
contral over food was supplemented by control over its distribution; this
was obviously essential, since the normal market regulation of supply and
demand had been suspended, and it was to be expected that supply would
exceed demand, Individual rationing was only introduced in the last year
of the war, and never played the central role which ii did during and
after the Second World War., Prior to this control was exercised largely
by ensuring equality of distribution between different geographical areas,
in which licensed dealers operated ag Government agents;,3

Some indirect control over the expansion of firms whose activities
were not contributing to the war effort was achleved through the control
of capital issues., A virtual prohibition on lending to foreign countries
was imposed, and most of the lending which was in fact done was for loans

to allies, which had received Government approval. Domestic issues of

1. Morgan, Studies in British Financial Policy 1914-1925, pp;48_50;
29 Ibido 9 ppn 50"’5]o
3. Ibid.; pp.51-52.




capital were prohibited unless the approval of the Capital Issues
Committee, set up soon after the Stock Exchange reopened in January
1915, had been obtained, and their value fell to about one fifth of
the pre-war level for each year of the wa.ro1

Direct control of labour was only attempted over those eligible for
military service. Initially the Forces relied on volunteers, but consc-
ription was finally introduced in March 1916, To prevent the calling-up
of skilled men whose loss would have been detrimental to the productivity
of industry various systems of 'reserving' occupations were tried, But
while some control, largely unsuccessful, was attempted over the employ-
ment of these men, none was tried with the women, the older men, and
those unfit for active service; public opinion would not have permitted
any form of industrial conscription. Some measure of 'dilution?, whereby
semi-skilled workers were allowed to do jobs traditionally reserved for
men with craft apprenticeship qualifications, was achieved by virtue of
the Treasury Agreement of March 1915, under which the unions agreed to
suspend restrictive practices for the duration of the war, but in ‘controlled )
establishments!' only. In addition the agreement contained a ciausevby
which the unions agreed to submit disputes to arbitration, but this was
only partially effective, and the course of the war was marked by a number
of strikes in essential industries. These were usually settled on terms
acceptable to the workers, since the Government could not afford to lose
their labour for any length of t‘ime.2

Thus the structure of control with which the Government ended the war
had come into existence in a piecemeal and ad hoc fashion, as and when

shortages or discontent arose. In some sectors the control exercised was

1., Midland Bank Review, quoted in Morgan, Studies in British Financial
Policy 1914=1925, p.264.
2. Morgan, opecit., pp.52-56.




considerable, By the end of the war practically all the inland and sea
transport of Great Britain was under the contrgl of the Government through
the operations of the Ministry of Shipping, the Railway executive, and the
Canal Control Committee. Raw material supplies~and the size of labour
forces came under Government allocation schemes; profit and price control
was very widespread, purchase, transport and distribution of 90% of imports
was largely under Government supervision, and through the melieu of the
Ministry of Munitions the Government owned and operated 250 factories
employing two million people, and supervised a further 20,000 works in

the same industry,1 But many of the controls were loose and only partly
effective. Those operating over direction of manpower and the prices of
manufactured goods were weak and largely unsucéessful. Furthermore, thé
form of many of the controls was such as to make it easier to drop them

at the end of the war than to retain them, The bulk of the controls were
exercised by Ministries - Munitions, Food, Shipping - which were expected
to be temporary Creations,2 The higgledy-piggledy nature of the controls
inevitably meant that there were considerable injustices involved in exer-
cising some of them. The fact that the controls had been set up purely in
response to the exigencies of war provided a powefful argument for their
dismantling, Finally, the legal structure of control was such that the
continuation of them beyond, in most cases, 1921 would have required special
legislation. The Defence of the Realm Act, under which much of the regul-
ation had been made, provided for regulations to last only !'for the duration
of the present war', and those controls and new machinery which were set
up by statute were for the most part scheduled to come to an end a year

after the end of the war. Sc the onus was largely on those who wanted to

1. D,H. Aldecroft, Studies in the Abolition of Economic Controls in Britain
after Two World Wars (Thesis presented for Ph.D. at Manchester
University, 1962), pp.9-11,

2. For the fight to turn the Ministry of Munitions into a permanent
Ministry of Supply, see below, pp.l144~15%,
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retain the controls to demonstrate their usefulness. As we shall sees
they failed signally, and the vast apparatus of control which has been

described was very largely dismantled within a year of the Armistice,

The Process of Decontraol

The most striking thing about the process.of decontrol after the
war was its rapidity. The bulk of the controls had either been removed
or ceased to function within a year of the signing of the Armistice; of
those which remained, the vast majority disappeared in the next two
years; and the bulk of the small remnant fell to the Geddes Axe in
1922, Commént on thié process customarily contrasts the high hdpes
with which the Government entered the reconstruetion period with the speed
with which it drew in its horns as soon as it became apparent that there
was little public support for the retention of controls. In some instanqes
the facts support this view, notably in the case of the demise while still
in embryo of the plan to create a Ministry of Supply out of the Ministry
of Manitions., Bubt on the whole the processes of decontrol and of recon-
struction seem to have been seen by Ministers as two separate parts of
their policy, and it only became apparent later, for instance with the
partial failure of Addison's hdusing policy. that the two were‘intertwined.

As has already been pointed out, the process by which the Government
took control over the economy largely consisted in a series of responses
to external stimuli; control over production was taken in response to a
shortage of supplies, control over prices began as a reaction to inereased
costs to thé Government and labour unrest caused by increases in the cost
of 1iving. There was no theoretical or doctrinal justification for these
vast exbensions of Government activity., In so far as there was explicit
Jjustification by the Government of moves to control particular activities,
it took the form of explaining that the action taken was the result of a
specific situation having arisen.
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"Like factory and public health legislation in the last century,
each justified every additional advance as an exgeptiocnal
concession to some specific emergency, which, because it was
exceptional, raised no question of principle. Thus a collect-
ivism was established which was entirely doctrineless., The
most extensive and intricate scheme of state intervention in
economic 1ife which the country had seen was brought into
existence, without the merits or demerits of state intervention
even being discussed,"!
Having set up this vast network of controls without having considered
the presence or absence of a theoretical justification of it, the
Government was very much a prey to the pressure of the various interest
groups which surrounded it both in and out of Parliament.,
"Being without any general view, the Government was ready to be
pushed, The pressure of business interests, the clamour of its
supperters, the noise made by the Press, the advice of the
Treasury, the economic situation, and- still more~ the prevalent
illusions about the economic situation, all pushed in one
direction," 2
Had the economic situation after the Armistice been different, it is
possible that there would have been a stronger demand for the retention
of at least those conrntrols which might have been supposed to assist the
Government in the provision of employment and the maintenance of indus-
trial profits., But the recovery of the economy after the end of the War
was remarkably swift., In March and April 1919 the numbers drawing the
out—of-work donation were around the one million mark; a year later they
were half that figure. This is not an acsurate estimate of the number
unemployed, since the earliier figure includes a large number of married
women who were entitled to the benefit, but did not intend to return to
work, and the latter is affected by the extent to which men had exhausted

3

their eligibility.” But it serves as an indication; and the apparent

prosperity backed up the clamour of the vast majority of businessmen who

1. R.H.Tawney, "The #bolition of Economic Controls, 1918-21%,
Economic History Rewview, XIII (1943), p.7.

2. Ibid., p.13.

3. A, Pigou, Aspects of British FEconomic History 1918.1925 (London:
MacMillan and Co., 1948), p.28.
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believed that the éromised land lay just around the corner, if only they
could persuade the Government to give them a free hand in achieving it.

"The great staple industries of the past, shipping, iron and

steel, engineering, textiles, and coal - though the latter

had later some reservations to make - were emphatic as to the

blessings to be anticipated, once the nation had ceased, in

the words of the Economist, 'to pay people for putting

difficulties in the way of private enterprise, " 1
In company with most other journals, the Economist was indeed strongly in
favour of releasing industry from the coils of Government control. In
a Leader written after the signing of the Armistice, it commented:

"The first requisite of industry is the restoration of freedom." 2
The clamour of the press was reinforced by the Governmentfs own supporters
in Parliament. This was a most important factor, for Lloyd George had
in the nature of things to be very careful with his followers in the
House, being dependent as he was on the Conservatives, who as repres-
entatives of the business interest were naturally not in fdvour of
Governmental control of industry, although subsidy and protection were
different matters.,

Furthermore, as we have noted, the nature of the structure of the
controls was such as to make their disappearance an easier matter than
their maintenance. In the vast majority of cases, they had either been
brought into being by regulations framed under the Defence of the Realm
Act, for the duration of the war, or they had been initiated after legis-
lation for the purpose, which frequently provided for the operation of the
Act to lapse a year or six months after the end of the war., It is little
wonder that in the event Government policy followed the line which was not
only the one recommended by all but a few, and they the least audible, of

the ayailable volces, but which was also that which required no effort and

little action on its part.

1.  Tawney, The Abolition of FEconomi.c Controlg 1918=1921, p.l4.
2, Economist 7 - _LXXXVII, 16 Nov., 1918,
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"Decontrol, in short, whichlrequired only inaction, was the line

of least resistance., Though it dissolved an imposing fabric of

organised activity, it was the continuance of an accepted policy,

not the reversal of it.

That fact, though of minor significance, was not wholly

unimportant. It meant that the burden of proof was thrown, not

on the advocates of de-control, but on its opponents, and that

the Government, if it desired to perpetuate beyond the statutory

1imit any part of the machinery of economic regulation existing

at the Armistice, would be obliged for that purpose to seek fresh

authority from Parliament."
In the event, decontrol proceeded with speed and smoothness, OControls
over exports were obvious candidates for early removal; articles whose
export was prohibited fell from 1,000 in number at the Armistice to 248
by March 1919, and those which remained on the prohibited list were
mainly food and raw materials, Imports were also freed soon after the
end of hostilities, with the licensing system finally coming to an end
in September 1919, There were, however, exceptions here; food imports
remained partly in the hands of the Government, who was still the largest
importer in 1920, and a further seventeen classes of goods remained under
licence, most of them receiving a permanent measure of protection in 1921,

' e

The import controls which were retained were in fact largely protectionary
in effect, except for some of those on food imports. GControl over food
imports and prices wes retained largely because of public unease over the
price rises of mid=1919,2 and food control was only finally lifted in 1921;

Control over new issues of capital for domestic purposes was formally
removed in April 1919, but the Committee had been allowing virtually every
application through for some months previously, and this was a good

example of controls becoming defunct because of the attitude of those

who operated them, in this case notably Lord Cunliffe, ex-Governor of

1. Tawney, The Abolition of Economic Controls 1918-1921, p.12.
2. Morgan, Studies in British Financial Policy 1914-1925, pp.62-63,
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the Bank of England, The figures of domestic issues in 1918 had
recovered to their pre-war level, although only in money terms, and
were about five times those of the previous:year° The follcwing two
years each showed a sharp rise in the f_igure's,1

Control over industrial production was relinquished very quickly.
By June 1st 1919 virtually all control on the manufacture andrdistribs'
ution of goods in Britain by the Ministry of Munitions, the War Office
and the Board of Trade had come to an end except in the case of a few
goods. It had originally been intended to retaln some control over the
disposal of war materials, to make sure that export firms got priority
for raw materials, but eventually the Government decided to release all
industrial raw materials, and as a result the War Prioritieé Committee
which had been converted to civilian use by changing its name to the
Civil Industries Ccommittee, was wound up in January 1919 as it had
become superfluouse2

The bulk of the munitions factories which had been in private hands
were returned‘to their owners; those which had been built by the Goverrn.
ment were mostly sold. Projects for turning themvaer to peace work,
which had been approved in principal by the War Cabiﬁet in the autumn of
1918,3 foundered en the problem of whether they were to be competitive
with private industry in the general market. A Cabinet decision of
January 1919 that the factories could only produce goeds if the State was
"to be their sole buyer and if, in the production of them, the State would

not compete with private firms, effectively sealed their fate, since the

1. Morgan, Studieg in British Finaneial Policy 1914..1925, p.264.
Control over foreign issues was released partly in August and fully
in November, and the restrictions on the banks deposit rate was also
lifted in August. The whole matter was discussed by the Finance
Committee of the Cabinet, see P.R.0., Cab,27/71, Minutes of the
Finance Committee of the Cabinet, 1st meeting, 24 July 1919,

P.R.0., Recon,1/52,

P.R.0., Cab,23/8, Minutes of War Cabinet meeting No. 491,

24 Oct., 1918,

w
o ]

- 137 -



Government did not use any such goods in sufficient quantity for it to
be economical to retain factories for their produetion,1 Eventually

only three of the factories were retainea permanently, and these became
the first Royal Ordnance Factories at the outbreak of World War II.2

One of the few industries where some measure of control was main-
tained for a time was coal; the reasons were mainly the shortage of
coal supplies and the unwillingness of the miners to see the return of
pre-war conditions. Export conditions other than those on price were
withdrawn in 1919, and minimum prices were substituted for fixed ones,
which enabled the industry to take advantage of the shortage on the
Continent to make considerable profits in that year., Because part of
the process of control haﬂ involved a Government-guaranteed profit
standard, above which level the Inland Revenue received 80% of the profits,
the Government received a profit of £170 million in 1918-19. It had orig-
inally been intended to continue the agreement between the owners and the
Government on profits and wages until August 1921, largely as a result of
the Government's indecision over the recommendations of the Sankey Comm.
ission., By the end of 1920, however, sales and prices were becomming less
favourable, and in January 1921 expenses exceeded receipts by £4.8 million,
and by £4.5 million the following month., The Cabinet, worried at the
thought of the alarming amounts of money they might lose, panicked and
abandoned control at a month's notice, on March 31st, five months earlier
than planned°3

Another area of control which remained for some time in full and

which had lasting results was the Liquor industry. There was considerable

—_—
°

P.R.0., Cab.23/9, W.C.514, & Jan., 1919,

2a Mdcroft, Studies in the Abolition of Economic Controls in Britain
after Two World Wars, p.2l.

3. Tawney, The Abolition of FEconomic Controls 1918-1921, pp.22-23,
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public suppert for this on the grounds that the operations of the Liquor Contrcl
Board had been instrumental in the considerable reduction in drunkenness
during the war, and it was also making a profit - 123% on its capital
April 1918 - April 1921, But vested interests in the trade prevailed, and the
Board was wound up in 1921, although two of its three centres carried on
business under the control of the Home Office. A Licensing Act was also
passed, under which hours of opening were cohsiderablyﬁfedudéd from the
pre-war level, The liquor centres were finally abolished in 1922, following
the recommendations-of the Geddes Committee, which was afraid they might make
& loss in the future.1 |

The railways were not formally handed back to the owners until 1927,
with the result that when the railwaymen threatened to strike in the autumn
of 1919 over a proposed wage cut, it was the Government which had to deal
with the situation directly. As one writer rather unkindly puts it,

"Lloyd George allowed Auckland Geddes, President of .the Board

of Trade, to provoke the strike by his intransigence; then

stepped in and settled it on the railwaymen's terms, This was

a great stroke for the National Union of Railwaymen...lt was

also a great stroke for Lloyd George."<
But this manoceuvre did at least prevent the effective invocation of the
Triple Alliance, at a time when a joint strike of railwaymen, transport
workers and coalminers would not only have been economically but also
politically disaétrous-for the Coalition, caught in the middle as they
would have been,

Controls over food were maintained longer than in any other sphere.
It had originally been intended to phase them out during 1919, and the

Ministry of Food was scheduled to disappear in September of that year,

But the alarming rise in food prices in the summer of 1919 caused the

1. Tawney, The Abolition of Economic Controls 1918-1927, pp.24~25; Alderoft,
Studies in_the Abolition of Economic Controls in Britain after Two World Wars,
pp021‘“25e .

2, A.J.P. Taylor, English History 1914-25 (Oxford: Clarendon Press, 1965), p.l141.
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Govefnment ﬁovhave second thoughts, and invjﬁlyiit was apnduncea that
the Ministry woula coﬁtinue for the time being, ACbntrol over‘some
imports was reimposed; elementS‘of it continuing until March 19271, and
food rationing was reintroduced, Meat rationing was again dispensed
with in December 1919 after only three months, but butter remained
rationed until May 1920, and sugar until September91 Price coﬁtrols
iasted longer'than ph&sical contfols, and like these, lasted longer fér
food than for other materials and goods. Conﬁrol over coal prices
remained until June 1920, bread and flour were ccntrolled until October
1920, butter until March 1921,2 Since this normally involved the
authorities in selling below the market price, and often below cost,
these operations made a considérable loss for the Government. The
Sugar Commission lost £22 million in 1919 and 1920, The Wheat Commissiqn,
which imported foreign cereals and sold them to the millers at the Food
Commissioner's price for the native product, who then sold the flour
below cost to the bakers, made an average loss of £50 million per year
between September 1917 and December ?92003

Such controls over labour as existed were used to control unemploy--
ment, It had originélly been intended ﬁo demobilise the most skilled
workers first, in an attempé to get peace~time industry going again as
soon as possible, but since these were nearly(always the last to have
been called up, the resentment caused was considerable, and when Churchill
took over the War Office in January 1919 he abandoned the idea in favour
4

of 'first in, first outi, In any case, the process of demobilisation was

achieved so swiftly that such considerations very quickly became academic.

Morgan, Studies in British Financial Policy 1914~1925, pp.62-63,
Ibid.

Tawney, The Abolition of Fconomic Controls 1918-1921, pp.19-20.
W.S.Churchill, The Aftermath (London:Machillan & Co.,1941),pp.53-6.
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In the fifteen Qpnﬁhs following the Armistice over feur million men were
released frogﬁéhe forees, but more than half of.the$e were out by March
1919, andﬁb} the end of June the proportion was around three—qv;arters,1
At the same time, the munitions workers were gradually released, with
those who normally worked in the industry the last to go; overtime and
payment by results were suspended, and discharged workers were given a
free passage home,2 Because of the general-optimism'about‘cgntinuing
good prospects for trade after the war, absorption into peace-time
industry was swift; within eight months of the end of the war, muqitions
work had ceased, about six million war workers and. forces personnel had
been released and nearly 90% of them had either been absorbed into
industry or withdrawm from the labour market a.ltoge‘t;her,3
One of the few more permanent legacies of the war was the retention -
of some protective measures, Certain industries had been found to be
essential to Britain for defensive reasons, and their growth had been
encouraged in wartime to supply a number of essential articles which we
had previously imported almost entirely; a notable instance was the
dyestuffs industry. Several of these nascent industries received a
measure of protectien through the Safeguarding of Industries Act in 1921.,'4
In addition the MacKenna duties, imposed by tne then Cnhancellor in Sept-
ember 1915, which consisted of a 33% ad valorem tax on a numbef~0f manuf-
éctured articles, notably motor ears and bicycles, were retained until
1924. The Free Trade lobby fulminated against what if regarded as a
first step towards proteetion,5 but the trade and defence interests won

the day.

1. Morgan, Studies ipn British Financial Policy 1914..1925, p.65.
2o Ibid. . L. o Lo
3. Ibid., pp.b5-6.

4o Ibid.. p.bh.

50 The Economist, traditionally a staunch Free Trade paper, was among
the lsaders in the protests against permanent measures of import and
export regulation; See, for example, Economist.,vol.LXXXIX,

22 Nov., 1919, leading article.
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Thus by the autmmn of 1919, oniy a year after the Armistice, the
vast bulk of the apparatus of war-time control had already been disman-
tled, and only isolated instances remained, These were largely in areas
where their removal, rather than retention, would at that time have
caused a public outcry; the obvious example is cdntrol over the price
and distribution of food. That this 'bonfire of controls! was largely
in line with the Government's pre-Armistice intentions—is reasonably .
apparent. In the meetings of the War Cabinet of late 1918, the disc-
ussions on reconstruction centre on the positive aspeets, such as ‘homes
for heroes?, rather than the negative one of retaining influence over
some parts of the eeconomic 1ife of the country by direet contrels,

"Eeenomic conditions at the Armistice did not appear to

justify the retention of controls for any length of time

and in fact there was never any question that controls

would be retained any longer than was absolutely essential.

Many of them operated under temporary legislation anyway,

which was due to expire soon after the declaration of

peace and it would have required an unusual Govermment to

have drafted legislation teo extend their lease of life for

any length of time, In any case the policy of the Govern-

ment was mapped ocut before the Armistice and it followed

fairly closely the recommendations regarding controls cont-

ained in the various trade reports. Once started, the fire

of decontrol was fanned by the mounting pressure of public

opinion against any form of restrictions on economic activity

and by the rapid disintegration of, the various international

schemes of Government control....™
During the first half of 1919 Lloyd George was absent for nearly all the
time at the Paris Conference, and since Austen Chamberlain was the only
member of the War Gabinet who remained in England the whole time Lloyd -
 George virtually dispensed with its formal meetings, and deeisions were

taken largely on an ad hoc basis. The process by which the decontrol of

industry was accelerated is therefore extremely difficult to follow, and

1.  Aldcroft, Studies in the Abolition of Economic Gontrels in Britain
after Two World Wars, pp.18-=19,
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muach of the important material is contained in the Prime Minister's
correspondence files rather than in the formal Cabinet minutesj; this
tendency was encouraged by the absence with Lloyd George in Paris of
the Secretary to the Cabinet, Sir Maurice Hankey, But on the whole the
Government's approach seems to have been most influenced by the employ-
ment prospects. Chamberlain, speaking at a war Cabinet meeting in
October 1918, said of the plans for running down production in the
Munitions factories:

"Generally, the principle to be borne in mind was that every

legitimate effort should be made to prevent unemployment, and

its accompanying demoralisation., It was far better to run

the risk of manufacturing commodities which would not be

required, and to resolve them into their elements later,

than to have multitudes in receipt of unemployment benefit,"!

A further complication at this stage was that until the Government knew
the Armistice terms it could not be sure what its peace-time munitions
needs would be, nor would it have any certainty that hostilities would
not be recommenced. This uncertainty was largely removed in the course
of the winter, and this, combined with the apparent ease with which men
were being absorbed into industry, was a factor in the deéision to get
rid of the Muritions factoriés more quickly than had been envisaged

in the autumn of 1918,

As to the disposal of the large volume of excess stores which the‘
Government had in its possession at the end of the war, this was carried .
out with all possible speed where the materials were needed to get
industry going again; one of the points which Addison stressed was
the need for this.

"The rapidity with which these people unemployed during the

transition period could be absorbed would mainly depend on
the supply of raw materials,.."

1« P.R.0., Cab.23/8, W.C.491(1), 24 Oct., 1918,
2. Tbid. Addison was still Minister of Reconstruction at this time.
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But care was also taken not to flood the mérkét and distort prices too
much, In the event, 83% of the surpluses disclosed by all Deparﬁments
to the Disposal Board of the Ministry of Munitions, which handled the
transactions, were disposed of by Jﬁne 1920, for a total of £504 million,
and a further £300 million worth remained to»be sold.,1

Such, in brief outline, was the_prgcgss by which the Government
relinquished its physical and financial hold over the country in the
year following the Armistice. Lloyd George had fulfilled his election
piedge of October 1918, in which he acknowledged that

"Industry will rightly claim to be liberated at the earliest
possible moment from Government contrel," 2

But the Government had also pledged itself to a pregramme of Reconstruction,
aimed at increasing the efficiency of the administration of the Government,
at alleviating many of the social evils of the age, and at maintaining a
high level of employment, On the policy of decontrel, there had been
few detractors; in. the field of recgnstructiﬁn the situatiop was rather

different,

Problems of Reconstruchtion: The Ministry of Supply

One of the features of war-time Government contrel of the economy
had been the extent to which it had been neceésary to set up néw Depart-
ments‘to take charge of the various new functions of the Goverament,
True to its traditional dislike of swellen bureaucratic establishments,
this was one aspeet of Government expansion which the House of Commons
was firmly of the opinion should be cut back as soon as peace came,

This clamour, which was in part bound up with the anti-waste campaign,3

was reinforced by the opinions of the general public, and also by many

1. Tawney, The Abolition of Economic Gontrols 1918-1921, pp.19-20,
2. Lloyd George Papers. F/8/2/42.
3., See below, pp. 182-203.
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of the Governmentf's advisers. Sir Warren Fisher, the Permanent Secretary
to the Treasury, writing bo Llcyd George about the economy campaign,
urged that

MWar time Departments should, I suggest, be wound up as soon
as possible and not continued - with the excsption of those
engaged on an inevitably continuing service which could
either maintain a separate existence, e.g. the Ministry of
Pensions, or be absorbed into some pre-War Department. The
Ministry of Munitions is the most spectacular case for
dissolution, but there are others." '

Some of the war-time creations were rendered redundant by the coming of
peace almost automatically; the need for a Ministry of Food was

obviously no longer there after the ending of fpod-price and distribw

ution controls, and the Ministry of Shipping was no longer needed when

the requisitioning of ships and shipping space ceased, Even the Ministry
of Reconstruction, being a co-ordinating Department without executive
power, could safely be wound up cnce it had discharged its functiens

of ensuring that the other Departments® schemes for post~war reconstruction
were -properly integrated.

The Ministry of Munitions might at first sight seem to be in similar
case; for, as we have seen, it had ceased to exercise exeeutive power
over more than a few factories by the summer of 1919, the wvast majoritj
of its workers had been disbanded, and its one remaining major cencern,
the disposal of war stores, could have been taken care of by transferring
the Disposal Board to the care of another Depariment, probably the Board
of Trade, But one of its major functions during the war had been the
co—-ordination of the supply of munitions of War to all the Service
departments and the armed forces which they managed. While Churchill was
still at the Ministry he conceived a plan for turning the Ministry of

Munitions into a peace-time Mihistry of Supply, which would ce-ordinate

1.  P.R.0,,T.171/155, Fisher to the Prime Minister, 3 Sep., 1919,
underlining in the original,
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purchases nect on}y,of material for the waging of war on behalf of the
fighting services, but also all bulk stores for ‘the ecivilian and
military departments as well. Such a plan would, Churchill submitted,
b}ing great savings through bulk purchase, the reduction in the amounts
of stores would be needed if these were to be centralised, and a ration-
alisation of the systems of payment and of distribution, It would also
prevent competition between Departments, which tended to result in the
Government paying higher prices than it~need.,1

This plan gained some support from the recommendations .of a Committee
headed by Lord Inchcape, which recommended that supply be brought under
the contrel of a single department. This Committee had been set up by
the Chancellor to congider how the contract business of the forees might
best be co-eordinated; it reported in March 1918, and Lord Incheape
afterwards made it clear to the Admiralty thaﬁ he had intended his recom-
mendations to apply only in wartime. But this was not stated expliecitly
in the Reporit, and when the Minister of Munitions, Lord Inverfgrth,
canvagsed the opinion of the other members in November 1919 they disagreed
with Incheapels interpretation,2 Backing also came from an administra-
tive wviewpoint, through the Haldane Committee on the Machinery of Govern-

3

ment.” The subject was discussed in Cabinet in October and November 1918,
in conjunction with the preposals for continuing Goverrnment ownership of
the Munitions factories,

The proposal to transform the Ministry of Munitions was contained

in a Cabinet paper circulated to his colleagues by Churchill in October

1918, In it he argued that such a Department would bring considerable

1. Lloyd George Papers, F/28/5/17. Churchill's memorandum was written
in February 1918,
2. Lloyd George Papers,F/28/5/17, Inverforth to Lloyd George, 26 Nov.,1919.
3. Report of the Committee on the Machinery of Government, Cd..923d
(London: H.M.S.0., 1918).
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peace-time advantages in economy both of money and time. He suppbfted
his arguments by cireulating at the same time a copy of a report by the
Munitions Council Committee on Demobilisation and Reeconstruction, which
also urged that as soon as peace was declared,‘steps should be taken to
turn the Ministry into a Ministry ofVSu.pplyo1 General approval was
given to their recommendations in October,2 and the specific proposal
about the Ministry of Supply was discussed at another Cabinet meeting in
November, At this meeting, Sir Austen Chamberlain was strongly in favour
of the preoposal, and the rest of the War Cabinet was in égreement;
although Sir Eric Geddes expressed some reservations as te the implie-
ations for Departmental autonomy., The Minister of Munitions was instr-
ucted to draw up a draft Bill for the setting up of a Ministry of Supply,
which would have transferred to it the powers of the Ministry of Munitions,3
‘This was duly done, and the draft circulated to the Cabinet at the end of
March. It was, as had been intended, a skeleton enabling Bill; the
powers of the Ministry of Munitions would be transferred to it, ﬁogether
with existing powers currently held by other Ministries by Order in Council
as occasion warranted..,4
At this stage it became apparent that the Service departments were
extremely worried about the whole idea., The draft was discussed by the
Home Affairs Committee on March 31st 1919, and the breadth of powers
which the Ministry could have was cbjeected to, particularly by the Minister

5

of Works, Sir Alfred Mond.” This was hardly surprising; the powers of

that office were bound to be encroached upon by the new Ministry, and

67, G.T.6041, 18 Oct., 1918,

8, W.C.491, 24 Oct., 1918,

8, W.C.500, 8 Nov., 1918,

77, G.T.7007, 20 Mar., 1919,

1, Minutes of the Home Affairs Committee of the
1net 25th meeting, 31 Mar., 1919,

olbe
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indeed it was at one point suggested that it should abserb the Office
-of Works com.pletely.1 It was deeided that the Bill should be redrafted
iﬁ consultation with the other Departments concerned. It was not,
however, easy to reach agreement, The Serviceg in general contended
that since they would have considerable surplus stocks of arms after
the war the need for purchase of these in bulk would not be sufficient
on its own to justify the existence of the Depa.rtmen't;; The individua.lA
forces had their own specific grumbles as well,

The Admiralty objected to the proposal particularly on the greunds
that they could not consent to another department taking over their
respensibility for the vietualling and supplying of shores to ships.
The Admiralty circulated a Paper on these lines to the Cabinet in May,
ageompanied by a letter from the First Lord, Walter Lecng, who'said that
the proposals,’in the opinion of his celleagues on the Board of Admiralty,

"would make it impossible for the Board to exercise their cgns-
titutional responsibility for the effisiency of the Navy,"

The memorandum made a great play with the fact that the recemmendations

of Lord Inchecape, which had been adduced by the Bill's supperters as

being on their side, were intended by him to relate to war-time only,

In the opinion of the Admiralty, ships' stores and supplies should be
completely in the hands of the Admiralty. It was alse doubtful about
drawing distinctions between the commissioning of experimental articles

of war and of those of proven and accepted véluep3 All the forces felt
strongly about this thorny problem; but in the case of the Army it bhad
been solved during the war by making the War Office responsible for design,

and for research and development in design, while the Ministry of Munitions,

1. Lloyd George Papers, F/28/5/17, Inverforth to Llcyd George, 26 Nov.,1919.

2o P.R.0., Cab,24/78, letter by First Lord of the Admiralty covering
G.T.7193, dated 3 May, 1919,

3. Ibid., G.T.7193, 2 May, 1919,
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was responsible for production and for research in this a:fea.1 A memo-
randum supporting the proposed scheme was cireulated by Fdwin Montagu,
Secretary of State for India, and opposing the efforts of the Air Forece
to keep the preoduction of aeroplanes cut of the proposed Minlstry's
sphere of control. The argument of the Air service was similar to the
Admiralty argument over design - that the two could not be separated,
and that the Air Ministry must have sole contrel over the design and
production of aereplanes., Montagu pointed out that this argument had
already been decided, aflter exhaustive discussions, in favour of giving
the Ministry of Munitions control over aireraft preduction, and he could
see no reasoen why the Ministry of Supply should not perform this function
equally well. This was a very important point, since in Montagutls view
it would not be a good idea to make exceptions on any scale.

"eooevery supply which is taken or excluded from the Ministry
of Supply detracts from these advantages..." 2 :

Churchill, who had been the main driving force behind the scheme
at its outset, now began to have reservations, His move to the War Office
in January 1919 had also given him control cver the Air Ministry; in this
situation he was bound both by his preximity to them and b& his obligations
to them as their.Ministérial head to be influenced by the arguments of
his two serviee chiefs., At a Cabinet meeting in May the proeblem of air-
craft supplies was discussed, and Churchill anncunced that he had changed
his mind about the desirability of centralising the preduction of non-
standard teehnical supplies as a result of a report of a Committee whose
chairman was the Surveyor General of Supply at the Air Ministry, Sir James

Stevenson. This Committee considered that the Aeronautical Supply Division

1. Lloyd Geerge Papers, FgZSggélzg Inverforth to Lloyd George,
26 Nov., 1919,

2.  P.R.0., 0ab.24/79, G.T.7250, 12 May, 1919,
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of the Ministry of Munitions was really a part of the Air Ministry for
all practical purposes, and thus the argument that aireraft supply and
production had been centralised during the war under the contrel of the
Ministry of Munitions was neither wholly accurate or‘réleVant,to peace--
time conditions., The Committee therefore recommended fhat the design
and production of non-standard technical supplies should be the respons-—
ibility of thé Ar Ministry.

With Churehill no longer supporting him, Sir Austen Chamberlain was
by now fighting virtually a lone battle in the War Cabinet on behalf of
the Ministry of Supply, and the Cabinet deecided to ratify the recommend-
ation of Stevensen's Committee subject to the approval of the Prime
Miniéter, who was away in Paris, Chamberlain recorded his formal dissent
from this conclusion,1 |

The draft Bill setting up the Ministry of Supply was discussed at
two meetings of thelHome Afairs Committee in the course of the summer,2
and it was agreed that little progress could be made until a deeision on
services supplies in éeneral had been reached. It was apparent that this
decision weuld be crucial to the chagcesjof establishing such a Ministry,
andvit is irenie that, as we have juét seen, éhur@hill, who had been the
ofiginator of the scheme, was.in his capacity as Secretary for War and for
Air obliged to advocate modifications to the plan which weré in the end
to preve of central importance in undermining the desire of the Cabinet
to ihstitute the new Ministry. But in addition to pesitive deterrents to
the new Ministry, there‘were-other problems, particularly the dropping of
the eclause in Government contracts which made it obligatery on firms doing

such work to make their books available to inspection, for an important

1.  P.R.0., Cab.23/10, W.C.564, 8 May, 1919.
2. P.R.0., Cab.26/1, H.A.C.28, 16 May, 1919; B.A.C.35, 18 July, 1919.
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asset in the bargaining process which took place when Government
contracts took place was thus lost.

With the coming of the autumn all proposals which involved the
increase or the maintenance of present levels of expenditure began to
fall under the increasing disapproval of the Prime Minister, at the
instigation of and backed by the Treasury. The clamour for reductions
in Government expenditure'was loudest in the Commons, and it is ceftain
that a Bill to continue the existence of the Ministry of Munitions would
have received short shrift. We have already noted the comment of the
Permanent Secretary to the Treasury on the Ministry of Munitions; many
M.Ps. agreed with him, The cause was not helped by the reorganisation
of the Cabinet, first in January 1919, which had deprived the scheme of
the wholehearted advocacy of Churchill, and later of October 1919, in
which the Minister of Munitions lost his seat‘in’the Cabinet. Churchill
had been replaced at Munitions by Lord Inverforth, who only stayed in the
Government out of loyalty to Lloyd George; he made several attempts to
resign before the Ministry finally disappeared in ‘1921.1 But he was
wholehearted in his advocacy of a Ministry of Supply. In reply to Lloyd
George's circular letter on ec.onomy,,2 he stressed the extent to which the
Ministry had already shed mest of its war-time functions and responsibil.-
ities, and put forward the view that the greatest service the Ministry
could now make to economy would be to beceme a Ministry of Supply. This
Ministry would be responsible for both bulk purchase and for holding
stocks for other Departments; +this weuld result in economies in purchase,

and in spage, freight costs, administration costé, and in the financial

1. Lloyd George Papers, F/28/5/11 and F/28/5/16, contain letters dated
7 July, 1919 and 28 Oct., 1919 respectively, both asking Lloyd George's
permission to resign.

2. A copy is to be found in P.R.0., T.171/170, dated 10 Aug., 1919,
A copy was sent to all Departmental heads,
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costs attributable to holding large supplies in stock; stocks could be
considerably reduced fof those articles which were needed by several
departments. The fighting services were most reluctant to agree to such
a development, but it was important that pressure should be brought to
bear,

The following month, Inverforth wrote a full-scale mcmorandum to
Lloyd George setting out formally the case for a Ministry of Supply. He
traced the steps by which the idea had developed, and attempted to deal
with the various objections. A Ministry of Supply would, he suggested,
lead to greater efficiency and economy. It woul& remedy many of the
defects of the existing system of purchase and storage, notably in stop-
ping the competition between Departments, which enabled contractors to
play one off against another., The defects which he outlined were not,
in his view, peculiar to war conditions, Neither could he acbept the
argument of the Admiralty that the provisioning of ships was a speéial
case; the evidence did not support their contention. As Montagu had
noted, all increases in Ministry of Munitions . functions during the war
had been fiercely opposed, but had been found to make supply more effective.

Inverforth then attempted to rebut the opposition outside the Cabinet.
That of the Press was partly, he said, a virtual reflex action, a resist-
ance to the creation of new ministries in general, Their objeetions to
the retention of the Ministry of Munitions on the grounds of its extra-
vagance in war-time, and the suggestion that it was simply an excuse for
keeping on staff, ignored the fact that the peace-time aims of the Ministry
would be different. In war-time, the aim had been production at all costsj

efficiency had had to take a back seat., But peace~time reorganisation

1. Lloyd George Papers, F/28/5/16, Inverforth to Lloyd George, 28 Oct.,
1919, '
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would enable the Ministry to produce savings in Government supply which
would make the cost of the Ministry worthwhile, Finally, he stressed
that there was no intention of reguming any form of industrial contrel
by the Ministry.

"eeothere is no intention whatever of reverting, under the

normal conditions of peace-~time, to the policy of industrial

control agd in?erference wh%ch was foreced upon the Government

by the exigencies of war." :

The follcwing day, thé Finance Committee of the Cabinet met, and discussed
the future of the Ministry of Munitions. 1% was felt that Parliamentary
opposition to the retention of the Ministry would be considerable, and

it was decided to recommend to the Cabinet that a Select Committee of

the House of Commons be set up to coﬁsider the best form of organisation
for supplies required by the Government°2 But when this came up for
decision at a Conference of Ministers early in December, it was pointed
out that since se many members of the Governmenﬁ had at one time or another
been Minister of Munitions, the combined experience of the Cabinet was‘
greater than that of any Select Committee could ever be., 1In addition,

the fact that the investigations of such a Committee would uncover ser-
ious differences of opinion among Ministers was felt to be a severe draw-
back and might prove embarrassing.

The Conference then went on to discuss the general question of the
merits of setting up a Ministry of Supply. Aceording to the usual prac—
tice the record of the discussion is shrouded in anonymity, but it is
stated that a number of Ministers had changed their minds on the subject
since the end of the war. It was pointed out that the Army and Air Force
would be living on their surplus stores for the next five years, and the

number of purchases to be made would not justify the existenece of a

1. Lloyd George Papers, F/28/5/17, Inverforth to Lloyd George,
26 Nov., 1919,

2.  P.R.0., 0ab.27/71, F.C.17, 27 Nov., 1919,
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separate organisation, In addition, the forees would require,staffs to
focus their demands, and the Ministry would require personnel to vet them, .
which would lead to considerable duplication of staff. There was the
difficulty, too, of prbducing accurate estimates. This had caused serious
problems during the war, because Munitions Ministry estimates of costs
kept changing, and the Service departments felt that they could nbt take
responsibility for their estimates if purchasing were to Be done byrg
separate department. Finally, the Air Ministry would not relingquish
contrel over the productidn of aircraft, since design could not be separ-
ated from supply unless aircraft were to be produced in veryiiarge numbers,
which was not likely to be the case over the next few years. -Another.
argument was added to those of the Services, that concerning the great
difficulty involved in attempting to pass through Parliament a Bill
'invelving the retention of the vast organisation of the Ministry of
Munitions,!

From the nature'of the arguments, and from the evidence provided
by the similar discussions in May 1919, it seems apparent that one of
the Ministers who had ‘changed his mind! was Chuarchill, It also seems
very possible that another was Chamberlain, the only member of the War
Cabinet who had until.then steadfastly supported the scheme. Chamberiain
was by this time, though not in October 1918 when the discussion began,
Chancellor of the Exchequer. In addition, béf&eén‘May 1919 and December
had come the great economy campaign., As we have seen, Chamberlain's
Permanent Secretary at the Treasury was strenuously opposed to any attempt
to perpetuate the existence of the Ministry of Munitions. It may be that
the combined effects of the advice of his Treasury officials, caused
Chamberlain to have secend thoughts about the advisability and desirab-

ility of having a Ministry of Supply.
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There was, however, considerable fésistance by the supporters of
the measure; the Cabinet had by this time reswmed its normal peace-
time size, and this was the first opportunity which manyvof its members
had had to discuss the measure in Cabinet., The arguments which they
adduced were in the main those put forward by Inverforth in his memor-
andum, In the end it was declded to ask the fightiﬁg Services to draw
up lists of articles which might be purchased jointly, and that the
possibility of combining the Office of Works, the Stationery Office and
the nucleus of a new buyingborganisation should be investiga,teds1

However, these moves came virtually to nothing. In January,
Inverforth was still writing to Lloyd George advocating the new ministry,
and urging that it be created by amalgamating the Office of Works, the
Stationery Office and parts of the Ministry of Munitia;néo2 But opinion
was hardening as the post--war boom gathered way, and the attention of the
Gabinet was further distracted by the preblems of Woolwich Arsenal, one
of the remaining Munitions factories in Government hands, about which
numerous papers were c¢irculated. The bad crganisation of the Arsenal
wad discussed at length at a meeling in March after cursory references

to the supply problemo3

Finally, it was decided to leave the existing
supply organisation alone, apart from the creation of a joint Supply
Committee by the three Services, and to allow the Ministry of Munitions

to disappear as was provided for in existing legislation, and the decision

was annennced in Parliament in April.

