
ABSTRACT

This theaia it an attempt to give an account of the influence of 

the Treasury on the decisions end action* of the Cabinet and the 

defence departments in the yeara 1932*39* The measure of 'influence* 

ia taken to be the extent to which the ireasury oauaed ainiatera or 

departments to depart from courses which they otherwise would have 

followed regarding rearmament* The thesis ia concerned with the 

direct effects of the interplay of different departmental policies in 

Whitehall, and ia not intended to be a complete account of rearau*aent. 

i'or reasons of tiae and space it waa decided to omit measures which were 

the responsibility of civil departments, although some of these, such as 

air raid precautions and food storage, were very important preparations 

for war*

The thesis concentrates on the Treasury's relationship with the 

three defence departments because it ia that relationship which has 

aroused most controversy. Moat accounts of Britain*a readiness for war 

in 1939* particularly those accounta which deal with only one service, 

contain a reference to 'i'reaaury meanness 1 aa one reason why preparation 

had been inadequate* It has also been suggested that civilians in the 

Treasury, notably Mr. Neville Chamberlain, Chancellor of the Exchequer 

1931-57, and Sir *arren rieher. Permanent Secretary of the Treasury and 

official Head of the Civil Service, exerted great influence on defence 

policy, and an examination of that influence, and of how it waa exercised, 

seemed a worthwhile contribution to historical Knowledge.

A firat atep in preparing the thesis waa to look at the oaae for 

believing that the .treasury restricted the defence departments' expendi­ 

ture unduly* and tola survey, fciven in the Introduction to the thesis,



suggested that the key years were 19>t and 1937* when Treasury 

restrictions on aggregate defence expenditure were followed by changes 

in defence priorities* h'ineteen-thirty-aevec seeaed particularly 

important, as it was in that year that the Cabinet decided against 

preparing an expeditionary force to support European states at the 

outbreak of a war with &er«aiay, so as to give priority to air defence 

and naval preparations*

The next step in preparing the thesis was to decide which questions 

would best enable one to understand the mass of documentary evidence 

available in the Public Record Office and elsewhere. If the Treasury's 

influence were not to appear to be wholly negative, it seeaed essential 

to ask what were the Treasury *s functions; to identify influential 

personalities in, or associated with, the treasury, and to try to under­ 

stand what they were trying to do* The results of these enquiries are 

embodied in Part 1 of the thesis.

The remainder of the thesis is divided into three further parts. 

Part II considers the question of why the Treasury set various financial 

limits to rearmament. Part III considers what the Treasury's influence 

was on the formation of defence policy, and Part IV considers what the 

Treasury's influence was on thu execution of that policy. Some dupli­ 

cation is inevitable when one looks at the name period from four angles, 

but the approach chosen seeaed advantageous both for research and for 

explanation*

In more detail. Part I contains descriptions of how various key 

personalities were In hamony or clashed with each other, and of how 

 en's relationships and importance changed in a few years of growing 

tension* Part 1 also prepares the reader for subsequent parts by 

showing how the Ireasury could influence defence policy, how the Treasury's



grip on ti* purse strings of public expenditure was relaxed after 

and how problems of co-ordination arose as defence deportmenta* pro- 

grammes grew rapidly and industrial capacity had to be created to carry 

out these programmes.

