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With a Preface by SIDNEY WEBF

METHUEN & CO. LTD. LONDON

36 Essex Street W.C.

financial swindle dies down. The figure of losses is concealed. Presently the crowd of small investors are ready to be robbed again, in some new guise.

Meanwhile, it should be noted, hundreds of little swindles are carried on to the detriment of the zur

Mr. Johnston's plain-spoken account of a dozen or so of the most spectacular of these swindles will, I fear, seem to some people almost indecent. To the honest and respectable banker, or the old-established stockbroker specializing in investment business, or the steady-going manufacturer producing a sound article, it will certainly seem in the highest degree unfair to class all sorts of swindling, along with their own upright service, as part of 'the capitalist system.' Their protest would secure more support were it not for one fact. It is just these honest and respectable business people who make possible the hushing-up of the various successive scandals. If they united to demand public investigation and effective publicity the public would not be able so quickly to forget, and the new variant that the swindlers are even now elaborating would have to be postponed. But there is a more serious civic offence of which the banks and the Stock Exchange and such bodies as the Federation of British Industries are habitually guilty. Whenever

the Government, or some important members of Parliament, are at last moved to devise some legislative reform, which would make the successive financial swindles more difficult or more dangerous to their perpetrators, there is only the faintest support from 'the City.' Presently, indeed, memoranda begin to pour in, showing that the proposed new restrictions to prevent swindling, or the suggested additional requirement in the revelations of promoters' prospectuses, would 'interfere with legitimate business.' The desired reforms are obstructed, whittled down and often prevented. That legitimate concern for their own profits, which the honest and respectable financiers are so prompt to manifest, actually keeps open the door for renewed swindles. It is even argued that the losses from such swindles are the price that has to be paid for industrial and financial freedom. It is a drawback that the price is not paid by those who get the profits of that freedom!

This attitude of the honest and respectable bankers, the old-established stockbroker doing investment business, and the steady-going manufacturer producing a sound article, is what justifies, and even compels, our inclusion of all the swindles, great and small, in the capitalist system for which the nation relies for nearly all its production and distribution of wealth. It would, indeed, be unfair to blame the bankers, the stockbrokers, and the manufacturers for causing the swindles. The proceedings of Hatry or Kreuger, Bottomley or Farrow, White or Loewenstein; or tilose of the more shady of the issuers of foreign loans, or new amalgamations, are not actually caused by the capitalist system. But I think we are warranted in concluding, from the history of the past hundred years, that they are what the logicians used to call 'insepar-
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able accidents' of such a system. And it is the honest bankers, the respectable stockbrokers, and steadygoing manufacturers, who, whenever the question of reform arises, in effect tell us that these 'accidents' are 'inseparable' from their essential freedom to make profits.

Mr. Johnston has useful sections on such improvements in the system as the effective nationalization of the Bank of England; the development of municipal banks like that of Birmingham, established by so reckless a Socialist as the present Chancellor of the Exchequer; the throwing open to wider utility of the Post Office Savings Bank; and the planning and direction of a capital investment Board. These are all reforms that have received high expert support. I must refrain from doing more here than invite the reader's special attention to them.
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NOTE

Parts of the earlier chapters in this book were written for and first appeared in the columns of Reynolds and Forward. The Editors of these papers are thanked for permission to alter and reprint.



CHAPTER I



THE STEAM POWER SPECULATORS

'Within a few hours of a state of barter . . . the rash spirit of speculation.'—Huskisson, President of the Board of Trade, 1826.

It was in the year 1825 that the newspapers first began to publish, with any regularity, a Money Article. That was when the first big Stock Exchange crisis had developed out of the mad finance speculations during the application of steam power to industry.

In the year 1824, companies to the number of 156 had been formed with an issued capital of £48,000,000 to manufacture with steam power. By the beginning of 1825 these companies had increased in number to 624 with a capital of £379,000,000; the imports of raw cotton rose by 61,000,000 lb.; a company was formed with Lords Lansdowne and Liverpool as President and Vice-President respectively to spend £1,000,000 on the cultivation of mulberry trees and the silk-worm in Great Britain and Ireland. Shares

o

in South American concerns rose to fabulous heights; the £10 instalment of the £40 United Mexican share sold for £155, and the £70 instalment of the Real del Monte £400 share for £1350. Especially great was the London Stock Exchange credulity about Peru, where it was said silver was so plentiful that the meanest utensils were made of it.

Of the 624 steam companies with the capital of £379,000,000 already referred to, only 283, with £48,000,000 of the stock subscribed, survived on the stricken field. Seventy banking houses closed their doors, six of them in London; and there was a run on the Bank of England to such an extent that, as Huskisson, the President of the Board of Trade, declared: 'We were within a few hours of a state of barter.'

Fortunately—so the story goes—at a desperate moment in the fortunes of the Bank of England, some one discovered 600,000 or 700,000 one pound notes lying in a box in the cellars, overlooked when the Bank had called in its small notes in the previous year. This timely and opportune discovery (whether of old notes, or notes hurriedly printed, who can tell?) saved the situation; the City Merchants passed resolutions of confidence; the Bank of France (how reminiscent of the autumn of 1931!) lent two millions in three months' bills; and the Bank of England just, but only just, weathered the storm.

Nevertheless, in February 1826, sixty banking firms stopped payment, and the nation, in Canning's words, went through 'one of the most tremendous and searching convulsions ever experienced in any country'; thousands were ruined; all the South

American and Mexican investments disappeared, and not until the end of the year did 'confidence' return again.

One adventure of the 1825 speculation is worth a line in memoriam. It is of a churning company which actually sent out a group of Scots lassies as milkmaids to milk the cows and make butter in Buenos Aires. When they got there they found that the shops had already all the butter they could sell, and that the gauchos and the natives anyhow preferred oil.