1. P.R.0., Cab,23/18, Conference of Ministers held 9 Deec,, 1919,
2. Lloyd George Papers, F/28/5/22, Inverforth to Lloyd George,
5 Jan., 1920,
3. P.R.0., QQQQZEiZO, Conference of Ministers held 16 Mar,, 1920;
P.R.0., Cab,2/ , C.P.372, 30 Dec,, 1919; Cab.24/98, C.P.616,
5 Feb,, 1920, C.P.657, 14 Feb,, 1920; Cab,2 s C.P.764,
27 Feb.,, 1920; Cab,24/100, C.P.870, & Mar,, 1920, C.P.824,
9 Mar,, 1920,
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Problems of Reconstruction: Trade Policy

Before the war, Britain's policy on overseas trade had been fundam-
entally a fres-trade one; but the war-time need to restrict trading,
partly for ecenomic reasons concerned with coﬁserving shipping space and
supplies, and partly as a part of the blockade of Germany and her allies,
meant that Britain ended the war with a considerable structure of external
trade regulation. In addition, there were two classes of industry which
felt they had a right to protection; the first was those whiéh had not
existed in any large sense before the war and which had been set up in
response to war—time demands for goods which would normally hawve been
imported. The second was the class of nascent industries which had in
the main received some meagure of protection from the McKenna duties;
these were mostly on 'luxury' goods. There was little discussion of the
merits of protecting the second class as an entity, but the McKenna duties
were allowed to remain without either further sanction or opposition, But
there remained the essential goods which were needed for defence purposes
and it was strongly felt in many quarters that although it might not make
economic sense to protect these industries from forzigr competition, it
was essentlal frem a security point of view. -

A good deal of discussion and submission of papers on this subject
went on in the course of 1918, The Treasury was not directly concerned,
but the picture of post—war decontrol and reconstruction is incomplete
without a cursory examination of the problem. The matter was discussed
several times1 by the Economic Defence and Development Committee of the

Cabinet in July and August 1918, and the Committee decided to submit the

1. P.R.0., Cab,24/77, minutes of the Economic Defence and Development
Committee of the Cabinet, 2nd meeting, 2 July, 1918, Ath meeting,
16th July, 1918, 7th meeting 20 Aug., 1918,
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problem to a subcommittee with Austen Chamberlain in the chair. Among
the documents considered by the Committee were memoranda by Mond, First
Commissioner of Works, and by the Board of Trade. In addition the Comm--
ittee had been asked to consider the observations on the subject of Lord
Balfour of Burleigh's Committee on Commercial and Industrial Policy after
the war, Mond put very strongly the case that National seeurity was more
important than national wealth, 1In his view there ﬁas also aﬁothefrprob—
lem to be solved; that of preventing harm to our home industries from
the operation of harmful pelicies by other nations. Dumping might be a
serious problem after the war, since it was very likely that enemy
countries in particular would attempt to restore their industries by
giving big export bounties in one form or another., Mond also supported
Empire Free Trade, although he did not favour the imposing of tariffs

on the imports of other countries solely for the purpose of giving the
Dominions rebates. But he did feel that strenucus efforts should be made
for a considerable measure of self sufficieney within the Empire.,1

The Board of Trade recommendations followed similar lines on dumping
and on the safeguarding of industries, but théy took a much narreower view
of the number of industries which needed protection, in aceordance with
the reccmmendations of the Balfour Committee Report, As tha£ Committee
had recommended, the form of the prohibition of import except un@er
licence, and that a 'Special Industries Board! should be set up to report
to the Board of Trade on industries which needed safeguarding, It was
also suggested that a rebate of one-third the normal customs duty should

be allowed on imports from the Empire.,2

1. P.R.0., Cab,27/4k, Economic Defence and Development Committee of
the Cabinet paper 18, 2 July, 1918,
2. Ibid., E.D.D.C. paper 33, 20 Aug,, 1918,
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The sub-Committee reported back that it recommended the adoption
© of the Board of Trade’s memorandum, and this was agreed.,1 Trade policy
was discussed on a number of occasions during the next few months, with-
out any concrete decisions being taken.2 Finally, in the summer of 1919
Lloyd George decided to try to formulate a series of basic principles
for the Government's economic polisy, and a series of Cabinet meetings
on the subject were held during the summer recess., In the meantime the
Government had set up yet another committee on the subject, which had
held a series of discussions on the subject. The Pregident of the Board
of Trade, now Sir Auckland Geddes, had attempted to embody the decisions
of the Committee into a memorandum, which although the Committee had neot
sent it he believed to embody the substance of their ideas. This paper
was submitted to the Cabinet, and formed the basis of the subsequent
discussion..3
The subject of the protection of key industries, and of the prev-
ention of dumping, was becoming urgent. as the !honfire of controls!?
would soon begin to play havec with the wartime system of protecbion,
As far as the products of key industries were concerned, the Board of
Trade planned to keep the restrictions cr import when the general controls
on import were removed, and to introduce a system of licence fees for the
issue of licences to import these products. The main scurce of friction
on this subject was the extent of the protection to be granted, and it
was decided to leave it to the sub-Committee to draw up a list of products
which should be prohtected in this way. It was urged by the free traders,

notably Churchill, that the list should contain only those industries

1. P.R.0., Gab.27/44, E.D.D.C.7, 20 Aug., 1918,

2. See, for example, P.R.0., Cab,23/10. W.C.553, 3 Apr., 1919;
.~ Cab,23/15, W.C.6104, 8 Aug., 1919,

3. P.R.O., Cab.R4/86, G.T.7974, 12 Aug., 1919,

- 158 .



which were both essenﬁial to our means ofrmaking.war, and which were
either non-existent at the beginning of the_uar, or else producing goods
in quantities which bore no relation Fo the volume in which they were
required in warmtime.1

But the real problems which arese concerned the proeposals on dumping,
The chief difficulty was that, in view of the problems involved in formul-
ating an effective policy, better regisfratibn_of import§ w§£ia bé needed
than was customéry in peace-time. Even the returns based on Customs
reports were largely unreliable, Geddes emphasised that there was at that
time no method of obtaining the information thch would be réquired to
establish that dumping was taking place, or to prevent it.. Chamberlain
also suggested that proper registration would be worthwhile simply on the
grounds of impreoving the Customs returns. But the general feeling was
that the opposition in Parliament to any general scheme of registration
would be considerable, and it was decided that no public mention should
be made of the matter at present; if such registration were needed,
clauses providing for it could be inserted in the anti-dumping Bill when
it was drafted. Lloyd George also suggested that it would be wise to |
look at the possibility ofiimproving the Customs returns in other ways.,
which could be done by laying orders before the House of Gomﬁoné, rather
than needing new legiala:t;iono2

A draft Bill was duly drawn up along the lines of Geddes'!' suggestions,
and presented to Parliament in the autumn, The prineipal features were
that it provided for the prohibition of import of goods which were in the
view of the Board of Trade being sold ir Britain beloﬁ the !'foreign

value', but with a provision for the Cusloms to overlook such an offence

1. P.R.0., Cab,23/15, W.C.614A, 14 Aug., 1919,
2. Ibid, , : .
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on payment of a fine which represented the difference the price paid
and the British price; and the prehibition of import of goods on the
schedule of key industries, and of all goods frem countries where the
exchange had collapsed, subject to a proviso that the Board of Trade
had power to allow such imports under licence.1

The Treasury was not happy about the Bill, but the Board of Trade
suggested that it was the best that could be aone in the circumstances,
and that it was unlikely that it would be much invoked, since it would
be a sufficient deterrent just to have it on the staftute book. The
Treasury did not like the way that duties were effectively being intro-
duced in a disguised form, nor the anomaly by which the Board of Trade
were to colleet fines if the goods were not detected at the point of
entryo2 But their objections were overruled, and the Bill eventually
became law, It did not, however, have much effec’ on the situation it |
was meant to contrel, and its cperation had to be strengthened by a

further measure, the Safeguarding of Industries Act, 1922,

Problems of Reennstruction: the Ministry of Rererstructiorn

The preoblems which would occur during the transition period which
would follow the end of the war had begun to occupy the minds of the
Cabinet as early as 19165 Asquith set up a Cabinel Committee on the
subject towards the end of the year, and.it continued to meet until the
Ministry was set up in the summer of 1917, Among the problems which

were to ocecupy first the Committee and then the Ministry, one of the

-—
a

Summarised in P.R.0., T,160/21/712.

2, Ibid., memo. by Blackett, 7 Oct., 1919. This memorandum was accom-
panied by a letter to the Chancellor from Warren Fisher, who grumbled
about *the immense powers which the bill confers on a bureaucracy to
interfere with the business world and incorporates the principle of
licensing exceptions %o the general rules ... which businessmen so
legitimately detest.f '
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most important was employment, Ii was carly vecognised that the disloc-
abtion caused by the War in the pattern of output and employment, combined
with the absence of millions of men in the armed forces, caiuse grave
employment proktlems when peace came., An early memorandum drawn up for
the Committee in March 1917 suggested that the Ministry of Munitions
should find out the pessibilities of using some of the National factories
on peace-tilme production, that the lccal autheorities, cther Government
Departments, foreign and colonial governments should all be approached
about their likely post-war needs for men and goods, and that the Ministry
of Housing should meet the local authorities and draw up detailed plans
on the basis of their estimates of n‘eedsg1 Arother Committee, this time
of economists, set up by the Board of Trade to czonsider the probable
conditions of industry after the war, also called attention to the problem
of employment, They, however, thought that the immediate post-war period
would, after a short period of adjustment, be one of full employment,
because of the pent-up demand for civilian goods released at the end of
the war, But they also reccmmended that employment. schemes should be
drawn up, to be put intec effect as empl:iyment declined, after the first
burst of post-—war enthusiasm had been dissipated., Then, as unemployment
in the relevant areas, for example building. declined, the Government's
blue-prints could be put inte practice,2

Other areas were also regarded as important; Housing for its own
sake as well ag for its employment possikilities, electricity supply,
road building, as part of the longer term spectrum; improved channels
of cummunication beltween Government and industry, and betwoen employer

and werker, better working conditions in industry. improvements in rural

1. Lloyd George Papers, F/78/2/1. dated 15 Mar., 1917,
2. Lloyd George Papers, F/88/3/1, May 1917.
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life, on the social side; and a multitude of problems concerned with the
transition period, The Ministry of Reconstruetion was from the first an
advisory department. without executive powers; its job was to make plans
in conjunction with the Departments which would have to carry them out;
The first Minister wag Dr, Christopher Addison. who had previously been
Minister of Munitions; he was an energetic mar, full of ideas ard en@hus=
iasm, and close to Licyd George; I1lke him, he was a Liberal in a ﬁéiﬁi&
Conservative Government, But his Miristry had rno real power; he could
instruct, advise and write angry letters to his heart's content, bat he
could not force Departments te carry out his instructions, as he appar-
ently found to his cost when he left to become President of the Local
Government Board in January 1979.

Adison began by sending a duplicats letter to each Department
asking for a summary of their reconstrunztion planso? At this stage the
Treasury seems to have taken little interest; +they were among a number
of Departments to whom Addigon protested twe months later that he had
received no reply to his 1etter,2 But it was ineviﬁable that, once the
process of evolving leng—term poiicy gol under way, the question of
expenditure should ari.s§S and the Treasury began 1o take an interest in
the Ministry's activities. These ranged across a wide field, as can be
seen from one of the many pamphlets issued by his Department on the subject
of Reconstruction - Addison was an excellent publicist - during 1917 and
1918, This one was entitled 'the Aims of Reconstruction' and was issued

early in 1918,

1. P.R.0., Recon. 1/4R, Minister of Reconstraction to all other Heads
of Departments, 11 Aug,, 1917,

2. P.R.0O., Recon.1/48, Minister of Recenstruction to certain Departments,
16 Oct., 1917. These were the Departments, such as the Treasury and
Ministry of Muriticns, who had not replied to the earlier letter of
11 Aug., 1917.
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The document began by setting out the aims of the Ministry in general
terms., Originally, it stated, the tasks of reconstruc#ion had been seen
" in terms of a simple return to the position of 1914. But as a result of
the experience of war, it said,

"People haye begun to doubt whether, after all, the social and

industrial system in pre-War days was so harmonious and so well-

organised as to deserve to be revived in its entirety - whether,.
indeed, it was in all respects worthy of the men and women who
lived under it, or compatible with the ideals for which so many

of our best have given their lives."

So, gradually, the idea of returning to pre-war days had been gradually
supplanted by

| "the larger and worthier ideal of a better world after the Wa,r,.'"2
Thus the aims of reconstruction were in the main two: +to provide for the
conditions which will arise when the war ends and the nation returns to
the activities of peace-time; and also ﬁo:provide for wider andllonger—
term needs, in keeping with the national mood.

"It [;he work of reconstructioé] has to give shape and satis-

faction to the strong feeling which has arisen in all sections

of the community, among men and women of the most widely

differing opinions and outlook, that there is very much to be

ashamed of when we look back to the conditions of July 1914,

and that out of justice to the living and out of reverence to

the dead, we are called to rebuild the natlonal life on a

" better and more enduring foundation." 3
. The pamphlet then went on to outline the various tasks with which the
work of reconstruction would be concerned. First there was shipping..
Detailed plans would be difficult to make until it was known what the
situation as to supplies and the position of ships at the cessation of
hostilities was; it would also obviously make a difference what season

of the year peace was declared, and so on. But it had to be remembered

that the problems of receonstruction in general, and of shipping in

1o  PoR.0., Recon,1/82 part 2, Aims of Reconstruetion, ppo 34
2, .];.b,,l.eg:g,y Po 4o
3. Ibid.
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particﬁlar, werevnet-eXGlusively\British in nature, but affected all the
belligerents, and it mighflbe necessary to keep the inter<Allied centrel
of shipping going in the postmwer perioed, .(This was rendered impossible
mainly by the Americans, who were anxious to disband all such jeint
agencies as soon as pessible;1) |

The next problem was that of rawrmaterialsor Some form of priority

over the release of stocks of raw material wouid be needed to ensure

-that the most urgent claims frem a national po;ﬁt of view were satisfied

first. The tranSpert of steres and of goods in general was another
rmatter which fhe Go&ernment‘Was’investigetingg the roads had—been neg-’
lected during the war, and a renewal programme would be needed at an
estimated cost of £60 million,~

On demobilisation, the Ministry felt that the eims_df civil industry
wererof.paramount importance, and plans had been mde for the release of |
those who were ﬁost~urgeﬁtly needed in their peace~time oceupations»first.3
The utmost efforts would be made to get men back into employment as soon
as possible, but for those who had to suffer an interim period of uneﬁm
ployment there would be unempleyment benefit, As to industrial conditions;
the policy outlined in the Whitley Report, which recommended the setting up
of Jbin£ Councils of employers and workers in’all:highlyeorganised indus-
tries, to discuss mutual problems, |

"[ba%]been adopted by the Government .as the cornerstone of
its reconstruction policy." 4

These bodies would also be able to fulfil the neecessary function of prev-

iding a channel of communication between the industries and the Government.

1. See, for example, Tawney, The Abolition of Fconomic Controls 1918«192],
po190

2. P.R.0., Recon,1/82 part 2, Aims of Reeonstruction, p,8

3. Ibid., p.9. This proved to be a most troublesome provision, and was
done away with by Churchill' as soon as he went to the War Office in
January 1919; See above, p. 140,

4o Ibide, pPo10. - :

- 164 =



Where the two sides of industry were not sufficiently highly organised
for these joint counecils to be set up on a permanent basis, the Miristry
was promoting the setting up for the post-war period Interim Reconstruc-
tion Committees, which might then provide this facility for joint
industry-Government co-operation,

The paper repeated the Government's pledge to restore Trade Union
conditions which had been voluntarily suspended early in the war, but
it was of course open to the workers to decide whether all such condit.-
ions were necessary in the light of the way things had proceeded in their
absence. The problems of the land were not forgotten, eiﬁher° The
Ministry was concerning itself with the expansion of forestry werk, land
resettlement, the reclamation of waste land, and other important matters
designed to rejuvenate the 1ife of the'countryside.,1 And, just in case
the importance of sccial problems had escaped aﬁyone‘s attention, the
pamphlet ended its catalogue of endeavour by promoting the cause of the
main social services, housing, health and education,

Health improvements would need new legislation, to bring together
the multiplicity of existing services, at that time supervised by a variety
of different bodies, often at loggerheads with each other,

"In the work of reducing this tangle, which has growo up bit

by bit during the last century, to greater order and usefulress,

the Ministry [of Reconstruction] is naturally called to play a

leading part, for all Reconstruction policy must be based upon

a healthy and vigorous population.@n“lz
Improvements in the stock of housing available would be another impeortant
problem to be solved in the reconstruction period; and considerable
attention would have to be paid to education,

"for upon the extent to which the country develops and makes use

of the innate abilities of its citizens, its future prosperity
and happiness depend.," 3

1 P.R.O., Recon,1/82 part 2, Aims of Reconstruction, p.13,
2, Ibid., pe.lb.
3. Ibid.,
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Havirg set out the sceial and ezoromiz prablems, the pamphlet then
came tc that of finance., But not as might be imagined, the prctlem of
financing its schemes; the difficulties were those of reconstructing
the financial sestor itself, In this connection the Ministry had set
up two Committees, cne, in conjunction with the Treasury, on currency
and exchange, and the other on finanecial facilities,

Finally, the paper drew attention to the importance of a consid-
eration which it had urged at the beginning; that of remembering the
international nature of the problem.

"No single problem of Reconstruction can be solved if itris

regarded splely as a domestic problem; %o deal with the

task in front of them when peace is made will demand from

the Allies the same good faith and loyalty, the same fore-

thought for each other and tglemselves3 that has maintained

their union during the War, ":

The problem of financing the schemes of reconstruction was of course
mainly the concern of the Department which was to spend the money, Butb
Addison concerned himself with it on a general level, In February 1918
he wrote to the Treasury on the subject, asking for approval in general
terms of his schemes, and for an assurance

"that measures which are agreed upon as essential in order to

give the country a satisfactory start on a peace footing will _

not. be delayed or refused sanction on the grounds of expense,"<
He was not in a position to furnish the Treasury with detailed estimates
of the cost of the plans he had drawn up, although they would soon be
ready, but that was not the point; as a point of principle, there was
no point in drawing up detailed plans if there was no prospect of being

able to carry them out.

1« P.R.O., Reeon,1/82 part 2, Aims of Reconstruction, p.16.
2., P.R.0., Recon,1/0 ., memo, by Addison on reconstruction finance,
10 Feb,, 1918,

RO
R
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Addison then proceeded to outline the'main-headings under which
expenditure would be incurred. First, there was the housing programme.,
This would involve purchase of land .and ma.tefia)ls on a large scale,

Then finance would be required for the transfer to public ownership of
land for small holdings, soldiers! resettlement, and afforestation,

The transport system was in need of recohstruction and repair, Certain
essential industries might need State financial assisﬁance for a“pe‘riod°
Unemployment insurance would have to be extended to cover the period of
dislocation following industrial and forces demobilisation. Finally,
the strengthening of the health service would require extra money; and
it might be necessary, if the Committee on Finencial Facilities so recom-
mended, to provide State credit guarantees if the financial aid>of the
banks proved insufficient to help industry back on a peace-time footing,
HoWever,»this list of needs was not exhaustive; and Addison emphasised
that he had not included costs of food.subsidies, charges arising out of
the dislocafion of transporﬁ following the end of the war, and other
matters, What he was concerned with was not the sanctioning of indiv-
idual items of expenditure, but the principle that reconstruction would
not be‘hampered by a shortage of funds,

In Addison's opinion, it was essential for the Government to lay
down guidelines about expenditure'afte; the war, He felt that there
were two main iines of argument on this topie. On the one hand there
were people who felt that everything should be subordinated'to the paying
off of debt, and that there was no prospect of a permanent restoratien of
prosperity until a large part of the war indebtedness had been liguidated.
From this viewpoint it followed, Addison said,

"that the total expenditure of the State should be kept as low

as possible, that services such as housing, land settlement,

and the improvement of the public health and presumably the

restoration of the transport services to their full capacity,

must wait until efforts at extinguishing debt are reflected in
the improvement of national. credit and international exchange,"

1. P.R.0.,Recon,1/70, memo. by Addison on reconstruction finance,
10 Febo, 1918, p.3. =165 -



He felt that there would be more force in this argunment if it "eould be
shown firstly how expenditure of thé kind-he suggested'involved'the
withdrawal of capital from'production, and secondly how it would in any
case be possible to pay off‘gebt and restore the naﬁional credit if the
maximum possible effort were not put into dereloping our resources 8o
as to achieve the maximum output in the.minimum possible time; and he
urged | | |

"that capital expenditure on every one of the subjects I have
cited is as vital to efficient production as if it were
invested in machinery or factory buildings.  To say that the
workman must be healthy and must have a house is ‘simply to.
state two of the prime factors in the scheme of production =
. which we.all desire, The means for reallslng it will not be
forthcoming ‘except from.tne State and so .far from withdrawing
from industry the capital it requires the State in performing
its obllgatlons towards its citizens will be dlscnarglng a
function which is essentlal to 1ndustry°"

Sp; A@drson urged, it was_v1ta1 that in erder to restore the ecoﬁomic
machine to proper weorking order the Government should be prepared to
spend money, in large sums if necessary, thougn w1th careful regard to
galning value for money, -If this were not done, the transfer from war
to peace would be accompanled by wldespread dislocation and unrest and
there would be agltatlon for the immediate 1mplementa$ion of the sort

of schemes whlch Addison was prop051ng, but 1n haste and w1thout proper

conslderationo~

"It will be no defence to say that v1tal proposals were not
enacted for want of money, Nobody will believe it.. We shall
be told that the money would have been forthcoming if it had
been required for the- War and we shall be pressed to acecept . ..
&all manner of wild proposals and to devise hastily extempor- "
ised expedients which will satisty nobody. I hope that we
shall not have to legislate -and to spend money for recongtruc~
tion purposes in an atmosphere of panic engendered by violent
agitation ‘and well-founded discontent;, but I do most seriously
suggest thet this is an alternative tham cannot be disregarded
if our plans are laid for a half-hearted tentative scheme of
recenstruction based on the view that we cannot affort to
prepare for peace. n2.

1o P.R.0.,Recon. 1[20, memo, by Addison on reconstruction finance,
" 10 Febc, 1918 p 30 .
2o Ibido,-pe5e. o
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In view‘of the events of early 1919, that last sentence is painfully
prophetic, altheough ﬁhere'is no evidence that the Treasury wés entirely
or even largely to blame¢1

Addisonﬁs-mem@fandum was cifculated tobthe'Gabiﬁétg and consi@ered
at a moeting on February 26th. By this time the offictal Treasury view
had been propounded in a memorandum by Bradbury,2 As was to be expected,
Bradbury was not at all happy about the idea of giving a carte blanche
to-recqnstruction1expsnditure,"Hé disagreed with Addisen’s view thatb
there was a clearcﬁt diVision of opinion between people who gave first
importance ta paying off ﬁhe National Debt, and who believed that this
was an essential prerequisite to the redovery of the econemy to its pre-—
war prosperity, and onithe other hand those who felt that the only means
of repaying the debt lay in giving first;pridrity to stimulating production
to the méximum degrée possible by dint of capital outlay on a large scale,
He felt that the idea that the faster production developed the greater
would be Britainlé ability to restere her credit and repay her debt was
common ground, However, he felt that béhind Addisonts criticism of -the
more cautigus school, who believed in putting debt repaymeﬁt first, was
the idea that repayment of internél debt in some way involvedbthe expend--
iture of capital; and this Sir John regarded as fallaciouss

Eradbury then pre@éeded-to put ferward the orthodox view qf debt
repayment, that is, that it involves a transfer of purchasing power from
one member of the community to anpther, and in se far as the transfer
was from taxpayers who might otherwise be expected to spend the moneyy
to rentiers who would almost certainly reinvest it, the overail stock

of capital would be inereased.

1o See below, ppe 177-182.
2. PF.R.0., I;170/125, mema, by Bradbury on Addison's views on
reconstruction financey 21 Feb,, 1918,
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"It is clear therefore that provided the burden of taxaticn of

‘profits is not carried to the point of strangling enterprise,

taxation for the purpose of repayment of domestic debt tends by

a process of compulsory thrift to inerease rather than diminish

the capital resources of the nation.. The creation of a sub- -

stantial sinking fund for the war debt out of revenue is there-

fore thoroughly sound from the economic point of view and will

itself assist the re-establishment of industry by restricting

consumption and increasing the demand for and maklng fands

available for the production of new capital goods." 1
This argument he regqrded as unassailable, But it was a separate
‘question whether at the same time as the Government was repaying debt
out of revehue the State should alse be borrowing on a large scale for
capital purposess

On this point, Bradbury felt it was not possible to give a categ-
orical judgement as to the correctness of such a procedure. But he felt
that there were several reasons for proceeding with extreme caution. The
first was that thé supply of capital after the war was likely to be con-
siderably below the demand. This was basically not because of a shortage
of currency or credit, for the potential purchasing power which the banks
could lend their customers on the basis of ordinary banking practice
would be on a scale entirely without precedent. But the volume of goods
to satisfy the demand was simply het there, and if bankers used all the
powers at. their disposal to create purchasing_power prices would be forced
up to a levél which 'would dislocate all economic relationshipslog There-
fore, any Government borrowing after the war would involve not the creation

of new credit but the diversion of purchasing power from private inte

Government hands. Bradbury questioned whether this was wise:

1. P.R.0., T.170/125, memo, by Bradbury on Addison‘s views on recon-
struction finance, 21 Feb,, 1918, p.2, The analysis, in a pre-
Keynsian world, is accurate within limits, But even in the context
of the times, it ignores two problems: first the deflationary
nature of some forms of debt repayment, in which purchasing power may
actually be destroyed, and secondly the imperfections in the capital
market.

2. P.R.0., T.170/125, memo. by Bradbury on reconstruetion flnance,

21 Febo, 1918, Pe3e
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"The question therefore resolves itself inte this, shall a
portion of the insufficient supplies of raw materials which
are available be diverted from the channels inte which the
ordinary laws of supply and demand would carry them to spegial
purposes which in the opinion of the Gevernment are desirable
for social betterment, and shall a certain part of the labour
which if economic forces were allowed to cperate freely would
undcubtedly be employed for purposes of the most pressing
economic necessity...be diverted to certain services which
however desirable from a social point of view are cerbainly
less pressing from the point of view of econcmic necessity.”

In Bradbury'!s view, the likelihood of unemployment on a~iarge scale
except very temporarily after the war was most unlikely,.

"While there is considerable danger of the restoration of
industry being impeded by purely mechanical causes resulting
from the war disturbance of the markets, ungertainty of the
developments of demand and the difficulties of demobilisation,
the general world shortage of commodities of all kindsy
capital and consumable, is quite sufficient to absorb for some
time to come the maximum produehion whiech can be made
available,®

In addition to the econemic arguments against considerable Government
borrowing for capital purposes after the war, there was of course the
admiristrative one, Sinee for many years after the war the Government
would in any case have a heavy programme of maturity of short-term bor-
rowing te cope with, any additions to the burden would only harm the
economy in the long run by making the load of desbt even mere intractable.
However; Bradbury did not rule out altogether the possibility of
raising moderate amounts for some reconstruction purposes after the
conclusion of peace. But considerable care would be necessary.
M, .othe amount which can be so raised without grave risk to the
whole financial fabric within any given pericd can only be deber-
mined from time to time as events develop and to deside "that
measures which are agreed upon as sssenbial in order te give the
country a satisfactory start on a peace footing shall not be
delayed or refused sanction on the grounds of expense! would be

to follow the historieal precedent set up by King Canute in
relation to the activities of the tides."3

1 P.R.0., T.170/125, memo., by Bradbury on reconstruction flnan099
21 Febay, 1918, Dpode

2. Ibid.. .

3. Ide.a p 6, .
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The matter came before the Cabinet on 26th Febrnary, and it was
decided that the problem should be settled by discussion between Addison
and the Chancellor of the Exchequer, No record of these talks has come
to light, but in any case the problem did not really become pressing
until the spring of 1919, Up to that time the problem was cne of
planning rather than exeeution, During the remainder of his time at
the Ministry Addison continued to pursue thevpréblems of reconstrustion
with energy and enthusiasm, dealing with such issues as the date for the
ending of the war (an important issue because much of the authorisation
of emergensy action contained a provisc that the powerS'onlyvextended
to the tperiod of the present war'), the formation of Joint Industrial
Gouncils, familiarly knewn as Whitley Councils, of Interim Reconstruction
Committees, relinquishing ¢f Government control, sale of surplus Gevern-
ment property, and numerous othérs, There is little evidence of further
conflict with the Treasury in the earlier part of this period, since
most of Addison!s work did not directly involve expenditure; as we have
noted, his was not an executive depart‘ment.,T

One of Addisonts major achiévementSfat this time was the prometion
of a unified Ministry of Health. This was an issue which had vexed
British politics for years, since the various vested interests involved
took diametrically opposed viewsz.»2 But the experience of the war wen
many converts to the importance of unifying the nationts health services,
and the Ministry finally came info being in July 1919, The final decision

on the inception of the Ministry was one of many which Addisen had

1. P.R.0., Recon,1/70. part 1.

2a A detailed analysis of the events leading up to the creation of
the Ministry of Health is to be found in F, Honigsbaum, The Struggle
for the Ministry of Health. (to be published as) Oceasional Papers
on Social Administration No. 37 (London: G, Bell & Sons).
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considerable difficulty in obtaining from Llcyd George; it was a
perpetual complaint of Addison's that Lloyd George spent too little
time on reconstruction problems and that he allowed his determination
to win the war to-exalude.the necgessary consideration of other problemS¢
During October 1918 he wrote to Lloyd George several times asking for
his support in getting urgent problems of recenstruction settled by
the Gabinet;c1 For part of this period Lloyd George was absentriﬁ Francé;
he wag also much taken up with the problems of the fortheoming election.
Finally, on the 29th of October Addisen wrote to Lloyd George in France
with a long list of matters- requiring urgent Cibinet decision. Idloyd
George responded by setting up a Committee with power to make the
necessary decisioné,2

This did not however solve his problems at once, On the one hand
he was still dogged by unwillingness to take decisions - despite the
fact that Lloyd George had expressly given the Gommittée power to take
decisions in the name of the War Cabinet, it was unwilling to dezide on
the question of redeeming war pledgg;, particularly.those on labour use,
and eventually Addison had to cable Lloyd George to reassure its members
that they were entitled to make a decis:“to-n.a3 On the other; he met
obstruction from the Departments. Thé Ireasury deputation at a discussion
on out-of--work benefit proposed 14/- plus marriage and child allowances
as a sufficient weekly sum; Addison wanted 20/- plus allowances. He was

not pleased at the Treasury reaction,

1. Lloyd George Papers, F/1/4/27, 25 Octs, 1918; C. Addison, Four and
a Half Yearg (2 vols; London: Hutchinsen & Co., 1934), vol.II,

. ppo 583“’585'

2, Addisen, op.Cit., P.585.

3. Ibid., p.586.
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" eotheir chief-spokesman was in his most insolent meod...

I told him that if he were to go to the Tommies in the trenches

and tell them he thought 14/L would be erough for them to live

on if they could not get a Job after demobilisation, he would

probably be strung up to the nearest post and would deserve it
As well as opposition, he also had problems caused by inaction. He and
General Smuts, who was couaperaiing-with him on the Committee, had an
interview with senior officials from the Local Governmeﬁt,Béaxd en the
progresé of their housing plans - an impertant eiection issue, on which

Lloyd George was later to pronounce

"A big housing scheme is one of the principal features of the
Governmentﬂs ayowed programme, u2

Mdison was appalled by the situation which the offmyeTS'demonstrated
pertained at the Board,

"Our interview,..was the most shocking revelation of incompetence
that I have ever experienced,"3

It was not lbng béfore»he got the chance to remedy the position himself.
The decision to set up the Ministry of Health finally taken, Addison
presented the Bill enabllng it to Parliament under the tenpmlnate rule
on November 6th, and three days later Lloyd George summoned him to
Downing Street to offer him the new Ministry in the Government reorgan-
 isation which was to take place in January following the eleétion,:4
However, the authority for the new Ministry was not complete, and it was
not to come into existence until July, so until that time Addison was to
be President of the Local Government Board. Under the Ministry of Health
Act, this department was then merged with the National Insurance Comm-
ission, and took over the powers of the Board of Education with regard

to the medical treatment of schoolchildren,

1. - ILloyd George Papers,E/1/4/27, 25 Oct., 1918 Addison, Four and a
Half Years, Vol.II, p.585.

2. Lloyd George Papers,F/8/2/42, speech notes dated 20 Nov., 1918,

3. Addison, gp.cit., p.586.

4o Ibid., p.588.
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The President of the Local Government Board had until early
November been W, Hayes Fisher (later Lord Downham). He was obliged
by Lloyd George to resign over the total inadequacy of the registers
of voting of men serying with ﬁhe forces,1 and Sir Mickland Geddes, then
- Minister of Reconstruction, was asked temporarily to replase Downham as
well, in order to prepare the votiﬁg registers for the Election with all
possible speed, Thus Gedde; spént two months at ﬁhe Board, while still
also Minister of National Service, on an inter-regnum basis to do a
particular job for Lloyd Geerge. Geddes seems not to have seen the
situation quite in that light, and being highly diséatisfied Qith the
organisation which he found when he arrived, made plans to change it.
Addison was not pleased, and wrote to Lloyd George protesting in his
usual vein,2 However, the situation seems to have been smoothed over,
and Addison went to the Board in January as planned, there to begin a
considerable programme of re-organisation, which included the wholesale
removal of the senior officials on the Health side = most of them were
prematurely retired,3 .He found that the Board‘'s organisation and plans
on housing were lamentably inadeéuate. Nothing had been done to carry
out the Reconstruction Committeets instructions about the Housing Plan,
although the loecal authorities were_wellndisposed,AI Mdison decided
that he would need all support he could get from other Departments, and
wrote to Lloyd Geerge along these‘lines in the hope that he would emph-

5

asise Addison's needs.” Despite the fact that housing was a central

plank in the Government's policy, Addison was still having problems with

1o  Prank Owen, Tempestuous Journey (London:Hutchinson & Co., 1954),
Pp.503-4e. Lloyd George wrote an angry letter to Fisher, which Bonar
Law begged him to tone down., ' The response was uncompromising: 'The
P.M. doesn*t care if he is drowned in Malmgey wine, but he must be
a dead chicken by tonightt,

2. Lloyd George Papers,F/1/4/30, 22 Nov., 1918; F/1/4/31, 25 Nov,, 1918.

3. See Honigsbaum, The Struggle for the Ministry of Health (to. be
published.) _

4. Lloyd George Papers, E/1/5/3, Addison to Lloyd George, 22 Jan,, 1919,

56 Ibid,
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the Treasury over finance, this time of the increased staff which would
be necessary if the L.G.B. were to carry out the housing programme.
Addison had written to the Treasury, telling them of his schemes, and
had at first had no reply. When approached again, a Conference. at the
Treasury was arranged. The behaviour of the Treasury officials towards
the senior members of Addison's Department angered the latter consid-
erably, and he wrote to Lloyd George in protest.

"Sir James Carmichael [Qirector General: of Housiné} was subjected

by a junior officer of the Treasury to a cross-—examination on

such points as to whether he and his deputy could not share a

typist. He has now, I am sorry to say, formally resigned his

office, as he tells me it is utterly impossible for him 0 get

on with the work, and I agree with him, if he is to be subjected

to misérable triflings and delays of this kind,"!

While Addison was struggling to introduce order and actign at the
L.G.B., his place at Reconstruection had been taken by Sir Auckland Geddes,
who was now combining this Ministry with Nationai Servicey both Minig-
tries'were-wound up during the course of the early summer, and Geddes
became President of the Board of Trade. Views as to the efficacy of
the Gavernment!s reconstruction programme so far were varied, Addisoh in
his book quotes a letter from a friend at the British Embassy in Washington:

"Everyone 1 have seen is amazed at the completeness and efficiency

of -the British Reconstruction programmes and they are all bewailing

the fact that they have_not been able to preoduce anything them-
selves on these lines." :
Not everyone agreed, and certainly in the field of Recenstruction in
which the State might conceivably compete with private industry there
seem to have been conflicting aims of policy, As we have seen, the

Government decided in October 1918 to investigate the prospects of con-

verting some of the Government factories to peacetime purposes; it alseo

1. Lloyd George Papers,E/1/5/9, Addison to Lloyd Geerge, 27 Feb,, 1919.
2. Addison, Four and a Helf Years, Vol.II, p.604, Dec. 1918,
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apparentlyvintended that the operation of Break clauses in Munitions
contracts and the like should take into account the probability ofv
numbers of men being thrown out of work°1  However, the industrial situ-
ation at the Armistice did not seem to justify too much worry on this
~account, and the Treasury view was still that propounded by Bradbury
earlier in the year, that the greater the resources which could be
transferred to civilian preduction, and the quicker such transferS‘éould
be made, the better. Accordingly, it was decided that even if cancell-~
ation of contracts involved the sacrifice of expendifure already incurred,
the completion of munitions of war which were no longer required would be
a bad thing, particularly in view of the fact that the materials which
would be used would be badly needed in civilian preduction. In many
instances the Break clauses were not invoked, and negotiations for compen-
sation instead began. The influence of the Treasury seems to have been
reinforced by the attitude of Lord Inverforth, who succeeded Churchill
at the Ministry of Munitions in Januarys; in civilian life he was a
merchant, and seems to have been very half-hearted about the advantages
of using Government resources in the production of goods which could
equally well be undertaken by priva$e~firms,2

Thus a£ the beginning of 1919 considerable headway had been made
in *liberating' areas of industry from Government intervention, and
rather an unsteady beginning had been made in the problems of social
reconstruction about which Lloyd George felt so strongl&, Adison was
already making it plain to his chief that the socially orientated recon-
struction plans, notably the Housing programme, were not as far advénced
~as they should have been, In addition, some industries were not.finding

the transition to peacetime production all that easy, mainly apparently

1o P.R.0., 0ab,23/8, W.C.491, 24 Oct., 1918,
. 2.  Pigou, Aspects of British Fconomic History 1918-.1925, pp°22ﬂ25
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because of uncertainty as to the future course of demand., These two
factors, combined with the huge increase in employable labour caused by
the rapidity of demobilisation, are demonstrated by the course of unem-
ployment in the spring of 1919, The available figures are for those-
receiving out-of-work donation; these rose from less than 700,000 in
January to over T million by April. The situwation is complicated by the
fact that virtwally all those in employment irn August 1918 were eligible
for benefit, and it seems clear that numbers of women who had in fact
~ no intention of reapplying fér work after their war work ceased did draw
the donation for the period to which they were entitled. —Bubt this would
only account for part of the rise, and the situation soon began to give
the Government cause for conceran

The probiem of unemployment was accempanied by a rise in industrial
unrest, largely assoclated with agitation for improved wages, hours and
gonditions of work. There were strikes on the Clydé and in Belfast in
January, and a violent Forty Hours strike in Glasgow early in-February,
Lloyd George was absent iﬁ Paris at thé time, and as Hankey was with him
Thomas Jones was acting as Secretary to the Cabinet in his place. He
wrote to Lloyd George early in February, urging L.G. to reiterate his
aims on social policy and to ginger up the activities of the departments
on this, As usual at this period, the Bolshevik spectre rose in every-
onels minds whenever the industrial situation began to look at all unpleas-
ant, but in Jones' view Bolshevik propaganda in Britain was only effective
where- the men had genuine grounds for their grievances, and in such cases
the Government should do all it could to remédy them, In his opinion the
main trouble was that the Union leaders were cut of touch with the men,
and this was not helped by the Governmenti's unaveidable policy of negot-

iating only with accredited .'Leadersx2

1. Pigou, Aspects of British Economic History 1918-1925,pp29,32,218,
2,  Thomas Jones, Whitehall Diary, Vol.I. 1916-1925. ed. K.Middlemass
(Iondons0,U.P.,1969) ,; pp.73-74, T. Jones to Prime Minister, 8 Feb,,1919,
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Strikes and unrest continued during February; Union recognition,
notably for the Railway clerks and the police, were among the causes.
Jones? letters to Hankey in France contain some amusing references to
the stubborness of employers in general, and the other-worldliness of
socme of the Ministers, Of a Cabinet discussion on a strike of Tube
train drivers, he notes:

M eolt was announced at the very oubset that the Railway
executive and the men had agreed to accept a particular formula,
but, alas, this formula was unacceptable to the Cabinet, and we
had the spectacle,..of about 25 people trying to draft an agree-
ment of two sentences long which would at once placate the
managers and men and save the face of the Government,..lf a
verbatim note of this discussion had been published last week.
the coalition would have collapsed...The whole wrangle was over
the ordinary, reasonable physical requirements of the men and
the precise number of minutes required to satisfy them, the
estimate varying from none upwards., I am very curious to know
whether or not Curzon and Long have ever besn in a Tube and am
thinking of refsrring the question to the Ministry of Research, "

Nevertheless, the industrial situation was clearly becoming serious, and
Lloyd George decided to return to England to see for himself, The foll-
owlng day he received a memorandum from Sir Auckiand Geddes on measures
taken by the Government to provide for unemployment, Among these were
housing schemes, to be undertaken by the Local Authorities, whose liab-
ility to the difference in cost between the market price and what could
be obtained in rent from the tenants should be limited to 1d rate, the
rest being met by the Government; public works, of which £10% million.-
worth had already been sanctioned and a further £30 million work of
propoSals were under consideration; and big extensions to the road sys‘r.emo2
The Prime Minister was apparently anxious to hear how the detailed exec-
ution of these and other programmes planned by the individual departments
were progressing, and he summoned a conference of all the Ministers

3

concerned,

1. Jones, Whitehall Diary, Vol.Ll, 1916-1926, p.75.

2. Lloyd George Papers,F/238, memc. by Sir fuckland Geddes, 11 Feb.,1919.
3, Loc.cit,. B/17/5/25, Lloyd George to Geddes, 14 Feb,, 1919,
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This conference was the first of a series; the original one was
under the chairmanship of Lloyd George himself, but it was then decided
to hold a number of meetings under Geddes, who would have power to make
decisions in the name of the War Cabinet if neceésary, and would produce
a detailed report for Lloyd George as soon as possible,,1 Apparently there
were doubts about the desirability of the Prime Minister‘s sosial: policy
in the minds of some of his Ministers; Jones says of the first Conference
on Unemployment,

"e.o.the P.M, was splendid on Tuesday. Several were drawing rather

long faces and piling up the financial bogey and the P.M., forced

the Ministers to tell him how much they could spend in the next

twelve months. The bill came to £71,000,000, He then asked:

'Supposing the War had lasted another year, could we not have

raised somehow or other another £2,000,000,000?' It was blank

nonsense to talk of a bagatelle llke £71 OOO ,000 - & cheap

insurance against Bolshevism."
At this stage, with the King's speech newly drafted and approved by the
War Cabinet for the opening of the new Parliament, containing a number
of pledges on the Government's reconstruction programme,3 and with rising
unemployment in industry with numbers of scoldiers still to be demobilised,
Lloyd George's policy was undoubtedly expansionist, His views at this
time seem to have been close to those of one of his Iiberal Ministers,
Edwin Montagu, who had written to him during the Election peried, sugg-
esting that Lloyd George should be his own Minister of Reconstruction and
that this office and that of the Chancellor of the BExchequer would have
to be the most impertant in the post-war Government., In Montagu's view,
the Chancellor:

"must be a man who will not be afraid to spend money, perhaps

(who knows?) as lavishly as during the war, to raise reconstruc-

tion or peace loans instead of war loans, who will not be afraid

to face, as I think we shall have to, a levy on capital to get
rid of heavy taxation." 4

1. P,R.0.,08b,24/75,G.T.6820, 17 Feb., 1919,
2., Jones, Whitehall Diary, Vol I, 1916-1925, pp.79-80.

3. P.R.0.,Cab.23/9,W.C.530, 10 Feb,, 1919,
4. Lloyd George Papers, /éOéZ(ZQ Montagu to Lloyd George, 16 Dec.,1918.
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Geddes performed his task rapidly, and the Committee reported at
the beginning of April, The report was discussed by the War CGabinet on
the 3rd, and the main result of this was the setting up of the Cave
Committee on relations between Government and Indu_stry°1 The object of
Geddes' exercise had been basically to act as a ginger group, to get the
obther Departments going, and in this he seems to have been largely succ-
essful. Schemes which had been some time'in the planning began to come
to fruition; during Lloyd George's short time in London in February and
early March, for instance, the Cabinet discussed and approved Bills or
Departmental action on Electricity Supply, Housing. Land Setflement,
Transport and Health.2 However, al£hough finance for schemes evolved
by local authorities had been eased in December, it was still subject to

3

Treasury approval until April,” and Addison was still having difficulties
with the Treasury over housing and public works finance, as the records of
Geddes'® committee show; Chamberlain was prepared to give immediate
sanction to only a small part of Addison's schemesy he did not intend
to give him carteblanchea4 _
In the early spring of 1919, therefore, the problems of unemployment
and industrial unrest loomed large in everyone'ts minds, and the important
thing seemed to be o get industry going again and to stimulate employment
at all costs. By the time Lloyd George returned full--time to the London
scenplin fugust, (he had come back to Britain after the signing of the

terms with Germany on the 26th June, to spend some time on holiday at

Criccieth) the situation had changed, First of all, the unemployment

o P.R.0., Cab,23/10, W.C.553, 3 Apr., 1919,
P.R.Q., Gab.23/9, W.C.534, 19 Feb,, 1919, W.C.536, 25 Feb., 1919,
W.C.539, 3 Mar., 1919, W.C.541, 4 Mar., 1919,

See also Jones, Whitehall Diary., Vol,I, 1916-1926,pp.79--80.
Morgan, Studies in British Financial Poliey 1914-1925, p.265.