Problems in deciding what proportion of the nation'a industrial 

and financial resources should be devoted to production of armaments 

provide the theme for Part XI* Part II is a study in political economy 

in a period of uncertainty, and is not an attempt to estimate by how 

much more the Treasury udght have relaxed the purse strings if there

had been 'perfect knowledge* of when and where war would break out, and 

of how business confidence, and traae union attitudes, would alter as the 

country's danger and the economy's difficulties increased* fcen'a 

perceptions of the country's danger changed between 1932, when the need 

for economic recovery seemed paramount, and 1938-39* when war seemed 

imminent although not yet certain, and these changing perceptions are 

taken into account* Again, it seemed better historical practice to 

compare the Treasury's advice with other contemporary advioe on the 

subject of rearmament, and not with some abstract model of what eight 

have been possible if Treasury offioials had been *&eynesiana'. As it 

happened, in the key year 1937 J»K« &*y&es shared the Treasury's concern 

about possible inflationary effects of expenditure on rearmament, and 

his attitude in that year towards government borrowing for defence was 

closer to the Treasury's than has sometimes been assumed*

The Treasury's arguments for relating rearmament to the country's 

industrial capacity and international purchasing power led on to the 

problem of deciding priorities in defence policy, and the Treasury's 

adviee and influence on the extent and timing of the various parts of



the defenoe programmes form the subject of Part 111, The consistent 

theme in defenoe policy was the need to deter aggression while diplomacy 

removed possible causes of conflict, and the Treasury vdshed defenoe 

polioy to take into account what industry could proviae in the short 

tent, and what the economy could maintain in the long term in peace , 

or during the likely duration of a war* Treasury views on what polioy 

should be varied as costs and production problems increased: for example, 

from 19% to 1937 the Treasury supported the Air Staff's attempts to 

match German bomber production, but once it sensed that British industry 

could not match German output under peace-time conditions, the Treasury 

put pressure on a reluctant Air Staff to give priority to defensive 

aircraft* Again, economic an well as strategic factors lay behind the 

Treasury's belief that neasures for the direct defenoe of Britain and her 

trade routes should have priority over support by land forces for possible 

European allies* The Treasury's ideas and their influence on polioy are 

not considered in isolation * and indeed they could not be, for members 

of the Treasury adopted ideas from official and non-official sources, 

while the way in which members of the Cabinet reacted to Treasury advice 

depended upon ministers' own perceptions of the situation and their 

readiness to accept advice other than that of the Treasury*

On the whole , the Treasury was successful in persuading the Cabinet 

to aake decisions on priorities down to 1939, when the international 

situation became such as to lead ministers to discount financial warnings* 

On the other hand the Treasury was such less successful in persuading 

defenoe departments to abandon their own ideas as to priorities even 

after the Cabinet had laid down priorities which accorded with the 

Treasury's ideas* Thus the Air Ministry continued to aim at bomber



1 parity* with Germany even after the Cabinet h&d directed that fighters 

should have priority; the Adniralty tended to exceed its authorised 

programme while pursuing its own ideas as to the size of fleet necessary 

to fight Germany and Japan simultaneously, and the ar Office was 

reluctant to give as low a priority to the re-equipment of its field 

units as Cabinet decisions seemed to suggest. Part JV of the thesis 

discusses how successful the Treasury was in using the power of the purse 

to keep departments to its interpretation of Cabinet policy, and shows 

how selective use of Treasury control enabled the Air Ministry to have 

first call on such finance and new industrial capacity as was available 

for defence.

Conclusions to be drawn fro& the four parts of the thesis include 

that certain civilians in the Treasury * notably Chamberlain, Fisher, 

Sir Kiohard Hopkins, the Second Secretary, and Mr. dward (later Lord) 

Bridges, the official in charge of day-to-day dealings with defence 

departments - exercised at different tines end in different ways 

considerable and constructive influence on defence policy* The financial 

limit a set to rearmament by the treasury were not unreasonable, given 

industrial limits and a growing balance of payments deficit, and 

certainly there was a need for selective rearmament, and the financial 

lisdts were designed to force the Cabinet to decide which parts of the 

rearmament programme snould be completed first* The difficulty 

experienced by defence departments in carrying out even those parts of 

the rearmament programme which received first call on finance suggests 

that weaker Treasury influence and control might have resulted in larger 

plans, but aore incomplete forces, in 1939-40. Greater government 

control over private finance and industry would have nade possible greater



rearmament, but the Government of the day was unwilling to take the 

necessary powers, and Treasury advice was iramed accordingly. The 

Treasury's advice is open to detailed criticism, but it played a vital 

role in forcing those responsible for defence policy to make choices 

which otherwise mi^ht have been avoided until forced upon them by events 

at a later date*

The thesis is a contribution to administrative, economic, military 

and political history, and provokes a number of questions* How, for 

example, does rearmament fit into the history of the British economy of 

the inter-war period? How was foreign policy affected by defence policy? 