Not all the companies floated in these hectic days of 1824-5 were concerned with steam-power production. There was, for example, the London Genuine Snuff Company and the Economic Funeral Company, to say nothing of the Cemetery Company advertised in The Times as promoted to give 'perfect security for the dead.' And the crash, when it came, disclosed a disturbing number of bankers, who had engaged in personal speculation with their depositors' money. There was, for example, the Fauntleroy case, where Henry Fauntleroy, the managing director of the banking house of Marsh Sibbald, Stracey & Co., was proved guilty of forging signatures and stealing £170,000. The bank was smashed and so, alas! were the confiding depositors. Fauntleroy was hanged outside Newgate Prison in November 1824.
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The banking house of Remington, Stephenson & Co. failed with liabilities of £508,000. Here the chairman was M.P. for Leominster, treasurer of Bart's Hospital, and (as later transpired) was a considerable performer at the gaming-tables—with the money of his depositors and clients. His personal share in the embezzlement was £200,000, and when detection became inevitable, he annexed another £50,000, and bolted for Savannah!

Queen Elizabeth, we know, ran State lotteries; the British Museum was partly built from the proceeds of a State Lottery in 1753; and, until they were abolished altogether by Act of Parliament in the year 1826, there were continual public lotteries of one kind or another where a citizen might take a gambler's throw with his money. But the public lottery must have been a safe gilt-edged investment compared with the private banking establishment of a century ago. The resources of the private banker were limited, and it only required the collapse of one or two of the company promoters he had financed to compel him to close his doors, and in so doing ruin his unfortunate depositors.



CHAPTER II



FOREIGN LOAN PANICS

Every loan Is not merely a speculative hit, But seats a nation, or upsets a throne.'

Byron, Don Juan.

THE second large-scale mania and panic of the century occurred in 1835, and was due to huge losses incurred by the banking houses of London in the financing of foreign loans. In the first quarter of the century our bankers had ventured abroad £100,000,000 of borrowed money. The Rothschilds had pioneered the international loan idea—loans to Prussia, Spain, Naples, the Argentine, Columbia, Guatemala, and large-scale dealings in Russian and Danish loans. Of this £100,000,000, no less a sum than £25,000,000 never received a dividend, and sank without trace, spurlos versenkt!

Of the balance the Argentine defaulted in 1833; and Columbia and Guatemala paid nothing for years; the Report of the Council of Foreign Bondholders records the fact that Mexico had borrowed £3,200,000 from the London Bank of B. A. Goldsmidt & Co. at 5 per cent., in 1824; she has long since defaulted upon that loan, and we are not surprised to learn that the loan was so floated that Mexico had some apparent justification for defaulting, inasmuch as she only received £58 for every £100 of the debit she incurred.

There are eight States in the United States Confederation, who between them borrowed £15,040,000 from London in the good old days a century ago, and who have since been too proud to pay either principal or interest. These original borrowings in these American defaults are:




	Alabama
	
	£2,600,000
	Louisiana .
	€1,200,000





	Arkansas
	
	£1,740,000
	Mississippi .
	£1,400,000



	Florida
	
	£1,600,000
	North Carolina
	£2,600,000



	Georgia
	
	£2,700,000
	South Carolina
	£1,200,000





The Council of Foreign Bondholders in 1930 asserted that the arrears of interest on the American defaulted loans had accumulated to the sum of £52,339,200. If Mr. J. H. Thomas (with the Irish scalps on his belt) ever hears of the American repudiations there may yet be a war, economic or military, for recovery.

En passant, we note that in 1832, the year of our great Reform Act, the financial houses in London were engaged in a filibustering war which has been completely crowded out from our school history books. It was the war of Dom Pedro, a gentleman who was financed by the money brokers of London and who was supplied with British officers and stores in an attempt to capture the throne of Portugal.

Portuguese Bonds, were unloaded upon British investors.

Great Britain was not at war with Portugal, nevertheless the Dom Pedro filibustering expedition was organised and equipped by London banking houses, the prime motive, says Mottram, being the unloading of insufficiently secured paper upon the investing public.'

When Dom Pedro's predecessor and opponent, Dom Miguel, hurriedly left Portugal (with a pension of £1500 a year for life, which, to do him credit, he afterwards declined to accept) things looked merry for the London speculators. There was to be a golden harvest. But alas for human gratitude, the new Dom Pedro government actually imported Germans and Belgians and treated the British money-lenders shamefully; in fact, they declined to pay either principal or interest upon the buccaneering costs of the London Money Market expedition, and for years—certainly until 1856—the London Stock Exchange in disgust refused to allow any further Portuguese quotations upon their lists.

The big Dom Pedro loan in London was for £2,000,000, at 5 per cent., but since for each £100 bond he only received £48, it is obvious that he was expected to pay over 10 per cent upon what he actually received. For later loans he had to promise to pay even more ruinous terms. But the Dom (as we have already shown) paid neither principal nor interest, and he actually levied a 15 per cent. import duty upon the equipment and clothes for his Stock Exchange financed English army of mercenaries.

So much for our old ally of the House of Braganza!

Among the other ramps to which we can trace the

second great panic and distress of the nineteenth century were the South American adventures of our financial aristocracy.

A rebellion in Columbia, cynically described upon the prospectus as a War of Independence, was financed through Herring, Graham, & Powles in 1820; the terms of the loan were £2,000,000 at 10 per cent., but only £84 was given the Columbians for each £100 of actual debt they incurred, and the London lenders, in addition, were to retain eighteen months' interest in advance.