See, for example, P.R.0., Cab.27/58, G,237, 14 Mar., 1919, Report
by Sir Auckland Geddes on Unemployment and the State of Trade,
Appendix XLV,
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bogey had for the time being been laid. From being over a million in
March and April, the figures of those drawing unemployment donation fell
rapidly to just over half a million in July; and while these figures do
not truly represent the situation, because a number ceased to be eligible
for benefit, they were virtually the only reliable figures of unemploy-
ment available. Further, the signs of increased prosperity were unmist-
akable; estimates of the dates at which the various sectors of industry
experienced the beginning of the up-swing of the boem suggest that fhe
majority of consumer goods producers were on the mend by early 1919,
while the capital goeds industries all started their recovery in the

spring, mostly in Ma,rc:h.,‘I

Post~-War Problems: the Economy Campaign

The upturn in employment, and the growing industrial prosperity,
were not the only different features in the situation confronting Lloyd
George on his return. ‘Partly as a result of this improvement, the
ordinary grumbles about governmeni extravagance and expense had grown
into a strong campaign. Throughout the debates on the Finance Bill
during the summer sessicn the recurrent theme 1g one of decrying the
levels which government expenditure has reached, despite the fact that
the war was over. One Member went so far as to call on the Chancellor
to resign if he could not carry his colleagues with him on the need to
recover control over expenditure. Chamberlain's answer to this was that
Members themselves were not helping him in his task; despite their call
for economy in general terms, there was diways a majority in favour of

spending money on any individual item.,2 In June, a Motion was proposed

1.  Pigou, Aspects of British Economic History 1918-1925, p.218.
2. H. of C, Debates, 1919, Vol. 116, Col.16, Debate on the Second
Reading of the Finance Bill, 20 May, 1919,
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calling the attention of‘the House to the level of Government expend-
iture and advocating’strict economy. OChamberlain again complained that
the House was advocating economy with one hand and sanchioning new
expenditure with the other, | |

Public opinion as exhibited by the newspapers and journals rein-
forced the Members?’ cohplaintsw The Economist ran a leader on some
aspect of this theme in virtually every issue in_1919¢ In May, thé
paéer took advantage of the Repart of the Comptroller and Auditor
General on the Ministry of Munitions to make a slashing attack on the
department, oﬁ the counts of allewing its client firms to make excess
profits when manufacturing and making excessive losses itself when
tradingoz It also frequently criticised the Treasury for its unwill-
ingness to take over the traditional funetion of-oversight of expend-
iture with regard to newly- created Depamtments;B although this apparently
had been remedied by May 1919“4 When Chamberlain asked for Parliamentary
sanction for a new loan in June, the Econcmist commented that it was a
necessary and advisable étep9 and urged its readers to invest in i#ds
But when it proved no#t aS'suécessful as had been hoped, it-reacted by
remarking on a statement’by Ghambeflain that revenue was not Qoming up
to expectations while expenditure was gfea&er than had been hoped, that
this justified those who had refused to contribute to the Victory Loan
on the grounds that the funds would be used not for Funding but for further
extravaga_,nce,6 Again, in August, it commented on a speech of Lleoyd George's
which the Economist had hoped would give the nation a lead over thé neces-

8ity for economy but failed to do so:

1e H. of C, Debates, 1919, Vol.116, col.2159, 4 June, 1919,

. Economigt,  ©..LXXXVIII, 17 May, 1919,

3. Ibid., vol.LXXXVI, 2 Feb., 1918,

4Le H. of G4 Debates, 1919. vol.CXV, col,?1101, Statement by Chamberlain.
5. Economist, - I .LXXXVIII, 7 June, 1919.

6. Ibid., 16 Aug., 1919,
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"If verbal exuberance were a saleable commodity the Prime

Minister would have given the nation a great éexample by

his speech...™

By midsummer, the behaviour of prices was reinforcing the publie
clamour for economy; it began to be apparent that the boom was underway;:
Both the Statist and the Economist index of wholesale prices rose by
nearly ﬁZ% between April and the end of July, and the mean for August ; |
was 18 points higher than that for July: the July figﬁre was 240. 2
The price of food rose nearly as fast; the Ministry of Labour index rose.
from 204 at the end of May to 217 at the end of July, 6% in two. months.3
‘Thls was a major factor in the postponement of the removal of food price
and distribution controls.,l+ |

Nor was the Chancellor unaware of the growing public feeling;"
Throughout the early part of the summer, he was constantly protesting S
at Cebinet meetings ahout the extravegant habits of his colleagues, At
one meeting in early July, he protested about the cost of the pfoposed
Peace celebfations, on the grounds that the Government should set an example B
to the nation over expenditure; He told h1s fellow Mlnlsters that at a .
meeting he had held to urge subscriptions to the Victory Loan, he had been
expressly told by many businessmen that the public would not lend if it
thought the money was belng used extravagantly, and he eventually pledged .
that the money ralsed by the Victory Loan would he used not for new
expenditure, but solely for debt repayment, At the present rate of sanofA
tion of expenditure, he woold not be able to keep to his pledge,5 Again,
during discussion on the futore of the coal mines, Chamberlain drew. |

attention to the extent to which revenue was not coming in to the extent

he had hoped, and Government expenditure was exceeding estimates.6

1.  Economist, CLXXXVIII, 23 Aug., 1919.

2.  Pigou, sgects of Brltlsh Economic Hlstorx 1918-1925,p. 234,
Average for 1913 = 100,

3. Ibid., p.230. Average for July 1914 = 100

4. See above, pp. 139~140

5. P.R.0., Cab,23/11, W.C.589, 8 July, 1919,
6. Ibid, e -



Jones commented:

"The Chancellor of the Exchequer drew a most lurid picture
of the country's financial situation.”

Another feature of the situation which was causing grave anxiety for

the Chancellor was the attitude of the Forces Departments to peace-:

time commitments. One problem was the Admiralty's plans for new shiﬁs;
in Jones' view, the Sea Lords were aiming at equality withrAmefida, and -
he deliberately delayed consideration of the problem by the babinet

until Lioyd George was able to be present.,2 Another thorny problém was
that of Forces' pay. A Committee had reported to Cabinet suggesting n§w 
rates of pay for both Officers and other ranks in the Army and Mr Fofcé,
and another on the Navy§ The recommendations included large increases':
for all personnel, and the Service Departments, particularly the Admiréity,B
were adamant that the increases were essential to national security. The
subject was discussed at length and with some heat at the War Cabinet on
July 15th, in the Prime Minister's absence, Bonar Lawlpressedlfor the
debate to be adjourned until the Prime Minister could be present, but the
Amiralty were determined that the matter should be postponed; ndr would
Long give way then over a proposal that a portion of the increase in pay
should be accounted a Cost of Living Boﬁus, revisable in the light of.
changes in the cost of living, After some argument, during which-Churchiil
becamé willing to agree to the cost of living scheme, and which inVleéd“
Chamberlain and Bonar Law as the protagonists of economy with ﬁhe members
of the Service Departments ranged against them, it was agreed that disc-

4

ussion would be postponed until the next day. By that time Long had

1. Jones, Whitehall Diary, Vol.I, 1916-1926, p.89.

2. Ibid.

3. Long had apparently threatened to resign from his post as First Lord
of the Admiralty if the pay scales proposed were not approved.. Lloyd
George Papers, F/2 s Thomas Jones to J.T.Davies, 6 May, 1919,

4o P.R.0., Cab.23/11, W.C.593, 15 July, 1919.

- 185 -




apparently realised that it would be very difficult for him to push the
matter against the combined opposition of Chamberlain and Bonar Law,
especially as Lloyd George was known to be determined to keep Forces
expenditure down. He agreed that 20% of the pay scales should be
regarded as due to the high cost of living, and that the scales should
be revised every five years with this proviso in mind. Churchili;Owho
it will be remembered was responsible for both the Army and the Air TForce,
concurred, and after Bonar Law had obtained‘Lloyd George's approval over
the telephone, the scales were agreed upon.1 |

Chamberlain and Lloyd George were now equally worried about the
financial situation, and the latter asked the Chancellor to prepare a
statement on the country's financial position, This he duly did, and it
was circulated>to the rest of the Cabinet accompanied by a letter from
Cha.mberlain.2 He urged his colleagues to pay heed to the extent to which
expenditufe was going ahead much faster than had been expected; current
estimates exceeded Budget estimates by £134 million, and estimates of
receipts were less than expected to the extent of about £70 million,
Since a Budget deficit of £250 million was already plamnned for, if nothing
were done the total deficit would be over £450 million, in the curreht
year. The biggest increases in expenditure came from the Service depart-
ments., Between them the Army and Admirélty estimates showed an increase
of £67.5 million, and the Air Force another £8 million. The only other
domestic Ministry or individual item to increase by more than £5 million
was the cost of the Coal subsidy, which would if continued at the present
rate cost an extra £6.4 million, although the Cabinet could prevent paft

of this, depending on when the agreed increase in the price of coal was

1.  P.R.0., Cab,23/11, W.C.594, 16 July, 1919,
2, P.R,0., Cabo24/8, G.T.7729, 18 July, 1919,
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to take effect. The cost of Allied debts was the other big item to have
increased; because of faulty estimating, this total was up £32 millibn
from the estimates. As to the diminished receipts, this was mainly
accounted for by the continuation of food rationing and control,; which
meant that instead of simply selling off stocks the Ministry of Food was
having to lay out money on new purchases as well.,

In the circumstances, Chamberléiﬁ‘s ahxiéty was hardly surprising.
He had just finished drumming up support for the Victory Loan campaign;
this had raised £450 million, of which £250 million would be required to
cover the planned deficit. If no reductiens in experiditure were maﬂe,
the whole sum would disappear in this way., Chamberlain was in no doubt
either as to the reaction he could expect from the public in this event,
or the difficulties which his officials would experience in placing
Government debt in the market as it came up for renewal,

"This is the road to ruin. In the present temper of the public,

whether richer or poorer, no further issue would have the least

chance of success, BEvery effort to secure support for the Loan

was met by the cry of ‘'Government extravagancet," 1

Two of the items of government expenditure which caused a great deal
of public comment were Staff and Cars, The extent to which the staff of
Government departments,‘swollen in numbers by the needs of war, had not
been swiftly cut back aé soon as the hostilities ceased, was a. frequent
eausé of public agitation, Since most of the Ministries did in fact have
nearly as much to do until the reconstruction and decontrol pefiod was over,
this was rather a strange attitude; but it was all part of the feeling that
the Government should relinquish its hold on the economy as soon as possible,
If the Government left the economy to get on by itself; it would not need

so many staff to run its offices. The current image of the Civil Service

as spending most of its time drinking cups of tea at the Taxpayers' expense

1.  P.R.0., Cab.24/84, G.T.7729, 18 July, 1919.
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was a populaf one, $So was the feeling that the use of Government cars had
become widespread and was unnecessary. DBoth these pfoblemsxwere discussed
at the Cabinet in July, and Chamberlain continued to-remind his Cabinet
colleagues of the need for economy., At a meeting on July 22nd, on staff
accommodation, he suggested that most decisions of that kind should await
a considerable reduction in staff, and that it was not prapticable to
plan future accommodation needs on the basis of the present swollen
establishments.1

The subject of government cars was discussed the following week, and
again Chamberlain urged the importance on cutting down particularly on
ostenfatious items of expenditure such as this. It was eventually decided
that individuals should no longer be allotted cars, and that each Depart-
ment should let the War Office know its minimum requirements for transport,
so that a pooling system could be opera.ted°2 The question of staffing came
up again on the 31st, and this time the Prime Minister was present, having
returned from Criccieth. It was decided that the Cabinet should hold an
enquiry into ﬁhe size of staffs in each Department relative to the pre-war
establishment, and make suggestions as to how many could be dispensed with
in the near future, Chamberlain produced some rough estimates of increased
staffs, and Lloyd George was astonished at the extent to which it had not
been possible to reduce staffs since the Armistice. In his view it should
be possible to aim at reducing the numbers by about half in the succeeding

six months. The Departmental replies were to be submitted by August '7th.3

1. P.R.0., Cab.23/11, W.C,597, 22 July, 1919,

2. Ibid., W.C.602, 30 July, 1919.

3. Ibid,, W.C.603, 31 July, 1919. Chamberlain felt that the Departments
chiefly at fault were the Service Departments and the Ministries of
Shipping, Pensions, Labour and Munitions,
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~ About this time Chamberlain circulated another aﬁd more detailed

memorandum on the financial situation, accompanied by a letter which
not only spelt out the dangers of the position but which asked the
Cabinet to consider how the situation could be remedied.

"The position grows daily more grave, No estimates hold good,

and the Cabinet sanctions increase after increase with, as it

seems to me, an insufficient appreciation of the aggregate-

result...If we cannot balance revenue and expenditure next year

our credit — national and international - will be shaken and

the results may be disastrous. Any estimate which is framed now

must be largely hypothetical, but we are heading straight for

a deficit of £200 million., Will my colleagues consider what

this means and how it is to be provided for by new taxation...?"

As we have seen, Lloyd George was effectively absent from' Cabinet
discussion for almost the whole of the period from January to the end
of July 1919, Apart from short spells he had been in Paris most of the
time until the Peace Treaty was signed at the end of June, and afterwards
he had gone to Criccieth, his country home in Wales, for a rest before
resuming his normal duties in full.2 He decided to take advantage of his
return to take a fresh look at Govermment policy in general. Accordingly,
the first two weeks in August must have been some of the busiest some of
his colleagues had encountered; there were six meetings of the Cabinet
in secret session (those meetings which are recorded in the 'A' minutes)
and seven in ordinary session -in the first week alone, The first import-
ant session took place on Tuesday, August 5th, and there Lloyd George
outlined at length the lines upon which he thought discussion should take
place as to future policy.,3

Lloyd George thought that there were twe important factors affecting

the economic life of the country, which were a change from pre-war, One

was the increased prevalence of strikes, and the other was diminution of

1. P.R.0., Cab.24/5, G.257, 26 July, 1919, Presumably he meant an
extra £200 million - see above, p.183. ‘

2, Jones, Whitehall Diary, Vol.I, 1916-1925, pp.72-91.
3, P.R.0., Cab.23/15, W.C.6064, 5 Aug., 1919,
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output, Both were important from the industrial point of view, partic-
ularly as the need for increased production was obvious for both home and
overseas markets. The trading position of the country was serious; we
were now a debtor nation where before the war we had been a creditor
nation (he apparently means simply in terms of having an overall deficit
on the balance of payments for 1919, not on total capital aésets basis)-.
He then went on to outline some more particular problems needing decision,
such as profiteering, nationalisation of coal, housing, and rural
regeneration. On housing, Lloyd George was anxious that immediate steps
should be taken to improve -the stock of houses available.

"It was not that houses were bad, but the fact that houses were

absolutely unobtainable...S50 far the people had seen nothing done.

They saw Housing Bills, but every Government had Housing Bills,

What they wanted was to see the houses actually being built. "
On the other hand, he was also anxious that the problem of the huge level
of Government expenditure should receive attention,

"It looked as though our normal expenditure would be about four

times what it was before the War, and all this expenditure was

not re-productive. We could not go in as we had been doing,

and it was necessary for us to realise that we could not have

the best of everything,"? '
The Prime Minister felt that the main area in which economies would have
to be made was in the expenditure of the Service Departments, It would
be impossible for us to maintain a much larger Army than before the war,
because if the Government did, people would say that either the war had
been a failure, or else the country was arming'to fight an imaginary foe.
What the Government must do was to tell the Services what the military

objectives for the next five or ten years were to be and then allow them

to budget on that basis.

1.  P.R.0., Cab,23/15, W.C.606A, 5 Aug., 1919,
2.  Ibid.. . .
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"In five or ten years! time it woﬁld be necessary to review the

situation; but, so far as external ‘foes were concerned, he

[the P.M} felt that risks could be taken, No risks, however,

could be taken in respect of the health and labour of the

people, We had to lay at once the sure foundations of national

health and industrial prosperity."1

The Prime Minister's strictures about expenditure were discussed in
conjunction with Chamberlain's paper on the economic situation and the
estimates for 1919-20. Churchill, Secretary for War, said that he”thbught
Chamberlain's estimates a little on the high side; and it was never taken
into consideration the extent to which War Office expenditure had been
dictated by events. Demobilisation was still proceeding, and.there were
larger garrisons to be maintained in many countries, notably Ireland and
Mesopotamia., It was for the Cabinet to enable the War Office to make
economies by deciding the future size of such garrisons. He also
suggested that

- "It was for the War Cabinet clearly to define the various

responsibilities of the fighting services; in other words,

they must state that there would be no great Buropean War

for the next five or ten years,'?
This idea had already been put forward by Chamberlain,3 and it was to be
a cornerstone of British defence spending policy in the ensuing years,

Churchill seems at this time to have been taking a very conciliatory
line about the expenditure of the Departments for which he was responsible.
He suggested that the expenditure of 1914 should be taken as a datum line
and that any amounts over that level should need special justification,
- The Admiralty, however, in the person of Long, the First Lord, was its
usual stone-walling self, He stated that it was impossible for the
Admiralty to reduce its expenditure at all unless its duties were reduced,

and he was willing to circulate to the Cabinet a detailed resume of those

duties so that the Cabinet might decide our future Naval policye4

1.  P.R.0., Cab,23/15. W.C.6064, 5 Aug., 1919,
2. Ibid.. .

3. T.R.O., Cab.23/11, W.C.593, 15 July, 1919.
4. P.R.0., Cab.23/15, W.C.606A.
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After some discussion of the,determinants of defence expehditure,
Chamberlain brought up the question of Cabinet control of expenditure,
and suggested that the Finance Committee, which had held a few informal
meetings earlier in the year, should be reconstituted so that matters
involving large sums could be properly discussed as to their financial
aspects and implications before the matter came to the full Cabine%°
Lloyd Gebrgé was in full égreement with this'suggestion, and pointed
out that often when it came to Cabinet a matter‘involving large sums
would often involve the Chancellor opposing other Ministers on his own,
If such a matter had been decided upon by the-Committee”fifst, itvwould
be useful to have thoée-members to back him up. Chamberlain agreed, but
stressed that the problem Qas not confined to extravagant expenditureg
He said he felt that

"it was not extravagance which was our danger so much as that

we were trying to carry into effect at one moment more schemes

for the benefit of the country than we were able to afford." 1

It was eventually decided that tworCommittees'should be set up, one,
an ad hoc body, on profiteering, and the other a permanent body on Finance,
which was to consist of Lloyd George, Chamberlain, Milner,"Auckiand Geddes
and Bonar Law, the first two being ex officio members, In addi£ion,
further discussions were to be held in the Cabinet on some of the matters
already raised, and the Service departments were to be asked to draw up
memoranda of the tasks they expected to be undertaken by their departments
in the next five or ten years.2

Further meetings of the Cabinet held in the next two weeks concen—
trated heavily on coal, Trade Policy and Housing. The next important

development in the economy campaign came on BAugust 13th, when it was

1. P.R.0., Cab,23/15, W.C.6064, 5 Aug., 1919,
2 o I’bid o



decided that in future the Cabinet, and the Home Affairs Committee,
should not discuss proposals involving expenditure unless they had
either been approved by the Treasury, or had been rejected by that
body and the Department concerned had notified the Treasury that it
wished to appeal to the Cabinet against the decision.1 The Finance
Committee also began to meet regularly, and at its second meeting on
the 29th held a discussion on retrenchment. Details of the discussion
are not available, except of a short statement by Lloyd George, who
continued to show much anxiety over the levels of Government expend.-
iture and public disquiet about the subject. He said that

"not only in view of the state of public opinion but because

of the financial situation of the country, ruthless cutting

down of expenditure was imperative. The difficulty the

Committee had found itself in was to fix on the specific items

of waste and extravagance which should be eliminated, and it

was here the Treasury could help the Committee, The Committee

should know what was being expended at the present time, the

objects of the expenditure, and the persons direetly respons-

ible for the expenditure."
A prolonged discussion followed, and it was eventually decided that the
Treasury should be asked to prepare an analysis of abnormal and temporary
expenditure by the chief spending Departments, and in particular the
Service Ministries and the Ministry of Munitions. In the course of these
submissions the Departments would be expected to explain and justify their
expenditure, so that economies could be made wherever‘possible.3

On the same day as this meeting, the Prime Minister wrote a letter
'Which was circulated to all Government Departments, setting out in detail
the sentiments he had already expressed both in Cabinet and at the Finance
Committee.
1. P.R.0., Cab.23/11, W.C.613, 13 Aug,, 1919.
2. P.R.0., Gab.27/71, F.C.3, 10 Aug., 1919,
3. Prime Minister's circular letter to all Government Departments,

20 Aug., 1919, p.1; copy in P.R.0., T,1717170.
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"I wish to call the attention of my. colleagues to the feeling
‘whlch exigts in the House of Commons, in the Press, and amongst
all classes of the community as to the necessity for immediate
cutting down of Govermment expenditure. A general feeling
undoubtedly exists that expensive and needless establishments
are being maintained, because of the reluctance of these at the
head of the wvarious branches of administration in the Government
Departments to dismiss any of their employees.%1
He went on to instance the recent grumbles about motor-cars, and to
point out that in that case it proved possible to make considerable
economies without damaging the efficiency of Government,

"or at any rate, with no harm to the public service commensurate
with that which is inflicted by excessive expendlture “

The chief place in which economy could and should take place was, in the
Prime Ministerts view, in the employment of staff, Establishments had
been very little reduced since the Armistice, largely because the red-
uction of personnel is such‘an unpleasant task, But in Lloyd George's
view the problem had to be tackled immediately and with vigour.
"The number still employed in the public services have, in the
aggregate, hardly deereased perceptibly since the war, That
cannot be defended. The state of the National Finances is such
that only what is indispensable to sound administration eught
to be maintained. Everything in excess of this must be ruth.-
lessly cut down. In the interests of economy we must be willing
to content ourselves with the second best where the best is too
costly."3
In addition to the general letter to all Departments, the Ministries
specially mentioned at the Finance Committee meeting, those with respon-
sibility for the Services and for Munitions, received another letter,
from Austen Chamberlain, asking for details, under a number of heads,
of expenditure to the end of July, and expected expenditure to the end

of the financial year. He requested that replies should arrive in not

more than a fortnight, that is by the end of the first week in September.

4

1., Prime Minister's circular letter to all Government Departments,
20 Aug., 1919, p.2; copy in P.R.0., T,171/170.

2, Ibid,

3. Ibid., pp.2=3
bo P.R.0., I.171/155, Chancellor of the Exchequer to Ministers respons-
ible for War Office, Admlralty, Air Ministry and Munitions,
22 Mg., 1919,
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This, however, was not quick enough for Lloyd George, who wrote to his
seeretary, J.T. Davies, on the 28th, asking him to find out from the
Treasury the progress which ﬁas being made on the decision of the
Finance Gommittee to find out the situation in the Service depar.tments.,1
Davies got in touch with Sir warren‘Fisher, who cireularised the Depart-
ments concerned in conjunction with Sir Michael Ramsay and Mr. George
Barstow, who were in charge of the Establishment and Administrative
Divisions of the Treasury resp_ectively,2 TFisher also wrote to Lloyd
George, telling him of this, and explaining that he had asked the four
Departments concerned to reply by the following Mondays September 2nd,3
that is a week in édvance of the time the CGhancellor had stipulated.

It must not be thought that the Treasury had before the Prime
Minister!s initiative came been inactive on the subject of staff expend-
iture, Sir John Bradbury had held an inquiry into increase of Government
staffs over the pre-war level which had reported in the spring; the
procedure whereby huge sums of money Qere devoted to war expernditure
after being given by Vote of Credit had been brought to an end; and when
being asked to draw up estimates all the Departments had been reminded of

the necessity of reducing sta:f‘fs.4

But as far as the big spending Minis-
tries were concerned, and particularly the Service Ministries, their
hands were to a large extent tied by two important factors. The first
was that because of the accounting system in operation it was always much

easier to obtain Treasury sanction for continuing commitments than for

new -ones, and for the payment of existing staff rather than for the

1. P.R.0., T.171/155, Lloyd George to J.T. Davies, 28 Aug,, 1919,

2. Ibid., Fisher to all Government Departments, 29 Aug.,, 1919.

3. Ibid,, Fisher to Lloyd George, 20 Aug., 1919, Fisher addresses
Lloyd George by his formal title, First Lord [of the Treasuril;
this is the only example I have seen of the survival of this
practice,

b Evidence of Sir Thomas Heath before the Seleet Committee on
National Expenditure, 1919 (May 8th); Copy of minutes in P.R.O.,
T.172/655,



engagement of new establishments. It is apparent from the evidence of

the Treasury officers‘before the Natiocnal Expenditure Committees in

Vthe latter part of the war and in 19191 that the Treasury rarely took

the initiative about matters like cutting down on wages and salaries,

and they had little power to enforce the reduction of existing staffs,

The second problem was caused by the extent to which the Service Depart-
ments and the Ministry of Munitions had been allowed to ehgage staff at
junior levels without Treasury sanction. As Sir Thomas Heath pointed

out to the Committee on National Expenditure in 1919, when new Minis-

tries were set up, the enabling Bills had usually a -provision that the
Minister;could-appoint_such officers and servants as, with the consent

of the Treasury, he might determine, In the creation of the Ministries

of Munitions, Labour, Shipping, National Service and Food the rider 'with
the consent of the Treasury' had been omitted, and thus the original staffs
of the Ministries concerned had been engaged without Treasury supervision
as o numbers. Besides this, the War 0ffice had for a number of years been
allowed to engage staff to a maximum salary level of £300 per annum without
Treasury sanction as to numbers, and this privilege was extended during the
war to the Ministry of Munitions, with salary exemption levels of £400 for
ordinary and £500 p.a. for teechnical staff, and to the Admiralty for staff
earning up to £250 p.a. In Sir Themas's opinion the Treasury was now
gradually regaining control over expenditure, but the extent to whlch
estimates were still affected by the war would obviously prevent full
control being resumed at once.2 On the same day as Heath was giving his

evidence, the Chancellor said in answer to & question in the House of

1o Select Committee on National Expenditure, 1919, evidence of Sir
John Bradbury, May 7th, and Sir Thomas Heath, May &th. OCopy in

P.R.0., T1.172/655.

2, Evidence of Sir Thomas Heath before the Select Committee on National
Expenditure, 8 May, 1919, QQ.420-1, 426, 460, Copy in P.R.0.,T.172/655,
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Commons that all war-time exceptions to Treasury control had by then been
revokedo1 But the problem of staff reduction still remained.,

Fisher replied to Lloyd George!s request for an interim report on
September 3rd, with a 'bird's eye view' of expenditure, including a
general appendix on the whole estimates position, a more detailed one on
the military departments, and a third on small items which might but should
not be overlooked as giving opportunities for reductionsrin expenditure.
This series of memoranda he accompanied by a long letter setting out some
of his own ideas on the subjeet of economy.2 He pointed out that the
scope for saving was only great where policy decisions were concerned,
and that while some savings would prove to be possible in administration,
large economies could only come through changes in government policy.

MThe big money is of course in policy., The margin of difference

between a government machine which is perfectly adjusted for the

execution of that policy and a machine which is too large (because
of bad organisation and management or of self-importance) is — in
terms of cash - insignificant relatively sié] to the huge figures
of a modern Budget, The ill-effect of swollen Civil Service estab-
lishments 1s principally a moral one...the evils should be removed
as quickly as pessible, but the taxpayer's pocket will not be
substantially relieved from this quarter, however much improvement

may be made in the machinery as such, "3
Fisher went on to point particular areas in which.egénomy could and should
be made., Firstly there was the Servieces; he thought it not unreasonable
to suppose that since the recent war was supposed to have been Wéged
against militarism, the scale of the post-war services could be less
than pre-war, although prices and pay increases would still mean an

increased money burden, Britain could net afford to spend large sums

on a big standing army in many different parts of the globe.

1. H. of G, Debates, 1919, Vol,CXV, col.1101, Chancellor of the
Exchequer, 8 May, 1919.

2. P.R.0., T.171/155, Fisher to the Prime Minister, 3 Sep., 1919.

3. Ibide., para.2.
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"As to the mission of Great Britain in the world, I cannot help
feeling that we may overdo the part of fairy godmother and that
the British taxpayer has better outlets for his energy and his
coin than picking out of the fire chestnuts for other people,
It is with diffidence that I express these crude opinions, but
it seems to me that the country can only act as a Don Quixote
if it is prepared for bankruptey, ™
On the domestic front, one area in which economies should be made was
in subsidies, -Fisher felt that in so far as the Govermment intervened
in commercial affairs by preoviding services, these should be paid for at
an economic rate, and that the various parts of industry dependent on
the Government, such as coal and the railways, the Post Office and the
production of bread, should be run on a commercial basis,
"oeolf a man wants to travel, to telephone, to send a letter or
consign goods, why should he be allowed to do so partly at someone
else's expense? And now that the Germans are beaten and there is
no longer any question of our being forced to throw up the sponge
for domestic reasons, why should a man be allowed habitually to
feed at the expense (in part) of his neighbour?"
Debt charges and the war pensions charges had obviously come to stay,
unless there was to be any question of repudiating any of the debt,
This latter possibility Fisher does not go into at all, He then goes
on to suggest that economies in Education grants by the eentral Govern-
ment might be possible at the expense of rate-payers.
Meeelif local rates were treated as the principal instrument of
finance, this would have ensured in a more effective fashion a
contribution frem the parents who benefit, the great majority
of whom pay Education rates either directly or indirectly (in
their rent) but pay nothing in the way of direct taxes to the
Exchequer.™
Fisher recommended that the Unemployment Donation sheuld be replaced as
soon as possible by a contributory scheme, and that the new Departments

which were a creation of war~time needs should be wound up as soon as

possible, All in all, Fisher's suggestions were along the lines to be

1. P.R.O., I.171/155, Fisher to the Prime Minister, 3 Sep., 1919, para.5.
2. Ibid,, para.3.
3. Ibid..- ..
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expected; pull back frem activity wherever it was poséible to do so,
and make activity commercially viable if at all feasible where it was not,

In addition to the Gabinet cireular of August 1st, and Lloyd George's
letter -of the 20th, the Treasury had also sent out a circular requesting
the Departments to make urgent efforts to reduce staff and asking for a
return of staff employed in each Department.,1 The replies to these
letters weré colleeted into a seriés~of papers on the current finaneial
situation and the expeetations for the Budget of 1920=~1,2 The main
suggestions of the Treasury were.much along the lines outlined by Fisher,
and continued to emphdsise the importance of cutting down Service expend-
iture, employment contributions, and subsidies, Detailed recommendations
for particular Departments were included, among them the suggestion that
while the proposal to turn the Ministry of Munitions into a Ministry of
Supply might seem like an economy, the practical difficulties of getting
its putative client Departments to work the scheme properly, without
building up expensive stocks and expertise of their own and short-
circuiting the Ministry wherever pessible, were so great as to make it
likely that the savings involved would be swallowed up in duplication
of effort-.,3

The extent to which the Economy campaign was successful in individual
-Departments is extremely difficult to analyse. At the time it got under
way, the expected deficit for 1919-20 was about £450 million, In the
event, the actual deficit calculated on the same basis was £326 million,
but the improvement was largely due to an increase of revenue rather than
a decrease of expenditure, The Budget estimate of expenditure was

originally £1,451 million, which was revised in October to £1,642 million,

1s  P.R.0., T.171/155, Treasury Circular, 36743/19, 26 Mug., 1919,
2. P.R.0.. TAT/TI0. ’ ’ ’

3.  Ibid., 20 Sep., 1919.
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and in the event was £1,665 million. Revenue on the other hand was
originally estimated at £1,201 million, revised to £1,169 million, and
turned out at £1,340 million; .So the reduction in the accounting deficit
was entirely explained by the increase in expected revenue. Bubt it seems
likely that in any case the agitation came too late in the financial year
to have any impact then, and its effects were felt much more strongly in
the following year, when revenue rose to an all-time high of £1,426 million
and expenditure fell by £470 million to £1,195 million.1

The points of greatest interest for this study seem to be two,
Firstly, there was a tremendous change in emphasis in Government expend-
iture policy, and this almest entirely on Lloyd George's own part. In
the early spring, he was seriously concerned about the possibilities of
social upheaval generated by dislocatory unemployment after the war. At
that stage he was talking in.tgrms,of rapidly expanding Govermment
activity at almost any cost in order to mop up some of these unemployed
and to get industry moving again, At thé Conference he called to discuss
Ministers! plans for dealing with unemployment he urged them, as we have
already noted, to move with all possible speed and not to worry about
finanecial problems. Jones expressea the tenor of Lloyd George's feelings
at this time thus:

"It was blank nonsense to talk of a baéatelle like £71 million -
a cheap insurance against Bolshevism,"

By the late summer, the 'mere bagatelle! had become a sum of considerable
importance in the economy campaign. The change of mood was a swift one,

and seems to have been actuated largely by public opinion and by influential

1. Morgan, Studies in British Financial Policy 1914-1925, p.98; Revised
Balance Sheet for 1919-20 in P.R.0., T.171/170, October 1919,

2. Jones, Whitehall Diary, Vol.I, 1916-1925, p.80, quoted in Jones to
Hankey, 27 Feb,, 1919, The £71 million was the amount Ministers were
planning to spend in 1919 on Public Works, and similar schemes.
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people in business and the PréSs. The turn-reund in Lloyd George's
attitude was so swift that it took even Chamberlain, whe had all summer
been protesting at increased spending, by surprise. Commenting on Lloyd

Georgels sense of urgency over the economy campaign, he wrote to Hankey:

"But _he must give us a little time to produce results,"1
Whatever may have been the influences upon Lloyd George, there is no
evidence that in initiating the ec¢onomy campaign he had any advice from
the Treasury other than what Chamberlaih might have been expected Lo give
him, It seems that the most likely explanation lies in the faegt that
Lloyd George was out of phe country for most of the first six months _of
the year,.énd as he said,

"When he was in Paris he could not pretend to be able to concentrate

his mind on the great problems which were worrying his colleagues

in this country,"<
However, -on his return he could not fail to be struck by the change in
the mqod:of the country. No longer was heavy unemployment an immediate
threat. Industry was gathering way, and the cry everywhere was for the
Government to leave the economy alone to carry on in its accﬁstomed
fashion, In addition, and bound up with it, there was the stfong public
feeling ébout what was regarded as excessive expenditure by the Government,
notably on staffs. The impetus for the economy campaign came largely, as
we have seen, from outside the Govermment, and was imposed on his colleagues
by Lloyd George.

While it did not play a part in initiating the ecoremy campaign, the
Treasury did play an important role in implementing Lloyd George's inten—
tions, and, one might say, seized eagerly the chance presented to enforce

its own ideas upon the other Departments. It was a common complaint of

1. P.R.0., T.171/170, Chamberlain to Hankey, 31 Aug., 19193
underlining in the original.

'2° PgR.O.av, Cabgz }_‘12, W005606A9 5 -Auvgog 19190
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Treasury staff, before as well as during the war, that their function
of overseeing expenditure was very much hampered by their being overworked
and understaffed., As Fisher put it in his letter to the Prime Minister,

"Up to the present time,..it [the Treasuril has always been under-

manned and hopelessly overworked, Delay and insufficiency of time

to think things out or to get a conspectus have resulted, and the

office has therefore been prejudiced in the discharge of its

business, At the same time Ministers in other Departments have

been able to short—circuit the Treasury officials; who - impotent

on that account to resist unreasonable demands alike on major

issues and in the staff matters advocated by those Ministers -

have perforce tended to direct their critical activities into

somewhat meticulous channels."!
Coupled with the exceptions to Treasury contrel which had been introduced
as war-time expedients, these problems made the Treasury's position after
the war very difficult, the more so since the Service Departments, who had
traditionally been least amenable to Treasury contrel; were alse these
which had had the most leeway allowed them, inevitably, during the course
of the war. But whenever the opportunity presented itself, as we have
seen, the Treasury endeavoured to exercise its traditional decontrolling
functions, and when Lloyd Georgels realisation of the country!s changed
mood caused him to intreduce the economy campaign, they took full advantage
of the situation to restore their influence as far as was pessible, so
successfully indeed that not again during the inter-war period was there
a Budget deficit.

Thus did the bulk of the contrels and much of the prejeected recon-

¢

struction expenditure alike fall foul of the public feeling of the summer
of 1919, and the public ineclination was seemingly backed by the cheering
signs of recovery in industry. But some of the plans came to fulfillment.

Unemployment payments ceased to be automatic as they had been in the

transition period, but the insurance principle for unemploymeﬁt was

1. P.R.0., T.171/155, Fisher to Lloyd George, 3 Sep., 1919, para.8.
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extended to cover a considerably -larger:part of fhe working population
than before the war, the Housing Scheme, while it ran into severe supply
problems, and was eventually put right back in 1921, was still at this
stage going ahead, .and the Ministry of Health had at last been created
after many years of struggle. But much did not come to frﬁition, and
much that did fell to the Geddes Axg‘in 1922. As we saw at the beginning,
the Government had norciearly Qorked—out plan for reconstruction spending3
and when public pressure became heavy, it ylelded, moﬁing unsteadily but
definitely in the direction of retrenchment and orthodox -economic

prineiples.
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CHAPTER _FIVE

INTER-GOVERNMENTAL, DEBT AFTER THE FIRST

WORLD WAR: THE BACKGROUND TQ THE BALFOUR

NOTE OF 1922




,Amon.g;’vc,he problems which bedevilled the international scene during
the inter—ﬁaf period, one of the most important and intractable was that
of inter—governmental debt. Prior to the First World war, the structure
of international debt had been based on commercial relations, During the
war, however, the Allied belligerents built up among themselves a complex
structure of mutual indebtedness, which the,main;debtor countries hoped
to dismantle by exacting reparation payménts from Germany on a vast scale,
As a result, all the belligerents emerged from the war either owing or
being owed, or both, large sums on an inter-Governmental rather than a
private level, Furthermore, these debts did not repreéent any tangible
benefit to the wealth of the receiving countrieé; the money had been
spent on the materials of war, The situatipn‘was further complicated by
the unreal approach to the preblem of virtually all the Governments
concerned. The Allies who stood to gain frem reparations payments,
principally France and Italy, were bitterly'anti;German; their opinion
is neatly summed up in the popular cry, "Squeeze Germany till the pips
squeak"., Yet they refused to allow Germany the means of making reparation;
much of her most valuable industrial regions were takeﬁ from her;, the early
reparations demands starved herbdf working capital, and the Allies did
their best to "safeguard" their countries against German imports.

Thus the reparations problem was cbmplicated by the desire of the
victors, not only reparation, but for security. ‘They wanted at one and
the same time a Germany strong enough to pay huge sums in reparation, and
a Germany so weak that she would be incapable of waging another major war
in the foreseeable future. The situation with regard to inter~Allied debt
was compounded by a somewhat similar attitude on the part of the United
States. America was the only country to emerge from the war with credits
and no debts relating to the waging of the war, All the other Allies owed
her large sums. These they could only pay by increasing their exports to

the United States. But this they were prevented from doing, at any rate

~ 205 ~



partly by the tariff wall behind which American industry sheltered. In addition,
although during and after the war America'ls gold stccks increased considera,bly,1
it was the Federal Reserve Board's practice to insulate the domestic price and
credit system from this gold inflow. In other words they did not play the

1Gold Standard game',2 and in consequence the demestic price level did not riss
as far or as fast as it might have been expected to have done in pre-war
Britain under similar conditions, and the benefits to imports which would
normally have resulted did not occur,

The other main complicating factor ir the American attitude to the problem
lay in the United States Government's refusal either to accept any relationship
between the amounts the debtors owed her and the amounts they received in
reparation, or to treat her Allied debts in terms of the capacity of ths
Allies to pay. This latter was despite the fact that America had striven
from the first to make France and Italy, and some of the British represent-
atives at the Peace conference, see that the terms of German reparations must
of necessity be linked to German capacity to pay.3 The more harsh the terms,
sald the Americans, the less likely anyone is to obtain any benefit, because
of the difficulty of enforcing such terms upon a whole people., But the U,S.
persisted in treating the Allied debt to her as a normal commercial

obligation, at any rate after the war,,4 The

1. The United States' share of the world's gold stocks rose from 28% in 1913
to 45% by 1925, Sir Albert Feavearyear, The Pound Sterling (2nd edn:
Oxford: Clarendon Press, 1963), p. 364. .

2. See above, p. 115,

3. Hughes, Cunliffe and Sumner, The last two were widely known, ironically,
ags the 'Heavenly Twins': see Sir Roy Harrod, The Iife of John Maynard
Keynes (London: Macmillan & Co., 1963) p. 236; David Lloyd George,

The Truth about Reparations and War Debts, (London: Wm. Heinemann Ltd.,
1932), pp. 97-8, 102-3. Keynes, writing to Lloyd George on his (Keynes?®)
resignation, said: 'I leave the twins to gloat over the devastation of
Europe!. Lloyd George Papers, F/7/2/32, 5 June, 1919,

4. A United States Treasury statement dated 11 Dec., 1917 on United States loan
policy stressed the wisdom of giving loans to the Allies since this enabled
the Allies to do fighting which the U.S. would otherwise have to do. In
addition little of the loans left the U.S., they were mostly used to finance

internal purchases., See P.R.0., I.160/7. No trace of this realistic attitude

remained after the war.
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Allies however continued to regard reparations and inter-Allied debts
as two sides to the same problem, and this divergence of view did not
assist the relations between the European and American Allies, .One
further difficulty was the terms on ﬁhich the loans had been agreed,
They were all in terms of pre-war parities, that is in gold prices;
since the currencies of all the Allied debtor countries stoed at con-
giderable discounts with the dollar after the war, the burden of the
debt was markedly exacerbated. One of the most powerful arguments
against those who wished the British authorities to return to the Gold
Standard with a devalued pound was the extent to which this would
increase the burden of the American debt.

Britain's pesition in this complex situation was a central one,
On paper she emerged from the war a net creditor in terms of war dsbts,.
While she had borrowed large sums in the United States to finance porch-
ases there, she had alsc lent her Continental Allies even larger sums to
pay for supplies in this country. At the end of the war Britain owed an
estimated £1,000 million to the United States and another £200 million to
Canada and other countries. .France; Italy and Russia were Britain's main
debtors, owing her a total of £1,800 million. However, of this sum nearly
£600 million had been lent fo Russia before the Communist Revolutibn in
1917, The new regime having repudiated all pre-Revolutionary underiakings,
it seemed unlikely that this sum would ever be repaidl.,‘|

British pelicy on inter-Allied debt seems from early days to have
ineluded ideas of all-round cancellation, Sir Basil Blackett, writing in
1920, stressed the impossibility of repayment by the Continental allies of

their debts to the United States and Britain, and it is apparent that a

1. E.V, Morgan, Studies in British Financial Policy 1914-25 (London:
Macmillan & Co., 1952), pp.317, 320-321.




policy of debt reduction was advocated by the Treasury and adopted by
the Government 'from the first‘.1 Lloyd George, in his book on repar-
ations and inter—Allied debts, said;v

"From the outset Britain, although she was more creditor than

debtor, took the view that the hest course with all these war-

. debts was to cancel them, "2

Nor was this policy likely to be unpopular in the country; as early as
April 1918, Sir James Hope Siﬁpson, in evidence to the Gunliffe Committee,
suggested that in the interests of France and Italy it might be necessary

for the United States and Britain to consider

"whether they should not make common cause by cancelling
their mutual indebtedness".3

Another course of action which Britain should consider, he suggested, was
that of persuading the United States to accept part of our claims on our

European Allies in payment of our United States debt, at a discount

if necessary. Falling this he suggested the consolidation of all British
debt to the United States in a single irredeemable Bond issue,

Academic support for cancellation came from Keynes, writing, in 1919,
his great polemic on the Peace Conference. Keynes suggested that the war
dsbts were an aberration in international finance,

".oothe system [of international indettedness] is fragile; and

it has only survived because its burden on the paying countries

has not been oppressivs, because this burden is repressnted by

real assets...and because the sums already lent are not unduly,

large in relation to those which it is still hoped to borrow."s

Further, he saw political as well as financial dangers if reduction is

not achieved,

1e P.R.0., Cab,R4/97, C.P.584, 6 Feb,, 1920, Blackett was Controller of
Finance at the Treasury for the years 1918 to 1922,

2. Lloyd George, The Truth about_ Reparations and Inter-Allied Debts.,
pp. 97-8.

3. P.R.0., T,185/1, evidence of Sir James Hope Simpson before the Committee
on Curreney and Foreign Exchange after the War, 3 June, 1918,

4o J.M. Keynes, The Economic Consequences of the Peace (London: Macmillan
and Co., 1919), p. 263,
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"It might be an exaggération to -say that 1t 1s impossible for

the European Allies to pay. the capital and interest due from

them on these debts, but to make them do so would certainly

be to impose a crushing burden, They may be expected, there-

fore, to make constant attempts to evade or escape payment...