At the time this thesis was being written, these questions were the 

subject of research in Cambridge, and this thesis was designed to avoid 

duplication of effort* Financial and foreign policy are dealt with only 

as they affected rearmament, and not vie.a. versa* Again, while some 

comparisons are nade between Britain and Germany, this thesis is essentially 

a British study, and is only intended to be a contribution to the subject 

of rearmament, full understanding of which would require an international, 

comparative approach*

Xhe main contribution of this thesis, perhaps, is that it is an 

attempt to understand, and not aerely to blame, the Treasury* The 

Treasury's function gave it a wider view of events than any one defence 

department, and even if one does not agree with the .treasury's inter­ 

pretation of what it saw, the attempt to understand the treasury view 

gives one a new perspective on British defence policy in 1932*59*

Understanding the Treasury involved research into aore Treasury 

papers than those directly related to defence expenditure, for only by 

looking at the department as a whole could its functions and perspectives



be understood* The writer w&s fortunate in that, after he had written 

a draft of Part I, a number of former Treasury officials allowed hie, to 

interview them, and these interviews proved oxtreaoly useful in helping 

him to understand the significance of various documents. ?o enable 

these former civil servant 6, w&o would not normally record their memories, 

to apeak freely, all interviews »ere 'off thy record', and subsequently, 

when it was desirable to quote a former civil servant as a source, the 

relevant portion of the draft oanuaorlpt waa submitted to him, or to her, 

as a check on that passage's accuracy* Besides treasury papers* Cabinet 

Office and defence departmenta* papers were oxaudried for Treaaury and 

other influence a on policy, and much relevant material w&s found 

scattered through private papers* The moat important private papera 

were those of Neville Chamberlain, and here again an interview with one 

of Chamberlain'a private secretaries helped to bring toe 'dry bones' of 

the documents to life* It should be made clear, however, that the thesia 

is firmly founded upon documentary evidence, and that conclusions drawn 

from documents are the sole responsibility of the writer of the thesis*

A full list of documents consulted is tfiven in the List of Sources 

at the back of the thesis, and it is only necessary here to draw attention 

to those which were most useful for this thesis* The Chamberlain papers 

were essential reading, linking as thay do the world of the departoental 

Treasury with the wider world of politics* Fisher'a papera, though few 

in number t ana mainly duplicates of paper a to be found in the files of 

the Treaaury or the Prime .Minister's Office, nevertheless contain one or 

two very important memoranda which do not seers to have survived elsewhere.

Kvery aspect of rearmament ia touched upon in the Treaaury Supply 

files, but the economic rationale behind the Treasury's military arguments



can be understood only with reference to Treasury inanoe files, 

together with the papers of the Chancellor of the -xchequer's Office 

and the ample collections of Ilopkins and -ir Frederick Phillips, the 

leading Treasury officials aoat concerned with finance* Sir Kalph 

Hawtrey's papers becacoe available late in my research, and were found 

to contain interesting additional information on Treasury economic 

thought. The papers of Sir Frederick -eith-I.oss, on the other hand, 

provide little of oirect interest for this thesis* Treasury 

£stablishB«nt files are also of marginal importance, but Treasury 

 Lstablisiiaent Officer's Branch lilea contain ouch useful information 

about the Treasury's internal organisation.

Aoong the papers of people outside the Treasury the most useful 

information was gleaned from those of kr« Stanley Baldwin, lord Chatfield, 

Lord liaokey, ^ir Basil Idddell Hart and Lord V^eir. i'he papers of the 

Cabinet Office dealing with defence, and the papers of the defence 

departments themselves, had to be studied extensively, if only because 

examples of Xreasury influence are to be found therein at alaost every 

turn* tthile the story of the formation of defence policy can be told 

froai the Cabinet Oxf ice matedal alone, the departmental papers provide 

interesting insights as to motivation, and are essential for telling the 

story of how defence policy was carried out.
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IHTROWJCTIOM

CHAPTER 1. HISTORIANS AKD THE THEASUHY

Sir James Hae, a aanior Treaeury omcial in tha Nineteen-Thirtiee, 

onoa raaarkad that if ha had a penny for avary time tha Traaaury was 

damned, ha would ba a vary rich man . If Sir James's aatata had 

received a penny for every time tha Traaaury has baan damned by 

his tori ana, hia aatata would atill ba growing.

Military historians in partieular have tended to ba free with
2 1phrases like Traaaury ' tight -fistedneaa' ; and 'Traaaury meanness 1 •

These are negative characteristics, but it is also known that in the 

'Thirties the Treasury took an active interest in the formation of 

defence policy, and according to Keith Uiddlamaaa, the Treaaury*a 

influence beoaae 'excessive, dominating the arguments of the Chief a of 

Staff and the Foreign Office'4.

hot every historian haa accepted at face value complaints by 

servicemen that all would have been well if only their particular

1. K.J. Minney, Private Papers of Hore-Beliflha (Collin*, 1960), p. 171. 
Kae was an Undersecretary.

2* i>erak .-ood and i-ereJc Deapaterf farrow iiarain (Arrow Books, 19^9) » 
P.37.

3. Correlli barnett, Britain and Her Army (Allan Lane, 1970), p.421.

Keith Middlemaaa, Diplomacy of lUusion (*eidenfeld and .Ni col son, 
1972), p.8lf.



2.

department's expenditure had not been curbed by the Treasury. 