By 1826 this loan also was in default

Nicaragua paid nothing on her debt to London from 1827 to 1874, when she offered a composition of £14 per £100 stock. Two English groups, however, held

on to liquor and tobacco monopolies in Nicaragua until 1910, when these monopolies were declared to be 'unconstitutional' by the Nicaraguan Government.

Brazil since about 1825 might have been described as a Rothschild State.

The chief financiers of the Argentine have been Baring Brothers, Murrietta & Co., Stern Brothers, and Erlangers. A 6 per cent. Argentine loan raised in London at £85 was in default in 1830.

A struggle over the coffee warrants in Guatemala between rival gangs of money-lenders in London and Berlin, each claiming priority in taxation of the Guatemalan farmer, caused much ill-feeling between Britain and Germany in the 'nineties, and contributed something to the ill-will which exploded in the Great War in 1914.

Ecuador has had long periods of being unable or unwilling to pay tribute to the London money market.

Greece was assisted by the London money-lenders with an 'Independence' loan in 1824. The amount was £800,000, but even the Encyclopaedia Britannica draws attention to the fact that after commission, etc., was deducted all that reached Greece was £280,000. The next loan to promote Greek 'Independence' was in February 1825, and the amount was £2,000,000 at 5 per cent. But the Greeks only got £56 10s. per £100, and their loan was spent for them in the purchase of two frigates. Upon these amazing ramps Greeco paid nothing from 1827 to 1879, although the Rothschilds were on the scene between 1830 and 1840 with fresh loans secured upon the customs receipts of the country.

And while upon the subject of these foreign investments of British 'savings' and 'thrift' one must refer to Mr. H. N. Brailsford's inimitable picture, in his War of Steel and Gold, of the Turkish railway over which he once had the misfortune to travel. The foreign financiers who had secured the railway concession had also secured a guarantee from the Turkish Government of a fixed profit per mile of rails laid down; they, therefore, instead of running their railway in a straight line from point to point, conceived the ingenious idea of running it zigzag, backwards and forwards, in order to double the mileage. Under such circumstances the railway could never pay; but, no matter; the foreign financiers had the right to seize the tithes of the Turkish peasants in any year in which there was a default

The grandson of a Lutheran pastor in Bremen had become the founder of the Baring Brothers firm in London, where he had collected a fortune of £7,000,000; from him have descended the noble families of Northbrook and Ashburton.

But of the story of the Rothschilds a little more is known; we are told that Nathan Rothschild, the third son of an old Frankfort banker, arrived in Manchester with £20,000 in his wallet, and without the ability to speak a word of the English language; at Manchester he throve in cotton deals, and then moved to London.

Napoleon had invaded Germany, and the Prince of Hesse-Cassel, at that time reputed to be the wealthiest man in Europe, had fled, but before his departure he had left £600,000 in the charge of Nathan Rothschild's father. The origin of this £600,000 and the remainder of the great Hesse-Cassel fortune has been traced to the patriotic practice of the Hesse-Cassel gentleman in selling his soldiers cheaply to the English Government, by whom they were used to fight against the American colonists and against the French in Spain. He sold his fellow-countrymen with the same concern as a farmer sells his cattle—no less and no more. His father, who had been at the job before him, died in 1785 worth 56,000,000 thalers, or, say, £8,000,000. His son continued to sell his subjects as cheap fodder for the English in their wars, and added greatly to the family wealth. And old Rothschild père was the agent, or factor, for the investment of all this Hesse-Cassel money. As one reads the story of these cold-blooded traffickings in the conscript soldiery of Hesse-Cassel, one almost understands the Nazis of to-day.

The £600,000 already referred to was sent on to Nathan Rothschild in London for security; when he received the money he speculated with it; he financed Wellington's Peninsular War at 'enormous profits'—profits declared by his contemporaries to be £150,000 a year for eight years. His relatives in Paris meanwhile financed the French, doubtless also at enormous profits, and presumably also with Hesse-Cassel money.

By the year 1812, says Count Corti, in his story of the Rise of the House of Rothschild, Nathan was in 'immediate touch with the private finances of the British Royal Family.' Two years later, in 1814, the Rothschilds were financing the return of the Bourbons to the throne of France, and after the fall of Napoleon at Waterloo they metaphorically had all the Governments of Europe in their capacious pockets.

Nathan had become a nationalized Britisher in 1804; in 1815 he was created an Austrian nobleman; he issued the British public loans of his period, always unloading them, of course, on the public at a higher price than he paid for them to the British Treasury. When he had sold the stock he was not content, but must needs juggle the market, depressing it with false rumours, then purchasing back the stock; and then again disseminating good news and elevating the market, he would sell the stock once more, and reap another profit.

He was not much given to boasting, old Nathan, but his £20,000 capital, he said, had become multiplied 2500 times in the course of five years, and he is said to have nearly made £1,000,000 sterling out of early news of the result of Waterloo. He stuck to public debts—mostly European—and seldom ventured into joint stock speculations among the lesser jackals of the money market.

But despite all his millions, it is said of him that he never 'paid his employees a farthing more than was necessary for their bare subsistence—or at least not one farthing more than they could compel him to pay.' And when he died, not a legacy to an employee, not a single charitable bequest!

&lt;sup>1
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WHITE AND LOEWENSTEIN:

'He sold the horse, it seems, and walked the Fair in search of another. A reverend-looking man brought him to a tent, under the pretence of having one to sell. "Here," continued Moses, "we met another man, very well dressed, who desired to borrow twenty pounds upon these [a gross of green spectacles with silver rims and in shagreen cases] saying that he wanted money, and would dispose of them for a third of their value. The first gentleman, who pretended to be my friend, whispered me to buy them, and cautioned me not to let so good an offer pass."'—GOLDSMITH, The Vicar of Wakefield.