There 1s no Eurepean country in which repudiation may not soon

become an important political issue...the creditor nahions may

soon find their interest inconveniently bound up with the

maintenance of a particular type of government or ecernomirs

organisation in the debtor countries." 1
Most important of all, since Keynes never lost sight of two important:
objectives, namely that of remembering the link between inter--Allied
debt and reparation, and of ensuring that reparation payments are fixed
within the capacity of the conquered countries to pay, it would in his
view almost certainly result in inequities if some cancellation of inter..
Allied debt were not achieved, If no equitable settlement can be reached
said. Keynes,

"the war will have ended with a netwerk of heavy tribute payable

from one ally to another, The total amount of this tribute is

even likely to exceed the amount obtainable frem the enemy; and

the war will have ended with the intolerable result of the Allies
paying indemnities to one another instead of receiving them from

the enemy,"

But the attituds of the United States Treasury was gompletely opposed
to any suggestion of all-round cancellation, it seems partly frem inclin-
ation and partly, to be fair, because it seemed unlikely in the exlreme
.that Congress ﬁoﬁld evér be persuaded to sanction any such arrangement,

Not all public opinion in the United Stateé was se completely blind %o
financial reality; in September 1919 Lord Grey talked to ‘'an eminent
American! on the subject, and reported the results of the-coﬁversation

to Lloyd George. This American confirmed the British opinion that Congress
was most unlikely to agree to all-reund cancellation, and in his view it

would in any case not be wise., It would be a bad precedent, and would be

1. Keynes. The Economic Consequences of the Peace, p, 261;

2,  Ibid., p.259.
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-a blow to international credit;b He suggésted that the best possible
solution would be for Reparation payments and credits. to be aceepted

by the United States and Britain in place of equivalent debt from other
Mllies. But he thought the United States Treasury wpuld be uﬁwilling

to agree to such a plan,1 Attitudes melioWéd gradually during the inter-
war years; by 1922 rumours that Britain wés'about to propose unilateral
cancellation provoked an American newspaper, The Globe; to admiring
comment,2 and by the end of the period some American writers were strongly
critical of United States Treasury policy on this poin-t,3 )

' The British attitude to the inter-Allied debt question was strongly
affected by its views on’'reparations, Despite the anti-German moed of
1918, and the prevaieﬁce at the election of that year of slogans like
‘Hang the Kaiser! and of echoes of Lloyd Gedrge‘s determination to make
Germany pay 'to the uttermost farthing;, opinion on the indemnity question
was never as4violent in Britain as on the Conﬁinent° As early as January
1918, the Economist published an editorial on the subject, quoting with
approval a number of authorities advocating the necessity for equable
economic treatment of Germany after the war, and agreeing thai an esenomiec
- war should not follow the end of the military'_oneo4 Iloyd George himself
performed a fascinating balancing act, between thé popular anti-German
fever of the moment, and what seems to have been his own feelingé -
certainly the ideas of his chief advisers at the Treasury were moderate
ones, He had some big guns to contend with; among‘the strongly anti-
German lobbyishts were Hughes, the Australian Prime Minister, and Lord
Cunliffe, past Governor of the Bank of England, The Treasury had, early-

in 1918, produced a detailed estimate of German liabilities and cf their

1e Lloyd George Papers F/60/3/6, Lord Grey to Lloyd George, 29 Sep.,1919.
2, Lloyd George Papers, F/86/ 7

3. See, for example, C.M.Frasure, British Policy on War Debts & Repar—
atlons (PhJWadPlphla' Dorrance & Coo, , 1940).
4. Economist . R L LXXXVI, 12 Jan,, 1918,
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capacity to pay; the former they estimated at £4,000 million, the latter
on an optimistic basis at £3,000 million, or on a more cautious level at
£2,000 million, Hughes, who was at that time a member of the War Cabinet,
protested that this was a ridiculously small amoun®, and he was appointed
Chairman of an independent commitﬁee, with which Lord Cunliffe was
asgociated, to determine the correct sum. This body came up with a
figure of £24,000 million, representing the full cost of the war to the
Allies, Despite the fact that pre-war Germany had only maintained a
balance in her external payments by means of a substantial earning on
invisible account, which would now largely disappear with the disposal
of her foreign investments and the impounding of her ships and celonial
possessions, the Committee seemed to see nothing unreascnable in this
demand. The Cabinet did not come to a decision on the matter and the
British delegation took both reports with them to Paris,

The British Treasury representative in Paris was John Maynard Keynes.
As main author.of the Treasury report on Germany's capacity to pay, he was
one of the principal British proponents of liberal treatment of Germany,
But neither he nor any other Treasury representalive was appointed tec the
Reparations Commission which was set up by the Peage Conference to deter-
mine Germany!'s capacity to pay. Despite Lloyd Georgetls assertion that

"Mr, Bonar Law and I regarded the conclusicns of this Report

[of the Hughes Committee] as a wild and fantastic chimera,

It was incredible that men of such pesition, experience and

responsibility should have appended their names to it,"!
he appointed Hughes and Cunliffe, together with Lord Sumner, a Judge
without financial knowledge, to be the British representatives on the
Commission, His motives for doing this would make fascinating study.
However, the deliberations of the Commission at the Peace Conference were

inconclusive, and the Treaty was signed without the ineclusion of any

1. David Lloyd George, Memoirs of the Peace Conference (London:
Heinemann & Co., 1938), p.305.
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specific sums in reparation. What was laid down were the guidelines
on which further deliberations should take place. The dispute between
the French and the Americans as to whether Germany was responsible for
the full cost of the war or for reparation of damage only was seftled
by a compromise; financial recompense was to be for damage only but
the Treaty would acknowledge the theoretical responsibility for the
whole cost of the war (the 'War-Guilt' clause)., Pensions and allow-
ances were slipped into the account by Lloyd George at the suggestion
of Smuts,: not in order to inerease the total, since at that time the
Big Four were still thinking in terms of a BOmyear time limit, but to
increase Great Britain's share vis-a-vis France and the rest of the
Continental allies, Afterwards the time-limit was dropped, and this
insertion seemed harsher than was intend_ed.,1

A permanent Reparations Commission was therefore set up to deter-
mine the total to be paid under ten counts, In addition Germany was to
reimburse Belgium for all sums borreowed by her up to the Armigtice, té
make deliveries of reconstruction materials, ships and dyestuffs, and to
pay £1,000 million in a form to be decided by the Reparations Commission‘
towards thevcos§ of the Armies of occupation, Numerous conferences were
‘held on this basis, at which the British consistently advocated a settle-
ment based on German capacity to pay, while.the French equally consist-
ently demanded a much larger sum; partly in order to ‘keep Germany downd,
partly to meet the twin costs of eventual repayment of the debt to the
.United States and Britain, and of restoring the devastated areas,
Agreement was finally reached on the basis of a fixed levy based on
German capacity to pay and a variable levy based on future prospects,

at Paris in January 1921, The Germans refused thig, and sanctions were

1.  This account is taken from Harrod, The Life of John Maynard Keynes,
pp L] 228‘“246 e
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applied, of which the main one concerning Britair was a levy of 50%
(later reduced to 26%) ad valorem on German imports, under the German
mmmaﬁpn(Ramwxy)Aﬁg19m. Finally, the Reparations Commission
arrived at a lump sum setflement which the Germans accepted in June
1921. This involved three main elements; the deposit with the Repar-
ations Commission of three classes of bonds, to the total vélue of
£6,500 million in gold, an annual annuity of £100 million also in gold,
and a variable annuity of 26% of exports. The last two were to be paid
quarterly. To begin with Germany paid regularly, but in Dscember 1921
she gave notice thaﬁ she would not be able to make the January and
February payments due. Negotiations on a moratorium during the spring
of 1922 were accompanied by a sharp fall in the mark, A partial morat-
orium was offered to the Germans in April, which they were unable to
accept; discussions continued into the summer, and eventually the
Germans applied for a moratorium to the end of 1924 to enable them to
stabilise the mark and put the economy on.a proper basis before attemp-
ting to make further reparation payments. Pending a decision on this,
a Belgian plan for acceptance by the Reparations Commission of German
Treasury Bills for payments due from August 15th was accepted despite
French opposition on August 31s.t.1

Thus the period from the Armistice to the issue of the Balfour Note
in 1922 was one in which Britain and France were in constant conflict
over their attitudes to Germany, particularly on the Reparations question,
and they became involved in a circular argument. France could not begin
to pay interest on her debt nor to negotiate properly on the principal

until the reparations question had been settled and she knew how much

1. These, necessarily summary and incomplete, details are taken frem
a historical summary by a Treasury official, S.D. Waley, in
February and September 1922, P.R.0., T.172/1476.
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she might expect from Germany. Neither could she agree to reduce her
demands on Germany to what the British regarded as a reasonable figure
while she owed vast sums to Britain and the U.S. Britain could not,
it seemed, break the deadlock; not only had she her own debt to the
United States to think of, but she felt some obligation to follow a
joint policy with the United States over her dues,

One imaginative attempt to aid in the reconstruction of Europe on
the necessary scale had been made by Keynes while he was still at the
Treasury, before the Treaty was signed, in April 1919, This was a
proposal for a 1oan to Germany of £1,000 million guaraﬁtéed by ;il the
Allies in proportions which reflected their international position after
the war, This loan was to be applied as to four-fifths to reparation
and as to the remaining one-fifth to the purchase of food and raw mat-
erials.1 The plan was sent to Lloyd George by Chamberiain, the Chanc—
ellor\of the Exchequer, with a warm recommenda:bion.2 Lloyd George also

thought it a good'scheme3

and sent the plan to President Wilson, who
turned it down, on the basis that since the Allies were forcing Germany
under the conditions of the Treaty to give them £1,000 million in gold

or goods in payment for the costs of the Army of Occupation. Since by
this action the Allies were deliberately starving Germany of the necessary
working capital, they could hardly expect the United States to help make
good the deficiency.,4 Since the Germans were eventually declared Lo be

in default of £600 million of this £1,000 million, and since Wilson

apparently made no objection to the insertion of that clause into the

Treaty, his refusal seems both harsh and mildly hyposritical.

1. P.R.0., Cab,24/5, G.241, 17 Apr., 1919,

2. Lloyd George Papers, F47/2£27, 17 Apr.. 1919, He cutlined the scheme
to the War Cabinet on the same day, P.R.0., Cab,23/12, W.C.557,
17 Apr.., 1919,

3. Lloyd George Papers, F/7/2/34, 2 July, 1919.

4.  Ibid.
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Keynes reéiéned from the Treasury in 1919, following the failure
both of this scheme and of his ideas on reparation to gain any real
success, andiexpressed his bitterness about the Treaty in 1The Economic
Consequences of the Peace'. But the forses within the Treasury working
for a just settlement of both the poét—war international financial pfob-
lems did not depart with him. Sir John Bradbury, Joint Financial Secret-
ary, héd dééarted toAbe British représentative on the perménent Reparations
Commission in 1918, where he continued the British fight for a liberal
settlement, and his place on the financial side of the TreagyyyAqgs taken. -

by Sir Basil Blackett, who held the post of Einab;;:ial (‘)ontroller until

he went to India in 1922, Blackett wés in chérge of Treasury negotiations
with the United States Tfeasury on our debt to America, and was soon to
come up with a constructive plan for dealing with all our Allied debt
structure which might have had far-reaching beneficial consequences had 
it been adopted. | |

Before looking into his suggestions, we must'trgce thé history of
debt negotiation after the end of the war, The Gontihental Allies were
much:inVOIVed with reparation, 'as we’have seen, and were ﬁnwilling to
agree to-a permanent settlement until the reparation question had been

settled, The legal position was that the obligations of the British

Governmént‘tb the ‘United étéies Government were theoretically payable on
demand, This was manifestly unsatisfactory from every point of view, and
it seems certain that this was a ‘sérious factor in the depression of the
sterling exchange after the war. The Uﬁited States Treasury alcene had
the legal right to arrange for funding without Congressional sanction,
and the American Government was anxious to keep the debt settlement out
of the political arena. Early in 1920 Mr, Rathbone of the United States
Tréésuryrcame to London to discuss the problem, with the British appar~
ently undef the impression that mutual postponement»of’interest'payments.

was to be the main topic for discussion, while Rathbone thought he had
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come simply to discuss funding. It was later made <lear +that any prop-
osal for postponement would have to be made explieit and public. However9
the discussions made some progress, despite the feelings of the Treasuvy
officials about the high-handed behaviour of.Ra’r;hbone.a1

Partly as a result of the early negotiations with Rathbone, partly
from other pointers coming frem America during 1919, Blackett beeame
convinced that joint action by Britain and America over their creditors
on the Continent was ruled out by the American attitude on any basis but
one which treated the war debts as though they were commereial cbligations,
Early in 1920, therefore, he decided that if any progress on.cancellation
were to be made, Britain would have to go it alone. He devised a plan
on this basis, which he submitted via Chamberléin to the Gabine't.,2 ‘The
substance of the proposal was that, as we have seen, official opinion in
America, both in the Treasury and in Congress, was so vehemently cpposed
to what the British Treasury regarded as the most desirable weourse of
action, namely all-round cancellation, that there was little or no like-
lihood of coneerted action at the time Blackett was writing. But the
gains to us of canecellation were likely to be so:great, Blackett said,
that we should go ahead on our own, separate the problem of our debt to
the United States frem that of our debt from the Allies, and cancel the
latter unilaterally.

This plan of Blackett®s, and the reasons he gives for advocating it,

are of considerable interest and importance, beth in the light of subse-

-quent British policy on the subjeet, and for the way it indicates the

broad lines of opinion in the Tréasury and in the Cabinet on this subject.

For these reasons, its study in detail is highly rewarding.

1. This account is taken frem a summary of negotitions by Sir Auckland
Geddes, British Ambassador to Washington from 1920 to 1924, insluded
in British Empire Delegation papers presented at the Genoa Economic
Conference in 1922, P.R.0.,Cab,31/1,B.E.D.232, April 1922,

2. P.R.0.,0ab.24/97,C.P.584, 6 Feb., 1920,
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Blackett adduced two main reasons for advocating unilateral cancel-
lation, Firstly, he said, the whole structure of cur exchanges with the
Gontinental countries is affected pejoratively by the debt of the Allies
to us. Since their credit-worthiness wés.so low, the fact that the Allies
owed us large sums, not only for war expenditurg, which he proposed we
should remit, but for post-war expenditure too, both at the Government;
and the private level, was a depressing effectron our international credit
generally, and particularly on the sterlingwdoliar exchange, In view of
the fact that the American debt was fixed in terms of gold, any improvement
in the sterling-dollar exchange would pari passu'lighteh—the American debt
burden,

Secondly, and following on frem this, with an improved credit stand-
ing the Allies would more easily be able‘to finance purchases of our
exports, which they desperately needed in order to preceed with the
reconstruction of Kurope, In addition, though this is madevplain by
implication rather than explicitly, such a plan would help to improve
the position of Germany too, since some remissicn of reparatior demands
might be expected if France and the other Continental Allies no longer
had to think in terms of repaying their debt to us, Not only was this
impertant from a moral standpoint, but from a commercial standpoint toos
before the war Germany had been our second largest supplier and also our
second greatest customer,1

To justify his advocacy of unilateral, rather than ceoncerted,
cancellation, Blackett began by setting out the original aims of British

policy on inter--Allied debt:

1.  A.W. Kirkaldy (ed), British Finance 1914-1921 (London: Pitman,1921),
ppo 370”"373 °
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"Frem the first the general policy of the British Government in
the matter of Inter-Allied debt has been to move as far and as
fast in the direction of "Deflation of the world’s balance sheet"
as we could persuade the United States Treasury to go with us,
Our idea has always been that ultimate repayment by the contin-
ental governments of their debts to the United Kingdom and the
United States was in fact out of the question, that the existence
of this mass of external indebtedness meanwhile lay like a dead
weight upon the credit of continental Europe and made reconstr-
uction even slower and more painful than it needed to be, and
that the statesmanlike thing to be done was for the United
Kingdom and the United States to make a "beau geste" by offering
to wipe out the whole of such indebtedness with a stroke of the
pen. ™"

Sir Basil's previous dealings with the United States Treasury had

not led him to expect that his ideas would be received with any enthus-

iasm.

"eoohitherto our efforts to co-operate with the United States
Treasury have almost invariably meant that we have had to abandon
without even putting on formal record policies which we have
favoured whether in great matters or in small, and accept the
views of the United States Treasury. Not only so, but the policies
favoured by us have never reached beyond the individual officers
of the United States Treasury with whem they have been discussed,
and our attitude is almost invariably represented in the United
States of America, because the United States Treasury's sole
preoccupation is usually to persuade an unwilling congress to
take a small step forward in the direction desired by the United
States Treasury, and it frequently does the persuading by putting
forward arguments which are from our point of view irrelevant and
unfair," 2

When Blackett's plan was proposed informally to the United States Treasury,
his fears were confirmed. It was made quite plain that such joint action
was at that time out of the question,
"The United States Treasury has from the firet been horrified with
even the mention of such a plan... E?n@] seems incapable of apprec-

iating the position and‘Cbngress as usual is_entirely 1gnorant of
and untouched by the realities of the case.™

1. P.R.0.,0ab,24/97,0.P.584,pp.1-2. The term "beau geste" was also used
by Lord Derby, British Ambassador to Paris 191820, in a letter to
Curzon on the subject, saying that he still adheres to "the propesal
I made to the Prime Minister for the reduction of France's debt to
us as a beau geste which would do much to smooth away our present
difficulties". Lloyd George Papers, F/53/1/40, 9 June, 1920. Anti-
British feeling was at its height in France at this time,

2. P.R.0.,Cab.24/97, C.P.584, p.1.

3. Ibide, De2s
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Subsequent negotiations with the United States had thus to. be confined
to questions of interest postponement and the possibilities of converting
short-term obligations into lohgutefm debts, But while the United States
Treasury expressed continued anxiety for co-cperation, the intention seems
not to have been translated into actiocn,
", oothe United States Treasury abuses ita position as our creditor
and its inability or unwillingness to tell Congress the truth for
the purpose of making us accept whatever the United States Treasury
wants, and often goes- further and demands that we sha]l put forward

its views as if they were being pressed on it by us. ol

On the specific question with which Blackett was at that t}@e_

concerned,- progress was no better.

"In order that we may seecure postponement, of all interest on inter-

allied debts including interest on our debt to the United States of

America, the United States Treasury demands that we should offic-

ially appear as authors of this policy (which seems to us only a

pis-aller) and should appear in the somewhat undignified, attitude

of suppliants to the United States Treasury for relief."

In view of the attitude and behaviour of the United States Treasury,
Blackett Suggested that the time had now come to reconsider the attitude
of one-sided co~operation’whichlthe=British Treasury offiéials had been
forced to adopt. Since it was apparently beyornd the vision of the
United States Treasury to see what a beneficial effect such a-magnamr'.
imous gesture as an’ offer of all-round debt cancellation would have;
~and since the United States Treasﬁry was far too afraid of Congress even
to suggest this course ‘of actlon anyway, such a: 301nt offer was out af-
ktagmquestLOﬂh Butﬁlndeperdent actlon by - Brl tain was nob, ~Bla¢kqtt.{\

went on to suggest a course of actlon which would in his view have.

considerable beneficial resilts both for Britain»and for Europe.

1e  B.R.0.,08b,24/97,C.P.58%4p.3. As in the original; possibly the
first ‘and® should have been tby' or 'int.
2,  P.R.0., Cab.24/97,C.P.584,p.3.
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"eeolt is quite possible for us to say, without reference to any

question of the debt of the Government of the United Kingdom to

the Government of the United States of America, that we are

prepared for our part, without any conditions whatever, to wipe

out the debts owed to us by the Govermments of ocur Burcpean

allies.,.We should base our proposal on the necessity of dcing

something really useful towards setting Eurcpe on its feet, and

on the disadvantages which we see in remaining as a Geovernment

the creditor of other Governméents."

The paper noted two main considerations to be borne in mind if this
policy were adopted, apart from the willingness of France and Italy to
accept a gift of this magnitude.2 Firstly there was the problem of the
sterling exchange; +this was allied to the second difficulty, the
political effecﬁ_involved_in Britain taking a_step. in a direetion-in
which the United States might not wish to follcw. Blackett, recognising
that the effect on the sterling exchange would be markedly affected by
the course of action taken by the Americans as a result of the British
carrying out the new policy; summed up the possible courses as follows,
Firstly, the United States might simply do nothing. Secondly, she might
cancel all Allied debts due to her including those of RBritain, Thirdly,
America might wipe out all her debts except those of Britain, saying
that in doing so she was doing no less than the British., The effeet of
the second course upon the sterling exchange was not discussed, but it
is probably legitimate to assume that this was not done because the
benefits which would accrue to the exchange were so obvious as not to
need mention or expansion. Blackett found it difficult to forecast what

the results of either of the other courses of achtion would be for the

exchange, He suggested that since there weculd be no increase in the

1. PR.R.0.,0ab.24/97.C.P.584,p.4. There was a precedent for thisg; it
is a recurrent theme in the Treasury documents on this subjech thath
after the Napoleonic Wars we voluntarily forgave 90% of our Allies?®
debt to us, There was of course then no foreign debt owed by
Britain to complicate the issue,

2., Blackett noted that Russia should be excepted for the time being,
Belgium was also a special case since her debt was bo be converted
into German bonds, Similar treatment to that accorded to France
and Italy should be offered to the Dominions,P.R.0.,Cab.24/97,
C.P.584,p.5 '
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amount of currencies currently seeking a market in New York, only a small
depression of sterling in New York might be expected, and, in the event
of America following the third course, there should be a reduction in the
discount on francs and lire so as to bring it fairly close to that on
sterling, Blackett thought that in any case,

"the market for our exports in France and Italy would be improved,

and we should be more likely to secure payment for those exports

in case,.,"! :

Obviously the main disadvantage of a scheme of all-round cancellafion
which did not include the abrogation of the British debt to the United
States was that while-Britain could no longer claim any capital sums from
the Continent, such sums would still be due from her to the United States.
However, Blackett believed that given reasonable time for payment, our
debt to the United States could be honoured without teo great difficulty,
and incidentally might bring important compensations in the opening of
the markets of America to our imports.

It is clear that while the economic aspects of the policy of cancel-~
lation of the Allies' debts to us were regarded as vital by Blackett,
nevertheless he was also well aware of the international political poss—
ibilities,

", ..we should surely have earned the gratitude of the werld, by

recognising now and at once the facts of the situation and restoring

reality to the discussions of the economics of teday, and by giving
new hope to Centinental Burope by clearing away, so far as we are
able, the useless obsiruction of a vast mass of paper indebtedness
between Governments,"

Blackett's memorandum, which subsequently led to considerable disc-
ussions in the Cabinet, is intrinsically interesting, coming as it did

from the Controller of Finance at the Treasury, and containing an imagin-

ative plan for the partial solution of one of the most intractable of

1.  P.R.0.,08b.24/97,C.P.584,p.6.
2, Ibid.
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post-war problems. It is also indicative of two noteworthy points about
current official thinking on inter-Governmental debt in the 1920s.
Firstly, the British attitude to such debt was more liberal than is often
supposed; and secondly, the attitudes of the officials concerned with
the problem on either side of the Atlantic were cempletely differsat,

and in fundamental opposition. It is clear that the Amerisans regarded
the debts incurred by the Allies as a purely firancial problem; indeed,
they saw the debts as commercial debts. In addition, there was appar-
ently no conception in official circles of the unreality of the sums
involved, nor of the benefits which would accrue to werld trade in
general, and to that of the United States, if the deflationary influence
in the aebtor countries of these debts were removed, It may be said that
economic thought on these matters was not sufficiently advanced at the
time for it to be reasonable to expect the American officials to be aware
of these considerations, But the fact remaing, as is clearly demonstrated
in Blackett's paper, that in Britain some at least in offic¥al circles
were aware éf, even if they did not make explicit, propcsiticns whick
have since come to be seen as almost self-evident, That is, that the
debts of nations and of their governments are noet, and cannct be consid-
efed to be, on a par with commercial international debts; and that debts
incurred by governments in times of general warfare are of a different kind
from those incurred by governments in peacetime,

Blackett's memorandum was submitted through Sir Warren Fisher, the
‘Permanent Secretary, to whom all three Controllers were officially respon-
sible, to the Chancellor, Fisher'’s attitudes were apparently in agreement
with Blackett's; the latter's memorandum contains the senﬁenee,

"The follewing is an attempt to put on recerd the views which
you and I discussed together this morning.! !

1. P.R.0.,Cab.24/97,C.P.584,p.1.
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Sir Austen Chamberlain§’¢ho was Chanceller of the Exchequer at the
time, took a relatively uncommitted stand. He submitted the memorandum
to the Cabinet with a covering note which expressed the ilssues concisely
without venturing a strong opinion on.them:

"The Cabinet agreéd that we should remit débts due to us by Allles

if the United States would do the same to its debtors including

ourselves. The United States Treasury is vehemently opposed to
this proposal., ©Should we act without them?

If our Allies could pay us and if the United States did not
follow our example, we should be the losers. But will our Allies
ever be able to pay us and would America permanently refuse to
follow our example if we had acted spontaneously?"l

Amplification-of the Chancellor's views on the whole problem of Britain's
financial position in the world is obtained fr@m-a dispa.tch2 gent by him
to a British representative in Washington just after he had circulated
Blackettts memorandum to the Cabinet, early in February 1920, This
confidential dispatch was in response to an indirect request from a member
of the United States Treasury staff for a summary of the Chancellor's views
on the international situation,

The substance of the dispatch is that if Britain's current position
were viewed in isolation from that of the rest of the world, it would appear
fairly comfortable; but such a view would be unrealistic. In order to sell
enough British exports iﬁ 1920 to secure a surplus in the balance of payments,
it would be necessary to advance considerable credits to Europe. Since the
Government had set its face againsgt further Governmental credits unless there
were exceptional circumstances, these must be private credits., But Britain's
own credit pogition was fairly tight, and it would therefore be necessary for
Britain in her turn to borrow commercially in the United States. Therefore, the

current banking crisis in the United States would be very harmful not only to Ameig

1. P.R.0., Cab.24/97, C.P.584, introductory note,
2, Ibid., C.P.597, 9 Feb., 1920.

R23.



but also to the rest of the world, Another problem was the lack of '
credit-worthy Continental borrowers.,

Turning to the problem of our relations with the United States,
the Chancellor felt that the main difficulty’in connection with the
British debt to the Unitéd States was that, with the continued fall
of sterling vis-a-vis the dollar, the debt was becoming more costly
all the time,

"In my view this fall is almost entirely due to the credits,

public and private, which we have been forced to give to Contin-

ental Rurope, just as our debt to the United States is almost

wholly due to loans we made to Allies during the War, so that

dollar-sterling exchange is not really a measure.of Anglo-

American conditions but of Europe-American conditions. Thus

any improvement in the credit of continental countries weuld

pro tanto relieve the strain on us."!
The Chancellor went on to stress that it was because of the combined
dangers of insolvency in Europe, and the lack of credit provision by
the United States because of the banking crisis, that he would welcome
the all-round cancellation of inter-Allied debts.

The telegram which had called forth this memcrandum, together with
the paper itself, were circulated to the Cabinet early in April 1920.°
At the same time a preliminary discussion of the Blackett plan tock place,
with inconclusive results; the Cabinet noted that the plan had been
circulated for information only, and that the Chancellor was not committed
to Allied debt cancellation irrespective of American action°3

The memorandum4 which Chamberlain had despatched to the United States
Treasury received an uncompromising reply. Despite the fact that the

paper did not contain a formal proposal on Allied debt cancellation, and

was merely an expression of views submitted at the instigation of the

1. P.R.0.,0ab.24/97,0.P.597, p.4e

2. Tbid,,.C.P.597,

3, P,R.0.,Cab,2 21' Minutes of Cabinet meeting 23(20), 26 Apr.,1920.
4o P.R.O.,0ab,24/97,C.P.597. |
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United States Treasury, the Secretary of that Department felt it
necessary to set out once againthis Government'®s views on the subject
and to read Chamberlain a barely disguised lecture on the subject of
people who tried to shirk their debts.

"T feel certain that neither Americah people nor our Cengress,

whose action on such a question all-round cancellation would be
required, is prepared to look with favour upon such a proposal.

Apparently there are those who have been labouring for
some time under the delusion that the inevitable ccnsequences
of War can be avoided...,.l recognise that a general cancellation
of such debts would be of advantage to Great Britain and that it
would probably not involve any losses cn her part,..Such a plan
does not involve mutual sacrifice on part of natiens concerned.
It simply involves a contribution mainly by the. United -States,"

Chamberlain was by this time becoming increasingly impatient with the
American attitude,2 and responded in dignified tones to this peroration:

"I fully appreciate attitude of United States to any proposal

for mutugl cancellation of International War indebtedness. I

had mno intention of renewing this proposal to which I referred

only in order to respond fully to Leffingwell's request for my.

appreciation of general situation of Europe as well as of this

country."3

Public opinion in this country was also moving towards the idea of
separating cur debt to the Americans from that owed to us, although still
retaining the idea of working in concert with the Americans over ocur
Continental Allies. In January 1920 a leading article in the Economist
advocated the wiping out of Continental debts to the U.S5. and Britain,
and the funding of -our debt to the U.S. over fifty years, with an interest-
free?ggfiod to extend over the next few yeauf's.z‘L Between 1920 and the
summer of 1922, when the Balfour Note appeared, opinion had moved further

5 and it seems likely that by then, at any rate, the

in this direction,
Blackett plan would have had wide popular acceptance as a realistic and

statesmanlike proposal.

1. P.R.0.,0ab,24/100,C.P.842, Secretary of United States Treasury te
Chamberlain, 5 Mar., 1920,

2. See below, p, R31.

3. P.R.0.,Cab,24/100,0.P.842, Chamberlain to Secretary of United States
Treasury, 11 Mar., 1920,

4o  Economist, Vol.XC, 10 Jan., 1920.

5. See below, pp. 241-2, 262=3,.
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But opinion in the Cabinet was, as might have been expected, strongly
divided over the merits of the plan, both at this time and in 1922, The
paper had been circulated to the Cabinet in February 1'920,1 and evoked a
number of papers in response from other members of the Cabinet.

As has been said, Cabinet opinion was sharply divided. The Foreign
Office was strongly in favour of the proposal, Lord Curzon's memorandum
added foreign policy arguments to the economic ones advanced by the
Treasury.

"It is certain that a state of things under which our allies, who

are impoverished while we remain relatively rich, have to discharge

heavy obligations to us as the result of a victorious war, mush
promote bad feeling. It must be remembered that, as long as these
debts remain, Germany is not much worse off, if at all, than France
and Italy., True, she has to make reparation, but otherwise she has
little or no external debt, And there is more...in practice, the
exaction of our debts from our allies will mean that we...shall be
the sole recipients of any benefits from German reparation payments...
it is hard to see how, if we insist on our dsbts, we can fail to lose
our old position in the European system, which dgpended upon our
being felt to be neither oppressive nor unjust."=

He felt that, were we to renounce our debts, we should clear the atmos-

phere at once, and regain the moral leadership of Eurcpe at a time when

it was vital for Burope that we should do so, since only Britain had

the economic strength to take the leadership in the facing of the preblem

of reconstructing Europe.

Not only were there considerable advantages to be gained by our
abrogating our allies' debts; considerable dangers would attend our
course if we did not do so,

",..the prevalent conviction that we have always ‘done well?® out

of wars will...crystallise into forms of extreme bitterness. No

continental Government under present conditions is likely to be

strong enough to resist the temptation to increase the bitterness
and to use it for its own ends."3

P.R.0.,Cab.24/97,C.P.584.
. 2, +P.R.0.,Cab.24/103,C.P.1093, 17 Apr,, 1920, p.2.

bid des PPe2-3.
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Curzon recognised that the American reaction to such a change in British
policy might at first be one which would result in a worsening of Anglo-
American relations.

"The first impulse in America would almost certainly be to regard

it as a characteristically !slim' move, designed to force the

hand of the United States,"
But Curzon thought that this would only be a passing mood,

"For the moment the American conscience as regards Burope seems

dead, but conscience does not die in sc sentimental and ideal-

istic a people; it is only numb; and, if the British action

were prevented on the loftiest ethical grounds, a revulslon of

feeling would quickly follow, which would not memnely affect

Anglo-American relations, but would profoundly afifect the whole

American attitude towards Europe, The result might well be_

similar action on the American side before a year was out, "<
Thus, for similar reasons, although from a different stance and in rather
more extravagant language, Lord Curzon concurred in the Treasury view.
He was supported by Sir Laming Worthington Evans, who added the suggestion
that instead of the policy coming as the initiative of the British Govern—
ment, accepbance of the policy by other countries might be considerably
eased if a less direct method were used. An International Financlal
Gonference under the League of Nations was soorn to take place, Sir Laming
suggested that it might be arranged for the conference to recommend that
the cancellation of inter-Allied indebtedness wag necessary for the
rehabilitation of Europe. Britain could then accept this recocmmendation,
While this would mean that Britaln lost some of the appearance of taking
the initiative, the likelihood of the United States taking offence would
be lessenedu3

The principal opposition to the Blackett plan came from the Board of

Trade and from the Secretary of State for War. The Pregident of the

Beard of Trade issued two memoranda, The first, in February, was written

1. P.R.0.,Cab.24/103,C.P.1093, p.3.
2.  Ibid., pe3e
3. P.R.0.,0ab.24/104,C.P.1153, 25 Apr., 1920,

- 22 -



L e e ——————b—r—_—

I ot T {8 L O S & AL

by Sir Auckland Geddes; the second, after Sir Auckland's appointment

as Ambassador in Washington, was by Sir Robert Horne. Geddes' objection

was based partly on thée difficulty of the American attitude; he thought

it likely that the policy would seem in America to be an attempt to force
America's hand, and that she might well remit the Allies!' debts and not
ours, This would put France particularly in a very advantageous position,
and it might be that, by 1930, France wbuld be prospering, as a resuiﬁ,

to a greater extent than Britain., Geddes was also more optimistic about
the chances of the continental Allies getting some benefit from repar-
ations, than were the Treasury or the Foreign foice.1 Sir Robert-Hornes --
Geddes' successor, went fﬁrther with the suggestion that France would as

a result of all-round debt cancellation be congiderably better off than
Britain in the end. He adduced figurés which purported to show that if

one took levels of war-time taxation into account, the contribution of

the British taxpayer would per capita be considerably greater than that

of the French if her debts were remitted.2

/ The Secretary of State for War at that time was Sir Winston Churchill.
He was strenuously opposed to the new proposal, and he too circulated two

3

memoranda. He felt that the correct policy would be to say to the United

States that we were willing to remit our debts from.our'alliés.if she
would do the samé for us., He expressed his comments in what one has
come to regard as typically Churchillian language:

"It would, I am sure, call forth a violent outbreak of anger in
this country if it were known that while we are taxing ourselves
more than double as much as the French, we are nevertheless for-
giving them their debt, and at the same time allowing the United
States, which has already pillaged us of twelve hundred millions
of our securities, to continue to exact from us payment to the
uttermost farthing of a debt contracted for a common cause , "4

1.  P.R.0.,Cab.24/98,C.P.621, 12 Feb,, 1920,

2. P.R.0.,C 105,C.P,1202, 1 May, 1920,

3. P.R.0.,C 104,C.P.1156, 23 Apr.,1920; Cab.24/106,C.P.1316.
4. P.R.0.,C ,C.P.1156.

- 228 -



In his second memorandum Churchill addﬁced é hitherto unmentioned
argument., He stressed that an important elemeﬁt in British policy on the
matter was the connection with reparations, and that we had always been
concerned to exact a just and reasonable settlement. He regarded the
offer of debt remission ag a bargaining counter which we should use to
persuade France and Italy to agree to a'reasonabie settlement with.German&}
to offer thié remission unilaterally would be to throw away the chance to
influence the French in this and to prodﬁce a viable reparations

settlement.1

Blackett!s second memorandum, ciréﬁiate& in_M;y4T9é6,2 waé concerned
with retailing the course of negotiationg with the United States over
the Anglo-American debt, and with setting out the actual monetary trans-— |
fers which would be involved if Britain simply waived the negotiations
and paid uvp. That this course could be seriously contemplated, in view
of the drain of exchange and the strain on our financial resources for
some time afterwards, was due largely, it seems, to the importunities
of the United States Treasury. Blackett quoted an extract from the draft
agreement drawn up by Rathbone, the Assistant Secretary of thé United

States Treasury:

",.othe Secretary of the Treasury has desired to aid in the stabil-
isation and rehabilitation of the financial and economic conditions
of Europe. His willingness to accoerd liberal terms...to the Govern-
ments whose demand obligations are held by the United States is
conditioned on reparation matters under treaties with enemy and ex-
enemy countries, and other questions involving the financial and
economic stability of the world being arranged so that in the judge-
ment of the Secretary of the Treasury the aforesald purposes may be
realised...preferential tariffs and discriminating concessions must
be avoided, [?nd ..o€ach Government should refrain from granting to
other Governments, or from asking or accepting from other Govern-
ments, any such tariffs or concessions. Accordingly, no exchange of
obligations as contemplated will be actually made and concluded
unless and until determined by the Secretary of the Treasury."

1.  P.R.0.,Cab.24/106,C.P.1316,
2. P.R.0.,Cab,24/105,C.P.1259, 11 May, 1920.
3. Ibid., pp.2-3.
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Blackett went on to say that in addition the Americans were most anxious
that Britain and America should treat their Continental debtors alike.

M, eohitherto it has meant simply that the British Govermment hags
subordinated its views of how to deal with the problem to those
of the United States Treasury - or rather to those which the
United States Treasury feels strong enough to defend before the
United States Congress."!

In view of the high-handed attitude of the Americans, and the fact that
up to that point 'co-operation! with the United States had been for the
Treasury officials from this country a matter of subordinating Britain's
views and interests to those of the United States, Blackett believed that
the time had come for Britain to 'go it alone!'.. Sa-

"If the British Government is prepared to give up the attempt to
co-operate in this matter with the United States Government, and
to inform the latter that it is at liberty to make what terms it
thinks fit with France, Italy, &c., and that the British Govern-
ment proposes to deal with the debts owed to it by those countries
on its own lines, indicating that those lines will be more liberal
than the United States proposes, it will then be possible to sep-
arate this problem of the Allied debts from the particular problem
of Britain's debt to the United States Government,"?

Moreover, in Blackett's view, it was not simply that positive gains would
result from a change of policy by the British., In his view the advantages
of continuing the current negotiations with the United States on funding
and deferment of interest were so comparatively negligible as to be not
worth the apparently inevitable humiliationg invcolved in obtaining any
concessions from the Americans.
"It is submitted that the inconveniences of attempting to reach a
joint policy with the United States Government regarding the Allied
Governments! debts are so great as to justify the British Govern-
ment in taking its own course, and that, as the advantages offered
by the United States Treasury in regard to postponement of interest
on the British Government's debt are negligible under the terms now

suggested, it is not worth while to negotiate further as regards
such postponements., ..,"3

1. P.R.0,,Cab,24/105,0.P.1259, p.3.
2,  Ibid., pe3.

3. Ibid., p.3.
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The remainder of the memo is concerned with the details of the.sﬁms
which would be due in the immediate future were Britain to suspend
negotiations with the United States forthwith. He assessed the sums
due as about $400m, for each of the next two years and $200m. annually
thereafter, and regarded the payment of such sums as a difficult but
not impossible task for Britain,

This paper of Blackett's was circulated to the members of the
Cabinet by the Chancellor of the Exchequer, accompanied by a short memor-
andum by the Chancellcr himself, dated May 12th 1920,1 From taking a
_ heutral stance in his accompanying mem& to élackett's earlier‘paper,
Chamberiain had apparently become by then convinced that the course
which Blackett suggested was the right one, and he said so in no uncert-
ain terms.

"I have changed my mind on this question in consequence mainly

of the intolerable pretensions of the United States Government,

I have told Mr. Rathbone privately, and as one individual

speaking to another, that I would sooner pay if I could, and

default if I could not, than sell my country into bondage by

signing any document containing language like that quoted from
his draft by Mr, Blackett.

I am now in favour:

1. Of releasing our Allies from their debts to us after
setting off anything due us by them,

2, Of similarly releasing the Dominions if they desire it...

3. Of informing the United States Government of our
intention in this respect, and at the same time of
our intention to provide back interest, interest and
sinking fund on our debt to them on the lines suggested
by the Controller,"?

Immediately prior to the Cabinet discussion of the subject, there
had taken place an inter—Allied conference at Hythe on the subject
principally of reparations, but it had been agreed that the matter of
inter-Allied debt was closely connected with this and should be urgently

considered. France and Britain had issued a short joint statement, which

1. P.R.0.,Cab.24/105,6.P.1259,p.3., Covering letter by Chancellor,
12 May, 1920,

2, P.R.0.,0a2b,24/105,C.P, 1259, po" s
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among other things expressed the desirability of joint Anglo--French
action over inter-Allied indebteédness, and over the' connected problem
of reparations,

"The two Governments are further of the opinion that...it is

important to arrive at a settlement which will embrace the

whole body of the international liabilities which haive been

left us as a legacy of the War, and which will at the same

time ensure a parallel liquidation of the Inter-Allied War

Debts and of the Reparation Debts of the Central Empire."!
A report on the Conversations at Hythe was given to the Cabinet at a
meeting on the 19th of Ma,y,2 at which Lloyd George was not present.
Arising out of thé discussion on these conclusions, a discusg%pp of the
inter-Al1i&d debt problem took plaée,.apparently at tge instigation of
Winston Churchill,3 The attention of the Cabinet was drawn to the import-
ance of avoiding any final settlement of our debt to the United States
independently of the settlement of our loans to France and Italy, and
the payment of reparation by Germany. The view was that any éettlement
with the Continental Allies along the lines of cancellation should be
contingent upon the Americans offering us a similar release, As a
result of this statement, the Chancellor of the Exchequer felt it
necessary to tell the Cabinet that the Prime Minister had been fully
acquainted with the British Treasury's views as outlined in Blackett's

4

second paper, and that he did not approve of the adoption of a policy

of unilateral cancellation at the present time, Since there was no other

course open to us, the Chancellor was proceeding with the negotiations
for meeting our demand obligations with America by gi&ing the Americans
interest bearing Bonds, payable at fixed dates. This would not prevent
the United States from dealing more generously later on if circumstanceé
became more propitious,

1. P.R.0.,Gab.24/105,C0.P.1297,17 May, 1920, p.3.

2. - P.,R.0.,0ab,23/21, Cabinet meeting 29(203, 19 May, 1920,

3. The Cabinet conclusions contain only a summary of the discussion,
with no names mentioned., The details given here are taken from
Lloyd George Papers,F/24/2/36,Hankey to Lloyd George, 19 May 1920;
see below, pp. R33-%.