D. C. Watt, for example, published fourteen years ago a useful counter­ 

blast to the 'Air ^oroe yiew of history', showing how the Treasury had 

been used as a aoapegoat for deflaienoies in the K.A.F, which were 

really the responsibility of the Air Staff * Nevertheless, the adverse 

comments on the Treasury quoted above have been published sinoe Watt's 

article, so it seems that the Air Force - and indeed the Army and 

Navy - views of history are still influential* This is not surprising, 

sinoe politician*, air marshals, generals and admiral* are more prone to 

writing memoirs than are oivil servants*

The public diu not have long to wait for the first authoritative 

denunciation of the Treasury's influence on rearmament, Mr. A. Duff 

Cooper, three weeks after his resignation as First Lord of the Admiralty 

from Mr. Neville Chamberlain's Government in October 1938, wrote an

article in the London fevenfog Standard claiming that rearmament was
2 being retarded by the 'paralysing hand of the Treasury' * As one who

had been Financial Secretary to the Treasury in 193V-35 and Secretary 

of State for War in 1935-37. before becoming First Lord, Puff Cooper's 

views commanded attention and respect* At a time when great deficiencies 

in Britain's defences had been highlighted by the Munich crisis it was 

easy to believe that more could have been accomplished if Treasury control 

had not been maintained over defence departments' expenditure during the 

rearmament programme*

1* D. C. latt, 'Air Force View of History', Quarterly Review. October 
1962, pp. 428ff.

2. Doff Cooper, 'Spend to Hearm 1 , Kffn^ng Standard. 26 Oct. 1933*



Defeat on land and tha thraat of invasion in 1940 brought 

criticism to a naw pitch. Tha polemic Guilty Man - a book written by 

three Journal!ata in a weekend * demanded to know why the 'beat aoldiera 

in tha world* had baen drivan from Belgium, and attributed defeat to 

lack of equipatent. While conceding that Chamberlain, waile Chancellor 

of the Exchequer, had consistently recognised the need for rearmament, 

tha joint authora claimed that it had been Treasury policy 'in war as in 

peace ... to enaure that expenditure should ba atriotly limited 1 , and 

included in tha indictment of those responsible for defeat both 

Chamberlain and his successor at tha Exchequer, Sir Joha Simon, as wall 

as tha than Permanent Secretary of tha Traasury, Sir Horace Wilson .

Guilty Man was no work of history, but historians who had experienced 

the evants described therein were oftan brought to similar conclusions* 

Sir John iheeler-Bennett, for example, writing in 1946 of tha constant 

conflict batwaen tha service sdnistars and tha Treasury in 1937 and 1933 

as to tha degree of expenditure necessary for rearmament, commented:

'The full raalisation of tha gravity of tha situation seemed to ba wanting!
2 there was a refusal to admit tha inexorable argument of fact' .

iith tha publication of Sir Keith Failing's by no means unayspathetic 

biography of Chamberlain in 1947 it became clear that tha Treasury had

1. 'Cato' ^fiiohael Foot, Peter Howard and frank Owen/,
(fcollanoi, 1940), pp. 6, 9-16, 44^4^f 86*89, 100 and 113.
Chamberlain was Chancellor from Noveaber 1931 to Way 1937, and 
Simon was Chancellor for three yaars thereafter. Wilson's 
appointment as Permanent £eoratary took effect from Kay 1939*

20 Sir John wheeler-Bennett, Munich. Prologue to Tragedy (liaomillan, 
1948), p. 265.



feared that rearmament expenditure would lead to inflation, leading in 

turn 'to the loss of our export trade, a feverish and artificial boom, 

followed by a disastrous slump and finally the defeat of the Coverment** 

Memories of high unemployc jnt in the inter*war years made ayoh fears 

seen groundless, and it seemed all the sore unfortunate that Chamberlain, 

even as Chancellor, had been, in failing's words: 'the moving spirit 

(in the Government ), so that his individual view on the point of danger 

and the financial limits was reflected in the measures brought to 

Parliament' 1 ,

Moreover, it became apparent from Felling's book that not only had 

expenditure on rearmament been limited by the Treasury, but also that 

Chamberlain, while Chancellor as well as while Prime Minister, had sought 

to influence priorities as between the arced services* Feiling described 

how Chamberlain put his faith in the Mr Force and the Pavy rather than 

the Army* Even so, Felling noted, 'however "air-minded" the Treasury, 

its maxims seem to have restrained the aircraft industry and sometimes 

left it asking for orders, till the spring of 1938' 2.