THE speculators and money-changers who call themselves 'The City' always strenuously denied that James White was a financier who played within the rules, and when in June 1927 he locked himself in a bedroom in his Swindon mansion, and drank prussic acid and chloroform, The Times published an obituary notice, declaring that he was only regarded 'as a particularly bold speculator with a passion for deals on a large scale with corresponding risks'

White himself left a valedictory letter saying:

'I have entertained Royalty, I have called dukes and earls by their pet names, been on the inside of politics, owned a yacht, run a racing stud, raised over £150,000,000 for undertakings, made more than £750,000 in a day, have given large sums to charity, and have been feted by all, and called Jimmy White by a world of people.'

And this man who had called dukes by their pet names, and who had raised £150,000,000, began as a message boy in Rochdale; became a bricklayer; at the age of nineteen scraped together £100 and bought a travelling circus; made money for two years from his circus, then sold out and is alleged to have used the money he obtained by its sale to crush a building trade employer against whom he had nursed a grudge from his bricklaying days.

James White was a born gambler, and he appears to have dived into any enterprise where there was an opportunity of big gains. He organized boxing contests, one of which, however, public opinion compelled him to cancel—that between Jack Johnson, the negro, and Bombardier Wells, at Earls Court, for a stake of £8000.

He got into theatrical enterprises and became chairman of Daly's Theatre: was on the Board of the Tyre Investment Trust; dabbled deeply in cotton-mill finance during the boom period; and was a leading man in the group which formed the Amalgamated Cotton Mills of disastrous memory: organized a group which bought the Covent Garden estate in central London from the Duke of Bedford for £8,000,000; purchased as a speculation the whole town of Shaftesbury, and the site of the General Post Office at St. Martin-le-Grand; engaged himself in the flotation of a large number of public companies and, as the Americans say, 'cleaned up big,' so big that at one period he could afford to lose £1,000,000 in Dunlop Rubber. Indeed, he was a member of the Dunlop board in the days of the great Hooley speculations.

The turf had a fascination for a man with White's instincts, and for a time he had a steady run of racing

prosperity, his horse Ivanhoe winning the Cesarewitch in 1919, and in 1920, upon the same event, he is reported to have pocketed £100,000 from a bet.

But his achievements on the racecourse paled before the glories which made him a newspaper hero. When he betted £30,000 upon the rolling of a penny towards a sixpence lying on the floor, and when the story of the hazard was properly described in the Press, his reputation as a leader of men was made.

During the years 1924-6 the shares of this concern fluctuated wildly between 5s. and 25s., and White set himself to secure majority control with a view to the ultimate sale of his holding at an inflated price in the American market.

When White passed out, he had contracted to buy Wembley for a sum of £300,000, and his offer had been accepted, yet he left nothing but eight racehorses, unsecured liabilities of hundreds of thousands of pounds, and a debt of £1,700,000 to the Income Tax Authorities.

His disappearance greatly upset the artificial silk and electricity shareholders in two continents. But although Loewenstein committed suicide (when his body was discovered in the sea, a post-mortem examination disclosed the presence of 'toxic matter'), and although he was evidently worried by a heavy fall of £12,000,000 in the value of the shares in his International Holdings Company, he was still able to leave his widow a small dot of £5,000,000, and there would appear to be no suggestion that he feared exposure of his money-making methods upon the ground of illegality, or that the police anywhere were camping upon his trail. To this day his suicide is inexplicable.

Loewenstein, for all his wealth, was a showman. Even on his suicide voyage, he flew across Channel accompanied by two secretaries, a valet, and two typists. In the earlier months of 1928 he had gone to Canada with an entourage of four secretaries, two typists, a private detective, a chauffeur, an air pilot, a masseur, and a valet.

At Biarritz, when he bathed in the sea, he was accompanied by two valets, two secretaries, and a masseur. He kept a suite at Claridge's in London, and one at the Ritz in Paris.

He was born in Brussels in 1897, his father, a stock-broker, sending him over to Folkestone to be educated. Afterwards returning to Brussels when about twenty-two years of age, young Loewenstein laid the basis of his fortune by daring, but successful, speculations upon the Stock Exchange.

He floated electricity concerns in two continents— Brazilian light and power and traction companies, Rio de Janeiran, San Paulan, and Mexican trams, the International Hydro-Electric Securities Corporation (registered in Canada), and Barcelona traction, light, and power.

Later, however, he quarrelled with the brothers Dreyfus, the Swiss chemists who were the technical directors of the business, and he disposed of his British holding for £1,000,000. But through his International Holdings Company he still dominated, or sought to dominate, artificial silk production in Germany, Belgium, France, and Holland; and he had some interest in a Polish concern.

There is no trace of him in artificial silk in America, but his great ambition was said to have been to amalgamate and control the world's electricity plants, and he seems to have nibbled at the idea (later developed by the Swede Kreuger) of buying trade monopoly rights from any Government in urgent need of hard cash.

In the year 1926, for example, he offered the Belgian Government a loan of £10,000,000, free of interest for one year, but with other conditions attached to the proposal, which were never publicly disclosed. To the French Government he made some similar offer. In both cases his offer was refused.

I have already said that no one has, so far, suggested any reason why Loewenstein should have committed suicide when he did. True, it is known that a syndicate of European banks was at war with him—although the reason for the feud is obscure; it is, indeed, one of the major mysteries of the financial underworld during the past dozen years—and it is known that in the summer of 1928 this syndicate had pulled down the value of the shares in his International Holdings Company from £31,000,000 to £19,000,000; true, also, that he had been foiled in his attempt to secure control of the Bank of Brussels.

But he was still a multi-millionaire; was still in the early 'thirties; and was still with a prospect (if the silly system which permits it should last long enough) of realizing his great ambition of being the recognized king of all the electricity and artificial silk in the world. Why, then, commit suicide?