4e P,R.0.,C0abg24/105,0.P, 1259,
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The summary of the Cabinet discussion is brief, and it ends by
saying,

"The Cabinet were impressed with the importance of the issues
raised by the discussion, which had arisen without notice,.,"!

and notes the conclusions of the Cabinet, which were that pending further
discussion, which should take place as soon as possible, the’Chéncellor
should suspend further negotiétions with the United States_Treésury.

Lloyd George was out of London at the time, and in accordance with
custom, Sir Maurice Hankey, Secretary to the Cabinet, sent him aicopy
of the Cabinet minutes, accompanied by a letter giving some -amplific-" =
ation of tﬁe—aiééussion.z Hankey said that the question of inter-
Allied debt was raised by Winston Churchill, without notice,_following
the discussions of the Conversations at‘Hythe, ﬁankey described
Churchill as apprehensive of any mention of French debt remission aﬁ
this stage, He suggested that we should tell France that we should
like to see some debt of Germany remitted by her;- that in return we are
prepared to remit some French debt, provided we can obtain similar treat-
ment of our American debt from the United States.

"His idea is to mobilise the whole sequence of debts in this

order, so as to put America in an invidious position before

the world if she refuses to take a part,"3
This despite the fact that it was very clear from Blackett and Chamberlain's -
experiences with the United States that it was most unlikely that the
Uhited States could be 'shamed! into cancellation, As we have seen
Chamberlain was then obliged to explain the position with regard to the
discussions between the two Treasuries. Hankey went on:

"There was a very general feeling in the Cabinet that any arrang-

ement of this kind |i.es funding} might prejudice the general
question of Inter-Allied indebtédness."

1. P.R.0.,Cab.23/21,Cabinet meeting 29(20), 19 May 1919,

2. Lloyd George Papers, F/24/2/36, Hankey to Lloyd George, 19 May 1920.
3. Ibid.

ha Ibid,
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He added that a further Cabinet meeting on the subjéct had'béen requested,
and that there was a general wish for‘Lloyd George to preside.1

The requested Cabinet meeting took blace on May 21st,2 and those
present had before them all the papers to which»feference has been made,
The matter was introduced by the Chancellor, who made a lengthy statement,
which consisted of a summary of the proceedings with the Americans to
date, and of his views and those of his staff as expressed in the memor-

3

anda, which have already been discussed at some length, Thereafter
discussion centred on two main points., The first was that since Britain
had just issued a joipt statement with France stressing the importance--
of joint action and of taking the problem of inter-Allied debt in conj-
unction with that of reparations, it would hardiy be reasonable or
consistent of Britain to-proceed at once to:indepéndent-action on inter-
Allied debt. Not only was joint action with France and Italy over their
debts to one another advisable; much was to be gained by a joint approach
on the part of the three countries to the American problem.

Secondly, the current political situation in America was abnormally
confused; Presidential elections were imminent, and the moment was thus
highly unpropitious for an approach of this kind to the United States.
The summary of this discussion is contained in single page of foolscap
in the Cabinet records - surely rather a cursory treatment of such an
important problem - and the substance-watﬁé:discussion may be summed up

by the final sentence:

"Everything was to be gained by postponing a decision., "

1. Lloyd George Papers,F/24/2/36, Hankey to Lloyd George, 19 May 1920.
2,  P.R.0..,Cab,23/21,Cabinet meeting 30(20), 21 May, 1920,

3. Ibid.

L. Ibid.
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The conclusions of the Cabinet are recorded as being that, in future,
negotiations on inter~Ailied debt should take place at Government,
rather than Treasury, level, in view of the "questions of high policy"
raised; that the Prime Minister should write to President Wilson on
the subject; and that the Chancellor should notify Rathbone of thé
Cabinet's decision.

Since the practice of Cabinet meetings at this time was for the
discussion to be summarised by the Secretary without names being given,
it is not possible to determine from the Minutes who was principally
responsible for the Blackett plan's rejection.. Hdwever§ it 4s clear-
from the minutes of the previous meeting on the subject,2 and from
Hankey's letter to Lloyd George,3 that at any rate Churchill and Lloyd
George himself were against the plan. The policy of joint action withb
France, one main stumbling block, had been agreed at Hythe during disc-
ussion between the Prime Ministers:-of the two countriesa4 The decision
that discussions should subsequently take place at Government level,
although recommended at the earlier discussion at which Lloyd Ceorge was
net present, was apparently very much his own policy as well; Chamberlain’s
letter to Rathbone telling him of the change of negotiation machinery
contains a pointer to this:

"Discussions onr the subject took place at an earlier stage

between President Wilson and the Prime Minister and the
Prime Minister proposes now to resume these discussinliSe..'!

5

In addition, the letter which Lloyd George eventﬁally sent to

Wilson as a result of the Cabinet meeting,6 makes it clear that he was

°

P,R.0., Cab,23/21, Cabinet meeting 30(20), 27 May, 1920.
Ibid., Cabinet meeting 29(20), 19 May, 1920, )
Lloyd George Papers, F/24/2/36.

P.R.0., Cab,24/106, C.P.1382, 2 June, 1920,

Ibid., my underlining.

P.R.0., Cab,24/114. C.P.2037, 5 Aug., 1920,

NN =
-]

o
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convinced that a one-sided remission of Allied debt by Britain would
be a disaster politically:

" eoBritish public opinion would never support a one-sided

arrangement at its sole expense, and,..if such a one-sided

arrangement were made it could not fail to estrange and

eventually embitter the relations between the American and

the British people with calamitous results to the future

of the world,"l
Thus it seems clear that, while he had some support in the Cabinet,
the decision not to implement the plan for unilateral cancellation was
fundamentally Lloyd George's own, All the concrete evidence we have
suggests this, Finally, although the Cabinet Minutes do not provide
direct confirmation of this at the main discﬁééibn;Z fhémevidegée of
the earlier meeting, coupled with the contentAand brevity of the second
discussion, seem conclusive. For the discussion on May 2%1st was not
only extremely brief, Despite the fact that in their written memoranda
the holders of two of the highest offices in the State, and those most
nearly concerned in the question, namely the Chancellor of the Exchequer
and the Secretary of State for Foreign Affairs, were firmly and whole-
heartedly in:favour of the plan, the minutes of the discussion do not
record a single word said in favour of the plan, No influence other
than Lloyd George's could have been responsible for that, So the init-
iative was lost; a plan which could have resulted in an immediate
lightening in the economic clouds over Britain and the Continent was
rejected, apparently on the grounds of political expediency and from
fear of public opinion.

Following the Cabinet decision on May 21st 1920, Lloyd George even-

tually wrote to President Wilson in August of that year., The delay was

due partly to the pressure of business, and partly to the fact that

1, P.R.O., Cab.24/114, C.P.2037, p.2.

2. P.R.0., Cab,23/21, Cabinet meeting 30(20), 21 May, 1920,
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Lloyd George wished to delay writing until after the Conference at Spa,
at which the European Allies decided what proportions the German Repar-
ation should be divided among them.,1 The letter was in fact written and
rewritten in draft several times during July and early Augusto2 The
passage on inter-Allied debts was embodied in a letter or more general
matters., The substance of the passage was that difficulty had arigen
over the reparationS'probiem, since the French would only be willing to
accept limitations on Reparation payments based on German capacity to
pay if her Allies were to treat her debts in the same way. But Britain
could not remit Allied debt unless some of the Unlted States debt were
remitted by her; as we have already seen, in Lloyd George's view the

3

British taxpayer would not stand for a one-gided arrangement. Lloyd
George 1s at pains to make it clear to Wilson ﬁhat the breaking off of
inter-Treasury negotiations was not due to an unwillingness on the part
of Britain to pay, but to a belief that a general settlement would have
much more lasting value than a piecemeal one.,4

" The letter was eventually despatched on August 5th 1920, but
President Wilson did not reply until November, presumably because of
illmhealth,sb Meanwhile, the British Ambassadoer in Washington was growing
anxious about the possibility that the new Administration which would
téke power in January 19217 would be more hostile to Britain than the
present one., He sent a telegram to the British Government to this effect,

7

which was discussed by the Cabinet in November 1920, but Cabinet opinion

was not wholly in agreement with his view. It was eventually decided to

1. P.R.O., Gab°31/ﬁ,B.E.D°232,,5, memo, by Sir Auckland Geddes.
2, Lloyd George Papers, F/60/1/28,
3. See above, p.R35.

be P.R.O., Cab,31/1, B.E.D,232, p.8., memo. by Sir Auckland Geddes,

Annex A,
5, P.R.0., Cab,23/23, Cabinet meeting 59(20), 3 Nov., 1920.
6. P,R°O., Cab, 25 114, C.P.2039, 23 Oct., 1920,
7. P.R.O., Cab.,23/23, Cabinet meeting 59(20), 3 Nov., 1920,
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", ..once our debt to the United States Government is funded
there is much more chance that sentiment in the United States
will move in favour of cancellation or writing down of the
debts of France and the other Allies, and the United States
Administration may at last find itself able to co-aperate
effectively in European affairs;"

Horne was no optimist about the likelihood of American initiative in

Burope serving any useful purpose unless the British agreed to act first

over funding:

"If the restoration of order in Europe and the settlement
of the problem of reparation has to wait for American
initiative, there is little hope for Europe or for our
unemployed, "2

He also said that an element in financial circles feels strongly that_
our credit would lose more than our finance would gain by an cancel-
lation of our debt to the United States. But he finishes his memorandum,
much of which seems sound and well-reasoned, with words which emphasise
in a most interesting way the difference between ways of thought in

Horne's effectively pre-Keynsian economic envircnment and those current

in our own:

Meoothis country's prosperity depends on its being able to find
markets for the surplus products which its pecple must be employed
in making...we must be able not only to find markets for an amount
of our goods and services sufficient to pay for the food and raw
materials and luxuries which we wish to obtain from abroad, but
also to find means of placing abroad surplus capital ir order to
enable our customers to absorb more of the goods and services
which we produce.,. From this standpoint it makes little difference
whether we lend the capital abroad or use it to pay the interest
and principal of our external debt., The difference arises mainly
in the degree of comfort and luxury of some of our own people, who
get interest on their foreign investments in the one case, and in
the other case pay add%tional taxation to enable the State to pay
the foreign creditor,"

There are a number of notable points in this statement, which is why it
has been quoted at length; not least of which must be the reductio _ad

absurdem of suggesting that the sole difference to this country of either

1.  P.R.0., Cab.24/137, C.P.4020, p.3.
2, Ibid, . .




























Blackett went on to point out that even the present Schedule of Payments
did not demand a sum as large as £134 million in the years before German
exports revive; and the smaller sum was only a little smaller than the
sum due in the current year, which was proving quite beyond German
capacity. Since, he said, we are committed to persuading the French to
accept a big reduction in reparations payments in the interests of
Furopean civilisation, could we really préténd to expeet Europe to pay
over the equivalent of our debts to the United States? But this guestion
of the financial feasibility of the ﬁalfour Note in the absence of
American concessions_had not really been discugsed by Cabinet....It was.
becoming clearer that the Note was really a version of the 'Big Stick':
to be used to belabour American meanness on the one hand, and French
selfishness over reparations on'ﬁhe other. Blackett regarded this attitude
as wholely mistaken and likely to have harmful effects,

"A sincere policy of fundiﬁgVOur debt to the U.S.A. preparatory

to a settlement with Europe designed to rescue Europe from Chaos

might well bring the U.S.A, in to our help. 4n insincere pelicy

will have the reverse effeet, And if we really mean to try and
save Europe and are merely venting our preliminary grumble before
doing 8o, is it worth whlle to begln by pillorying American
selfishness?™] :

Thus when the Cabinet.discussed the matter again at length at the
end of July, Lloyd George had before him hot.only the advice of his
Cabinet, but also that of some influential outsiders. In addition, as
we have noted, there was the influence of the fall in the German mark,
which had become serious; from 771 to the pound on January 1st 1922 it
had fallen to 1188 by June 1st, 1750 by July 1st, and during July and
Migust experienced another catastrophic fall to 5725 on September 1st.
By the end of the year it had fallen o 340%@2 Thus the problem of

European receonstruction had,reached a critical stage, But it is apparent

1. ILloyd George Papers, F4861248, 12 July, 1922,
Cab. 24/140

2.  P.R.0., , C.P.4348, 5 Dec,, 1922, p.2,
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At this point Churchill saw fit to remind the Cabinet that the
policy itself had already been discussed twice and approved by an over-
whelming majority. The first part of the policy, that of informing
Washington that we intended to send a funding mission in September,
had already been carried out. He thought it hardly satisfactory that
the despatch, which constituted the second part, and an integral one,
of the same policy, had been withheld., He did not agree that the
despatch would have any harmful effeet, other than causing a little
irritation'to the Americans at first, He urged the Cabinet not to go
back on the pollcy )

"It would be a cruel wrong to the British peeople to force them

to give up all that was owing to them while at the same time

compelling them to pay every farthing they owed, "

On this occasion Chamberlain, by now Privy Seal, was present; and
he backed Horne to the hilt., He said that he fully agreed with his
colleagues in their dislike of the American attitude, It was selfish,
even inselent, But it weuld not change overnight.

"We had invited the United States to join in a general treatment

of the problem, They had refused, and had declared that it was

not their policy to do so; it was the duty of borrowers to pay..."?
Having made this suggestion and had it rejeected, Chamberlain regarded it
as undignified and incompatible with our position as a world power

"eo.to ask .again, and as a favour, what had been refused to us
when advanced in the interests of world peace."

In addition, Chamberlain was afraid that, unless the idea of remission
came at the Americans' own instigation, life would not be worth living,
since it would be possible

"...for Americans on every suitable occasion in future to boast
that they had let us off. M4

1. P.R.0., Cab.23/30, Cabinet meeting 42(22), 25 July 1922.
2. Ibid. 3. Ibid.
4, Ibid.
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Treasury Monetary Policy after the War

One of the most notable changes brought about by the war in the
financial and economic fields was the enormous increase in Government
influence on monetary policy. Before the war governments really had no
need of a monetary policy as such;1 changes in Bank Rate were a matter
for the Bank alone, and the volume of central government debt was very
small.2 The floating debt in particular was of insignificant size.3
The course of the war wrought a complete change in this picture., Not
only did the size of the National Debt increase to ten times its pre-
war figure, and the floaﬁing debt rise from £15 million in Tréasury Bills
at the outbreak of the war to £1,095 million in Treasury'Bills and £455
million in Ways and Means advances by December 31st, 1918,4 In addition,
- the methods by which ﬁhé National Debt was managed operated to make
Bank Rate ineffective, since interest levels tended to relate rather to
the Treasury Bill rate while these were being issued on tap; this prac-
tice continued in full until April 1921, for 12-month Bills until‘gggust
1921, and in a minor way which made it much less impértaht for rate étfuaw
ture throughout the inter-war pelc'iod‘,'5 Thus the Government became the
largest -single borrower in the market and the effective arbitéf of monéy
rates‘in the post-war period, |

Government operations in the market tended to 5ésgovefhed}princip-
ally by the idea that this all-importance of governﬁent policy in this
field was a temporary phenomenon, aﬁd that the sooner cénditidhs"feturned
to normal the better. In this field as in the other areas Sf economic

life, Government and Treasury policy was devoted to a 'return to normalcy'.

1. U. Hicks, The Finance of British Govermment 1920-1938 (lohdon:0.U.P.,
1938), p.310.

2, Total debt outstanding on 31 Mar., 1914 was £649,800,000. E.V.Morgan,
Studies in British Financial Policy 1914~25(London:Macmillan & Co.,
1952) ,p.107.

. 3. £13 million on 31 Mar,, 1914. Ibid., p.107.

4o—Economist—(London:1919)5 Vol LXXVII L, 4 Jan.; 1919.—
5. Morgan, op.cit., p.146.

1
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It was of course realised firstly that repayment on a really large
.scale of the total war debt was not a practicable possibility in the
very near future, and that Government stocks would continue to form a
large part of any investor's portfolio for some time to come,'and
secondly that any attempt at rapid repayment would have disastrous
conseguences ana might lead to a financial panic., But the main aims of
debt policy in the period 1920-~5, of funding or repaying thebfloating
debt, and of converting the large quantities of.short=dated stock into
longer—-term securities, not -only satisfied the Treasury's desire to ease
its own burden of debt management, but also conformed to another purpose
which the central monetary authorities felt strongly about; that is, the
bringing about of deflation of the currency and of credit. The two were
of course inter-dependent; repayment of the floating debt would per se
reduce the credit base and thus the volume of credit; and this was
recognised by the Treasury officials. As we have seen, they were alive
to the dangers of too hasty a deflation, although they varied in the
importance they gave to this problem.1 But their desire for deflation
as a good thing in itself reinforced their natural wish to rid themselv?F
of the cumbersome weight of floating debt,

One of the difficulties in discussing post-war deflatibn is that
the terms inflation and deflation are often used in varying ways not only
among the bankers but in the Treasury files. The most frequent confusion
is between the symptoms and the causes of inflation., On the one hand,
there is an instance of Blackett condemning any attempt to increase
purchasing power (towards the end of 1921) because it would lead to
inflation, by which he says he means rising prices. This despite the
fact that the numbers of unemployed at this time make it clear that any

rise in prices would be due to a temporary lag of preduction behind the

1. See above, pp. 47, 49=50, 58,

- 272 -



increased demand, rather than a genuinely inflationary movement caused
by tooe much purchasing power chasing too few goods in a situation where
supply could not readily be increased.1 On the other hand, in another
memorandum evidence of the small decline in the total of currency notes
and Bank deposits is adduced to show that there has been little or no
deflation.‘2 In the first instance the Treasury is concerned with what
is really evidence of inflation, not inflation itself. In the second,
it is concerned with an element in the causation of>inflaiion, namely
the quantity of purchasing power. It is clear that without a definition
of inflation difficulties of exposition will arise, just as they did for
the officials concerned, The definition used by the Economist in this
period seems to be as useful as any; that inflation occurs when demand
for goods and services, expressed in the ten&ering of purchasing powér,
exceeds supply, and deflation occurs in the reverss

'situationg3 Increases in purchasing power or in its velocity of circul-
ation, or decreases in the quantity of goods available, are a necessary
concomitant of the process, of inflation, and rising prices are evidence
that it is occurring.

The chief means by which deflation was to be accomplished were by
reducing government expenditure to less than the reﬁenue in ofder to
achieve a budget surplus, to be used for debt redemptioﬁ; and by high
interest rates, that is by increasing the price of money, Deflation,
bringing with it a fall in prices, was an essential plank in another
government financial pre—occupation in the post-war period, the return

to the Gold Standard; and one of the means by which deflation was to be

1o P.R.0., T.172/1208, memo. by Blackett,dated 8 June, 1921,

2. Ibid., memo. by Niemeyer on financial policy in response to a
qQuestion by the Colonial Secretary, 5 Oct., 1921,

3.  Economist, Vol.LXXXVI, 12 Jan., 1918,
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achieved, dear money, was also an essential instrument in the policy of
effecting the appreciation of the sterling exchange. Unfortunabtely the
process of deflation increased the real burden of servicing the debt,
and had the effect of throwing the burden of adjustment of prices onto

those sections of the community who were, on the whole, least able to *

L
i

bear it, that is the wage and salary earners, For those whose income
was fixed in money terms saw theirLincome appreciate considerably during
the post-war period., In addition, it seems probable that this deflation
acted to depress industry in twe main ways: firstly, a long period of
falling prices did not encourage industrial opﬂimiémnébéﬁfrthé future
course of demand and of profits; secondly, the fact that one important
element in deflation involved a perpetuation and indeed an increase in
the relative burden of debt service, which in turn meant a transfer of
purchasing power from the poorer, -consuming members of the community to
the wealthier, investing members, implied that this lack of optimism
about effective consumer demand would be justified,

Thus the main aims of Treasury monetary pelicy in the immediately
postwwar period were the reduction of debt, particularly the floating
debt, and the funding of this floating debt and of the large amounts of

short-dated securities outstanding at the end of the war, together with

an adjustment of the price-level to bring it into line with the countries

"which remained on the Gold Standard, notably the United States. The

deflationary effects of the first part of this policy, together with'the
high interest rates which were necessary for it to be achieved, were the
main factors in the partial success of the second part of this policy.

The third aim, to relieve the burden of debt service wherever possible

by favourable conversions, took second place to the first two aims; and
indeed the poiicy of deflation was partly in direct conflict with this aim,
since deflation, depression and unemployment tended to depress the revenue
at the same time as falls in the price level increased the real burden of

debt service.
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The Influence of the Cunliffe Commithee

The.origihs of the Treasury's monetary poiicy ars to be found in
the recommendations of the Cunliffe Committee, but these were reinforeced
not only‘by Treasury officiale’ cwn opinions and experiencs, but by virt-
ually all those, both in Parliament and outside; who commentved on the
question., Stanley Baldwin, speaking in the House of Commons in July 1919,
told Members that the Government was aware of the importance of cheeking
currency and credit expansion, and that no further iﬁvestigations into
the subject (the setting up of a Select Committee of the House had been
suggested) were necessary,

"The principles on which the matter must be dealt with are, I

think, generally understood and agreed, and the questions for

decision are how and when and to what extent the necessary

measures should be applied, regard being had to the conditions

of credit, trade and industry, from time to time,"

Endorsement of government deflationary policy was common in the speeches

" ‘of Members of Parliament on the need for economy and for reductions in

govérnment expenditure, which are so notable a feature of Parliamentary

aﬁd public debate immediately after the war. The represantatives of
commercial interests were of course anxious that business credit'shauld

not be restricted if possible, but all were united in condemning govermn
ment waste and further expansion of the floating debb, Outside
Parliament the story was much the same. A leading article in the FEcenomist,
written in November 1919 after an announcement that the Budget for 191920
was not being balanced and that further borrowing would be necessary, was

highly critical of government inaction over inflation:

1. H. of C, Debates, 1919, Vol. CXVIII, ccl,1814, 28 July, 1979.




"What is wanted is real control over the money market, and a
restoration of the system under which a limit could be placed on
the expansion of credit., When we had a gold standard, and a
really convertible currency, that limit was imposed by the gold
stock., Now our credit system is based upon the inability of the
Government to pay its way, and on the enormous power which the
huge mass of floating debt gives to the banks to call for fresh
legal tender currency, by demanding repayment of maturing
Treasury Bills. The Chancellor of the Exchegquer has told the
House that he intends to finance his deficit by increasing the
floating debt, As long as he is allowed to continue this wastrel's
course, rises in Bank Rate can do little good, and will certainly
do harm,"!

To begin with, the Government was wary of proceeding too fast, and in

particular was unwilling to pay much attention to the problem of deflation

_during the period of dislocation immediately following the Armistice.

Chamberlain, in his speech on the Budget in 1919, said:

"Lord Cunliffe's Committee, which examined the problem very
completely and came to conclusions which, if they err, do

not err on the side of heterodoxy, clearly recognised that a
policy of drastic currency restriction is impracticable until
the conclusion of the period of demobilisation and the
cessation of war borrowing."?

Treasury officials, too, were aware of the dangers inherent in too speedy

a deflation, An unsigned memorandum, written as late as November 1919,

demonstrates this pcint:

In

as

in

"The governing factor [;n inflatiogl is the creation of credit;
once the credit is there, it can be turned into legal tender
on demand, and the banks must be supplied with the money they
need. If their requirements are to be reduced, the very-
delicate operation of a contraction of credit must be entered
upon. To effect this too suddenly might be disastrous. A
collapse of values, bringing widespread bankruptcy and_exten-
sive unemployment, would be too heavy a price to pay."

.the same memorandum it is noted that a fall in prices can be effected
well by increasing production as by curtailing purchasing power, and

this connection the experience of the United States after the Civil

Economist, Vol,LXXXIX, 8 Nov., 1919.

P.R.0., T,171/156.

P.R.0., T,171/171, dated 26 Nov., 1919. The reference in the last
sentences is to the Gold Standard; deflation and a fall in prices
were esgsential to its restoration,

- 276 -



War is cited, when America achieved an improvement in ﬁhé dollar
exchange from a 30% discount to par without restricting currency but

by stimulating increased production,,"I

Changes in Attitude during the Post-War Boom

But the events of early 1920, when it had become apparent that the
post—=war boom was reachihg fever-pitch, altered the situation. By March
1920 the Treasury's anxiety over the inflationary situation was consid--
erable, and Chamberlain was appealing for, and apparently getting, the
help of the bankers in contrelling -the situation;z - o

"That brings me to the fact that I require -co-operation in

every quarter in order to maintain the policy on which the

Government have set their hearts, of first stopping further

inflation and then beginning gradually to deflate."”

The desire for deflation in order to reduce the price level was rein-
forced as far as its implications for debt management were concerned

by the difficulties which the Treasury experienced in placing its Bills
during the middle of 1920, The Treasury Bill rate wag raised to 6%% in
April 1920, yet despite this penal rate there was still considerable
difficulty in placing all the Bills and Ways and Means advances remained
alarmingly higho4 From this point on the tone :of Treasury cvomments on
the sitﬁation became much more strongly deflationary, and even though

some of the officials' utterances still indicahbe wariness over encour.

aging too drastic a deflation,5 on the whole the difficulties over the

floating debt weigh the most heavily on their minds. Their attitudes

played a part in influencing the British policy on monetary problems as

:

P.R.0,, T.171/171.

S, Harris, Monetary Problems of the British Empire (New York:
Macmillan & Co,, 1931), pp.179-180.

H. of C. Debates., 1920, Vol.126, col.2075.

Morgan, Studies in British Financial Policy 1914.-1925, p.146.
See, for example, Blackett's evidence to the Committee on War
Wealth, H. of G, Papers, 1920. No. 102 (London:H.M.S.0.,1920),
Q. 1546,
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.outlined‘at the Brussels Conference in October 1920, and the Recommend.-
ations of that Conference were orthodox in the extreme., Floating debt
must be funded, inflation arrested, a gold standard restored wherever
possible, and most important, Governments must never forget that a
country which has a Budget deficit is

"treading the slippery path which leads to general ruin.'!
The Conference also urged care with policies of deflation, By this time
the British Government was beginning to feel that this was an important
point, In December 1920, Chamberla;h,;answering—a question in the House
on inflation, said:

"My poliéy, therefore, in that'respect, is to avoid renewed

inflation and, if it be in any way possible, gradually, very

gradually, to deflate as opportunity offers, and as the conditions

of the time permit with safety; and as regards debt reduction,

my policy has been that when we could redeem debt, we should redeem

all the debt that we could, just because I saw that the good :times

would not always last and that.we must try and lighten the load

before the bad times came upon us,"<

The onset of the depression in the latter part of 1920 also toned
down, as was to be expected, the general clamour for deflation, although
on the whole falls in prices and the Govermment's attempts to reduce the
debt were still welcomed by public opinien in general, There were,
however, some dissident voices, As early as March 1920 an article was
published in the Nation objecting to a policy of deflation bfoﬁght about
by the contraction of credit on the grounds firstly that falls in the
price level would increase the real value of the National Debt and of the
interest on it, and secondly that a reduction in economic activity would
lead to a fall in revenue, which would make the burden of debt gervice

and repayment still more onerous.3 Reginald McKenna, addressing the

General Meeting of the Midland Bank, of which he was chairman, in

1. P.R.0., Cab.24/112, C.P.1967, p.b.

2, H, of C, Debates 1920 Vol 135, col.2495.
3. Nation {7 Jne 7770 i XKV, 17 Mar., 1920,
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January 1921, criticised the Treasury policy of deflation threough dear
money on the grounds that the preceding inflation was reither temporary
nor due to rash behaviour by the financiers, but a permanent feature of
the economy resulting from the war, To treat as a tempofafy inflation
one which was in fact evidence of fundamental changes was inappropriate
and harmfulo1 The force of McKenna'ls criticism is somewhat mitigated
by the fact that at the time he spoke there was still scme idea that it
might be possible to aim at regaining, not only the same relative price
level as we had had pre-war, that is to restore the sterling/dollar
exchange to par, buf the absolute price level of 1914, which would have
meant a much more severe deflation than in fact occurred. But the
principles behind his comments were on the whole sound,

However, in the early 1920s such voices were lone and faint; even
Keynes, soon to be such a powerful opponent of deflation in inappropriate
circumstances, was more concerned at this time with the problems cf
inflation abroad°2 Treasury opinion continued to faveur maintenance
of the policy of debt redemption and deflation, even when the industrial
gituation became serious, This is demonstrated by a series of memoranda
written in response to requests from the Chancellor as to the effects[cf
deliberately inducing a mild inflation in order to reduce uremployment
and increase production. This followed Lloyd Georgels -conferences -on
the subject at Gairloch in the summer and early autumn of 192103 One
of the suggestions had been that the Government should undertake scome
borrowing in order to finance relief works., This suggestion was met

by Niemeyer, at his most uncompromising, with strenucus objections, the

1. Midland Bank Review (London:1921), Feb., 1921.

2. Sir Roy Harrod, Life of John Maynard Keynes (London: Macmillan &
Co., 1951), p.314.

3. T. Jones, Whitehall Diary, Vol.I, 1916-1925, ed, K., Middlemass
(London: 0.U.P., 1969), pp.169-174.

; - 279 -




chief of which was that the velume of debt which would mature in the

near future was so0 great that considerable difficulty wduld be experienced
in dealing with it, without‘making'matters worse by trying to initiate
newborrowing».1 His opinion was reinforced by Blackett, in another paper
written attacking a proposal to pump an additional £200'million of currency
. notes into ecireculation, -This would of course have been an extremely clumsy
way of trying to reflate, but Blackett's criticisms were equally applicable
to any more sophisticated methods which might have been suggested.

Blackett felt that suchran increase in purchasing power -would only result " "
inAa ?iée in production after the elapse of quite a considerable period

of time. In the interval, he said, prices would rise, and imports would
inerease while exports would fall, This would lead to a depreciation of

the exchange which would tend to counteract this movement, but the resulting
increases in the prices of raw materials and of food would lead to wage
demands which would set off a further price rise, Furthermore, Blackett
suggested that the most difficult period of adjustment was nearly over,

and thét Government should ‘étick to its guns', as trade revival wasljust

round the corner,2

Effects -of Treasury Policy -

It has been suggested by some that Treasury policy was not respons-
ible for any but a small part of the post-war deflation,3 and more
recently that they did not understand the extent to which a deflationary
policy was inappropriate at a time of severe depression.,4 In view of the

strongly deflationary tendencies inherent in Britain's overseas trade

1. P.R.0., TI.172/1208, memo. by Niemeyer on additional government
borrowing, 10 Oct,, 1921.

2. Ibid., memo. by Blackett on currency expansion, 8 June, 1921,

3. Harris, Monetary Problems of the British Empire, pp.175-176.

4 Hicks, The Finance of British Government 1920-1936, pp.341-342,
See also Morgan, Studies in British Financial Policy 1914-1925,
pp.142~144.
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position after the war it seems impossible to doubt that considerable
difficulty would have been experienced in any case. But there seems little
doubt that the almost uncontrolled release -of internal purchasing power

in 1919 and the early part of 1920, followed by the strong measures taken
by the authorities in the early part of 1920, helped to make the depression
more severe than it might have been, and it certainly seems clear that
Treasury policy on the desirable course of price changes, and the continued
stress on debt repayment, during the early 1920s, played a major part in
prolonging the slump. The possibility that the officials did not know

that they were pursuing a deflationary policy seems to be conclusively
disproved by the evidence of the Treasury files. Hicks' criticism, that
the Treasury continued to pursue a deflationary policy long after such
action ceased to be appropriate, is in a sense justified. But there is

one important point which should be remembered, The continuation of
deflationary policies after the end of 1920 mighi well be judged quite
wrong in the sense that centra~cyclical policy would have dictated the
opposite course, But it is clear that to have pursued a contra-cyclical
policy at this stage would have had the effect of rétarding, perhaps prev—
enting altogether, the fundamental alterations in the price level required
for sterling to regain its pre-war parity with the dollar. It is indeed
quite clear from the Treasury files that the officials.were well aware

that their policy would for the time being continue to‘make matters worse.
But the eventual gain to the economy of regaining the Gold Standard would
be worth the effort,

BEvidence for this view is to be found in a file from which some
comments have already been quoted, It contains memoranda written during
the autumn of 1921 when the unemployment situation was giving rise to |
considerable concern, and various unorthodox methods of dealing with the
situation were being proposed. The paper in question sets out the origins
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of the current deflationary policy, identifying the main scurces as the
Reports of the Cunliffe Committee and of the Financial Facilities
Committee, endorsed by the decisions of the Financial Conference at
Brussels, This policy has as its central plank the aim of pursuing a
slow deflation in order to restore the Gold Standard., Deflation is
necessgary to induce a fall in prices; this in turn will stimulate our
exports and lead to an appreciation of the exchange. Any attempt to
interfere with this process will lead to a return of inflation, and will
retard the process of wage adjustment_which is an essential ingredient
of a‘falling price level, It is because this fall in wages and prices
has not gene sufficiently far that unemployment exists,

"Experience has shown that the earnings of British industry are

not suffieient to pay the present scale of wages all round,

Consequently i? present wages are maintai?sd a certain fraction

of the population must go without wages."

In their attitude on this question the Treasury officials were at
onebwith the official position of the Bank of England, as represented by
the Governor, Montagu Norman, We have already seen how totally incapable
he was of allowing decisions on finance and Gold Standard policy to he
affected by considerations such as the volume of unemployment,z- In so
far as he regarded the domestic economy as being within his concern at
all, he felt that the best thing for the;economy would be for Britain to
return to the Gold Standard. Prosperity would then return to the export
industries, and the problem of unemployment would solve itself., During
the autumn of 19271 Hilton Young, then Financial Secretary to the Treasury,
was occupled, on Lloyd George's behalf, with sounding out cpinion on the

unemployment situation and on economic problems in genera1.3 One of thoss

Te P.R.0.,T.172/1208, memo, by Niemeyer on financial policy in response
to request for information from the Colonial Secretary, 5 Oct,,1921,

2e See above, p. 108-4.

3. Hilton Young was at this time acting as go-between from official
circles in Londen to Lloyd George in Gairloch. See above, p.274.
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he consulted was Montégu Nor’n;an° The record of Young's conversation
with him is preser%ed in the Trsasury files, and it is an illuminating
document. Young asked Norman for his views as to the causes of unem-
ployment; Norman replied that they were the refusal of prbductioﬁ costs

to fall, resulting in a cheapening of expcrts, and the inability-of

—_—

Continental countries to buy because of reparationg. If countries could
get goods from Germany for next to nothing they would not pay inflated
prices for our exports., Young asked why it would not be a good thing

for Britain to gain advantages for her exports in the same way as Germany,

that is by allowing “the exchanges to depr901ate, Norman replled.

"Why should you, by depressing the standard of living, diminish

the economic efficiency and well-being of a whole people, in

order to benefit a small unemployed proport10n9"’

_Since the fall in production costs which Norman said was essential
could in his view ornly be brought about threough falls in wages, there wuld
be 'temporary'! hardship not only for the unemployed, but aléo for other
wage and salary-earners in the peried in which prices were adjusting %o
the new lower wage levels, so his assessment is not entirely accurate, A
policy which meant 'temporary! unemployment for some, and reduced wages for
millions of others, in order to achieve an adjustment in relative international
price~levels, did not go uncriticised entirely. Even the Economist, a staunch
upholder of the financial orthedoxies most of the time, wrote in 1919:

"If it is a question of the gold standard, or of the standard of

life of those who do the hardesgt, dreariest and dirtiest werk for

us - without which we could ncre of us live ~ the gold standard

would have to go, unless by losing it we struck a P®low at our

commercial position which would, in the end, make their lot worse
than before. Nobody favours the gold standard as an end in itself.

1. P.R.0., T.172/1208, record of Hilton Young's conversation with
Montagu Norman, appended to a letter to the Prime Minister at
Gairloch, dated 27 Sep,, 1921,
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It is a piece of machinery by which some of us believe the

national wealth is increaged. If we are right, then ite

restoration will increase the fund out of which wage-earners

can be paid better wages than they have earned in the paste

But if its resteration means...that the wage-.earners have to

go back to something like the pre-war standard, in spite of

all that we have learnt about our powers of production during

the war, then it would seem that the gold standard mist be a’

clog upon industry, and that the many advocates of its

abolition are right,"!
But there was little sympathy in the Treasury, and none at the Bank, for
even this sort of mild scepticism about the mystical qualities of the
Gold Standard., Still less attention was paid to the mere dstermined critic,
Reginald McKenna, who regularly expressed his doubts abeut the Goid Standard
in his speeches, and who as chairman of the Midland Bank must have keen a
party to, if not the author of, the numerocus leading articles in its
monthly review on the subject. There is an interesting example in the

issue of November 1923:

"Apparently any sacrifice, in the way of trade depression and
social disorganisation, is not teoo big a price to pay for the
taking of a single step in the direction of parity with the
dollar., If some magic power were attached to the ratio 24.86
to the pound there might be good ground for holding such a view,
but under present conditions any ratic, so Ilong as it -is moder-
ately stable, is of equal practical utility, "o
Be that as it may, deflation-as an instrument in preparing the ecoromy
for the return to the Gold Standard at the pre-.war parity, and brought
about by a combination of high interest rates, and credit restriction
through the contraction of the cash base and of liquidity, is the hall..
mark of Treasury policy in the 1920s. To the means by which this defl.-

ation was accomplished we must now turn.

1. Economist, Vol,IXXXVIII, 26 Apr., 1919,
2, Midland Bank Review, November-December, 1923,
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Government Borrowing During and Immediately After the War

There seems little roem for argument in two assertions which can
be made about Government finance during the war; that they made conditions
after the war worse than they need have been, both by raising less of the
cost of the war than they could or should have done by taxation, and that
some of the methods by which borrowing was undertaken left a good deal to
be desired in the context of their time of issue and of their post-war
management., Over-all the Government financed less than a third of the-
cost of the war out of revenue, and the rest had to be found through
borrowing. This had two main results; one was that theramount éf—b;¥—
rowing that went on was needlessly large, and the other was that the
practice of leaving large amounts of purchasing power in the hands of the
public when production of consumer goods was sharply cut in order to
devote the maximum resources to the production of war materials ie& to
a considerable amount of inflation. Indeed, in a situation where the
current account defieit on internal expenditure rose to cne third of the
national income in 1915-16 and to 40% in 1917-18 it could hardly be
otherwise°1

The acceptance as inevitable of huge current account deficits came
quite early in the war, and was enshrined in an interesting piece of dogma
by McKenna in his Budget speech in April 1916, He based his Budget on the
'principle! that the revenue should be expected to cover the cost of pre-
1914 expenditure plus the service of current debt and that to be incurred
in the coming year.2 So that a great burden of debt service and repayment
was incurred, a good deal of it needlessly and even harmfully. Nor is

this the verdict of hindsight; there was considerable criticism at the

1, Morgan, Studies in British Financial Policy 1914-1925,
'?po 10'50' )'; H’
2. Ibid., p.92.
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time of the extent to which the Govermment was mortgaging the future,
For instance, McKenna received a deputation of leading bankers, traders
and manufacturers at the Treasury in 1915 who urged drastic increases
in taxation,.1 Several of the City journals urged this course, notably
the Economist, which urged this course vigorously almost throughout the
war, both in order to raise more revenue, and to check inflation, This
ceriticism did not end with the war; as late as the Budgét of 1920 this
paper was criticising the Government for not inereasing taxation suff-

icientlyo.2 A . I

Be ﬁh;t_aé i£wﬁ;y,_the problem which coenfronted the Treasury at
the close of hostilities was a serious one. The tot;l National Debt had
risen from-£649°8 million on March 31st 1914 to a total for the internal
debt alone of £6142,1 millibn five years later. The value of Treasury
Bills had risen from £13 million to £957 million, and temporary advances
on Ways and Means from zero teo £455 million, in the same period.,3 The
first serious effort to reduce the large volume of floating debt, which
was accompanied by the repayment of the banks! Special Deposits, followed
the Funding Loan and Victory Bonds issue of June/July 1919, During the
succeeding months considerable redubfioﬁs were effected in the floating
debt,  This proved to be largely tempéfary, partly owing teo the boom
conditions in the market in the spring of 1920, and Treasury Bill borrow-
ings remained at a high level until the summer of 1927,4 In addition to
the large volume of floating debt, the war-time policy of issuing whatever
sort of securities seemed to be most likely t¢ attract investors, without

much planning of maturity dates and so on, had resulted in a large volume

1, Midland Bank Review, June 1920, verbatim report of a speech by
McKenna at the Annual Dinner of the National Union of Manufacturers.

2o Economist, Vol.XC, 24 Apr., 1920. '

3. Morgan, Studieg in British Financial Polic
See also below, Appendix, Table 7,

deo Morgan, opgscit., p.147s see below, Appendix, Table "3,

y Pe139.
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of short— and medium-term debt which was to exercise the minds of the
Treasury officials considerably during our period, In March 1919, the
total of debt with a redemption date of not longer than nine years but
not less than one was £1887.3 million, By 1925 it had been reduced to
£1329,2 million, and the floating debt was less than half its March 1919
figure; while the figure for debt with maturity dates exceeding 20 years
had risen by over £1,000 million.1

These operations did not, even when the small budget surpluses
which were applied to actual redemption are taken inbto account, lead to
a reduétion in the nominal value of the debt; there wés in fac£ a small
increase, from £6142.0 million in March 1919 to £6524,8 million in March
1925.2 The burden of debt service also rose, from £348.2 million in
1919-20 to £393.6 in 1924-5f3 Since G.N.P. was falling at the time,
from £5,860 million in 1919 to less than £4,500 million in every year
from 1922 to 1925, the interesf on the National Debt represented an increas-
ingly large proportion of both government expenditure and of G.N,P. during -
the period 1919-1925.%

Thus the forms of Government borrowing underwent a substantial
change during the years after the war; +there was a much reduced reliance
on floating debt than had been the case during the war, small Budge®
surpluses were encouraged and were used to repay some debt, and the struc-
ture of the remainder of the National Debt was shifted decisively towards
the longer end of the maturity spectrum. As has been said, this involved
a process of deflation at a time when such a policy was inappropriate as
far as domestic considerations in terms of the immediate future were

concerned,

1. Morgan, Studies in British Financial Policy 1914-1925, p.1075
see below, Appendix, Table 3,

2o Morgan, op.cit., p.107. 3, Ibid., p.101.

bo A, Peacock and J. Wiseman, The Growth of Public Expenditure in the
United Kingdom (2nd edn; London: George Allen and Unwin, 1967),
pp. 153, 184,
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Debt Redemption and Funding, 1920-25

The two methods of lightening the burden of floating and short-term
debt, funding and repayment, were both used during this period, For each
of the financial years from 1919-20 to 1924-5 there was a small surplus,
to be devoted to debt redemption. This varied»from about £109 millicn
in 1919-20 through a maximum of £276 million in the following year, to
approximately £71 million in 1924—5,.1 At the same timg, a steady prog-
ramme of funding was maintained. As has been noted, the first large
reduction in the floating debt was made in the autumn.?f 19192 following
the Funding Loan and-Victofy Boﬁc_l-J:.ssue-° The total of floating debt,
Treasury Bilis and Ways and Means together, fell from a peak of £1,531
million in June to £1,187 in August, when it started to rise again,
reaching £1,411 million in January 1920, The total remaired around the
£1,300 million mark for mest of the time until the middle of 1921, when
it reached another peak of £1,360 in June. From this time on the total
fell steadily until the spring of 1923 when ib was £783 milliorn in May,
and thereafter varied between £750 and £850 million approximately for the
rest of our'periodu2

Within this pattern of change in the total, there was considerable
variation in the individual components. Sales of Treasury Bills wers
much affected in the summer of 1919 by preparations for the Furnding Lioans,
and their value fell from £1,019 million in May to £671 million in July.
Then Bills began to rise fast, indeed at a faster rate than the tohtal of

13

floating debt, because a strenuous effort was being mades to rgpay thse

Bank Ways and Means advances. These fell from a peak of £573.8 million

1. Morgan, Studies in British Financial Policy 1914--1925, p.T104.
These are Morgan's adjusted figures, which are hased on the dates
when expenditure and revenue actually was spent or received, not
when it was taken into account.