Little has been written by former members of the Treasury to counter 

the critics. Simon's Memoirs did nothing to suggest that the Treasury 

had made any positive contribution to rearmament . Sir iarren Pisher, 

the Permanent Secretary of the Treasury throughout the inter-war period, 

on the other hand, wrote an article in 1948 in which he described

1. Sir Keith Felling, Life of Neville Chamberlain (Macmillan, 1947), 
pp.258 and 292.

2. ibid, p.317.

3. Visoount £imon, Ketrospect (Hutohinsoc,



rearmament prograBue announced in 1936 aa a 'facade' and 'ludicrously 

unsubstantial*, and in a latter to Tha Tinas in 1942 ha olaiaed that 

'from 1933 onward a ... with ona or two othara (ha) had naver ceased 

warning successive Govaraaants of the dangerous inplioationa of Hitlar'a 

aocaaaion to powar and urging the vital naoaatity of rearaacent' 1 .

Sir Richard Hopkins, who aa tha £«oond Saoretary of the Treasury 

waa Fisher's daputy for finance, was nora restrained, and published no

mora than a bland introductory nota to & volume on war-tine economy, in
2which ha aada no coatent on pra-war raarmanant* Lord Bridges, tha

Traaaury official most involvad fro» 1934 to 1933 in d^y-to-day dealings 

with defence daparticents, published work describing tha Traaaury and 

Treasury control, but dealt with thesa subjects in ganaral tens* only .

Krai, whan anjoying access to papart by Traaaury officials historians 

have not been invariably aovad to naka a oasa for tha *Traaaury view 1 on 

rea-rmament. In Stephen Ho skill's biography of Lord HanJeey, for axanple, 

tha Treasury is portrayed aa *»arkadly reluctant to borrow for defence' 

•van in 1937, and Hopkins ia described as resisting attempts to maintain 

tha paoa of raaraaaant aa late as April 193°* There is rather more to 

ba said for tha Treasury's role in raaraaaant than that, and indeed tha

1. Sir barren Fishar, 'Beginning a of Civil defence', Public
O946), 212. Tha Tiaes. 3 fcar. 1942, p.^

2« Lafsoi^s of ttritisb »ar -^QPlfQmyr ad* i>ir homan C ha a tar (Casibrid^e 
U.^,, 195D, pp. 1-4*

3* Lord Jbrldgaa, ^raasury control \, university of London Prossf 
Xraasury (Allan and Unwin,

4. Staphan Koskill, Hankay. Man of ^aorats (Collins, 1974J, iii. 251, 
316. Hereafter cited as Koskill, Hankay.



fact that tha treasury played a Titel part, and that there is a oasa 

to be uace for its efforts to limit defence expenditure, has been known 

for soae years . This thesis is an attempt to make that case, and to 

describe the Treasury's influence on rearmament, without trying to 

disguise the Treasury's faults*

1* For example, sea Michael Howard, Continental Comaitmenfr (Temple 
Smith, 1972), pp. 134ff.



CHAPTER 2. DEFINITIONS AND QUESTIONS

The thesis falls into four parts* Part I describes the role and 

organisation of the Treasury as a department, and identifies individuals 

within the department who played important parts in the story of 

rearaaaent. Part II explains why the Treasury, despite Chamberlain's 

and Fisher's recognition of the need for rearmanent, set financial 

limits to defence departaents* expenditure* Part III shows how British 

defenot policy was influenced by the Treasury's financial restrictions 

and strategic opinions. Finally , Part IV attempts to assess the impact 

of the Treasury's influence on individual defence departments' 