Hydro-Electric shares had fallen under the attack of his financial enemies from 851285\frac{1}{2} dollars on May 7 to 25 dollars on July 5; that was a very considerable smash; but it in no wise explains his stepping out of an aeroplane flying high over mid-Channel when he still possessed a private fortune of over £5,000,000.
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that he was permitted to levy a tribute, real and calculable, upon the silk stockings of millions of women, and upon the power of light and traction of the industry of a dozen sovereign States, is a central and vital element in our economic and social history. We ignore such facts or remain in ignorance of them, at our peril.



CHAPTER XIII



THE KREUGER SWINDLES

'A negro preacher, having vainly attempted to collect money from a peripatetic flock, thanked God that he had got his hat back,'—Sir MAX PEMBERTON.

EVERY successful operator in the realm of High Finance must of necessity adopt a different technique from his immediate predecessors. Whenever a flock of investors are robbed by a new device, the device itself becomes public knowledge, and the investing class generally is placed upon its guard for at least a generation against a repetition of that particular form of fraud. New methods of preying upon the credulities of the hopefully acquisitive public must therefore be employed, and when these methods are exposed, they must in turn be discarded for others. The confidence trick has to be continuously varied, and the grand scale operator who would clean up millions dare not resort to hackneyed methods.

The most daring rogue of post-War Finance, Ivar Kreuger the Swede, opened out in new territory. He set himself to secure a world monopoly of a commodity in daily use in every household, and to achieve his ends he purchased monopoly rights from needy Governments: the necessary bank credits for his loans to these needy Governments he raised by the simple expedient of forging bonds which he deposited with the banks as 'security.' And he created some new banks and got control of other banks in order to enable

this transfer of depositors' money, in exchange for his forged securities, to be readily made. The trick was really simplicity itself. The banks collected the deposits from customers. Kreuger collected the deposits from the banks, giving them forged Italian Government bonds in their place. Thus matters were kept all right for the banks' auditors and the balance-sheets, the auditors not being aware that the 'securities' were forged, and the existence of the 'securities' never coming to the knowledge of the Italian Government.

When a government was in financial difficulties—and, goodness knows, there have been many of them in that position since the Armistice in 1918—Kreuger would offer to arrange a huge loan upon the condition that he was granted a monopoly for the sale of matches within the boundaries of the borrowing country.

Born at Kalmar, Sweden, in 1880, to a middle-class family, his father a match manufacturer in a small way; nothing remarkable about his boyhood; becomes an engineer, and in 1903 is in London in the employment of a well-known firm; drifts to South Africa, where he speculates in real estate at Johannesburg; is next found in Canada and the U.S.A. in 1905; two years later is back in Sweden running a concrete engineering business with a man called Paul Toll; by 1911 Kreuger and Toll have become a limited liability concern with a capital of £50,000; two years later Kreuger sets out to amalgamate and

trustify small Swedish match factories; steadily he adds business to business; the War aids him; by 1917 he is managing director of a Swedish match company operating a capital of £5,000,000; in 1919 the capital has grown to £20,000,000; a year or two later it is £40,000,000, and Kreuger is paying out dividends of 12 and 15 per cent.

From this point onwards, it is difficult to disentangle the threads in the great Kreuger web of financial manipulation. And when he shot himself in Paris in March 1932, so complicated and confused were his affairs that the Swedish committee of investigation entrusted with the examination of his means and estate had to begin tracing his tortuous operations through nearly 400 subsidiary concerns in timber, wood-pulp, iron-ore, banks (at least one in Holland created for no other purpose than the fraudulent manipulation of imaginary, and the duplication of genuine, assets), and engineering concerns.

He controlled many companies, from gold mining, to the Swedish Ericcson Company responsible for the automatic totalisators. His talons were all over the world—in banks in Ecuador; in the national finances of Latvia; in Rumania and the kingdom of the Serbs and Croats and Slovenes; when he died he was on a fair way to dominate the match industry in the United States as he had already done it in Germany—although when subsequently the bluff was called in the New York Courts, his International Match Corporation could only produce cash assets of £33,000 against an indebtedness of £20,000,000.

Let us cast our minds back to the year 1929, the period of the Young Plan for the financial rehabilitation of Germany. The Young Plan—so-called because it was sponsored by Mr. Owen D. Young, a leading financier and official representative of the President of the United States—need not concern us here beyond to note this, that it involved the raising of a sum of £25,000,000 by the German Government.

For every £100 nominally borrowed, only £93 was in fact to be paid, but the German Government, of course, was debtor for the £100 and had to pay interest upon that £100 at the rate of 6 per cent.

The German match monopoly was given to a newly-created company, the Deutsche Zundholz Verkaufs A.G., where Kreuger held half the shares. The com-

1 Times, 18/7/32.
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REMEDIAL MEASURES: A NATIONAL INVESTMENTS BOARD


	'We do not hope to protect the born gull from the born crook.'—'Britain's Industrial Future,' Liberal Yellow Book, p. 87.

	'I venture to challenge a denial from any responsible person acquainted with the public borrowings of the years 1926-8, of the assertion that, with the exception of loans recommended by the League of Nations and the Central Banks, the bulk of the foreign loans in these years to public authorities in debtor countries would better not have been made. . . . The dead weight of these wasteful loans was a major factor in causing the financial crisis of the same kind as reparations and war debts.'— Recovery, Sir Arthur Salter, K.C.B.



DURING the Great War the Government set up what was called a Capital Issues Committee for the purpose of scrutinizing all offers to borrow money from the public upon long-term loan. This Capital Issues Committee, after consideration of an application for leave to make a public issue, made a recommendation to the Treasury that the applicant should be either granted or refused the right to make a public appeal. And the Stock Exchange having passed regulations to forbid dealings in stocks which had failed to secure a licence from the Treasury, there was, on the face of it, an effective national means of preventing the flotation of both unnecessary and fraudulent companies.