2. Ibid., p.147.
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in July, just before the big Loan issue, to £8,9 million in March 1920,
At this point they began to rise again; the Treasury was having consid-
erable difficulty in placing Bills because of the boom conditions in the
market, and although the Bill rate was raised to 63% in April the Ways
and Means figures only twice went below £4C million for the rest of the
year.T Billsy; on the other hand, having risen fast tc over £1,200 million
in January 1920, did not again rise above £1,100 million unbil December
of that year.T It has indeed been estimated that the holdings of the
Banks and the money market fell by about £100 million im the spring of
1920,2 As'Morgan sé&s, - - —

"It is small wonder that Treasury officials did not want fa

live through this experience again and were extremely anxious

to see the floating debt reduced."3

Just how anxious they were is demonstrated by the official memoranda,
and by the evidence of Blackett before the Select Committee on the Increase
in Wealth (War). This Committee had been set up by the Hougse of Commorns
to consider the desirability and feasibility of a capital levy on war
fortunes, the proceeds of which would be used to repay part or all of
the floating debt. Feeling was running high at this time that a good many
pecople who had stayed comfortably at home had made a good deal of moeney
out of the war, and public opinion was strong I; the evils of the ‘profiteers’
One is reminded of Baldwin's comment on the Parliament slected at the 1918
election that it contained a lot of thardfaced men who looked as though
they had done well out of the war'?, and Austen Chamberlain's description

of these members as 'a selfish, swollen lot’.,4 However, this same House

set up a Committee to consider the desirability of a capital levy in the

1o Morgan, Studies in British Financial Policy 1914-1925,pp.146--7,
The rise in the Bill rate was apparently at the direct instigation
of the Bank of England: H, Clay, Lord Norman (London: Macmillan
& Co., 1957), pp.127-128.

2 Morgan, op.cit., p.146. : 3. Ibid.
4.  Quoted by A.J.P.Taylor, English History 1914-1945 (Oxford: Clairendon
1965), p.129, Press,
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autumn of 1919, and its reCommen&ations'were discussed by the Cabinet in
June 1'920.1 Chamﬁerlain was on the whole>opppsed-to'the idéa on practical
grounds. The Committee had suggééted a le&y of £500 million, of which
£350 million would be yielded in the first two years: of its: operation

and £150 million in the following ten_yeérsgﬁ_This would be accompanied
by a reduction.in the Excess Profits Duty to 40%. The Chancellor felt
that to collect so large a sum would be highly disloca@éfy qnd would
produce & financial panic, because the great majority of finéncierS'ahd

industrialists were against the scheme._ ThpsQ;membens;oﬁ,thé—Cabinet~wh0'“—"

favoﬁréd the scheme countered with a number of arguments: their~05ject
iﬁ‘proposing the levy was to equalise the sécrifice undergone for the
sake of winning the war, and tp reduce the bufden of the debt, partic-
uiarly thé'fIOating debt, at a time when tﬁe value of the debt was comp—
arable to.that atvthe time it had been borrowed. In addifion it was_urged
that it would be difficult to reject a recommendation of a Hoaéé of Commons
Committee on the subject. But the majority of the Cabinet felt that‘in the
only form in which it would be feasible the levy would be éxtremely unfair,
since 1t would penalise only those who had saved considérablefsums out of
their war fortunes, not those who hadvearnedfiﬁém and spent them. Because
of the discouragement to enterprise, the iﬁjuétice, aﬁd the dislocation
which would be caused, thevCabinet reje¢ted the pfoposal,Z

They also rejected a proposal by the Governor of the Bank of England,
for a forced long-term loan instead of a levy; this would have raised
£750 million, of which £250 million would have been taken in existing
3

Government securities valued at current prices.” This proposal echoed

The Report was published as House of Commons Papers, 1920, No. 102,
and circulated to the Cabinet under a memo. by Chamberlain, the
Chancellor, as C.P.1319, in P.R.0.,Cab.24/106.

P.R.0.,Cab.23/21, Cabinet meeting 31(20), 2 June, 1920, and Cabinet
meeting 32(20), 4 June, 1920.

P.R.0.,Cab,23/21, Cabinet meeting 32(20), 4 June, 1920.
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a similar one which Norman suggested prior torthe_Vicﬁory issues in 1919,
by which the voluntary loan would have been replaced by a.forced one te
which all income tax payefs would have been obliged to contribute, Norman
set out his objectives in a.memorandum to the Chancellor omn April 15th
1919:
"All floating debt was incurred as War expenditure, and should be.
treated as such without delay. —Its-existence paralyses the mcney-
poliey of the Treasury. The ordinary method of a public invitation
to subscribe to a loan with or without the big drum will not produce

the desired result...Nor can we contemplate loading the Banks again.
Therefore the Government must, as it were, underwrite the issue.

The scale is, of course, too great to admit of any voluntary scheme.
__So0 the income-tax payers must stand by and take firm the requisite-. .. __

total, pro rata to their Income Tax returns., They will not like it,

but they (and the Community) will suffer less than by any other _

method of raising (or failing to raise) such a loan at this stage."1
Ghamberlain'did_not feel this prOpoSal to be politically feasible at that
time, and it did not reach the‘Cabihet;> Norman'ts secbnd atbtempt did, but
was rejected, on the grbunds that a dgngerouS'prééedént would be created;
peeple might be willing to believejthat-a capital levy Qas-such a drastic
remedy and so difficult to achieve administratively that it was generally
a once-for-all proposal, suggested only as a last resort for dealing with
the extraorainarynfinancial difficulties thrown up by the war. But a
forced loan through the income tax'systeﬁ; while equally drastic in its
impact, might be thought to create a~precedentvfor the futufe since it
was comparatively eésy to administer. The summary of the Cabinet discus-
sion of the proposal occupies only a short paragraph in the minutes, and:
the decision seems to have been unanimous‘.2 |

Thus at the end of 1920 the Treasury was confronted with the twin
problems of the existence of a huge load of floating debt, mainly in the

form of Treasury Bills, which it had experienced considerable difficulty

1e Clay, Lord Norman, pp.117-118.
2. P.R.0., Cab,23/21, Cabinet meeting 32(20), 4 June, 1920.
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in renewing that year, and of a large volume of securities with maturity
dates in the near future,T That the Treasury was alarmed at the size of
the floating debt even before the difficult period of early 1920 is
obvious, Blackett's evidence to the Select Committee on Increase in
Wealth (War) is a case in point, He was before them in March 1920, when
Bank Ways and Means were at their lowest for the year and the position
was not nearly as difficult as it was to become after the peak period for
revenue collection was over, Nevertheless, when asked by the Chairman

whether it was the opinion of the Treasury that a reduction of debt was

vital at the present moment, Blackett replied:

"I should say it was very definitely the opinion of the Treasury
that it is almost impossible, without some very special provision
for a very large reduction in the floating debt, to get back to

a sound position either in the general economic position of the
country or in the positieon as regards the Exchequer,,.At the
present moment there are outstanding something over £1,000 million
of Treasury Bills and about £200 million of Ways and Means
advances in addition. Until those have been funded in some way,
or else paid off, it is impossible to put a step to the present
vicious circle which you have, first of all, a new creation of
credit by the Govermment, followed then rises of prices, then
higher wages, further issues of currency, and then again new
credit creations by the Government,"

Because of this, Blackett was in favour of a capital levy by which
the floating debt might be substantially reduced. He realised, however,
that to obtain a really large sum in cash at once, and to use it all to
redeem the floating debt, would have disastrously heavy deflationary
effects, He envisaged that whatever sum might be raised by such a levy
the amount by which it would be safe to reduce the fleating debt in a
single year would be from £300 to. £500 million,3 He was asked why, apart
from the sheer volume of the sums involved, it would not be possible to

effect a reduction of the floating debt out of taxation instead of by a

. See below, Appendix, Table 5,.
. H, of C, Papers, 1920, No, 102, Q.,1533.
. Ibid., Q.1631.

1
2
3
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levy, that is by the normal process of achieving a substantial surplus
of revenue over expenditure. He answered:

"The urgent necessity, as I put it, is to get taxation in cash
avallable to reduce the flioating debt. I do not suggest that
the whole of the floating debt could or should be reduced..;
such a very sudden deflation would create more trouble that it
would allay. On the other hand, the importance of a large sum
to my mind rather lies in the fact that as you effect deflation
you increase the burden in terms of commodities of the debt that
you leave, That is a very strong reason for not deflating with-
out any reduction of debt, in which case you would have the debb
at its present figure,...representing a considerably heavier
burden in terms of commodities after you had reduced prices.

If at the same time as reducing prices by deflation you were
reducing the debt by a very considerable sum, you would ease

the position of the future taxpayer very much more and make it
very much easier to deal with the debt that remained than if you
tried to do it gradually out of revenue after you had effected
deflation,, "1

This last.passage is interesting in view of the fact that the policy
which it condemns is precisely that which was carried out, after the
Cabinet had rejected the proposed levy, and the events of 1920 had shown
just how accurate the fears of the officials about the fleating debt were,
But the fact remains that Blackett was aware of the importance of repaying
a large amount of .the debt before prices fell so far that the burden of
the debt was markedly increased. Another criticism, that repayment of

the debt would be of more benefit to its holders than to the rest of the
nation - that the active were being penalised to assist the inactive -

was dealt with in a similarly optimistic and humane manner,

Qs "If you reduce your debt very considerably...it will not
benefit the trader...and...the workman?"

Blackett: "Surely the whole country will be immensely benefitted if we
can get rid of the vicious cirecle of increasing prices that
causes so much unrest...The workman will, if he manages to
maintain the present scale of wages, have a much better real
wage than he has at present, That is one of the great hopes,
If you could secure deflation and stabilisation of prices
with money wages, as they have been during the war, consid-
erably increased...the real wage of the workman is stereotyped
at a better figure."

1. H, of C. Papers. 1920, No. 102, Q.1539.
2. Ibid., QQ.1585-1587.
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Unfortunately the fgreat hope! was‘not realised, and by 1927 Blaékett
and Niemeyer were both supporting the parties in favour of a reduction
in money wages as a necessary forerﬁnner_bf a fall in prices;

Blackett in his evidence refused to support the idea of a forced
loan as an alternative to the lévy; ‘he was of the opinion that it would
be a very cumbersome way of funding and would severély éffectﬁsecurityr
prices,1 But he felt very strongly, as we have seen, that some measure
by which the floating debt could be swiftly reduced before a great fall
in prices took place was as essential as was that fall itself, - This -
é&mes_out»Qe;y clearly in the written memorandum which Blackett submitted

to the Committee,

".eo5teady deflation would necessarily reduce imports and release
for exports goods and services at present being consumed at home
and would thus simplify the problem of dealing with the external
debt. Deflation should moreover improve our credit abroad, while
if it is accompanied by a. big reduction of gross debt its effect
in improving our credit would be very great indeed. In view of
the magnitude of our external debt,...this is a very important
point in favour of special taxation for reduction of debt, Sinee
therefore deflation is the only alternative to a continuation of
high prices and of the heavy discount on sterling in terms cf
dollars, the choice if there is one must be between a) increasing
the burden of the present debt by deflation without any current
reduction of debt by special taxation and b) deflation by special
taxation which simultaneously pays off debt at a time when prices
are high and when the burden of paying a given amount of taxation
is therefore less heavy,"?

Blackett's views as expressed in this evidence have been dealt with at
length because they not only indicate the views of the Treasury at the
time he was speaking, but when compared with the tone and words of the
memoranda on the subject written in 19213 provide a useful indication of
the extent to which Treasury opinion had hardened on deflation and debt

funding following the events of 1920,

1. H, of C. Papers, 1920, No., 102, QQ.1668-1670.,

2. Ibid., Appendix II to Report of Select Committee on Increase in
Wealth (War), para. 9.

3. See above, pp. 280, 282,
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New National Debt issues., 1920-25

During 1920 a new issue of Exchequer Bonds was made to cover those
falling due in the course of the year, and a new series of Treasury Bonds
was also issued in May. The latter was a signal failure; together with
a second issue in October the total received was only £23 million,1 In
view of the level of interest rates prevailiﬁgiat the time any large
issue was in any case out of the quéstion, But the problem of war and
Exchequer Bond issues coming to maturity was becoming pressing, particu

ularly in view of the fapt,»nqtgd_by'Blackett-in‘February“192T9;£Eé% these
-Boﬁéé tended to come into the hands of the-money market anything up to a
yeaf beforé-their maturity da.tes,2 This meant that\offerS‘of conversion
to longer dated stock were unlikely to be sﬁecessful if made within a
year of maturity. Blackett wrote a mémorandum'to the Chancellor on the
subject, listing all the.debt in terms of its maturity date,3 and prop-
osing that in view of the noted tendency for the Bonds to leave the hands
of ‘'genuine! savers a year before their maturity, strenusus efforts should
be made at once to deal with the large volume of such Bonds maturing ip
the next few years. Tﬁis‘paper was the background to the issue in April
1921 of the 33% Conversipn loan., The stock was issued tq holders of
National War Bonds maturing up to 1St'September 1925 at varying termsg
those applicéble to the Bonds maxuring in 1922 gave about 5.6% in interest
alone, while yielding a true rate 6f 6.8% at the earliest redemption date,
Since the stock was for not less than 40 years, and the interest was
exempt from Corporation Profits Tax, this conversion operation was an

expensive one and assumed a continuation for a very long period of high

1. Morgan, Studies in British Financial Policy 1914-1925, p.117.

2. P.R.0., T.171/196, memo. by Blackett on funding, 14 Feb,, 192T.
3. See Appendix, Table 3,.
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interest rates. Yet despite the fact that the terms we're very favourable
only just over a quarter of the eligible bonds were COnverted,1'

This issue has been described as both unnecesséry ahd expe’nsive.2
The reasons why 1t was made at this time are-se£ out in Blackett's
memorandum, which in fact anticipates this criticism, To the charge that
it was unnecessarily expensive Blackett stated that he felt it would be
-impossible for the Government to borrow more cheaply until some. of the
nearer maturities were out of the way, and that although‘the cost of this

Conversion Loan was high, the improvement in Government credit which would

Pésulﬁ'Wbﬁi&‘mééh_fhatﬂévénéaéliy-the Tfeasury would be -able to produce
é more than compensating reduction in the total of both the interest on
the floatiﬁg debt and the cost of funding it. Certainly Blackett felt
that a Conversion issue was an essential preliminary to any attempt to
fund the.floating debt.3 |
Furthervattempts to funa the Exchequer Bonds were made during 1921,
and a series of‘Treasury Bond issues were made both for this.purpose and
for cash. Market conditions were beginning to move in favour of the
Government, contrary to‘Blackett's expectations, and‘total cash subscrip-
tions amounted to about £300 million more than maturitiés of Exchequer
and National War Bonds. This together with that part of the budget
surplus which was not needed-fér the various statutory sinking and deprec-
iation funds, and to cover payments of Ixcess Profits Duty in Government

securities, was used to reduce the floating debt, from over £1,350 million

in the summer of 1927 to £1,038 million by March 1922.4

Morgan, Studies in British Financial Policy 1914-1925, p.118.
Ibid., p.118

P.R.0., T.171/196, memo. by Blackett on funding, 14 Feb,, 1921,
Morgan, op.cit., p.119.

o

M-
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The continued depression in the economy helped to keep the situation
easy for the Treasury, and conversions and flodting debt redemption cont-
inuved during 1922, with offers of cohversioﬁ into 33% Conversion Loan
being made to holders of maturing Bonds, and considerable conversion of
National War Bonds into 5% War Loan taking place (this option was cont-
ained in the original conditions of sale but only became attractive to
holders at this time). Further sales of Treasury Bonds were made on
improving terms, and the proceeds of this and of the small available
Budget surplus were again used to redeem some floating debt,1 The total
fell from £1,038 in March 1922 to £821 million a year later, and Treasury
- Bills fell from £908 million to £643 million in the same periodoz By
March 1922 Bank Ways and Means had been repaid completely, and they
resumed their'pre—war function of easing purely temporarily dislocations
in Government payments and receipts. For the rest of our period the sums
under this heading never exceeded £16 million, and only twice, in June of
1922 and 1924, did they exceed £10 millioﬂ; for a third of the remainder
of the period they were zero, and for another third were under £2 milliono3
Repayment of Treasury Bills continued during 1923 and 1924, though at a
much slower rate, the figures for March in 1923, 1924 and 1925 being £643,
£594 and £571 million respectively. Sales of Treasury Bonds and conversions
of maturing Exchequer Bonds into 5% War Loan and into Treasury Bonds

continued.4

Resulting Changses in the Structure of the National Debt

Thus a considerable change in the structure of the National Debkt
took place. A considerable reduction was effected in the liquidity base

of the market, and by virtue of the continuing budget surpluses a

—
°

Morgan, Studies in British Financial Policy 1914-1925, p.120.
2. Ibid., p.147. 3. Ibid.
Ibid,, pp.120-127,

&
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significant transfer of purchasing power from tax payers to holders of
Government stock was effected. At the time, this transfer was seen as a
wholly admirable thing, since the stock of savings was thereby increased.
Keynsian theory.weuld in any case contest this desirability of a shift of
this kind during a depression; but in any case it is difficult to under-
stand why Treasury opinion should have been so firmly convinced that debt
repayment increased the funds available for industry.,1 Government stock
is generally regarded as the safest haven for money in the market; it is
not immediately obvious that Hick's contention t?at those whose stock was .
being repaid would haﬁé to ;einveét in similar securities, rather than in
more risky enterprises, is either wrong or unrealistic,2 Further, the
very ease, and increasing ease, by which the Govermment was able to effect
the Conversion operations of 1921-25 is an indication of the lack of demand
in the market for funds. It is one of the unfortunate implications of
cyclical policy that the easiest times for a Govermment to fund and repay
debt are just those when, from the point of view of countering cyclical
influences, it should not be doing so., But the Treasury officials cont-
inued to believe that the transfer to savers was a good thing in i1tself,
rather than simply an incidental part of the debt management policy.

There can be no doubt that the large volume of floating debt which
existed in the immediately post-war period was a serious problem for the
officials; it is equally clear that although they were aware of the
problems created in a situation in which deflation was taking place while
the total size of the National Debt was being marginally increased, the
administrative difficulties of dealing with the short-term and floating

debt obscured their perception of the importance of these problems.

1. See, for example, P.R.Q., T.172/1208, memo. by Niemeyer on
monetary policy, 5 Oct., 1927,

2. Hicks, The Finance of British Government 1920--1938, p.341.
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Théir understanding of the déflationary mechaniéms'setvoff by their
policy seems to have been highly fudimentary;T‘ and both Blackett and
Niemeyer, but particularly the laiter, resisted strenuously any attempt
to divert Treasury debt policy from the straight and narrow path'of
redemption and retrenchment, It is not, however, obvious that they
would have been popular_wi?b the general public had they been leés
orthedox; the mood of the country was not such as to encourage

experimentation,

interest Rate Policy, 1920-5

Prior to the First World War, changes in Baﬁk Rate had been
entirely the proviﬁce of the Bank of Englana, and there ig no evidence
to suggest that the Treasury was consulted about changes. During and
after the war, however, while there were large numbers of Treasury Bills
on tap and the banks held considerable balances at the Bank, Bank.Rate
was totally ineffective, and the ruling rates in the market-were largely
determined by the Treasury Bill fate, Thus until the tap issue‘was susp-
ended in 192T, by which time the credit situation had in any cage changed
conéiderably, it was necessary for there to be comoperafion between the
two authorities on the course of interest rates, apd the Treasufy in effect
héd the casting vote,> |

Farly in 1920 it became apparent that the rises in Bank and Treasury
Bill rates of the previous autumn had had little effect on the market,
and that inflation was still continuing apace. It was becoming obvious

that if the Government's avowed policy of curbing inflation and indueing

1. There was another deflationary aspect to the repayment of the
floating debt; with the reduction in W.ys and Means advances
from the Bank it became necessary for the Public Deposits item
to be increased, and this withdrawal of funds from the market
implied a doubly deflationary effect. See Harris, Monetary
Problems of the British Empire, pp.172-173,
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deflation was to be carried out, further action would have to be taken,.
But there was considerable opposition among the bankers to any increase
of ré,tes,1 So before the Chancellor made up his mind, he asked his chief
advisers at the Treasury to submit memoranda on the desirakility or other-
wise of dearer money. He also requested one on the same subject from the
Bank of England, All the memoranda were written within a few days of
each other in the early part of February 1920. A conference with the
bankers followed in March, and eventually in April the unanimous advics
of the advisers at the Treg;ury»qnd the Bank was taken, and Treasury Bill
and BankrRates were raised on successive days, the former from 53% to
65% and the latter also by 1% to 7%.2

The memoranda written by the officials to the Chancellor were
collected into a single file during Keynes! time at the Treasury in the
Second World War, and form a series of documents of absorbing inferest
for the study of the monetary policy of the period, There is also an
interesting covering Note written by Keynes in 1942, In 920 he had, in
common with the other offiecials, advocated dearer money at once, although
he favoured a swifter measure of deflation than had in fact been applied,
Despite the changes in his ideas by the time he wrote the later note,
Keynes says that his advice would still be the same,

"With all the methods of control, then so unorthodox, excluded,

I feel myself that I should give today exactly the same advice

that I gave then, namely, a swift and severe dose of dear money,

sufficient to break the market, and quick enough to prevent at

least sgme of the disastrous consequénces which would otherwise
ensue "

-—
°

Economist, Vol. XC, 17 Apr., 1920,

2o According to Clay, the Chancellor was in fact under pressure from
Lloyd George to reduce rates, to cheapen Government borrowing, and
by raising security prices to enable the banks to liquify thelr
holdings of long-term stock. Clay, Lord Norman, pp.124-5. For a
summary of Bank Rate Changes 1919-1925, See below, Appendix,

Table 2..
3. P.R.O., T,172/1384, covering note by Keynes, 7 Jan., 1942,
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In the event, he says, this advice was taken, but too timidly; however,
he doubted whether chh of the consequences could have been averted even
if the deflation had been faster. The moral of the tale, and the lesson
for the future, is, he suggests, that controls should be continued for
mich longer than was politicaliy feasible in the post-First Werld War
period, particularly as the controls then in existence were more crude
than those evolved during the éourse-of the Second World War, The main
lesson for the policy makers for the period following the current war is,
he says, that

"3l1l controls must be retained in principle for a period of ét

least two years...If the vast bulk of purchasing power, which

must necessarily exist at the end of the war, is released in

the psychological conditions necessarily surrounding the end

of the war, the result cannot be different from what it was

in 1919 to 1921."

But in 1920 the paraphernalia of controlk héd been largely disbanded, mainly
in response to the unanimous clamour of opinion of all shades for a return
to the laissez-faire conditions of 1914, and a removal of the restrictions
imposed by Government control,2 If inflation was to be controlled and
def;ation begun, there was little choice of policy; and the uvnanimity

of the Chancellor's advisers is an indication of this,

The papers contain memoranda by two permanent officials, Blackett
and Niemeyer; one by Hawtrey, the Director of Financial Inquiries, one
by Keynes, although he had by this time resigned from the staff of the
Treasury to have a free hand in writing his book on the Peace Conference,
and one by a member of the Bank of England staff, sent by Cokayne with a
covering letter, Niemeyer's paper is short and to the point. He laid

particular emphasis on the importance of raising our rates so that they

should not be so far out of line with those prevailing in the United States.

1. P.R.0., T.172/1384, covering note by Keynes, 7 Jan,, 1941.
2. See above, pp. 133-144,

~ 301 =


http://ti.mi.dlyj-

This is for two reasons: the encouragement to our owr investors to take
their money abroad, where it can earn better interestplwould be reduced,
as would be the incentive for foreign borrowers to draw on London for
loans rather than try in the United States. A further reason was that

if the holding of stocks became more expensive, traders would be forced
to liquidate them, and this would force prices down and encourage exports,
both of which would have an advantageous effect on the exchange. Niemeyer
stressed that a reduction of rétes, which apparently was being urged on

Chamberlain by the Prime Minister, would lead to ruin,

- ", ,.a reversion to cheép honey woﬁidrunéo ali the edﬁﬁative effect

of even 6%. People will say: scarcity is over; money is cheap;

there 1s no need for economy: and rush down the steep place of

inflation until the shilling goes the way of the franec and the

mark, "1

Blackett's memorandum was longer, more detailed and more closély
argued., The basic substance of ‘his argument was that during the war,
credit inflation, brought about by the Government borrowing more than
the true savings of the people, had resulted in a large increase in purch-
asing power. At the same time, production of goods and services had not
only not risen to meet this increase, but had in many cases fallen, because
of the necessity for diverting resources into the manufacture of instruments
of war, and men to the waging of it, As a result, a considerable rise in
prices had occurred. Although a big price rise had also taken place in
the United States, the rise was not so great, and a depreciation of sterl.-
ing in terms of the dollar had therefore taken place. The only remedy for
this was a reduction in the British price level to parity with the American
in terms of gold prices. Before the war a rise in Bank rate would normally

have been sufficient to initiate an adjustment in price levels., But the

situation in 1920 was rather different,

1. P.R.0., T,172/1384, memo. by Niemeyer, 3 Feb,, 1920.
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", ..though people still think and talk about Bank Rate its action
though important is at present subsidiary to that of the Treasury
Bill rates."’

In addition, the pre-war effect of a rise in Bank Rate on the flow of
gold was not likely to be seen for a very long time, because the diff-
erence in the price levels and therefore the depreciation of the exchange
was so great,

One of the objections to a policy of dear money was that the cur-
rent profitability of trading was so great that even a large rise in
interest rates would not be sufficient to liquidate stoggg_or r§dq¢§
trade borrowings. Blaéketf suggésted that in practice this assessment
was not accurate in any but very short-term situations.

"Tt is true that the riotous activity of trade and the phenomenal
profits which are the effects of continually rising prices make
it difficult to check borrowings. But this is largely because
there is an expectation that prices will still continue to rise;
some borrowers and in particular foreign borrowers are checked

by every rise in rates, And once it is clear that a definite
policy of deflation is in process of being realised, the expect-
ation of further rises in prices will be dispelled and moderately
high rates will effectively restrict borrowing."

However, Blackett emphasised that while a policy of dearer money such ag
to restrict credit and reduce prices was advisable, and indeed a restr-
iction of credit was an essential preliminary to deflation - cufrency
restriction alone being insufficient, since increases in the volume of
currency were largely a reaction to high prices rather than the cause

of them - it would be necessary to guard against proceeding too precip-
itately.

"A dear money policy has for its objeet a restriction of credit.
Its power for good in this direction is limited by the proviso
that it must not be carried to such lengths that it will cause

a decrease in production. Falling prices are disliked by all
traders, and however much the working man as consumer may dislike
high prices, he dislikes still more reductions in wages and lack
of employment. Any policy therefore which aims at reduction of
prices must move slowly, and if the social benefits which the
world hopes to win from the reconstruction period are to be attained,
real wages must be kept above pre-war levels and unemployment must
be avoided to the utmost extent possible,"3

1, P.R.0., T.172/1384, memo. by Blackett, 21 Feb,, 1920,
2.  Ibid. 3. Ibid..
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Blackett emphasised the inflationary nature of Ways and Means advancesy
but he also stressed the similar effect of Treasury Bills, particularly
as they approached maturity:

"oeoTreasury Bills with a very early maturity date are looked

on by the banks and still more by many of their customers as

the equivalent of purchasing power,"1
It was important, therefore, that the Treasury should be able to renew
all Bills without too much difficulty, and this implied higher rates.
These rates would probably not have to be maintained for very long, as
once the cycle of price and wage rises was broken, conditions would
become easier again, and when rates could be brought down again it would
be possible for the Government to begin funding the debt, to make sure
that the problem could not arise so acutely again. Blackett concluded:

"It is certain that a further inflation of credit would inevitably

lead to a further rise in prices. If a steady following of the

policy of deflation can secure the country against a new rise in

the cost of living or keep within small limits the further

temporary rise which the general conditions in the world today

threaten to cause, and can then lead on to a real fall in that

cost, not only will the community reap an adequate reward for

the expense incurred in paying high rates for Treasury Bills, °

but the Exchequer will benefit by a gradual restoration of

normal exchanges and the earlier arrival of the moment when

the national debt can be funded on reasonable terms,"<

The advice which the Chancellor received from the professional
economists and from the Bank was on much the same lineso3 Keynes was
in favour of more drastic action thanm Blackett was prepared to contem-
plate; he proposed a rise to 7% at once followed by a further rise to
8%, and opined that 10% bank rate might eventually be nenessary, He felt
that a quick clean cut would be better than a slow fall in the price level,
and that although a crisis might result it would probably be a financial
4

one only, not a commercial one,  The Bank of England was, as one might

1. P.R.0.,T.172/1384, memo. by Blackett, 21 Feb., 1920,

2. Ibid,

3 Ibid., memos by Hawtrey, 4 Feb.,1920, Keynes, 15 Feb,,1920, and one,
unsigned, from the Bank of England, 10 Feb,,1920,

o Ibid., memo, by Keymes.
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have expected, even more concerned with the effects of inflation cn the

exchanges than were the Treasury advisers,
"The first and most urgent task before the Country is to get

back to the gold standard by getting rid of this specific
depreciation of the currency,

This end can only be achieved by a reversal of the
process by which the specific depreciation was produced, the
artificial creation of currency and credit, and for this the
appropriate instrument is the rate of interest,"!
The Bank's memorandum was accompanied by a letter from Cockayne urging
an increase in rates, because of the amount of accommodation which the
Bank was being asked for at -the current Bank Rdte of 6%;z7
Followirg this flood of official advice, Chamberiain alsc received
the opinicns of the bankers upon the subject, at twe meetings early in

3

March, They were almost unanimous in their oppositiecn to a rise in
interest rates, and suggested that it would in any case be ilneffective
since the profitability of trade was so great at the present time, Iu

any case the only way of restricting credit was for the kankers to ration
advances to their customers, and they'therefore suggested to the Charcelicr
that he should allow them to do this voluntarily without a furiher rise in
interest rates, and see what effect this had, dhamberlain was most unwil- .
ling to do this, but he could not extract any mure definihe urdertaking
from the bankers, as to the extent to which they would be prepared to
reduce their advances..

Chamberlain decided to give the bankers a little time in which te
try to improve the situation by their own efforts, But the situation was
becoming steadily worse, Blackett, who in early February was of thé
opinion that a 6% bank rate was high enough for the time being, and was

chiefly concerned that rates should not be reduced, was by early March

1. P.R.0.,T.172/1384, memo, from Bank of England, unsigned, but the
author was almost certainly Montagu Norman,

Ra Ibid., Cokayne to Chancellor, 25 Feb,, 1920,

3. Ibid,, reports of meetings with the bankers on 9 and 11 Mar.,1920,

= 305



convinced that Bank Rate shoﬁld be raised to 7% as soon as possible.—1
Early in April the Treasury began to experience}considérable difficulty
in renewing Bills; énd Bank Ways and Means rose by £55 million in the
first ten days of the month,2 This called forth é strong protest from
Norman, who had by this time taken over from Cokayhe at the Bank, He
asked to see Chamberlain with a view to discussing an immediate rise in
rates, since he was unwilling any longer to wait while Chamberlain asse-
ssed the results of the bankers' voluntary efforts.,3 The meeting took
place the following day, the 13th,4 and Treasury Bill and Bank Rates
were each raiSed by 1% on 14th and 15th of April réspectively, — -

The fears of the Treasury'men were not fulfilled about the possib-
ility of a need for 8% or even 10% later on. But the difficulties of
the spring of 1920 continued to affect the atmosphere of decision-making
for some time, as did the need to finance a large volume of Treasury Bill
borrowing, and Bank Rate stayed at 7% for a year, when it was brought down.
by 4% steps to 5% in November 1921, Treasury Bills had by then ceésed to
be availaﬁle on tap in the fashion ofvfhe war and poétmwar period, so that
there was no longer a rival to Bank Rate in the dictation bf the lével of
money rates.in the market, As thelccuntry was by this time in the grips
of a sévere trade depression, evén 5% seemed high, and therrate céme down.
to 44% in February 1922, 4% in April and 3% in July, where it stayed for
a yearo5

From this time on,Bank Rate policy seems to have been mainly in
keeping with Cunliffels recommendation that rates should be kept above
those in countries with whose currency sterling was at a discount., The

Federal Reserve rate was raised from 4 to 43% in February 1923, and this

1 P.R.0.,T,172/1384, note by Blackett, 4 Mar., 1920,

2. Economist, Vol.XC, 17 Apr., 1920,

3. Clay, Lord Norman, pp.127-128, Norman to Blackett, 12 Apr.,1920.
4.  Ibid,, p.128. |
5¢ Economist.
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and the Ruhr crisis in the summer resulted in an outflow of short-term
funds which increased the sterling discount again., Bank Rate was raised
to 4% in July 1923, and when the Federal Reserve rate fell to 35% and then
3% in the summer of 1924 Bank Rate was maintained at the 4% level and the
Bank took advantage of the situation to make its own rate effective and
to aiscourage foreign loans, to aid the appreciation of sterling. The
unofficial discouragement of foreign lending was intensified in the
autumn, and there was a sharp fall in new issues, When the Federal
Reserve rate was raised to 3§%>in_February, Bank Rate was immediately -
éaised to-5%, to maintain the differential which Norman felt to be
necessary to encourage the appreciation of sterling tc par, before
returning to the Gold Standard in April.1

While there seems to have been more co--operation between the Treasury
and the Bank in this later period than pre-war, once the compulsion on
mutual agreement and understanding had been removed with restoration of
'the tender issue to its previous position, it vas not to be expected that
Norman would welcome interference from the Treasury in what he regarded
as the internal affairs of the Bank, and the regulation of Bank Rate
became again a matter for the Bank alone. It is recorded that Churchill
did once attempt to influence Norman in a Bank Rate decision, and was
met with a decisive rebuff,2 But although the Treasury officials may
not have been quite so single-minded in their attitude to the Gold Standard
as Norman, on the whole they shared the orthodox attitude to interest rates,
as 1s well illustrated by their behaviour and advice in the crisis cof

spring 1920,

1, Sir Albert Feavearyear, The Pound Sterling (2nd edn; Oxford: Clarendon

1963), p.358. Press
2, P.J. Grigg, Prejudice and Judgement (London: Jonathan Cape, 1948),
p.193.,
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- CHAPTER _SEVEN

THE TREASURY AND THE

GOLD STANDARD




During the whole of the period from 1918 to 1925, the aim of restoring the
Gold Standard in Britain dominated the actions of the Treasury officials ir the
Finance Divisions, and the advice which they gave to the Chancellor, no less
than it did the policy of the Governor of the Bank of England, The need to keep
Bank Rate high in order to attract funds to London and support sterling, when
the internal situation would have suggested quite different moves, bedevilled
all efforts towards trade recovéry,-and increased the already huge burden of
servicing the National Débto The belief that the festoration of the Gold
Standard would help Britain to regain her previous trade position acted to the

detriment of other suggestions for reviving the stagnating export trades. The

importance of avoiding the currency disastersiexperienced—b& coﬁntriés on the
Continent, and in particular by Germany, also poinfed to the dangers of incon-
vertible currencies and the advantages of the "automatic" discipline of the
Gold Standard.

But over and above the logicél reasons for desiring a return to the Gold
Standard, there was a longing for a return to the rélatively stable conditions
of the pre-war world, when Britain held an undisputed position of supremacy in
international finance, and the dangers of Britain's trade position were not
immediately obvious. It is this element of belief in the advantages of the Gold
Standard as an article of faith that makes the problem of prime importance in
Treasury thinking, and thus in any study o the Treasury during the inter-war
period, But the direct involvement of the Treasury in this area of financial
policy was a new development; until the effective prevention of gold exports
during the war, the operation of the Gold Standard had been the responsibility of
the Bank of England. Thus although the Gold Standard was a new problem for the
Treasury, it had a considerable history, and it was also an area in which the

Bank was deeply concerned,
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The Hishorical Background

In order to understand the supreme importance of the Gold Standard, and the
sacrosanct nature of the pre-war pound, it i1s necessary to exemine briefly the
history of the problem, The establishment of the mint price of gold at
£3,17.1050 a standard ounce had occurred in 1717, following a period of
devaluation of gold against silver. From that point on, changes in the relative
valucs of the two metals took place through a rise in the gold price of Siiver,
rather than a fall in the price of gold in terms of silver, and Britain was thus
established on a gold standard for domestic purposes.,1

During the N?poleonic Wars, in 1797, the Bank of England was obliged to
suspend payments, and for the rest of the wartime period trade was financed by
means of an inflated péper currency. Following the end of the war, considerable
controversy arose over the currency problem, Finally in 1819 Peel secured the
passing of an Act, which is generally known by his name,2 in which a timetable
was set out for a restoration of the pre-war currency standard, During the course
of the eighteenth century the ancient prohibitions on the exporting and melting of
gold and silver had become increasingly ineffective., Peel extended the effechs
nf the restoration to overseas trade by expressly permitting the export and
melting of gold, and by repealing the relevant portions of the Btatutes which
prohibited thess activities, Thus began the standardisation which lasted
almost exactly a hundred years,

The apparent parallel between 1819 and 1919 is striking. The ccountry had
been forced off a fixed standard by wai, #-d had ended the war with an inflated
paper currency., A committee was set up -~ chaired by Peel in 1819, by Cunliffie
in 1919 « to discuss the problem, which concluded that Britain should restore

a fixed price for gold, equal to the pre-war parity, and convertibility, as

1, Sir Albert Feavearyear, The Pouhd Sterling (2nd edn; Oxford: Clarendon
Press, 1963), p. 154,
2e BOGIII. c.4A2, 2 July, 1919,
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soon as possible, The conclusions of the committee were also those d virtually
all the witnesses in both cases. The principal difference was that Cuniiffels
committee recommended that convertibility should be into bullion, and that the
iﬁternal gold circulation should not be restored; this course of action had in
fact been suggested to Peel's committee in 1819 by Ricardc, in order to mitigatbe
the deflationary effects of the stabilisation policy, but the suggestion was
rejected.1 Finally, the restoralion period, and the years immediately afterwards,

‘ were characterised by falling prices, trade depression and high unemployment.

The War and Post—ﬁar Periods ‘

The péfallel between 1819 and 1919 did not fail to strike the officials of
the Treasury, and indeed the Chancellors, for one of the papers written for
Churchill at his request by Hawtrey in 1925 was on the subject of the restoration
of the Gold Standard after the Napoleonic Wars.2 But the influence>0f the
previous century of Gold Standard operation was sufficient to encourage the
officials to stress the speed and ease -~ from a financial point of view - with
which the Standard was restored, rather than the rigours of deflation to which
the economy was subjected, and the distress which resulted., Furthermore, because
the officials were thinking at least partly ir terms of 1819 as a historical
precedent, they paid insufficient attention to the impact of fresh factors, such
as the vast body of floating Debt which had been incurred during the war and
which dramatically affected the ability of the Treasury and the Bank to control

the supply of credit, the chkanges in gold supply and in the extent to which the

available gold supply was channelled through London,and so on. The Gold Standard

was not in fact officially abandoned until af'ter the war; during the war there

Feavearyear, The Pound Sterline, p. 220,
P.R.0., T.172/1499B, memo. by Hawbrey, undated.
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was virtually ne export of gold, partly due in the later stages to the submarine

risk and insurance problems, But during most of the war, Britain was liquidating
existing securities and borrowing heavily in New York to support the exchéhges

at the official rate; the object being to avold paying Vastly inflated prices

for war supplies and food purchased in America, This poliecy ran into increasing

difficulties in 1916 and early 1917, and in the view of Keynes, who was handling
the problem in his capacity as a temporary Treasury official, only the entry of

America into the war in April 1917 saved sterling and the currencies of the other
belligerents from collapse.1 Aftsr the end of the war, the need for exchange
support for this purpose declined, and in March 1919 the export of gold was
prohlblted by admlnlstratlve regulatlon.2 This was late; modified to permit
export of new gold from South Africa, by arrangement with the Bank of Ingland,
and given statutory force by the Gold and Silver (Export Control) Act of 1920,3
This Act had an expiry date of December, 1925, and this implied deadline was to
have repercussions later,

The classical exposition of the working of the Gold Standard in the period
before 1914, set ocut by the Cunliffe Committee in its First Interim Report, has
already been discussed,4 There is every reason to believe that this was the view
which the principal Treasury officials took of the situation. Sir John Eradbury,
then joint Permanent Secretary, took a major part in the discussions of the
Committee, and signed its Interim Report., By the time the Committee came to
congider its Final Report, Sir John had left for the Reparations Commission, _
and his place was taken by Sir Basil Blackett, then Financial Controller at the

Treasury, who alsc coneurred in the conclusions, and signed the Final Report.

Because the Treasury had a member on the Committee, it was felt that the Treasury

1. J.M. Keynes, Activities 1914-1919: The Treasury and Versailles, Collected
Writings of J.M, Keynes, ed., E., Johnson (London: Macmillan and Ce,, for
the Royal Economic Society, 1971), p. 224.

2, Feavearyear, The Pound Sterling, p. 351.

3. 10 and 11 Geo, ¥, ¢.70,

4o See above, Ch, IIL passim.
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view was adequatel§ represented, and no Treasury witnesses were called, But

there is little evidence to suggest that other members of the Firance Divisicus
would have expressed contrary opinions; Sir Otto Niemeyer, whc became Blazkett's
deputy in 1921, tended to be rigidly orthodox on the subject, and younger
officials who expressed opinions later were substantially in agreement with

their superiors.1 Keynes, who was later such a coenvinced opponent of a return

a’t the pre-war parity, was apparsently not consulted, but there is no evidence

toc suggest that at that stage he had evolved his ideas sufficiently to have been

a determined critic, had he been called as a witness before the Curdiffe Committee,
His involvement with post-war planning- while at the Treasury seems to have heen
éonfiﬁed to the problems of peace terms and repara.tions.2

| As we have séen, no record remains of the process by which the Cunliffs
Committee's reports came to be accepted by the Govermment; the fact that no
mention was made of any discussion in any of the official records of the period,
nor in the private papers of the Prime Minister or either of the Chanzellors
concerned, nor in any of the fairly large number of biographies and antobicge
raphies of the period, suggests that there may well have been none, that the
necessity for the measures recommended by the Committee was accepted as automatio-
ally by the Govermment as by the Commithes and most of its witnesses, and by the

3

Treasury officials.” Be that as it may, the Reports of the Committes set the
course for Britain's financial policy for a decade, and provided an exposition
in wneompromising terms of both the logic and the faith of the propenents of the

Gnld Standard.

The Waiting Period, 1920-1924

The examples of the Treasury's cbsession with the Gold Standard during the

‘twenties are numerous., The first major occasion after the Committee reported

camn

1. See below, p..328,
2. Keynes, The Treasury and Versailles, Part II.
3. See above, Ch, III, especially pp. 99~ 109.
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in which the question of the Gold Standard was treated as a major element iﬁ a
discussion of another problem was in the spring of 1920, when the offieials were
urging a rise in Bank and Treasury Bill Rates, The chief reason for advocating
this policy was the need to control the internal inflation which was then gt its
height, during the post—ﬁér boom. But the exchanges were a major factor in the
argument too, even though at the timé there was no prospect of an immediate
return to the Gold Standard, since the pound was then more than a dollar under
the pre-war par ra.te.1

During the course of the discussions of the Bank Rate problem, Sir Ralph
Hawtrey, Blackett and Niemeyer all wrote memoranda onbthe subjeet, as did
Sir Briaﬁ.éoka&he, then Govérnof of tﬂeigéhk 6f England, All of them stressed
the importance of higher money rates in aéhieving the goal at which they were
all aiming, the return to the Gold Standard. Hawtrey urged as one reason for a
higher Bank Rate the fact that |

Meoothe gap that has to be crossed before sterling rises to its
gold par is already enormouSg.."