rears am en t programmes*

The ter« 'Treasury* is taken throughout to Bean the departaent of 

which the Chancellor of the Exchequer is the political head* Chamberlain 

was Chancellor for six and a half years before becoming Priae Minister in 

1937* end there is no doubt that thereafter he retained a concern for the 

Exchequer which must have strengthened the hand of the Treasury* But 

although the Prime Minister had the official title of 'First Lord of the 

Treasury* it would be confusing to equate the influence of the Treasury 

with that of the Prime Minister, especially since Chamberlain departed 

radically from the 'Treasury view' on defence policy early in 1939, 

despite protests by leading Treasury officials . By the same token the 

term 'Treasury officials' is used only in connection with civil servants 

directly responsible to the Chancellor, and therefore does not include

1. See below p.290f.



members of the Prime Minister's Office, or the Office of the Minister 

for the Co-ordination of Defence, although the pay of such officials 

was entered in the Treasury Vote in the annual Estimates*

Again the thesis is about the influence of the Treasury. A 

complete account of rearmament would give more space to disarmament 

(or arms limitation) treaties, industrial produetion problems, changes 

In the technology of warfare, the popularity of pacificism, the reluctance 

both on the part of public opinion and of the Government to see British 

land forces committed to the support of France, end the decision by the 

Government not to let rearmament impinge on the social senrioes, or, 

until 1938, even upon normal industrial activity. But the thesis is 

about the impact of the Treasury as a department. In this connection 

it is worth quoting Lord Chatficld, who, as J-irst Sea Lord from January 

1933 to November 1938, and Minister for the Co-ordination of Defence from 

January 1939 to April 1940, was a severe critic of Treasury control* 

Writing of the yeara of retrenchment, 1919-33, when, Chatfield claimed, 

'the great, uncontrolled power of the Treasury was so wielded as to 

injure seriously the spirit of the fighting departments ... (and) the 

very roots of sea power* he went on to say:

'In using the word "Treasury" «.« I do not wish it to be 
thought that I aat criticising that department as such. 
There is probably no more efficient capartment in Whitehall* 
it was the very efficiency of the Treasury, their knowledge 
and experience of the State Departments, and their unseen 
grip over them as controlling the Civil Service, that made 
it such a powerful and dangerous instrument to use* the 
Services were not really emasculated by the Treasury, but 
by successive Coverments acting through the Treasury and 
its powerful organisation* •

1. Lord Chatfield, It Eight Happen Ajcain (Heinemann, 1947}» pp% xii, 
12f.
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Jndted, Chatfieid wont on to describe Fisher in 1933 *• 'able* 

indeed anxious, to take a far higher view of defence than a mere 

financial one' . Yet it »aa Fisher'a position as official Head of 

the Civil Service as well as Permanent weoretary of the Treasury whieh 

was criticises for giving the Treasury too Kftioh influence over other 

departments. A Treasury minute of 1319 n«d given hia the last word 

In advising the Prime ' iniater on the appointment of official heads of 

departments (the permanent civilian heads in the case of defence

departments), their deputies and their chief establishment officers*
2 This power was said by Lord Bankay , and others, to give rise to 'lurking

doubt* in the minds of civil servants as to the effect that fighting too 

bard for their departments against the Treasury si&ht have on their 

careers . Clearly when one begins to take into account this indirect 

influence of the Treasury the aubjuot of this thesis is not an easy one 

to trace, and while the thesis concentrates upon the Treasury's direct 

influence upon reanaaaent, which is both identifiable and measurable, 

the Treasury 1 s Indirect influence upon all government departments has 

to be borne in mind*

1. Lord Ghatfield, It AJiflftfr ^iappen Ajfaifl. p. 79.

2. Keurioe Hankey (1377-1963), knighted 1916, created Baron, 1939* 
Secretary of Committee of Imperial defence, 1312-33; Secretary 
of Cabinet, 1916-33; £l«rk of Privy Council, 1923-30j minister 
without portfolio in Chamberlain's War Cabinet, and a minister 
in Mr* ^instan Churchill's Crovernnient, but outside the *»ar Cabinet 
until dismissed in &aroh

.. 1942-43» vol. 123: 269. J7or similar allegations see
same debate, cols* ?5?» 239 and 311 » and 3ir Alexander »eg^e-Bourke, 
Master of the ;ffioes (Faloon Press, 1950), esp. pp. 13-1 5 and 
26-39.
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Before proceeding further with the thesis, it may be best to look 

at scat of the Bain landmarks in the process known as rearmament. 

Nineteen-thirty-two nay, frou one point of view, see& too early a date 

to begin the story of rearmaaent, in that the first sores to repair the 

deficiencies in Britain's defences following years of retrenchment were 

not Bade until the end of 1933, and it was not until 1936 that full- 

scale rearaaaent at last began. But it was in March 1932 that the 

Cabinet cancelled the resumption, which had governed British defence 

policy since 1919* that tnere would be no major war fur ten years, and 

part of the story to be told is why it took so long after 1932 to decide 

upon a policy of rearmament*

Equally it might be argued th&t a thesis on the Treasury's influence 

on rearaaaent ought to go baok beyond 1932 to take into account the 

effects of the Ten Tear Pule and retrenchment. The rule itself dated 

baok to 1919 when the War Cabinet decided that for the purpose of drawing 

up service estiaates it should be assuaed 'that the British £apire will 

not bo engaged in any great war during the next ten years, and that no 

Expeditionary . orce is required for this purpose 1 . The rule was re- 

affiraed by the Cabinet aore than once, notably in 1925* finally, in 

1923, Hopkins, then Treasury Controller for finance, put forward a 

aeaorandua to Mr. -inaton Churchill, then Chancellor of the exchequer, 

advising:

1. war Cabinet 'A' Minutes, 6l6A, 15 Aug. 1919, quoted by N. H. Gibba 
in his forthcoming Grand strategy, i. 3 , in the official History 
of the Second ftorld **r, U.&. Military Series* Professor Gibbs 

kind enough to let the author see galley.proofs.
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•If a major war ia to ba judged to be aa distant now 
aa it waa in 1923 • •• thara ia a great daal to ba aaid for 
obtaining a naw ruling, otharwiaa aa tha oritioal data 
1933 bagina to come naarar both tha Sar Office and tha 
Admiralty will ba hastening thair praparationsto attain 
perfection by that year*

It would ba uaaful in connexion with future Army 
Votes, and aore partioularly in connexion with future 
Admiralty rotes, to consider whether tha Cabinet might 
not lay down an assumption that at any given data thara 
will not ba a major war for tan years from that data - 
tha assumption to stand until, on tha initiative of tha 
Foreign Office, or one of tha Fighting Servioea, or other­ 
wise, the.C.I.L. and tha Cabinet decided to abrogate or 
altar it' 1 *

Churchill took tha matter up with his accustomed vigour, and, 

daapita a few dissenting voices in tha C.I.D., ha had his way. Tha 

C.l.D. reoosutended, and tha Cabinet laid down, 'that it should ba 

assumed, for the purpose of framing the Estimates of tha Fighting 

Services, that at any given data thara will ba no major war for tan 

years' 2.

This waa the Tan Year Hula in its strongest form, and Churohill 

waa criticised subsequently by, among others, Sir Kobert Vanslttart, 

Permanent Under-Seoretary of State for Foreign Affairs, 1930-37; Hankey, 

and Sir &dward £llington, Chief of Air Staff, 1933-37. The laat at 

laaat seemed to have had a valid point whan ha observed that 'whan wa 

resumed expansion (of tha Air £oroe) in 1934 wa had a much smaller basis 

on which to build than wa should have had had * ins ton been aa enthusiastic

1. P.K.O,, Traaaury Papers, Series I73t *!!• 33 ^Haraaftar T
Hopkins to P. J. &rigg (Churohill'a PrincipaJUPrivate Secretary, 
1 May 1928*
Tha abbreviation C«1.D. waa always used for the Committee of Imperial 
Defence, for details of which sea balow pp.43fT.

2. C.I.D. 236th mtg, and Cabinet Conclusions 39(28), quoted in &ibba,
«Dp. oit., p.58*



12,

for expansion when Chancellor as he was when a critic* • On the other 

hand9 retrenchment was supported by all political parties in the 

Mneteen-twenties, and it would be wrong to ascribe the effects solely 

to the influence of the Treasury, The significance of the Ten Year Rule 

lay in the unanswerable argument which it gave a Chancellor seeking 

reductions in defence departments 9 Estimates.

Tansittart's •eaoira suggest a split in Treasury opinion on the Ten 

Year Kale. Vansittart noted how as defence expenditure was reduced after 

1928 'firas disappeared or out down their organisations! skilled

personnel dispersed, Hankey, Fisher and I viewed the devastation with
2horror, but were powerless to thwart it* . It is true that in January

1934 Fisher su&^ested in a C.I.D. sub-oosslttee that it should be made

clear to Birdstora that the Ten Year Hule was largely responsible for
*

defence deficiencies it that date , but *£att soeas to be correct in

stating that prior to 1933 Wisher had not shown much interest in service
L

programmes • Fisher was much absorbed in the 'Twenties with reform of 

the Civil Service and public edainistration, and he attended only about

1. Lord Vaneittart, Mjpt Procession (Hutchinaon, 1958}* p. 351. Hankey, 
letter to The Tjaes. 1 Nov. 1948. tllingtoc, letter to The Tjaes. 
9 Aug. 1940.
A soheae of 1923 to expand the R*A»?,*& Metropolitan strength was 
well unaer way by 1925* with about half the proposed 52 squadrons 
for»ea« But in 19*5 tne soheae fell a vie tin of retrenofeaent 
•oves, and the date for its completion was put baok i'rom 1923*29 
to 1935-3^* Churchill was Goajocellor fros 1924 to 1929.

2* Vanaittart, oi>« pit, p.^51*

Cabinet Office Papers, Series 16, vol. 109 (hereafter 
P.K.C. minutes, 30 Jan. 1934, p.224.