But in practice there was a heavy leakage, and Capital issues, forbidden on the Stock Exchange, were openly operated by outside brokers, to the manifest disadvantage of members of the Stock Exchange. And there were in addition allegations freely made that issues officially prohibited in Britain were floated on the Continent and their shares thereafter peddled in this country. Instead, however, of seeking to plug up the holes in the control system, the Government weakly abandoned its supervision of the Home Capital Market altogether and threw the Market open again to every adventurer and speculator who came along with a rubbishy flotation. The results in post-War boom years we have already seen—hundreds of thousands of British investors picked bare by rogues and cheats.

So far as long-term loans abroad are concerned, the Treasury has, however, struggled to maintain a sort of unofficial embargo exercised through the Governor of the Bank of England. Applications submitted to the Governor are shown to the Treasury, and if the Treasury objects, the Bank of England refuses 'facilities.' But this indirect, third-party, persuasion system is insufficient and inadequate; despite it, large volumes of money have been invested abroad at times when the investments were patently against the national interest As an example, in the first six months of the year 1931 when the Government was seriously concerned that

the Exchanges were going against the country and while the unemployment figures were clearly on the increase, nearly two-thirds of the issues in the London Capital Market were for overseas account—£9,000,000 for foreign loans and £35,500,000 for Indian and Colonial loans. During the previous year, 1930, foreign loans on the London Capital Market were £35,500,000, Indian and Colonial loans £61,500,000, and in addition £15,500,000 of overseas loans were introduced on the Stock Exchange; a grand total for the year of £112,500,000. Yet, according to the Board of Trade, our balance on international account, i.e. what sum we could afford to lend overseas in 1930, was only £39,000,000; and in the first six months of 1931 it was nothing at all.

In an endeavour to grapple with some of the evils of the great post-War money ramps, the Liberal economists, notably Mr. J. M. Keynes, proposed the formation of a National Investment Board. This Board, as the Liberals conceived it, was to be formed of a committee of State nominees functioning under the general direction and control of the Chancellor of the Exchequer (in effect the Treasury), and its primary duty was to be the collection into one single fund of all the capital resources presently in the hands of various Government Departments, and including the assets of the Post Office Savings Bank and the National Insurance Funds. The Board was also to issue State bonds at lower interest rates to supplant the existing higher interest-bearing national debt. It was to finance all the Government Departments, allocating to each (or rationing each with) such proportion of the pool as the Government might decide. With whatever new monies might be invested with it through the Post

1 See Britain's Industrial Future (Benn), pp. 111 et seq.

Office Savings Bank and other channels, it was to finance public utility corporations, agricultural credit corporations, land banks, railroads, building societies, co-operative societies, garden city companies, and the like, upon 'terms to be mutually agreed.'

Finally, as the Liberal economists visualized the scheme, the National Investment Board was to have power of selection and veto over the issue of public loans for oversea countries.

While Mr. Keynes and his friends are entitled to full credit for the work they did in formulating their scheme for a more rational use of our national savings, the functions they proposed for the National Investment Board were so limited as to be open to many serious practical and economic objections. To begin with, they omitted to place in the forefront, the safeguarding and protection of the small investor from the shark, through a visaing of the new capital issues; they omitted to safeguard the municipalities (the biggest public borrowers): they unnecessarily interfered with the work of the National Debt Commissioners; and their proposal to issue National Investment Bonds for all sorts of enterprises not State owned, would speedily land any Government which sought to operate the proposal in a vast crop of credit trouble.

'a company that wants to start an aeroplane service between London and Brighton for the idle rich.'

he was all for engineering and shipbuilding.

And at a later date when the Labour Party had adopted, or rather adapted, the scheme, we find Mr. W. W. Paine, a director of Lloyds Bank, writing in the Banker for November 1928 giving strong support for some interference with what he describes as

'The waste of our national resources by the many wild-cat schemes with which we are now familiar.'

Mr. Paine feels 'some sympathy' with the Labour Party's demand for—

That demand is for a 'laudable object.' And he sees going on around him 'the promotion of such undesirable ventures as greyhound racing associations and similar enterprises which are a hindrance rather than a help to the creation of national wealth.'

It happens 'not infrequently,' he adds, that when one bank in the public interest refuses 'to allow its name to be associated with an issue' another bank 'is perfectly ready to take its place. Such is the stress of competition'!

1 War-Time Financial Problems, Hartley Withers, p. 103.

'some of the attractions by which unscrupulous promoters inveigle the more ignorant sections of the community into investments which are neither for their own nor the Nation's good.'

But not, a National Investment Board. No, not that. The Nation must not be permitted to interfere so far as to place 'any undue check upon enterprise or even upon speculation.' The farthest Mr. Paine is prepared to go is to set up a joint-committee of the banks and the Stock Exchanges with power to placing an embargo upon any undesirable issue of new capital. It would be for the City and not for the Nation to decide. Mr. Paine does not go far, but he moves.

In recent years the Labour Party has taken up the running for a National Board of Investment, and there have been an almost infinite variety of suggestions as to the functions which ought to be entrusted to such a Board. Possibly circumstances which we cannot yet visualize will determine the powers which a Labour Government would propose to give an Investment Board. But it is already clear that whatever backing a Board would receive from the general public would arise largely from any powers it possessed to examine prospectuses and withhold certificates from crooked companies or from companies where the promotion and goodwill expenses, being unduly heavy, would be likely to sink the concern and lose the investor his capital, or from a company whose objects would be patently injurious to the National Interest.