Blackett also stressed the importance of the exchange rate factor as one of hig
reasons for recommending a rise in the Bank Rate:

"Tn spite of a big rise in prices in the United States of America
where the Gold Standard has remained effective the level of sterling
prices has risen much higher than the level of dollar prices. The
natural result is a depreciation of sterling in terms of dollars,

The only effective remedy is to bring back sterling prices 1o a level
approximately equal to their proportionate level as compared with
dollar prices before the war.,."

Blackett was in no doubt that the restoration of the exchanges to par was the
right objective in itself:

"If a steady policy of deflation can secure the country against a

new rise in the cost of living...and then go on to a real fall in

that cost,...the Exchequer will benefit by a gradual restoration
 of_norm_a,l,exchanges°y."4

1e W.A, Brown, The International Gold Standard Re-interpreted (2nd. edn;
New York: N.B.E.R., 1940), p. 231, Table 18,

2. P.R.0., T,172/1384, memo., by Hawtrey, 4 Apr., 1920.

3. Ibid.

4o Ibid.
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Niemeyer was of the same opinion, but expressad himself in rather mecre forthright
termss

"Tt is notorious that American rates are even now much higher than

London rates: if, as is not improbable, there is a financial crisis

in America, American rates will go still higher, Our exchange will

depreciate still further and the gap between gold and sterling, which

we hope to bridge, will beccme wider and wider...the logic of the

position seems to be that we should substantially increase it

[British Bank Ratd),"
Cokayne put even greater stress on the needs of the exchange situations

"The first and most urgent task before the country is to get back

to the gold standard by getting rid of this specific deprec1atlon

of the currency."

The importance of promoting a return to the Gold Standard continued to be
a major feature in Treasury memoranda in this period. Niemeyer, asked by the
Chancellor in November 1921 to prepare a statement on the principles governing
British policy on inflation, credit and prices, said:

"The main principle of monetary policy followed since the Armistice

flows from the Report of the Cunliffe Committee,.. To this day there

has been no substantial change in the policy then adopted. It has

been steadily pw_f’sued-.,'"-3
It is interesting to note that Niemeyer was not thinking only of the benefits
of stable exchanges and a return tn the Gold Standard to the financial position
of the country., As is frequently suggested in the Treasury files, the Gold
Standard was thought of as an unemploymert policy as well.

" .o.the object of our monetary policy has been throughout to produce

guch economic cenditions as wonld enable British ftrade to compete in

world markets and thus afford, as in the past, steady employment in
| this country, "

The importance of a restoration of the Gold Standard in the other major
countries of the world was one of the major themes of the Genoa Conferenze,

called by the British to discuss the problems of European economic reccenstruction,

and held in 1922, Indeed, as others have noted, the programme adepted by the

e

P.R.0., T.172/1384, memo. by Niemeyer, 3 Feb,, 1920,

Ibid., memo. by Cokayne, 25 Feb,, 1920,

P.R.0., T,176/5, memo, by Niemeyer, 5 Oct., 1921, para. 1.
o Ibid., para. 7.

Q

W0 -
[

315.



http://lmportan.ee

Gorference in the financial sphere closely followed the Cunliffe Committee's
reczommendations, Balanced budgets, an end to inflation and a return to the
Gold Standard were prescribed as the remedies for Europe's ailments. But thesge
traditional tenets were reinforced by some novel ideas about Central Bank
co—operation which were largely the work of Hawtrey.1 Unfortunately, the
troubled conditions of the 'twenties rendered such desirsbie developments
impossible, and the orthodox merits of the Gold Standard continued to be urged
without, there being any prospect of the international co-operation which the
changed conditions of the post-war years rendered essential. But there seems
1ittle doubt that the Genoa Conference, at which Britain took a leading role
in urging other countries to put their financial houses in order, had the
effect of reinforcing the Treasury's determination to set an example to the
world by returning to the Gold Standard ourselves,

Soon after the Conference, at the beginning of 1923, the exchange situation
began to look more hcpeful, and there was some possibility of returning to the
Gold Standard at that stage, In Jamuary 1923, Niemeyer was asked by the Chancellor
to comment on a suggestion by McKenna, Chairman of the Midland Bank, that Treasury
Bonds be withdrawn from the market in favour of Treasury Bills, the effect being
to encourage short-term lending at the expense of medium-term, and to induce a
general fall in money rates since Treasury Bill rates were lower than Bond rates,
Niemeyer rejected the suggestion for a number of reasons, among which not the least
important was the effect on the exchanges of cheaper money and possiblie inflation,

"American prizes are rising sheadlly...exchange is working towards par;

with her encrmous gold accretiong America can hardly aveid further

credit inflation and price increases, As soon as this process has

gone a little further and we arrive at par, we shall get all the

inflation we want here; possibly more than we want if America begins

to send back gold, If in advance of this we start an inflation of

our own, we shall lose all the advantage we have laboriously gained
just when all the trumps are in our hand. "

1e P.R.O., Cab._31/1; H. Roseveare, The Treasury (London: Allen Lane
The Penguin Press, 1969), pp. 262-3,
2. P.R.0., T,176/5, memo, by Niemeyer, 24 Jan,, 1923.
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In the event, a reburn to the Gold Standard was not attempted at that stage,
primarily because of the dislccation of the international fiuancial system
resulting from wartime debls and reparations., At that time, although the Anglo-
American dsbt problem was near solution (the terms for funding arranged by
Baldwin were formally agrveed in February 1923) the Buropean situation was still
very unstable: France had invaded the Ruhr in January as a consequence of a
technical German defanlt on reparation payments. In a note on a question to be
asked in the House of Lords on the problems of the currency situation and the need
for a new Committee to review it, Niemeyer wrote:

"o ooo[The Report of the Cunliffe Committee] speaks of 'a review...when

the exchanges -are working normally?., Obviously we have not reached

this condition. Indeed, until there is a settlement of Reparations

we cannot even begin to see what the normal exchange position will e, "

Despite these international difficulties, the Treasury advisers still kept
the return as the central theme in their policy recommendations, R.G. Hawtrey,
writing in March 1923, suggested that there were two main objectives to be kept
in view:

"(1) We must avoid any further deflation, and with a view to the early

absorption of our unemployed a moderate degree of inflation, such as

has been experienced in the past twelve months in America, would be

desirable; -

() We must restcre sterling to its gold par as soon as possible, "<
Hawtrey accepted that these twoe objectives might be largely incompatible, butb
this did not lead him to reject either alternative. His remedy was that we should
export large sums of gold to America in order to promote inflation there, rather
than bring the exchanges to par by forcing further deflation in this country. This
advice was repeated in another memcrandum in October, 1923,3
The fact that there might be a conflict between different parts of their

pclicies was not, however, obvious to all the Treasury officlals, and there are

some interesting examples of inherently contradictory statements on these problems

1o P.R.O., T.176/5. note by Niemeyer, 24 Apr,, 1923,
2, Ibid., memc, by Hawtrey, 5 Mar,, 1923,
3. Ibid., memc., by Hawtrey, 31 Oct., 1923,
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in the Treasury memoranda, Niemeyer, writing in March 1924 on the evils of
inflation, said:
"This country has to sell her goods, if she is to live, abroad. The great
difficulty of the last two years,..has been that many of the natural
purchagers of British exports have not been able to afford British
sterling prices, Nothing effective can be done for trade or
unemployment by increasing these prices,!!

This statement is followed a few lines later by the inevitable:

"eeothe object to be kept steadily in view is to arrive at a parity
between sterling and gold."2

Yet, unless Britain's customers were able to keep their exchange rates in step,
this process must have resulted in British goods becoming yet more expensiwve for
them, But this contradiction never became apparent to Niemeyer and his colleagues,
because they regarded the pre-war parity as a fixed and immutable law of the
universe; it was all the other factors which were out of step, not the gold parity.
Another example of this attitude is to be found in a memorandum written on
the best means of assisting in the relief of unemployment and distress:
"The root cause of unemployment at the present time...is that costs of
production are so high that purchasers whether from abroad or in this
country cannot afford to obuy. The main item in the cost of preducticn
is the cost of wages., The only hope of ultimate full employment in
this country is thersforse a reduction in prices and correspandingly in
wages, "<
The writer apparently did not znderstand that the wage-earner is a consumer as
well as a producer, and with his reduced wages would be able to buy still less;
nor that the poverty of other crmuntries relative #r Britain would hardly be
eased by pushing sterling up to parity with tne dellar,
The policy of subordinating all other considerations to a restoration of
the Gold Standard was not entirely without its critics., Many industrialists,

including some prominent in the Federation of British Industries, were unhappy

at the apparent stagnation in production and employment; but none of any weight

1. P.R.0., T,176/5, memo. by Niemeyer, 1 Mar., 1924.
2. P.R.0., 2;12221208, memo, undated and unsigned, but context indicates
mid--1921, and style suggests that the author was Niemeyer,
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was prepared tc cease at least paying lip-service to the importance of returning
to the Geld Standard. Indeed the views of the FBI upon the subject became so
schizophrenic that several different versions of the FBIL's representations to the
Bradbury Committee in 1924 have appeared, some in direct contradiction to one

ano'ther.1

Other doubters appeared on the left wing of the Labour Pariy, nctably
G.D.H. Cole, with his famous phrase, "the worship of par".2 About the middle of
1923 Keynes began to protest about the way deflationary policies were working out,
andAstarted his long quest for a sound theoretical base for his unorthodox ideas
about purchasing power and the prime importance of the stability of the price
level.3 ) : - o u
Nevertheless, the bulk of informed opinion was still strongly in favour of
restoring the Gold Standard, The first Labour Govermment, which came to power in
late 1923, continued the policy of its predecessors., By this time the American
debt settlement negotiated by Baldwin had proved workable, and the situation in
Europe was beginning to improve. During the course of 1924, the German mark was
stabilised, and an interim reparations settlement was reached, and in October 1924
the Dawes Loan was successfully floated to aid German recéveryh The pound, which
had fallen from its peak of £4.70 in March 1923 to $4.29 in January 1924, had by
May recovered to 54,39,4 The climate for a return was thus becoming more favourable
as the need for a decision was becoming more pressing, due to the expiry of the
gold export prohibition at the end of 1925, At the suggestion of Mentagu Norman,
Governor of the Bank of England, a fresh committee on the currency issue was set
up by Snowden, Chancellor in the Labour Government.5 This committes’s report was
the initial impetus for the discussions which took place within the Treasgury early
in 1925 on the return to gold, and it is therefore apprepriate that we should now

turn to an examination of its preceedings and findings.

1. See below, pp. 321-322, 332.333,

2, Morning Post, 13 June, 1924, letter to the Editor frem G.D.H. Cole.

3. See, for example, Times, 7 Aug., 1923, letter to the Editor from J.M. Keynes,

4o W.A, Brown Jnr,, The International Gold Standard Re-interpreted. p. 231,
Table 18,

5, P.R.0., T,160/197/7528, Niemeyer to Chancellor, 5 May, 1924.
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The Bradbury Committes

This committee was, in effeet a reconvening of the active members of the
Cundiffe Committee who were still alive, The conly members who had not also
served under Cunliffe (who died in 1920) were Sir Austen Chamberlair,; who was
Chancellor of the Exchequer at the time, and Sir Ottc Niemeyer, who became the
Treasury representative, The other members were Sir John Bradbury, Prafessecr
. Pigou and Gaspard Farrer.1 Thus the Committee consisted of an ex-Chancellcr,
an ex-Permanent Secretary to the Treasury, a serving Treasury official, and two
signatories to the Cunliffe Committee's‘Reportsa It is therefore scarcely
surprising that th?ir rgpbrt was in favour .of returning te -the-Gold Standard in -
.1925. However, the brocess-by which the Committee arrived at its decision was

not quite so simple as it sounds, and the period of its discussions falls into
two.distinct parts, separated by the General Election of November 1924,

The Committee followéd largely the same course as its predecessor, hearing
witnesses, discussing the whole problem in the iight of their comments, and
producing-a draft repert, They heard fewer witnesses than the previous Committee
however, perhaps largely because the Committee had been appointed without public
announcement, and some need for discretion, if not for secrecy, was felt.,

The Committes's first witness was, appropriaiely enough, Montagu Neorman,
Governor of the Bank of England., He was firmly in favour of returning to the
Gold Standard as soon as was reasonably pessible, He felt that the mere annsunce-
- ment of the intention to return would be enough to bring the exchanges to par.
However, when asked whether he felt that the eighteen menths which remained kefore
the embarge expired was too short a time to achieve parity and raturn to the Gold
Standard he replied that in essence there was enough time, but:

"T do not think it is a_reasgonable proposition to put before
. the man in the street.™™

Committee, 24 June, 1924.
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This momentary consgession te popular copinion did rot Outlast the summer, and
there was no trace of hesitation in his second appearance before the Committee,

The general feeling of the majority of the witnesses, including Sir Felix
Schuster, Prcfessor Paish, Walter Geodenough and even Reginald McKenna was that
with patience, parity with the dollar wonld be regained witheout direct action,
either through a rise in American prices, or through the confidence engendsrsd
by an anhouncement of the intiention %o lift.the gpldveprrt embargo. Goedenough
expressed the 'middle-of=the-road! attitude well:

"I want to see a free gold market, but I do not want to force it.
I want it to come as easily and naturally as p0551ble "

oth McKemnna and Keynes, however, put the argument for price stablllty strongly,

and it is apparent that they made a considerable impression at the time, In a
letter to Farrer written during the course of these sessions in the summer of
1924, Bradbury wrote:

'"I am so far impressed by the views of McKenna and Keynes as to think

that it may be wise not to pursue a policy of restoring the dollar

exchange to parity at the cost of depressing home prlneso"‘
However, he felt that this should be no impediment to the restoration of the

Gold Standard:

"The odds are that within the comparatively near future America will
allow gold to depreciate to the value of sterling,.."

Apart from Keynes and McKenna, the only witnesses who were at all hesitant
in their advocaszy of a return to the Gold Standard were the representatives of
the Federation of British Industries., Their principal feeling was that while
Britain should aim at a restoration of the Gold Standard, she should not fgo it
alone'!, However, when asked if Germany, the Scandinavian and GCommecmwealth

countries together represented a sufficiently large body for Britain to havs in

1. P.R.O., T.160/197/7528/02/3, evidence of Mr, Goodenough befcre the Bradbury
Committee, 11 July, 1924.

2, P.R.O., I, 160/19”/7528/b1/1 Bradbury to Farrer, 24 July, 1924.

3. Ibid.
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company when returning, the representatives agreed that this would no£ be
'going it alonef. In addition, they made two comments which make it clear how
far from the truth is the 'bankers' ramp?! theory of the return to gold. AL oune
point, they volunteersd that:

"Considerations of high finance might make it {the return to gold] so
important that we should have to take the risk",

thus showing their acceptance of the pessibility that the deeision might have
to be taken on purely financial grounds, Furthermore, they said,

" ..those who speak for the Federation are just as well aware as
anyone else that the ultimate banking interest is just the same
as the ultimate trading interest."?

Having heard their witnesses, the Committee sgt about preparing a report, .
The first draft was preduced by N.E. Young, the Treasury official acting as
Secretary to the Committee, and then amended thoreoughly by Professcr Pigcu,
Pigou's draft effectively advocated a ‘wait-and-see! policy for the immediate
future, but his covering letter made it plain that this was not the whole truth
of his feelings on the subject:

"On the main issue, which is one of practical peolitics and not of
economics, whether the Government should take the plunge now or
announce no renewal of the embargc, I am only just on balarce in
favour of a 'wait—and--see' policy. It would be very inappropriate
for me as an academic person to press for heroism; but if the rest
of the Committee had been in favour of it, I doubt if I should have
opposed., "3

Pigou's draft did, however, make a number of categorieal assertions:

"During the last few years, two policies have been adveccated as
alternative to the restoration of the parity of the sovereign; one,
the policy of devaluation, that is, of the re-establishment of a

free gold market with a unit identical in name but of a lesser

content than the pre-war standard unit: the second involving the
abandonment of the gold standard, The former of these policies need
“only be mentioned to be dismissed; it could not be seriously considered
ag a policy for the United Kingdom, The second alternative policy,
that of substituting the price level of commedities in general for
gold as the regulating principle of the currency, has been fully and
carefully explained in evidence before us...as a practical present day

1. P.R.0., T.160/7528/02/3, evidence of the representatives of the Federatior
of British Industries before the Bradbury Committee, 29 July, 1924.

2., Ibid., evidence of the F.B.I, representatives, 30 July, 1924.

3. P.R.0., T.160/197/7528/01/2, Pigou's covering letter, quoted in Ycung to
Bradbury, 12 Sept., 19245 Pigou's underlining.
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policy for this country there is, in our opinicr, no alternative

comparable with return to the former gold parity of the sovereign.

In this conclusion we are suppeorted by the overwhelming majority

of opinion, both finanecial and industrial, represented in evidence

before us."

Pigou then turned to the urgency of the preblem., and here he felt that the
best thing to do was to await the course of events in America, and to come to
a decision in a year's time. The other members of the Committee thought this
too cautious - Bradbury deécribed it as "flabby"2 - and Sir Austen Chamberlain
summed up the position in a letter to Young:

"Was ever such a happy family? I wished to say more, Pigou would have

liked to say mcre, Farrer regretted that more was not said - and

) Bradbury sat down and said.(or rather wrote) itiM- o
Chamberlain went on to suggest that the Secretary incorporate Bradbury's
suggestions in Pigoufs draft - "B in P" he called it -~ and this substantially
represents the third draft report, which combined Pigou's assertions of the need
for a return to the Gold Standard at the pre-war parity with greater optimism
about the timetable,

Had the Labour Government not fallen in October 1924, this draft would
probably have become the final report. But before the Committee could meet for
final discussions, the political situation had changed, Soon after the eleztior,
Montagu Norman went to New York, apparently cn his own initiative, to discuss
with Benjamin Strong, Chairman of the Federal Reserve Board, the necessity for
Anglo-American co-operation on the restoration of the Gold Standard in England,
_Soon after his return, in January 1925, the Committee was reconvened, this time
with Sir John Bradbury as Chairman, sinee Chamberlain had taken office in the
Cabinet of the new Conservative Government., Norman was recalled to give evidensze

again, with a Director of the Bank of England, Sir Charles Addis. While they werse

both in favour of returning to gold at the old parity, Norman alone was convinced

1. P.R.0., T.160/197/7528/01/2, Pigou's draft report, Aug., 1924.
2. Ibid., Bradbury to Young, 11 Sept., 1924.
3. Ibid., Chamberlain to Young, 13 Sept.. 1924.
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of the desirability of an immediate return. In the period since the fall of
the Labour Government, steriing had risen sharply against the dollar, from
$4,46 in October 1924 to $4o78 in Jaruary 1925: and this rise proved crucial
in all subsequen®, discussions. Referring to his attitude before this rise,
Norman commented to the Committee:

"eoowhile I was then greatly in favour of a return to gold at

an early date, but a date which I could not be brave enough to

define ‘then, I am now greatly in favour of a return during this

year, "

Norman was asked about the intermediate period between the announcement that
the export embarge would not ke renewed, and the actual removal; he felt that
at the same time as the announcement was made it should be made clear that a
Agehefal licenee to export would be issued at once to cover the interim period,
o This seems t0 have been the origin of the form the announcement took, that is
‘that the prohibition on export of gold weuld be lifted immediately without a
transition period. He was not asked any questions about the relative prise-
levels in Britain and America, but volunteered a comment on:

"eoothe difficulty of the position of the two price levels in the

two countriess,..that I think has so far adjusted itself and from

what I understand is so clese that even if it presented a difficulty

8ix or geven. months agoe I do not think it presente a real difficulty

DoWe.. N2 ' .

Thus Normar had no doubls, Sir Charles Addis, however, was not quite so
éureb He felt that price-~level valculaticns were'dangereus as a basis for
judgement and suggested another remedy. Price~level calculations were, he felt,

"eeoS0 diverseo,..as for myself at least to feel less and less confidence

in relying upon them as a sign that the conditions necessary for a return

to the gold standard have been reached...it is desirable that they should
be put to some test before they are finally accepted as having reached

the point of equi@ibrium. I know of no other test than an approximately
steady rate of exchange round about parity for a continued period,."~

1o P.R.O., T,160/197/7528/02/3, second evidsnce of Norman before the Bradbury
Committee, 28 Jan., 1925,

2., 1Ibid.

3. Ikid.. evidence of Sir Charles Addis before the Bradbury Committee,
28 Jan,, 1925,
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Unfortunately Sir Charles rather spoilt this pieece of advice by saying that the
Government should announce its intentions, which as Pigon poirted out would tend
to invalidate the test by encouraging speculative demands for sterling, and
become a self-fulfilling prophecy.

The circumstances, discussicn and evidence of the Chamberlain/Bradbury
Committee have been examined in some detail because they represent the major
contribution to Treasury thinking from outside the charmed circle of the Treasury
and the Bank of England., During the period up to the f&ll of the Labour Govern-
ﬁent in October 1924, the recommendations of the Committee had been tempered with
considerable caution, in view of thevgap"that”still’existed'béiween éteriinéAand
the dollar, This view was largely in agreement with the opinions of the majority
of witnesses, including the F,B,I. After the sharp rise in sterling during the
winter of 1924/5, the Committee became much bolder., In its final Report it
recommended that the Goverament should anncunce in the near future that the gold
export, embargo would not be renewed,.and that until the end of the year a general
licence would be issued, allowing the free outflow of gold, Tﬁe Committee minimised
the effects of the adjustments needed, and did not even consider the posgibility
that the recent improvement in the exchanges was dus, not to a change in the
underlying competitive positions of America and Britain, but to speculation that
in the abgence of anj announcement to ‘the conbrary, with a Conservative Government,
traditionally favourable to financiél and commereial inﬁerests, in office, and
with Montagu Norman in constant consultation with Streng, there was a strong
presumption that prohibition would not be renewed,

Be that as it may, the Committee reported to the Chancellor on the 5th of

February,1 and frem that point on the discussion largely concerned the Treasury

1. P.R.0., T.160/197/7528/01/3; published as Cmd. 2393 (London: H.M,S.0., 1925).
One writer has suggested that had the Conservatives not won the electiorn, the
Gold Standard would not have been restored: see W. Reddaway, "Was 24,86
inevitable in 1925?", ILloyds Bank Review, 96(1970), Given Snowden's known
views, it seems unlikely that the result of the election had any lcng-tierm
effect, although return might have been delayed until the end of the year.,
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and the Rank of England alone, To this final phase of the discussions we shall

now turn,

The Period of Internal Discussion

Following the fall of the Labour Government in October 1924, a General
Election was held, at which the Conservative Party was trivmphant., The Chancellcr
of the Exchequer in the new administration was Winston Churchill who, althouagh a
politician of long experience, knew little about financial affairs, Partly, it
seems, because of this, he asked more questions than was normal in a Chancellor,
and the resulting memoranda present a full and clear picture of the situation in
the first quarter of 1925. R ' o

According to Sir James Grigg, at that time the Chancellor®s Private Seecretary,
Churchill was

"told soon after his arrival {at the Treasury in November 1924]

that the Act under which gold payments were suspended would expire

with the year 1925, and that he would, therefore, have to face

before long. the chelce between going back to gold or legislating

to stay off it for another period of years.”1

Although sericus discuscions did not begin until the end of January 1925,
the preblem was undoubtedly in Churchill?s mind frem the time he took office,
In December 1924 he wrote to Baldwin, the Prime Minister:

"The Goeverncr of the Bank will, I hope, have told you this weekend about

the imminence of an attempt to re-establish the gold sitandard,..lt will

be easy to attain it, and indeed almnst impossible to avold htaking the

decisione.ee ™
and in Jamaary 1925 he asked Nlemeyer to request Hawtrey to write a paper on ths
problem of gold and the United States, commenting:

"The United States has accumulated the greater part of the gold in the

world and is suffering from a serious plethora, Are we sure that in

teying to establish the gold standard we shall not be favouring

American interests...shall we not be relieving them of the consequensces
of their selfish and extortionate policy?h3

o P.J. Grigg, Prejudice and Judgemsnt (London: Jonathan Cape, 1948), p.180.
Chartwell papers, Churchill to Baldwin, 12 Dec., 1924, quoted in

D.J. Moggridge, The Reburn to Gold (Cambridge: C.U.P., 1969), p. 40.

3. P.R.0., T,171/246, Churchill to Niemeyer, 2 Jan., 1925.
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The real dsbate on the problem began at the end of Januéry9 initiated by 2
minate written by Churchill on the 29th, and referred to in the files as
‘Mr, Churchill®s exercise®, This questioned the whole hagis of the Géld Standard,
and argued in favour of a managed currency, aimed at a stable price level, and
a continuation of the gold export embargo. The object of the exercise was to
enable Churchill to marshall the arguments in favour of returming to the Gold
Standard:
",..I do not wish it to be inferred that I have arrived at any
conclusions_adverse to the re—estaplishment of thg Gold St%ndard.
On the contrary I am ready and anxious to be convinced..."
Niemeyer submitted two separate replies to this memorandu@, one grgu}pg the cass
Churchill had presented step by step, the other giving in more general terms the
familiar summary of the arguments in favour of returning to the Gold Standard.
A caopy of the'Report-of,the Bradbury Committee was attached, The commentary on
Churehill?s minute has one particularly revealing passage., On the subject of the

advance in sterling, Niemeyer suggested that this was

"eooprimarily because everyone believes we are. going to revert to
gold. It would soon cease to do so if this belief were damped down.,

ne
He thus recognised that the current improvement in the exchange was primarily due
to specnlative movements, without examining the possibility that speevlation might
act in a different sense once the Gold Standard had been restered, The remainder
of the paper is ccricerned with combatting the points in a standard fashion.
Churaehill s minute was also sent to Sir John Bradbury, Montagu Norman and
Hawtrey. Norman had no doubts at all that
"in the opinion of educated and reasonable men, ., "
there was no alternative to restoring the Gold Standard., and the only question to

be decided was the date, Bradtury and Hawtrey, the former briefly4 and the latter

at great leng‘t;h,5 concurred in the general belief that an early return to the

1o PoRoOo, T,172/1499B, Churchill to Norman, Niemeyer, Bradbury and Hawbrey,
29 Jan., 1925.
Ibid., Niemeyer to Churchill, 2 Feb,, 1925,
Ibid., Norman to Chancellor, 2 Feb,, 1925,
Ibid., 'The Gold Standard', memo. by Bradbury, 5 Feb., 1925,
o 1bid., 'The Gold Standard!, memo. by Hawtrey, 2 Feb,, 1925,
327,
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Gold Standard was the only practicable policy for Great Britain to follow.

Further light on Bradbury's opinion on the.vexed question of parity is
shed by a comment by a mcre junior member of the Treasury staff, Frederick
(later Sir Frederick) Leith-Ross:

"Bradbury told me that they [the Bradbury Committee] were going to

recommend the return to gold at the old parity. This surprised me,

as it seemed to me to be putting a strain on the balance of payments

at the then price level, But Bradbury said the evidence, both from

the City and from economists, was overwhelmingly in favour of the

pre-war parity, now that sterling had risen so near to that level

(akout 10 per cent below). It must be remembered that in those days

devaluation was a ?ovelty and there was something sacrosanct about

the old paritye.."
This incidentally is the only-critical comment by a Treasury bffi;iai that has
come to light, and the only comment of a more junior official on the problem.
In the Treasury files, apart frem brief notes on purely technical aspects of the
problem, the minutes and papers are exclusively written by the senior official,
Niemeyer, Hawtrey in his position as a theoreticlan, Bradbury, an ex-Permanent
Secretary to the Treasury, and Norman, Governor of the Bark, But if Griggts
reactions are representative, the junlors were not in any disagreement over poliicy.
0Of the famous dinner party at which Bradbury and Niemeyer supperted the Gold
Standard, opposed by Keynes and McKenna, Grigg says,
"I thought at the time that the ayes had it."™
and later comments that he considered that, by returning to the Goid Standard,
we in Britain were "shackling ourselves to rea.lityo"3

The response of the officials to Churchill's 'exercise! seemed to satisty

him for the time being; he wrote to Niemeyer that:

1. Sir Frederick Leith-Ross, Money Talks (London: Hutchison and Co,, 1968),
ppe. 91-92., It is perhaps worth observing that present-day attitudes in
political and official circles to the current dollar/sterling parity are
hardly less deferential,

3, Ibid., p. 183.
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"Yeur papers and the Report of the {Bradbury) Commitiee marshalled
for the first time, so far as I am concerned, the arguments for
the policy you advocate, The Report of the Committee certainly
provides a bread foundation both of argument and authority
justifying the action proposed."1

He requested some more factual information, including a note on the return to the
Geld Standard after the Napoleonic Wars, At the same time, he wrote to Sir
Austen Chamberlain, who had resigned as Chairman of the Chamberlain/Bradbury

Gommittee on taking office in the new Conservative Govermment, sending him a

copy of the Committeefs final Report, and asking his opinion of it.2

Chamberlain replied:

"T have read with profound interest and complete agreement the report
of. the- Currency Committee,.,I- feel sure that, if youw-make-your— - —
announcement with decisive confidence on your own part, the operatiocn
will now be found, all things con31dered a Very easy Ohe,..l strengly
support what I believe is your own v1eW'that you sheould make an early
anncuncement of your power and deterpination not to renew the
restrictions on the export of gold."

The Treasury discussions continued during February, and at one point there
seems to have been a real possibility that Ghurchiil would reject the advics of
the officials, and postpone or reject cutright a return to the Gold Standard. The
cause was an article by Keynes in the Nation, entitled "The Return Towards Grolcil,”ozr
Keynes stressea the dangers of linking the price level in Britain with that in
America, particularly when the American price level was inflated by a boom in
which Britain had not fully shared, and advocated a managed currency, Churchill
read the article and Niemeyer's comments upon it, and wrote to Niemeyer asking
for further amplification and explanation in trenchant and almost bitter tores.

"The Treamury have never, it seems to me, faced the profcund significance

of what Mr. Keynes calls ?'the paradox of unemployment amidst deartht,

The Governor shows himself perfectly happy ir the spectacle of Britain
possessing the finest credit in the world simultaneously with a million

P

oRoDo. To172/1499B, Churchill to Niemeyer, 6 Feb,, 192%,

R.0., T,171/246, Churchill to Sir Austen Chamberlairn, 6 Feb., 1925,

bid., Chamberlain to Churchill, 8 Feb.,, 1925; present auvthorts underlining,
M. Keynes, "The Return Towardq Gold", Nation (London: 1925), Vol. XXXV,

1 Feb,, 1925.
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and a quarter unemployed....lhe Treasury and the Bank of England
palicy is the only poliey consistently pursusd., It is a terrible
responsibility for those who have shaped it, unless they can be
sure that there is no conneciion between the unigue British
phenomenon of unemployment and the long, resolute consistency of

a particular financial policy...At any rate while that unemploy-
ment exists, no one is entitled to plume himself cn the financial
or credit policy which we have pursued,..You and the Governor have
managed this affair, Taken together I expect you know more about
it than anycne else in the world. At any rate alone in the world
you have had an opportunity cver a definite period of years of
sseing your policy carried out. That it is a great policy, greatly
pursued, I have no doubt, But the fact that this island with ite
enormeus resources is unable to maintain its population is surely
a cause for the deepest heart—searching,"1

Niemeysr's reply to this letter was in two parts, One part took the form of a
detailed series of comments annotating Churchill's own letter, while ‘the other
consisted of a short paper restating the Treasury case., This episode provides
an example of the problems caused by the vagaries of the Treasury filing system.
For the Treasury's 'Gold Standard filet, T,172/1499RB, contains in this instance
only a carboa copy of Churchill's letter to Niemeyer, and thus on the basis of
that file, upon which so much previous comment has been based, it would appear
that Niemeyer's only reply was the short memorandum, The top copy of Churchill's
letter, with Niemeyer's hand-written comments, is in one of the files of papers
on the 1925 Budget, T1,171/246, and hag thus escaped gensral notice,

In his main reply to Churchill's letter, Niemeyer suggeshted that the
Chancellor was overestimabing the importance of credit policy,

"Does 'the paradox of unempleyment amidst dearth! arise whally or

mainly from credit policy? Clearly not wholly....l doubt whether

credit poliey is even a chief cause, and I at any rate would not

advocate, still less be 'happy' with a credit policy which I

thought would produce unemployment....You can by inflation (a most

vicious form of subsidy) enable, temporarily, spending power to

cope with large quantities of products, But unless you increase

the dose continually, there comes a time when having destreoysd the

credit of the country you can inflate no more, money having ceased

to be acceptable as value....l assume it to be admitted that with

Russia and Germany before us we do not think plenty can be found on
-this path.. . .. . .. ...,

Te P.R.O., T,172/1499B, Churchill to Niemeyer, 22 Feb.,, 1925. FElsewhere in the
lether, Churchill refers to his thoughts as "these Sunday morning reflections"
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If that be admitted, econcmic employment can only be given
to the extent to which cemmodities can be produced at a price
which existing uninflated wealth can pay for them., As the result
of war there has been a great desrease in wealth, and there is
consequently less effective demand, The only permanent remedy is
to recreate the losses of war - really, not merely by manufacturing
paper - and what we have to do for this purpose is (1) to shabilise
our currency in relation to the main trading currencies of the world,
(2) to reconstruct the broken parts of Eurcpe and (3) to encourage
thrift and the accumulation of capital for industry. These methods
and not doles and palliatives are going to remedy unemployment (at
least to the extent to which it was remedied in pre war days)a
We are now trying to put the finishing touches to (1). We have done
what we can for (2) League Loans, Dawes, etc, We do all we can for
(3) especially by repaying debt and by encouraging a belief that
currency will not lose its value. Other methods may give for a year
or so a hectic prosperity...but they won't give a permanent cure,

~ The above is necessarily- put in a doctrinaire way, "In prééiice

we have to go now slow, now fast, But the root idea I am convinced

is right, and the only way to enable this small island bound to buy

and sell largely abroad...ultimately to support its populationo'“1
There is unfortunately little evidence to show whét Churchill“g reaction was to
this classic eiposition of the traditional Treasury view. Buﬁzgis attitude to
the Governor, whom, in the letter just quoted, he blamed equally with Niemeyer
for the problems of the economy, there seems at this time to have been a strong
element of ambivalence, In the passage just quoted, Churchill's animosity towards
the Governor is evident; yet we have Randolph Churchill's evidence that Norman
visited his father once or twice a week during this period, and the younger
Churchill remembers Norman telling Winston "I will make you the golden Cha,ne.ellor,"2
The two men had a serious brush over the rise in Bank Rate from Avta 5 percent
in March 1925, At this time Niemeyer was away in Geneva on reparations business,
and we have the story from Ieith-Ross, Norman called at the Treasury tc hell the
Chancellor of his intention, and finding him away, asked Leith-~Ross %o inform

Churechill,

"When Winston heard it he was indignant and complained hitterly
that he ought to have been c_onsulted,"3

1. P.R.0., T,172/1499B, Niemeyer to Churchill, 24 Feb,, 1925,

2, A. Boyle, Montagu Norman (London: Cassell and Co., 1967), p. 189,

3. Leith-Ross, Money Talks, p. 95.
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Apparsantly Leith-Ross suffered somewha! in the hackwash of this indignatioc,
and told Niemeyer of it in his next letter, Niemsyer replied, |

"Wirston will never realise that he is not Governor of the Bank,.."
Degpite this altercation, relations between the Governor and the Chancellor
continued to be mainly friendly; there is for instance a note in Normant's diary
of lunching with Churchill in Downing Street in midearch.,2

In addition to the internal discussions, the Treasury had plenly of advice
from outside, The files contain numerous press-cuttings, letters from iuterested
parties, and so on., The bulk of the material is in support of the‘decision to
return to the Gold Standard, Of particular intereSt is an article by anyde?{
the former La.bour-Chancellor9 published ir the Qbserver in February 1925, on
the advantages of the policy. |

"To restore gtability we must bind the currency to gold., All the

dangers and uncertainties of an unstable currency will remain if

the pound reaches par unless it is stabilised by being placed oxn

a gold basis,
Snowden did, however, stress the need for co-operation with other countries,
particularly America, and this was a point echoed by the Federation of British
Industries, who wrote to Churchill in the middle of Marsh, The Federation was
of the opinion that a return to the Gnld Standard should be delayed until Americar
prices had risen sufficiently to enable British prices to remain shtable, but it
appreciated that

"eoowhile a waiting policy might be to the more immediate interests

nf these engaged in industry, it may be urged that other considerations

make 1t inexpedient that we should wait indefinitely for the neuesssary

upward movement in American prices."

Furthermecre, the Federation

1. Leith-Ross, Mcney Talks, p. 9%,

2. Boyle, Montagu Norman, p. 189,

3. Obsgerver, article by Snowden, 8 Feb,, 1925,

4. P.R.0., T,172/1499B, F.B.I. to Chwrchill, 17 Mar,, 1925,
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", oodesired to state clearly that in their opinion, sinzs Great Britain

is the principal international clearing house both for money ard for

goods, any step which would lead to a general return to a gold standard

by the principal industrial countries in the world would be greatly to

the benefit of British industry..."’

This point about a general return was, as we saw, raised before the Cunliffe
Committee, and the Federation's representatives then agreed that the Scandinavian
countries, the major Commonwealth countries, and Germany together constituted a
sufficiently large block of countries to accompany the British return, The
Federation's letter of March 1925 was less explicit on the subject, which ig
unfortunate, since it was principally on the attitude of the Federation that

one commentator has based his assertion that Churchill was ‘railroaded?! into

returning to the Gold Standard by bad Treasury advice.2

The Relurn to Gold

The Treasury thus approached the point of decision through a pericd of
exhaustive discussion. This discussion, and the collection of papers which have
survived, are urnique in Treasury documentation, although the process was in
general typical of that normally followed. But when all the arguments had been
put, and discussed, a firm decision had to be taken, Unfortunately, there is very
little information about the final discussion at which the decision was formally
taken, This took place at a meeting on March 20th, 1925, between the Prims
Minister, the Chancellsr, the Foreign Secretary, Norman, Bradbury and Niemeyero3
There is no record of the discussioﬁ at this meeting, nor of the Cabinet discussion
off the proposal, since the derision formed part of the 1925 Budget, and, in
accordance with convention, no minutes were kept of the meeting at whirch the
Budget proposals were disecussed, There is no record of the Cabinet having

discussed the problem at any other time. The restoration of the Gold Standard

-

« P.R.0O., T, 172/1499B, F.B.I, to Churchill, 17 Mar., 1925.
° See belO'w9 p0335o
o P.R.O,, T,172/14998, note by Niemeyer, 20 Mar,, 192%,
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wag anncunced in the House of Commons during the Budget speech, on April 28th,

1925,

The Treagury and the RBeturn to Gold

The dezision to return to the Gold Standard was, as we have seen, sgibjech
to doubt and criticism in some quarters at the time, and to increasing criticlsm
gince., The main hurden of this criticism has been that Churchill was persuaded,
against his better judgement and by the bad advice of his Treasury officials,
to take the wrong decision, and that other courses of action were open to him.
There seems little doubt that in later years Churchill himself camé to believs
that the ‘*doctrine of bad advice? was relevant in this case.2 But at +the time,
there is much evidence to suggest that the Chancellor was at least a willing
vietim. It is true that he went on questioning the policy right up to the last
moment: for instance, as late as April 23rd, only five days before the Budget,
he wrote to Niemeyer asking him for an argued case in favour of returning to the
Gold Standard immediately, rather than waiting for the gold export embargo to
expirs at the end of the year. But the tone of his request makes his attitude

obvicus;

"I am, as you know, in favour of this course on general grounds, buf I
should like to see the case for it set out quite clearly.®

The suggestion that Churchill was urged into the decisiou by bad advice has
been given added forece in recent years by the publication of Churchill's minute
of February 22nd, in which he raises the problem of fthe paradox of unemployment
amidst dea,rth'o4 Skidelsky has asserted solely on the basis of this memerandusn
that Churchill was virtually forced into the decision by the Treasury, and suggested

that; only the memory of his father's fate prevented him froem resigning rather than

-—

H, of C. Debates, 1925, CLXXXIII, cols. 5257,

See, for example, Grigg, Prejudice and Judgement, p. 185,
P.R.0., T,171/246, Churchill to Niemeyer, 23 Apr., 1925,
P.R.0., To172/1499B, Churchill to Niemeyer, 22 Feb,, 1925,
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carry out the policy of returning to the Gelid Standafd.1 Another writer,
Rhodes James, has commented,

"The ‘doctrine of bad adviee? may be inveked on this cccasion, but it

should be emphasised that the urgings of the Federation of British

Industries were in a contrary direchion. By acting againgt this

advice, and taking that of the bankers, Churchill had made a decision

which was fully in line with his attitude on econcmic matters, 1<
In other words, Churchill toock the decision willingly, but in doing so ignored
th@ advice of the industrialists and took that of the bankers. This point
about the attitude of the Federation of British Industries is something of a
vexed question, Baldwin's biographers, for instance, state that the Federaticn
was in favour of returning to the Gold StandardAin the spr@ng of‘}925.3 It is
clear both from their evidence to the Bradbury Committee, and frem the letier
written in March 1925, that they certainly were not opposed to a return, but that
they were anxiocus lest the return be forced, and credit restriction, falling prices
and depression result, Thelr advice was quite clearly not sufficiently categ-
orical to stand against so many opponents in financial circles, and in commercial
fields too -- the London Chamber of Commerce, for instance, was strongly in favour
of a return to the Gold Standard°4 Finally, the Federation themsslveg admitted
that there might he circumstances in which from a finarvcial point of view it might
be !inexpedient® to wait, and that in the lomg run the interests of the industrial
and banking communities were the same,

Ori the persgonal level, there seems little doubt that the Treasury found
Churchiil somewhat trying at times. Thomas Jones noted:

"Grigg has nct found Winston so malleakle as Horne or Snowden, "?

1. The Times, article by R, Skidelsky, 17 Mar,, 1969, A

2, R, Rhodes James, Churchill: a Study in Failure, 1900-1939 (London: Weidenteld
and Nicholson, 1970), p. 161, .

3, K. Middlemass and J. Barnes, Baldwin (londen: Weidenfeld and Nicolsern, 1969),
pe 304,

Lo P.R.0., T,172/1499B, Londen Chamber of Commerce to Chancellcr, 16 Mar., 1925,

5, Thomas Jones, Whitechall Diary., Volume I, 1916-1225 ed., K, Middlemass (Londorn:
0.U.P., 1969), p. 315, entry for 17 May, 1925,
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Leith.Ross, who was away during Februa&j 1925, wrote afterwards:

"The situation was still fluid during Februar&Vand Niemeyer wrote me

(sic]: 'Gold is excesgively active and very troublesome, None of

the witch~doctors see eye-to-eye and Winston cannot make up his mind

whether he is a gold bug or a pure inflationist.? The Chancellor

finally deeided in favour of the return to gold = partly, as he

himself said, because he knew that if he adopted this course Niemeyer

would give him irrefutable arguments to support it, whereas if he

refused to adopt it he would be faced with criticisms from the

Treasury to which he would have no effective answer,”

However, it was not until some time after the deelsion that Churchill began
"~ to have serious misgivings, At the time, the single highly critical minute stands
out as being atypical of his personal opinions; his speeches afterwards, and his
let@ers to Baldwin, showed him to .be happy with—the«resultSaz - . ” -

As to the wisdom of the decision itself, opinion since has been almost
unanimous in declaring that Keynes was right and that the pound was overvalued
by approximately 10%. Since this work is primarily concerned with the way in
which the decision was taken, it is not appropriate here to examine this question
in any detail, particularly as many of the participants felt the calculations of
relative price-levels to be so crude at that time as not to be very helpful.
It is certainly arguable that the Treasury's statistical expertise was sadly

)

lacking, and that had they been better équipped they might have realised that

the rise in sterling in the winter of 1924/5 was a purely specula@ivexcne, The
purchasing power question, and the economic implications of the decision, have been
ably dealt with by Moggridge, and I see no cause to dispu%e his analysis.o3 However,
to maintain that the decision was wrong from the point of view of hindsight without
taking the matter any further, begs the dquestion of what would have been the

correct deeision, and whether this was a practical and a political possibility.