If a licence or certificate were refused by the Board, the promoters could be compelled to announce that they had been refused, and investors who thereafter 'plunged' upon the stock would do so at their own risk. Furthermore, the refusal of a certificate by the National Investment Board would of itself be a serious handicap to a company and cause it to pay more for its capital.

But the Board would give no guarantee of soundness of administration, or of certainty of dividend; it would accept no financial responsibility to the investor; all it would do, and all it ought to do, would be to warn the investor betimes. Mr. E. H. Davenport, in the New Statesman (10/10/31) tells us that in the promotion of the average new company, some 10 per cent. of the capital goes in the expenses of the issue and 50 per cent., not in providing new capital, but in making a present to the promoters and vendors of cash for the purchase of 'existing rights.'

A Board of National Investment would, however, surely refuse licences on grounds other than suspected fraudulency or overheavy gratuities to the vendors; for example, (a) it could refuse a licence on the ground that there was already a sufficiency of capital in the particular business or industry for which the new company was being promoted; or, (b) that it was undesirable in the national interest to divert the available public savings in a particular year to, say, a greyhound racing corporation, while Oil from Coal was starved, or to a Vickers Aeroplane loan for the Chinese War Lords while so many of our water supply arrangements were dangerously insufficient. Mr. E. H. Davenport has described for us 1 the hurtful effect of superfluous flotations upon an industry. How

'the promotion, for example, of unnecessary silk companies brought about such an excess capacity of plant that Courtaulds

1 New Statesman, already cited.
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There can only be a certain proportion of savings available annually for new public issues whether foreign or domestic. Mr. Davenport declares that about 38 per cent. of the national savings are normally ploughed back by employers and companies as undistributed profits in their own businesses; then there are building societies and mortgage institutions which gather savings for special and specific purposes, e.g. for the building of houses for their members. These two, the reinvestment in the employers' business and the saving for the specific purpose, absorb between them about half of our annual national savings. The long-term capital market takes the other half, and here there is no control, no regulation, no sense of priority or consideration of national advantage or usefulness. Simply chaos and anarchy. As Mr. Davenport says:

'The company promoters and the issuing houses float just as many issues as they think the investing public will stomach.'

Municipality may be bidding against municipality and public utility against public utility, while some crook operator or some foolish operator empties the market and raises the rate of interest for the bona fide undertaking.

But if the new capital issues in the home market are more or less a chaotic scramble in a mist, with the nation and the municipality and the investor all bad losers, what of the new capital issues for overseas? Sir Arthur Salter from his unrivalled perch at the Finance Department of the League of Nations has witnessed the sheer folly and waste of the foreign loan

as it is manipulated and juggled with to-day. He assures us that, in two years, the bulk of all foreign lending to public authorities in debtor countries (outside the loans recommended by the League of Nations and the Central Banks) was completely and irretrievably lost.

Sir Arthur Salter urges strongly that the control of foreign lending to Government public authorities should be an international control and ought to be vested in a Joint Committee under the auspices of the League of Nations. Certainly international control would tend to prevent an international scramble among borrowing nations for foreign capital, and would possibly do much to limit wasteful expenditure upon armaments.

But before there can be any international decision, clearly there must be some national estimate of what amount a nation can afford to lend, either for home or foreign issues or both, in any given period. It ought to be the business of the National Investment Board to make such an estimate, and having made it, to do its utmost to see that the capital market monies were not allocated recklessly as they are so allocated to-day, a superfluity to one industry, a scarcity to another, a glut in gramophones and nothing for piers and harbours!

Every British Government in recent years has been at its wits' end to know what to do with the derelict industrial areas. There great public investments of capital are already sunk in water and in drainage: in houses, railways, gasworks, shops—and amid a miserable, cowed population with its hands in its pockets and no prospect of anything but a continuance of public assistance. There must surely be a considerable number of instances where a National

Investment Board, perhaps by threatening to forbid otherwise the issuance of licences to public companies to raise capital, might usefully divert new industries into the derelict areas, and by so doing save vast populations from ruin, and many millions of usefully invested money from complete loss.

If and when a National Investment Board had been satisfied that the capital necessities of the home market were adequately settled, there could then be allocations recommended for the Dominions and the Colonies, and when domestic and Dominion and Colonial needs had been met, the Board, in association with the Finance Department of the League of Nations, could then allocate what savings remained to foreign markets.

It is no use saying, as some muddle-throughers do, that the nation would not be likely to succeed in any attempt at the substitution of national planning for private anarchy, and that anyhow capital will always flow where it gets its best return. That is simply arrant nonsense. Even to-day (1934) the Treasury restricts public lending to foreign governments, and induces the Bank of England to make things as difficult as possible for British lenders desirous of placing a new loan abroad, unless the Government is satisfied that the loan is in the British National interest. In April 1933 the Government only gave approval to a loan of £1,000,000 for the construction of a bridge in Denmark upon condition that materials for the bridge were purchased in this country—a most reasonable and sensible stipulation!

To the extent then that the Governor of the Bank of England, on behalf of the Treasury, seeks to interpose limitations and priorities upon foreign lending, there is already interference with the 'natural flow'; and to the extent that the Governor of the Bank of England to-day fails to prevent undesirable capital investment abroad, there is manifest need of a National Board with more than 'unofficial' powers.

Nor can it be reasonably argued that capital investment will always go where it gets its best return. For effective answer to such a contention listen to the annual wail of the Council of Foreign Bondholders, or read Sir Arthur Salter. And it is, I believe, a fact that when the Credit Anstalt Bank of Austria collapsed in 1931 and a creditors' meeting was called in London, every single bank in the City was represented; so that it would appear as if they had all been separately and successfully tapped by the Viennese; all had lent and all had lost.

్్్్్్్్్్్్్్్్్్్్్్్్

There are still other writers who draw attention to the necessity for national control of the system of 'private placings' whereby a financial house in London may buy up a complete capital issue of some new company, hawk it round the insurance companies, banks, &c., and then, through the medium of a friendly stockbroker, get the stock officially quoted and dealt with on the Stock Exchange. There were
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REMEDIAL MEASURES: A STATE-OWNED BANK OF GREAT BRITAIN


	'The Weekly Return is the only statement of accounts which the Bank of England publishes . . . this is really very remarkable. There is no balance-sheet, no revenue account, no Annual Report—there is nothing whatever.'—Sir Joseph Burn, Stock Exchange Investments: Lectures to Institute of Actuaries (1908), p. 25.

	'The dogs bark: but the caravan passes on.'—Rt. Hon. Montagu Norman, Governor of the Bank of England (4/10/33).



A T the heart of the great skin game sits the Bank of England. Here is the very citadel of the Money Power. An anachronism in the twentieth century surely—a private profit company but not obliged like other companies to file the names of its shareholders and their holdings with the Registrar of Public Companies: a private company whose 'Board of Directors is self-electing,' and whose older members form themselves into 'a standing committee of indefinite powers' against their younger colleagues: ¹ a private company which possesses, apart from certain limited note issues by Scottish and Irish banks, a complete monopoly of the right to issue money notes in Great Britain: a private company which has the power to lend, and has in fact so lent, British credits to foreign countries—credits not infrequently used for the creation of rival
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REMEDIAL MEASURES: THE POST OFFICE BANK

Measured by the number of his customers the Postmaster-General of Great Britain is the largest banking operator in the world, and prior to the trade slump, which drove large sums of money out of industrial use and into the keeping of the Joint Stock Banks, he was also the world's largest banking operator when measured by the amount of his deposits. In addition to the Post Office Bank, and also under Government supervision and working without profit for shareholders, there were in November 1932 the Trustee Savings Banks with almost 2½ million active accounts carrying deposits of over £202,000,000.1

1 The funds of both Post Office and Trustee Banks, after providing for current requirements, are deposited with the National Debt Commissioners. The State guarantees the depositor in the

The Post Office Bank has always, from Mr. Gladstone's time until now, been hampered and crabbed by the open or covert opposition of the Joint Stock Banks, whose proprietors have succeeded in imposing many irritating prohibitions and restrictions upon its development. Down to the period of the war no individual depositor could deposit more than £50 in any one year in the Post Office Bank, nor could he have a total credit balance of more than £200; he could not draw a cheque upon his account: he could not pay in Scots bank notes or cheques at a Post Office in England: he could not pay in a coupon or dividend warrant, nor a cheque upon a foreign bank, nor a bill of exchange even if it were cashable on demand: he could not get a Traveller's Letter of Credit upon his own account. No interest was given him upon sums under £1, nor for any sum for the broken part of a calendar month.

former and the bank in the latter case. The depositor in the Trustee Bank is, however, further safeguarded by a State Inspection Committee limiting expenses, etc., under the Savings Bank Act of 1891.
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REMEDIAL MEASURES: CO-OPERATIVE BANKING

THE Co-operative Wholesale Society Bank acts as Banker, not only for the Co-operative Wholesale Societies, but for practically all the retail Co-operative Societies, for the Labour Party, for most of the Trade Unions and their Approved Health Societies, for some of the larger Friendly Orders such as the Shepherds and the Rechabites, and as at January 1933, for 43,325 individuals. The entire assets of the Co-operative Wholesale Society guarantee the Bank. No accounts are opened for individuals who, or for organizations which, are in any way in competition with the Co-operative movement.

The Co-operative Wholesale Society Bank makes no profits and pays no dividends. All surpluses, except small sums placed to reserve, are divided equally among borrowing and lending customers in the form of a lower overdraft interest to the borrower, or a higher rate of interest to the lender. 'It is interesting to note,' says Mr. Sidney Webb, 'that if the Joint Stock Banks adopted these methods the whole of the dividend now paid to the shareholders would be received by the customers.'

The Co-operative Wholesale Society Bank began in 1872 as a Loan and Deposit Department of the Wholesale Society, but it was not until the year 1876 when restrictions upon Co-operative Banking were withdrawn by Parliament that the Bank really commenced to operate as a bank. It exists primarily to promote Co-operative business, but its monetary resources now far exceed what is required for Co-operative trading requirements,2 and very considerable sums are invested in Government Stocks, Municipal Stocks, Public Board Stocks, Railway Mortgages, &c. Its Credit Balances on January 14, 1933, amounted to over £65,000,000.

The present Manager of the Bank, Mr. T. J. Davies, tells the story of how during the Coal Strike of 1912 the
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THE JOINT STOCK BANKS AND THE MAGNATES OF THE CITY


	'We do not believe that any large proportion of bankers are plotting to keep the world poor. There is a number of honestly perplexed men among them, men who are dismayed and distressed by the turn things are taking.'—H. G. Wells, The Work, Wealth, and Happiness of Mankind, p. 491.

	'No dictator could interfere with our banking system, for this was still a democratic country.'—Hon. Alexander Shaw at Galashiels, in Financial News (7/11/33).

	'Banks create credit. It is a mistake to suppose that bank credit is created to any important extent by the payment of money into the banks. . . . When a bank lends by granting an advance or discounting a bill, it is a clear addition to the amount of the means of payment in the community. The bank does not lend money.'—Encyclopaedia Britannica, Article on 'Banking and Credit,' 14th edition, vol. iii. p. 48.



WE come now to the question of the relationship which ought to exist between the State and the Joint Stock Banks, the Acceptance Houses