It is arguable that in fact, given the administrative, finaneial and pelitlecal

1. Leith-Ross, Money Talks, p. 92.
2. Middlemass and Barnes, Baldwin, p. 303.

[t Vo Ly te)

3. Moggridge, The Return to Gold, particularly pp. 71-90.
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structure of the day, there was no feasible alternative but to take what proved
to be the 'wrong' decision,

It is easy, so many years afterwards, to forget how ‘'way-out' Keynes!
ideas were at the time, particularly since he then had no theoretical backing
for them, The financiers, many of the commercial and industrial interests, the
financial press, the majdrity of politicians in the major parties, were all in
favour of the return, FEven the Federation of British Industries only differed
to an extent which must have made it seem to the convinced that they were
tdithering!?., Keynes' prime supporter in the banking sphere, McKenna, said in
January 1925, in a private conversation at the Treasury: _

"Even if the gold standard were not preferable for other reasons,

ites universality would be decisive in its favour....oo long as

nine people out of every ten in every country think the geld

standard is' the best, it is the best."

Further, when asked for his opinion by Churchill at the famowus dinner party
reported by Grigg, McKenna again deserted his friend and agreed thaﬁ we would

have to go back to the Gold Standard. Beaverbrook's championship seems likely

to have cost the opposition more enemies than it woh friends in influential
circles, In these circumstances, it is hardly surprising that the officisals

were misled by the rise in sterling, which they had been long e%peeting, inf@
believing that the underlying movement in American prices was in the desired
direction, and that the exchanges were a more accurate indicator of relative price
levels than the 'price indices,

Given that the great mass of informed opini5n was in favour of a return to
the Gold Standard, the Treasury would have had to be a singularly independent-minded,
imaginative and authoritative body to comﬁ?tvitﬂ Butﬁths~whole-ofganisatidnmof
the Treasury, including its method of doing businesé and the way in which its

staff were trained, militated against its being in any sense a place for original

1o PoR.0., T, 171/246, McKenna's conversation with the Chancellor, 17 Jan., 1925,
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ideas and fresh policy initiatives., The whole ethos of the Treagury was based
on following Historical precedent, on doing things the way they had always been
done, and from this arose the desire to get back to the conditions of pre-war
days, the 'back to normaley' desire that was echoed in the. population as a whole,
This is what makes the Gold Standard so . impertant for the purpose of this work,
It occupled a pre-eminent place of importance among the problems of the period.,
But it also, and in large part because of this, typified the whole official
dilemma, The structure of the Treasury, and its pattern of policy-making, meant
that the strongest possible emphasis was placed on following previous decisions
and practice, where this had proved successful, This meant that where conditicns
gad changed, the Treasury was likely to take insufficient account of the changes:
this was particulariy true of the Gold Standard qﬁestionw Thus the Treagury
became, in a sense, the prisoner of past succsss; it advised the Chancellor to
take what proved to be the wrong decision, hecause the decision-making prccssses

allowed insufficient weight to be given to changed conditions,



CONCLUSION:

THE ROLE OF THE TREASURY IN_ THE.

FORMATION OF BRITISH ECONOMIC POLICY, 1918-1925




The aim of this study has been to ideutify the role of the Treasury in the
formation of British economic policy in the years from 1918 to 1925, During this
period, radical changes were taking place, both within the traditional spheres of
responsibility of the Treasury, and in the scope of its commitments and involvement
outeide those areas. For a number of reasons, the years of the Firgt World War
and the period immediately afterwards saw changes of considerable magnitude in the
work of the British Treasury, Partly it was due to the great upheaval in all
areas of economic life caused by the war, and partly to long--term trends which had
begun before 1914, As a result of alterations in external conditions, in both the
domestic and the international economy, the Treasury's traditional areas cf
responsibility - budgetary control and debt management - changed both in substance
and in magnitude, At the same time, the Treasury's responsibilities extended into
new areas which either did not exist before the war, or else were not regarded as
being the concern of the central government, Many of the great problems of the
"twenties, such as reparations, inter-allied debt, and high long--term unemployment,
had no pre-war parallel, There was thus no previous experience to act as guide.
Moreover, another important area of difficulty in the 'twenties, that of intern-
aticnal monetary policy and the Gold Standard, had been primarily the responsib-.-
ility of the Bank of England before the war,

The role of the Treasury in policy-making can be divided into three main
elements. The first concerns the way in which opinion was formed within the
Treasury, and the factors influencing the advice which the officials tendered te
their Ministers, Secondly, there is the nature of the advice which they gave, its
appropriateness and eff'ectiveness in the problem concerned, and the competence of
the -Department in implementing decisions on policy matters., Thirdly, we should
congider the effect of this advice and the manner in which it was given upon the
decision-making process, and the extent of official influence on Ministerial

opinions and decisions.
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Treagury Structure and the Formation of Opiﬂion

The Treasury. which had to deal with these problems of change was, at the
same time, going through a period of internal upheaval., The structure which had
been appropriate to a small, homogeneous Department became inappropfiéte to one
mcre than twice its pre-war size, and with greatly enlarged and highly digparate
responsibilities, The Department was accordingly reorganized, but it was still
a relatively small body at the administrative level, and retained much of its
friendliness, and its traditional methods of working and approach to its duties,

| This was particularly true in those sections of the Treasury most closely
concerned with policy;making._ This was largely a function of the way in which the -
Treasury Sﬁaffhw;é organised, The parts of the work of the Treasury most closely
concerned with policy-making were heavily concentrated in the Finance Divisions

of the Treasury, 1D and 2D, which after the reorganisation of 1919 were grouped
together, with Financial Enquiries, to form the Finanée Department, under the
Controller of Finance., The remainder of the Administrative Class staff in the
Treasury worked in the Supply and Establishments Divisions, where the fespousib_
ilities were of a more routine kind, and which, since these Divisions tended to
work through and with other Governmenl Depariments, rarely toock policy initiatives
of thelr own, Within the Finance Department, the numbers of sﬁaff, although
double the pre-war figure, were still very small. In 1920, there were seven
Principals and four Assistant Principals, divided betﬁeen the Finanqe Divisions,
with a Principal Assistant Secretary in charge of 1D and of 2D, and a Coutroller
of Finance with overall responsibility tc the Chancellor, and the rarnk of a
Permanent Secretary. So that in the Department most closely concerned with
policy-making, there was during the inter-war period a staff of thirteen civil
servants of the administrative class. It is perhaps not surprising, thern, that

at least this part of the Treasury retained much of its pre-war atmosphere, and
tended to remain a closely-integrated Department,

341.




The small size of the Department mainly concerned with deciéionymaking would
probably have tended to encourage homogeneity and continuity in opinions and
actions, But other factors contributed to enhance this tendency., Bach Principal
had an Assistant Principal responsible to him; since Assistant Principal was a
training grade, and a man in this position was not able to commit the Treasury to
a course of action on his own authority, the two tended to work closely together,
One contemporary, it will be remembered, was, as an Assistant Principal, regponsibie
to two Principals; he was given a room between the two occupied by his seniors,

with interconnecting doors to both rooms, and there was considerable and close

contact between the,junior_and-hisvéeniors, It is, however, ihterésting-fﬁai
as far as one can tell, this close contact was confined to the professicnal
there was
situation. OCertain clubs had several Treasury members, but/no strong tendency
for nearly all, or large sections, to belong to one particular club, nor for them
to belong to the same clubs as their Ministers. Nor is there any suggestion from
contemporaries that there was much social contact between officials; their haomes
tended to be in many different areas, and what contact there was, was with the
few officials who lived relatively close. Organised Service activities only
really tended to get under way in the later part of the inter-war period, although
there was by the late 'twenties a rambling club ir existence, which used cceas-
ionally to meet Baldwin and Norman after their tramp and go to Baldwin's home to
ging madrigals, Bul apparently no !'shop® was talked even or those occasions,
Within the Department, as we have seen, aclion tended to be taken at the
lowest level consistent with the importance of the problem., Fach Principal had
hig own area of responsibility; it was the job of his Assistant to draft written
material on matlers within this area, and for the Principal wherever possible to
take the necessary steps himself in the light of the evidence presented to him,
This would of course include precedents for the question. Where a problem was a
particularly difficult one, it would be taken up with the appropriate Under

Secretary, or if really serious it might eventually reach the Controller, whose
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responsibility it was to see that matters of Ministerial concern did ir facht rsach

the Minister. Matters for decision might also be raised independently at any

level; problems were also presented to the officials from Ministers for advice

and infeormation. Where matters of major policy importance were concerned, only

the most senior officials tended to be involved; this seems to have been partly

because the Treasury was very 'security-conscious'® even at this period, The cne

exception to Lhis seems to have been where the staff of the Chaﬁcellor‘s Private

Office were concerned: the Minister's Private Secretaries played a pivotal role

in the network of official relationships.

The conservaﬁive pias in the gfficial‘enyironmépt tended to be _reinforced -

_ during the period from 1918 to 1925 by continuity of tenure of office among the
"small number of officials concerned with advising Ministers on matters of policy.
All three men who held ﬁhe post of Controller of Finance had been Treasury civil
servants for most of their working lives, and one man, Sir Otto Niemeyer, was
successively Deputy Controller and Controller for six of the seven years of our
study, For the same six years, another man, Sir Warren Fisher, held the post of
Permanent Secretary, with ultimate respomnsibility for the work of the Treasury as
a whole, In addition, a single Private Secretary, Sir James Grigg, served five
of the seven Chancellors of our period, that is all except Bonar Law and Sir

Mhisten Chamberlain,.

Treasury Opinion and Ccmpetence

As might be expected from what has been said about the trairing and experience
of Treagury officials, the main strand of thought identifiable in our period is
their great concern with orthodox values, and the importance of historical
precedent, This tradition also found some support in the population as a whole,
which was anxious to return to the apparent stability and certainty of the pre-
1914 period, a desire echced in the popular American cry, 'back to normalcy'.
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Nowhere is the desire to return to pre-war stability more evident than in the
Reports of the Cunliffe Committee, Sir John Bradbury, then joint Permanent
Secretary to the Treasury, made a major contribution to the form and content of
the Reports, At the heart of the Committee's recommendations was the belief
that the pre-war Gold Standard represented the only tenable way of regualating
Britain's financial relations with other countries, The analysis presented Ly
the Committee of the way in which the Gold Standard worked before the war failed
to recognise the fact that an essential part of its smooth working was the positicn
of London as the financial centre of the world. The extent to which the European
Allies were indebted to -the United -States contributed to the rise ir importance
of New York, as did the effects of the sale of British overseas assets auring the
war, Because they did not realise that the pre~war Gold Standard was essentially
a sterling standard, they did not make sufficient allowance for the increasing
importance of New York as a financial centre, nor did they fully appreciate the
way in which the changes brought about by the war would affest the working of the
Gold Standard.

In the country as a whole, the desire to return to pre-war conditicns found
expression primarily in the demand for a 'bonfire of controls?!., Initially, there
had been much anxiety about the possibility of high unemployment, when the Forces
were demobilised, but as these fears were apparently seen to be groundlessy the
situation changed, aﬁd more and more people became anxious to be rid as soon as
possible of irksome Government interference in their everyday lives, The structure
of control had grown up in such a way that the line of least resistance at the end
of the war was simply to let them lapse, and this was a major factor ir the speed
with which the Government jettisoned its hcld over the economy. This was a serious
setback for those whe, like Addison, saw the period of reconstruction as an
opportunity for using some of the control which the Government had amassed during
the war period as a means of improving the lot of the people in peace~time,
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The death-blow to these schemes was, however, dealt by the 'Econcmy' campaign
of 1919, with whose aims the Treasury, anxious to re-establish its control over
Government expenditure, completely concurred., In the early part of 1919, the
Treasury had found itself opposed by many men in public life, who felt that
large sums of money were necessary to rebuild the ecohomy3 and to provide jcbs
and homes 'fit for heroes'. As time went on, however, public cpinilon became
increasingly anxious about the levels of Government expenditure, led by an anti-
waste campaign directed by the popular newspapers. In the spring of 1919, Lloyd
George had advocated reconstruction with as much vigour as Addison; by the late
summer of that year, when the unemployment bogey had for the time being receded,
he was Being asglsted by the Pérmaﬂent Secrétary to the Treasur& in ca;fying out
a stringent eccnomy campailgn, in which many treasured schemes of reconstructiorn,
such as the creation of a Ministry of Supply, were quietly shelved. Despite this
setback, Government involvement in the economy continued to be at a higher level
than before the war, and Government expenditure took about double the proporition
of GNP which it had expended before the war, In the Treasury's anxiety to reduce
public expenditure, and in particular ite antipathy to the big new Departmenis seb
up during the war which were felt to be particularly spendthrift, it may be that
another attitude was involved besides that of the desire to re-eshablish Treasury
control, It may be that their resistance to movements in the direcbion of a mixed
economy was partly due to a reluctance to allow their traditional role in the
economy to change., This would go some way to explaining the lack of any sense of
direction in Treasury activities in our period, or of any recognition of the
impact upon the economy of Treasury actions,

The speed and readiness with which controls were removed served tc increase
the problems which the Treasury experienced ir the field of debt redemption and
monetary policy. 1In this field, the Treasury's task was made immeasurably mores
difficult by the improvident way in which the war had been financed, whereby
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taxation had been expected to provide only sufficient revenue to cover normal
peace-time expenditure, leaving the whole cost of the war to be financed from
loans, Thie area is another in which the Treasury's predilection for |

following pre-war precedent is evident, even when this involved pursuing ccafl-
icting strategies. The two main aims of Treasury policy here, pursued both for
their own sake, and because if carried out successfully would assist the return

to the Gold Standard, were the funding and repayment of the vast volume of
Government debt as quickly as possible, and the maintenance of interest rates
which would be competitive with those in other centres, especially New York,

This l?tter_aim often led during the 'twenties to a-higher-level of interest

rates than would have seemed wise if judged purely in the light of the needs of
the domestic economy., A further aim, which was largely in confliet with the other
two, was to keep the cost of Government borrowing as low as possible; throughout
the early 'twenties, the volume of Treasury Bills which had regularly to be renewed
was such that this consideration had to take second place to the others, Thus
during this period, once the potential for imposed controls over the money market
had been gladly relinquished by the Treasury in 1919, the authorities were %o a
large extent at the mercy of the market, But the payment and funding of the short-
term debt was an essential .prerequisite for regaining official control cver money
rates, a desirable thing in any case, and cssential before a return to the Gold
Standard was attempted,

Throughout the post-war period, the impertance of a return to the Gold
Standard bulked large in the minds of the Treasury officials. There was something
almost moral about the fervour with which they pursued their goal; there was
certainly an element of ‘'setting an example' to the rest of the werld in much
of their writing on the subject, as if Britain had only to behave as though the
world had remained unchanged since 1914 for this to be sc. The question of the
Gold Standard was cone with which the Treasury had not previcusly had to deal,
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but it was a situatior in which the desire to get back to pre-war stability
was significant. This desire, coupled with and enhanced by the Treasury's
precccupation with historical precedent, tended to blind the officials to the
changes which had taken place during the war, The lack of factual krowledge
about the nature of these changes enabled the officials to take less cognizance
of the new situation than was appropriate. They were inclired to pursue their
aim single--mindedly, even when the requirements of this policy conflicted with
the immediate needs of the domestic eccnomy, This is another example of the
unwillingness of the Treasury to think in terms of the impact of its actions upon
the ecoromy as a whole. But it may also have some significance in terms of the -
desire of the Treasury to return to its pre~war role, as well as to previous policies,
For the Gold Standard was traditionally the responsibility of the Bank of England,
One might have expected that, having gaired control over so important an instrument
in the regulation of economic life as the exchange rate, the Treasury would have
made some effort to retain it; but there is no evidence of tension of this kind
between the Treasury and the Bank, This may at first seem surprising, but there
appears to have been a well-understood separation of roles and identities between
the two institutions. Treasury officials with pre-war experience seemed to regard
the pre--war functions of the Bank which had been abrogated to the Treasﬁry during
the war as very temporary responsibilities, to be restored to the Bank as socon as
was feasible, so that the Treasury could return to its ncrmal peace-time role,
Among the aspects of Treasury policy which we have examined, the only point
at which a Treasury official suggested a major change ir policy, in conflict with
many other influential people, was the Blackett initiative over inter—Allied
debts., This is a good example of an occasion when a Treasury official, unencum-
bered by the weight of historical precedent or the overwhelming weight of informed
opinion, put forward a policy which could have formed a basis for a viable soluticn
for one of the most serious and intractable problems of the inter-war period. It
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was, however, as far as can be seen, unique, Whether this was because this
combination of circumstances, involving a lack of close historical precedentis,
combined with a dearth of strongly-held influential opinion, occurred only in this
field, is difficult to say, But it may well be thought significant that the only
discoverable major contribution to a new policy initiative by a memter of the
Treasury was in an area where he had, so to speak, a clear field, It is infer-
esting to note, too, that the area concerned Qas that of international policy.
For if there was evidence of the Treasury breaking new ground in the inter-war
period, it is in their increasing involvement, particularly at the personal level,
in international affairs; the careers of»mahy of those mentioned in this siudy -
bear witness to ’o}_lis°

Thus a most striking aspect of Treasury policy in our period is the extsnti
to which it was dominated throughout by the overwhelming desire and need 1o reburn
to the Gold Standard as soon as possible, at the pre-war rate of exchange.
Wherever any major policy matter was discussed, the probable effect on Gold
Standard policy was a major factor. The conclusions of the Cunliffe Committee
laid down in uncompromising terms what every Treasury official of note felt to be
the principles on which post-war monetary policy should be based., Every attemph
during the early 'twenties to expand the econumy and improve the employment
situation by a measure of what would nowadays be called reflation, was met with
the same objection, that it might damage our prospects of returningoto the Gold
Standard.

But although this aspect of policy is vitally important, it was in fact
part of an all-pervading attitude in the Treasury, that after the war it woeld be
possible and desirable to continue to behave, in the economic sphere, in the same
way as before the war, despite the extent to which conditions had changed. This
can be seen in many of the policies advocated by the Treasury. The approach which

it took during the economy campaign is one example., The opportunity to take



advantage of some of the beneficial aspects of war-time control was lost in the

hectic rush to rid the economy of all controls as soon as the war was cver., DBut

this attitude was simply a continwation of the previous peace-time laisgeg-~faire
approach to econcmic problems, and an intringic part of the efforts to reintreduce
Treasury control, Similarly, the approach to the problem of the National Debt

was a continuation of the pre-war attitude that funding and repayment were the

only correct methods of dealing with the problem, despite the fact that the
National Debt had reached such proportions by the end of the war that to fund and
repay at the rate that most Treasury officials would have liked would have resulted
in severe deflation, Awareness-of-this*problem was demonétrated-by Elacké%t, but
the evidence is that he was alone among senior Treasury officials in having some

awareness of the macro-economic implications of Treasury activity in this fileld.

The Treasury Officials and their Ministers

The traditional view of the decision-making process in Government lays down
that it is the civil servant's duty to advise his Minister on matters which are
the latter's concern, on which the Minister makes up his own mind, and then goes
to the Cabinet for discussion, and acceptance or rejection of his decision, What
we have to consider is the extent to which this view represents the redlities,
rather than the form of the formulation of policy during our period, To some
extent this must be a function of the personalities involved, both at the official
and Ministerial levels; but it is also related to the general character of ths
Treasury as a Department, and to outside influences, both general and persgonal,
such as the weight carried by the Chancellor in the Cabinet, the influence of
public opinion, and so on,

The importance of the influence of personality upon the relationship between
Ministers and their officials, and the extent to which particular Ministers tended
to go against official advice or accept it without demur, is somewhat difficsultb
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ty establish, Several contemporaries have emphasised the importanse of the
personality of the Chancellor in establishing the quality of the relaticnship
between himself and the officials, Where a Chancellor wags a man of strong
personality, senior in his party and experienced in holding political office,
there seemg little doubt that he was able without great difficulty to estaklish
his own ideas, and be in that sense 'master in his own house', and all the
contemporaries consulted agree that this is the situation which officials prefer,
However, in the period from 1918 to 1925, a rather special set of circumstances
presented themselves, There was considerable continuity amcng the coffizials;
against this, there was great. discontinuity among the Chancellors., buring fhe
pericd there were seven Chancellors, many of them with 1ittle or no experience of
senior Cabinet responsibilities, The first two, Bonar Law and Austen Chamberlain,
were considerably more senior and more experienced than their successors, but both
had other respounsibilities for a great part of their period of office, which tended
to take them away from their Treasury duties a good deal.

Thus during the years immediately after the war, policy-making within the
Treasury tended still to be consentrated in the hands of a few senior officials,
whose training and method of working tended to reinforce the conservative trad-
itions inherent in the atmosphere of the Treasury. The Ministers whom they advieed
tended to be in office for a short time, and to be inexperienced in Cabinet office
and in financial affairs. Thus, while it seems clear from the evidence of
contemporaries that both the normal situation, and that preferred by the officials,
was for the Chancellor to be 'the boss', in our period the Chancellors were in
the main either distracted by outside duties or lacking in experience, and the
advice of Treasury officials tended to be accepled without much oppositicn from
Ministers, nor did those Ministers show much inifiative in policy-making themselves.
However, it would be wrong to suggest that in their advocacy of traditional
policies the Treasury officials were encouraging their Ministers to take a
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contentious view, On the whole, the attitudes of the Treasury reflected the
orthodoxies of the period, and were in agreement with the opirions of most of

the leading figures in industrial life, in the City of Londor, in the ‘serious®
press, and among academic economists. There was some public opposition to deflat-
ionary policies during the 'twenties, but it did not become more thar a ‘respeciakle
heresy', and none of those involved, except Keynes, was pfepared to push their

view to its logical conclusion and criticise the policy of returning to the Gold
Standard, which was a main reason for continuing deflationary policies long after
the needs of the domestic economy were for quite different measures,

The figal Iink in the official decision-making process, that- between T
Ministerial recommendations and the adoption of such proposals as Government policy
by the Cabinet, is not easy to establish, One might have expected that an inexperw
ienced Chancellor might have undergone pressure both from his officials to adhere
to traditional policies, and from his Cabiﬁet Colleagues, perhaps of a different
nature, But one of the remarkable things about the period under review is the
extent to which vital financial decisions were taken without the Cabinet being
consulted at all, For instance, the decisinn to accept the Repcris of the
Cunliffe Committee was taken without consulting the Cabinet, and there is no
evidence of the Chancellor having any informal consultations about the deszisicn
outside his own Department, Similarly, the decision to return to the Gold Standard
was taken at a meeting at which the only politicians present were the Chancellor
and the Prime Minister; the Cabinet was only told formally as pari of the discussion
of the Budget proposals, on the day on which the Budget was to be presented in
the House,

However, there is little evidenze to suggest that. had the Cabinet been
consulted more frequently, the policy--making machinery weuld have been more
capable of adapting to the changes which had taken place, The inter-Allied debt
problem provides us with an interesting example of the inability of the Cabinet

351.



to react appropriately to changed conditions, even when the officials and the
Minister concerned were attempting to do so. In this situation, unshackled by
the chains of conventional ideas and historical preqedent, the Controller of |
Finance was able to produce an original and helpful solution to the problem,
only to be thwarted by the less imaginative and more vote-conscious members of
the Cabinet. This policy may not have been the right one for fhis particulér
problem, but it at least had the appeal of an attempt to 'cut the gordian knotf.
Its rejection, and the manner in which it was rejected, provide further evidence
of the extent to which the vast majority of people in public lifeg.not just
Treasury dfficials, were unable to.widen-their-thinking sufficiently to mske any
real contribution to solving the economic problems of the period, and continued

to be bound by traditional attitudes.

The Role of the Treasury

It seemg clear that within the Treasury during the post--war period, there was
a strong tendency to accept and put forward solutions which had been successful
in the past in the same or similar situations in the past. This tendency was
reinforced by the fact that these solutlons were consistent with the traditions
of the Department, and that the training and environment of the officials
encouraged them to seek such consistency. In addition, the correctness of these
orthodox solutions was apparently further endorsed by the way in which they
conformed to the views of outside opinion close to the Treasury, and in pariticular
to the recommendaticns of the Cunliffe Committee, The fact that this Committee
had examined the problems of post-war financial policy in detail, and had, after
considering and rejecting other possible courses of action, put forward just those
solutions which the Treasury believed from past experience would be the most
suceessful, was a powerful reinforcement for traditicmal attitudes., On the whole,
it is not unfair to say that, after the Cunliffe Reports had been accepted, British
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financial policy did not have any identifiable source; it simply consisted of a
series of reactions to particular evsnte and problems, Conscious decisiong were
taken about particular actions, but general discussion about central ideas in
policy-making simply did not take place, except on rare occasions, such as
Churchill's 'exercise! in the spring of 1925, Unfortunately. while the problems
to which the Treasury officials were attempting to apply pre~war solutions
appeared similar to situations which they had encountered before, conditions

had in fact changed to a remarkable degree. Not only did the Treasury's
predilection for previously successful remedies blind it to the changes within

its traditional areas of responsibility. ~In addition, theAtraining and expéfience
of the officials concerned helped to hide from them the extent to which the role
of the State as a whole had changed, and encouraged them to continue o view
particular problems and their solution in isolation from the rest of the economy,
In the field of international relations, as distinct from the specific position of
Britain in the international economy, the Treasury recognised that conditions had
changed to such an extent that greater international co-operation was essential,
But it persisted in believing that it was possible for Britain to continze to behave
as though her position in the world, and the position of the Stats in the British
economy, were unaltered.

Thus the advicee which officials gave to the Chancellor ofter tended to
emphagise the appropriateness of one solution to a problem te the exclusion, or
at least the denigration, of other possible courses. However, as we have secn,
most of the Chancellors of the period were inexperienced in public finance and in
office for a very short time. They do not seem to have resented; or even noticed,
the lack of room for manneuvre given to them by the way in which Treasury adwice
was presented during this period. Even Churchill did not persist with his
criticisms once the Treasury view on the Gold Standard had been explained tc him
in detail, although he gradually grew bolder as his term of office progressed,
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For as far as we can determine, the Chancellors were laréely in agreement with
their officials over the fundaméntalrprincipiés of economic policy, as were the
majority of their contemporaries in politices, in industry and in the City.

There are therefore three major criticisms which can be made of Treasury
attitudes during our period. Firstly there was a lack of consideration of the
extent to which conditions had changed within the areas of finanecial and economic
policy with which they had traditionally been concerned. Secordly, hhere was
1little recognition either of the changes in the role of the State in general,
and the Treasury in particular, or of the effect of Treasury actions on the
economy as a whole., Thirdly, and related to this last point, there was litt1E“iﬁ
the way of long-term planning as a preliminary to action; apart from an almost
blind faith in the Gold Standard, the restoration of which became an end in iteelf,
there was very little sense of direcbion in the Treasury's actions during the post-
war years,

Thug the role of the Treasury officials in the formation of econcmic policy
during the period from 1918 to 1925 was to promulgabte their considered views to
the Chancellors whom they served. The measure of success which they achieved in
putting forward their ideas, of which the central theme was the restoraticn of the
Gold Standard, was due ultimately to the conjuncticn of events and the general
climate of opinion. Despite the fact that premwér experience was preving to be
increasingly irrelevant, the traditional policies were endorsed because no-one
in a position of responsibility had any idea what else to do. ‘'Back to normalcy*
was not an attitude confined to Treasury civil serwvants; nor were they alone in
viewing the world of the 'twenties through the blinkers of the past, They were
simply typical of the public men of their time, However, for the Treasury, the
urge to return to the stability of the pre-war world had a special significance:
it was due not only to a desire to continue to carry out traditicnal peolicies, bub
alsc to an anxiety to resume an earlier role in the economy.
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BIOGRAPHICAL, APPENDIX

TREASURY OFFICTALS




Thesz bilographical notes are intended to supplement the irformation given
about Treasury officials mentioned in the text., The information is readily

available in the standard works of reference,

Blackett, Sir Basil Phillott:
Born in 1882, the son of missionaries; his father was a clergyman, He
went to Marlborough as a Foundation Scholar, after his father died., He
gained a First in Classics at University College, Oxford in 1904, and entered
the Treasury after coming top of the list in the Civil Service examinations,
He was Secretary £o the Royal Commission on Indian Currency during 1913-14;
twice on Treasury missions early in the war, and was Treasury Repressntative
in Washington from 1917 to 1919. On his return to Londen, he was appointed
Controller of Finance in the Treasury. In 1922, he went to India as Finance
Member of the Viceroy's Gouncil, and during his time in India he made major
reforms and gained great personal prestige, On his return in 1928, he left
the Treasury for international work on the Reparations Committee which drsw
up the Young plan in 1929, and for work in the City. He became a Director of
the Bank of England in 1929. The events of 1931 converted him to Keynsian
ideas, and he wrote a book on planned money, He stood as an unofficial
CGonservative candidate for Parliament in 1932, but failed to bezome elected,
He died in a car accident in Germany in 1937,

Clubs: Oxford and Cambridge.

Bradbury, John Swanwick, First Baron Bradbury:
Born in 1872, he was the only son of an oil merchant. He was educated at
Manchester Grammar School and Brasenose Ccllege, Oxford, where he gained a
double First in Classics and Modern Histury. He entered the Colonial Office
in 1896, from where he was transferred to the Treasury. He was Asquith's
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Private Secretary in 1905, and became head of 1D in 1908, He wés a member
of' the National Insurance Commissior in 1911, and on retufning to the Treasury
was made joint Permanent Secretary in 1913, One of his major-achievemsnts in
the early part of the war was the evolving of a system for issuing noctes
of small denominations, which became known as 'Bradburys?, thus maekicg his
name a household word, In 1919 he left the Treasury to become British
Delegate to the Reparations Commission, where he rema@ﬁed until he retired in
1925, He undertook a number of Directorships in the city, and served on the
MacMillan Committee on Finance and Industry from 1929 to 1931; unable to

- agree with his ‘colleagues on the Committee, he wrote a Minority Report,
disSenting from their views.

Club: United University.

Chalmers, Robert, First Baron Chalmers of Northiam:
Born in Scotland in 1858, he was educated at the City of London School,

He gained degrees in Classics and in Biology while at Oriel College, Oxford,
and entered the Treasury in 1882. During his early years in the Treasury‘
‘he lived in the Fast End of London, working at St. Jude's, Whitechapel, and
giving up all his spare time to social work. He was promoted to Assistant

Secretary in 1903, and in 1907 moved %o the Inland Revenue, where he was
Chairman ﬁnﬁil 1911, He then returned to the Treasury to be Permanent
Secretary until 1913. when he went to Ceylon to be the Governor there,

He was not happy in his new post, and returned to the Treﬁsury in 1916, to

be joint Permanent Secretary with Bradbury and Sir Thomas Heath until the end
of the war, After his retirement he returned to academic life, and became
Master of Peterhouse in 1924, where he remained until his death in 1931,

Club: United University.
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Fisher, Sir Norman Fenwick Warren:
Born in 1879, ths son of a gentleman of independent means, he was educated
at, Winchester and Hertford College, Oxford, where he gained a Second in
Classics., He entered the Inland Revenue in 1903, and was Privabe Sesretary
to Chalmers, the Chairman, from 1907-1909. In 1912 he was scconded to ths
Naticnal Insurance Commission, where he remained for two years, He returned
to the Inland Revenue, and became Depuby Chairman in 1974 and Chalrman in
1918, 1In the autumn of the following year; he moved to the Treasury to
become Permanent Secretary, a post which he retained until his retirement
in 1939. His Treasury~in%erest3'were'confinéd in the -main to Establishmeun
problems., After leaving the Treasury, he spent the war as a Civil Defence
Commi.ssioner,

Clubs: Athenaeum, Brooke's.

Grigg, Rt. Hon. Sir Percy James:
Born in 1890, he was the son of a boat-builder, who set up in business on
his own so that his eldest son could have the education his talenis merited.
He was educated at Bournemouth School and St, John's College, Cambridge,
where he gained a First in Mathematics in 1913, He entered the Treasury, tut
in 1915, he joined the armed forces and served throughout the war. He
returned to the Treasury in 1918, and in 1921 became Privates Secretary to
Sir Robert Horne on his becoming Chancellor. For the next nine years he was
Private Secretary to five successive Chancellors, In 1930 he left the Treasury
to become Chairman of the Board of Customs and Exeise, from which post he moved
after a few months to be Chairman of the Inland Revenue. In 1934 he went to
India as Finance Member of the Indian Government, returning in 1939 to become
Under Secretary of State for War; in 1942, he was made Secretary of State for
War., After the war he left politics for business,

Club: Athenaeum.
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Hawtrey;ASir Ralph:
Born in 1879, he was educated at Eton and Trinity Ccllege, Cambridge. He
entered the Admiralty in 1903, and transferred to the Treasury the following
year, In 1919 he became Director of the Financial Enquiries Division, which
was part of the Finance Department., He retained this post until his rebtire-
ment in 1945. His many publicaticns, the first of which appeared in 1913

and the latest in 1967, included Currency and Credit (1919), Trade and Credit:

(1929), A Century of Bank Rate (1938), and many others,

Club: United University.

Leith-Ross, Sir Frederick:
Born in 1887, he was educated at the Merchant Taylors! School and Balliol
College, Oxford, whers he gained a First in Classics in 1909, and entered
the Treagury in the same year, He was Private Secretary to Asquith from
1911 to 1913, and returned to normal Treasury duties in the Finance Division
until 1920, He was British Representative on the Finance Beard of the
Reparations Commission from 1920 until 1925, when he returned to England
to become Deputy Coutroller of Finance. In 1932 he became Chief Economic
Adviser to His Majesty's Government, where he remained until his retirement
in 1946, During this time he represented Great Britain at numerous internat-
ional conferences and similar gatherings,

Glub: Athenaeun.

MaFadyean, Sir Andrew:
Born in 1887, he went tc University College School and then to University
College, Oxford, He gained a First in Classics in 1909, and joined the
Treasury the follewing year., He was Private Secretary to several Chancellcrs
and Financial Secretaries, including Baldwin, In 1919 he went to Paris as
Treasury Representative, and thereafter his Treasury career was spent almost
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entirely overseas, From 1920 until 1922 he was Secretary to the British
Delegation to the Reparations Commission, where he came into constant
contact with Bradbury. He then became General Segretary to the Reparaticns
Commission, on secondment, until 1924, and was Commissioner for GControlled
Revenuss in Berlin from 1924 until 1930, On his return to England in 1930,
he decided against returning to the Treasury, and devobed his time to
business and politics, where he was for many years the mainstay of Liberal
Party crganisation.

Clubs: Travellers!.

Niemeyer, Sir Otto Ernst:
Born in 1883, he was educated at St. Paul's Scheol and Balliol Collegeg
Oxford, He entered the Treasury in 1906, and was made Controller of Finance
in 1922, having been Blackett's Deputy Contreoller since the reorganisation
of 1919, He remained in his new post until 1927, when he lefi the Treasury
for work in international finance., He was a member of the Financial
Committee of the League of Nations from 1922 to 1937, After he left ths
Treasury, he undertook a series of financial missions: +o Australia and
New Zealand in 1930, to Brazil in 19371, to Argentine in 1933, to Irdia in
1935, and to China in 1941. He was a Director of the Bank of England from
1938 until 1952, and of the Bank for International Selitlements from 1931
to 1965,

Club: Reform.

Phillips, Sir Frederick:
Born in 1884, he was educated at Haberdasher's Aske's and Emmanuel College,
Cambridge. He gained a double Firgt in Mathematics and Naturgl Sciences,
and entered the Treasury in 1908. He spent all his working life in the
Whitehall Treasury, being promoted to Assistant Secretary in 1919 and to
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Principal Assistant Secretary in 1927. In 1940 he was Chairman of the
Financial Committee of the League of Natiors,.

Clubs: United University, Reform.

RowemDutton, Sir Ernest:
Born ir 1891, he entered the Treasury in 1919, after transferring from
the Inland Revenue, where he spent the war years, He accompanied Baldwin
and Norman on the Funding Mission to Washington in 1923, and épent much of
his career abroad; from 1928 to 1932 he was Treasury representative in
Berlin, and from 1934 to 1939 he was Financial Adviser to the British
Emnbassy in Paris, - ' - - - -

Club: Union,

It is interesting to note, for purposes of comparison, that of the saven
Chanesllors of the period 1918 to 1925, only one, Snoﬁden, did not attend a
Public School,land four went to Harrow or Rugﬁy, As to Cliubs, of those mentioned
for the Treasury Civil Servants, the Athenaeum also counted among its members
Baldwin, Chiarchill and Neville Chamberlain; Austen Chamberlain and Baldwin

belonged to the United University, and Baldwin also to the Travellers!,

361.



STATISTICAL _APPENDIX




TABLE 1

Total govermment income and expenditure

United Kingdom, 1921-38

Figures in £ million

Total Gross Tetal Gross
Income Expenditure
1921 1,426.0 : 1,188.1
1922 1,124.9 - 1,070.1
1923 914.,0 8i2.5
192/, e - 837.2 - - - 748.8
1925 799 04 750.8
1926 812,1 _ 7761
1927 805.7 782.4
1928 8424 773.6
1929 836.4 760.5
1930 815.0 7817
1931 857.8 814.2
1932 851.5 818.6
1933 827.0 833.0
1934 809.4 770.5
1935 804.6 784.7
1936 &44.8 8294
1937 896.6 889.1
1938 - 948.7 909.3

Source: Mitchell & Deane, Abgtract of Britigh Historical
Statistics, pp. 395, 398, 400.
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TABLE 2.

Bank Rate, 1919-25

Month and Year of Change New Rate

November 1919 6% (from 5%)
April 1920 | 77
April 1921 63%
June 1921 6%
July 1921 5a%

_ N6§eﬁﬁéfvi92{'-ﬁ o é%_ _
Fébruary]1922i 5%
April 1922 4%
July 1922 V 3%
July 1923 4%
February 1925 5%

Source:r The Economist (London: 1919-1925)




TABLE 3
Floating Debt of the U.K. Government

- 365 -

1919-1925
(Monthly Averages of Weekly Figures)
(£ m.)
Bank | Depart- Bank | Depart- ‘
Ways | mental | Treasury Ways | mental | Treasury -
and Ways Bills Total and Ways Bills Total
Means| and Means | and :
Means Means
1 1919 1922
Jan, 1095.8 1508 Mar. - 130.3 907.5 1038
Feb, 1006,2 1388 Apr, 7.9 | 180,1 787.8 976 _
Mar. 958,9 11406 || May | 6.5--16971 772,71 948
Apr, |- 231,91 238.,7 | 982.7 1453 June | 15,0 | 168.0 792.6 - 976
May 226,31 238.5 1018.,6 1483 July 1.2 | 166,2 768.4 934
June | 433.6| 244.6 | 874.9 1531 Aug. - 159.0. | 726,1 885
July | 513.8] 223.3 670.9. 1408 Sept.{ 2.3 | 153.9 716.2 872
Aug. 191.2 | 209.2 787.3 1187 Oct. 6.7 | 180.6 734.9 922
Sept. | 174.4 | 189.8 863.9 1228 Nov. - 177.8 738.3 916
Oct. 121.3 | 189.6 283,.8 1295 || Dec, 8.8 | 206.3 731.2 946
Nov. 32,01 183.0 1085.1 1300 1923 :
Dec. 45.8 1 190.2 1109.8 1345 Jan, 9.6 | 206.9 713.5 930 -
1920 ' 'Feb., - 173.9 709.2 883
Jan. 28.8 1 180.5 1201.5 1411 Mar, 0.3 | 178.3 642 .9 821
Feb, 28.3 1 168.8 1095.1 1292 Apr, - 199.9 602.4 802
Mar. 8,91 175.5 1068.0 1252 May - 194.3 588,7 783
Apr, 45,01 206,7 1049.4 1301 | June 3.5 | 2Q02.4 608.8 815
May A7.2| 199.7 1060, 1 1287 July 0.8 | 207.9 600, 1 809
June 54.3 | 174.6 1069, 1 1298 Aug. 1.3 | 196.8 598.6 797
July 41,11 167,.5 1067.4 1270 Sept. 1.8 | 184.6 620.6 817
Aug. | -41.2] 158.4 10557 1155 | Oct. 1.6 1 179.2  [633.6 814
Sept.| 30.71] 148.2 1089.2 1267 | Nov, 0.6 | 168.6 640,7 810
Oct. 59.8.1 175.9 1078.0 1314 Dec. 6.8 | 197.0 648 .4 847
Nov. 4944 189.3 1091,2 1330 1924 o .
Dec. | 63,1 211.,3 | 1124.5 [1399 | Jan. | 2.0 [ 190.7 |649.2 842
1921 Feb, 1.2 | 176.9 641.3 819
Jan, 33.8| 206.9 1152.0 1393 Mar, - 186.4 594.3 781
Feb, 20.7 | 199.7 1121.5 1342 Apr, - 208.8 554,2 763
Mar. 4.8] 169,5 1098.3 1273 || May 1.0 | 191.,0 556.9 749
Apr. 11.9| 175.4 | 1102,6 | 1290 || June | 11.8 | 195.6 5843 792
May 15.5] 164.3 1128.9 1309 July 1.3 | 194.2 594.7 - 790
June 38,5 132.0 1198.9 1369 Aug. - 181,8 594.7 777
July 28,7 | 122.6 1208.5 1360 Sept.| 0.9 | 174.1 | 601.1 - 775
Aug, 27.6 1 141.4 118349 1353 Oct. 3.4 | 176.1 612.3 792
Sept.| 35.3| 152.5 1156.4 1344, Nov. 0.4 | 172.1 618.8 791
Oct, 52,2 159.0 1138.7 1350 Dec, 9.8 | 189,6 635.0 834
Nov. 10.81 186.7 1116.,7 1314 1925
Dec. 16,11 189.6 1084.8 1291 Jan, 3,2 | 168,8 6421 813
1922 Feb, - 167.0 609.7 77
Jan, 6.5 146.1 1057.9 1211 Mar, 177.7 571.5 749
Feb.. 6.4 | 126.1 983.7 1116
Source: Morgan, Studies in British Financial Policy 1914-1925, p.147.




TABLE

Composition of the National Debt, 1914 and 1919

£in, ,
Net addns.
e ot saity | Digtting | nitasto | st
: . 1 yr.1919/20
Funded debt, 586,7 317.6 2.7
giﬁﬁiziié of terminable 29.6 20.6 21,3
334 War Loan 1925-8 - 62,7 -
[A% War Loan 1925-45 - 14.3 =15
5% War Loan 1929-47 - 2011,5 =347
4% War Loan 1929-42 - - L. 56,3 | - - 78
142 Fﬁﬁdiﬁéﬂann 1960-90 - - 408,9
3% Conversion Loan - - -
4%% Conversion Loan 1940-4 - - -
L% Victory Bonds | - - 359.5
Exchequer Bonds 20.5 383,7 -65,.1
National War Bonds - 16362 ~160.4
Treasury Bonds - - -
War Savings Certificates - 227.,0 4L6.6
Treasury Bills 130 957,2 15061
Ways and Means Advances - 455,0 E ~250,1 7
Total Internal Debt 649 .8 6142,1 4577

Source:

E,V. Morgan, Studies in British Financial Policy 1914-1925

(London: Macmillan & Co,, 1952) p.107.
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 TABLE

Summary of Total Sums of Internal Debt Maturigg

1921-2 to 1929-30

Financial Year ' Total in £ miilion

1921=2 104, 1

1922-3 2337

19234 379.0

19245 160.9 B
1925-6- o 29.9 _
1926-7 ———

1927-8 298.7

1928-9 55445

1929-30 15,6

Total 192130 | 177604

Source: P.R.0.,T,171/196, Blackett's memo. on funding,
14 Fab,, 1921. '
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