4« D. C. natt, Personalities and folioies ; Longmans, 19^5), p.1'04. 
Professor viatt had as an inforsiact the late oir Donald rergusson, 
who was a Treasury official fron 1919-3^» being a private secretary 
to successive chancellors for 1b years.
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half of the G»I,L». Beatings which he might have done prior to 1933* 

Moreover in epteober 1928, when a Treasury official argued for 

reductions in service Estimates in the light of the renewed Ten Year 

Rule and of the Kellogg-Brland Peace Pact of the same year, Fisher 

commented i '1 agree with the argument that the present is a real 

opportunity to show our faith in the peace professions we have signed* . 

This gratuitous comment suggests that Wisher was no less responsible 

for the Ten Year Kule than Hopkins or Churchill.

The consensus of historical opinion seems to be that by 1932 re­ 

trenchment and the Ten Year Rule had reduced Britain's defence services
2

and armaments industry to a dangerously low level . Be that as it a ay,

one would be hard put to argue that Britain was in a worse position than 

Germany in 1932, despite covert breaches of the Versailles Treaty by the 

Weimar Republic. Britain fell behind in the years 1933-38, in which

period it has been estimated that Germany spent about three ti&es as such

3for military purposes as Britain . What one has to ask is how far the

Treasury was responsible for this disparity.

Whatever the exact fi£ures, what is significant is that the British 

Government knew that it would spend such lest on reArmament than Germany* 

At the end of 1935 ftenaany was estimated by a C.I.D. sub-oomadttee to be 

•pending the equivalent of about £500 million a year on rearmament outside

1. T.17V28: *aterfield to Fisher and Churchill, 15 Sfjpt. 1928.

2. For example, see History of the Second **orld v?ar fc *J.K* Military Veriest 
Basil Collier, defence ^f the united Kingdom C1957), pp.6-8, 2lf.j 
Correlli Barnett, Co^laqse of British Power (^yre Kethueu, 1972), p.278; 
Peter tennis, decision by Default y^outledtj* and Kegan Paul, 1972), 
pp. ldf. f 2df., 31.

3* K.A.i;. Parker, b-urooe. 1919«45 C^ejidtnfald and Nioolson, 1967) f p. 260.



her budget, and it was thought that this figure night double in a peak
1 2year • In the saae year British defence expenditure was ^137 ailllon ,

and in the rearaanent prograante decided upon at the beginning of 1936 

the Britiah goveraaent did not intend to spend more than £225 aillion in 

what waa anticipated woula be the peak year \193#) • In the event

Britain spent ^337 nil 11 on on its armed forces in the financial year

19384.

On the other hand British defence expenditure rose rapidly in 1939 *
% the war office* 0 peace-time Estimates doubled over the previous year's •

and by the outbreak of war Britain's arms production had caught up with, 

or exceeded, Germany's in important aspects* Kor example, British 

production of aircraft in 1939 was not far short of the German figure 

for the year, and Britain's monthly production actually overtook Gernacy's 

fro* Septeaber . Even aore surprising, Britain's tank production was 

greater on the eve of war than Germany's although, as was the case with 

aircraft, Geraany possessed more because of greater production in the past. 

Indeed, from the outbreak of war overall production of araaaents was 

actually leas in Germany than in Britain , and what one has to ask is why 

British rearaaaent was so slow to catch up on that of Germany? How far 

was the Treasury responsible for the so-called 'locust years' 1933- 3d?

1. v,/vi>. 16/112: I/.A.C. 37* para. 122.

2. See Appendix III, table A2.

3. CAB.16/112S &.K.C. 37, P.VI, table 4, and CAB.l6/123t 
9, p.11.

4. See below Appendix HI, table -2.

6. History of the Second .oriel >.ar. U.K. piyil wer^ejg; M«M. Postan, 
rrltish i-ar i-roaupUofi U^^y,pp»471ff ; Aobin filghaa, Araed forces 
in i J eaoeU»e Uoulis. 19^>2), p. 203.

7« Alan i>» Milward, -^oraan ^001^9^ av .'iar (Athlone . ress, 19^5), pp. 24- 28.



There is a uriafi i' &cie case for believing that the Treasury 

restricted defence e>:penciture unduly. When in 1932 the C.O.S. 

recommended that the Ten Year Rule be cancelled, the Chancellor of the 

Exchequer, Ch&mberlain, insisted, and the Cabinet agreed, that this 

cancellation should not be taken to justify an expansion of defence 

expenditure without regard to the current economic crisis . In the 

event the defence Kstieates rose in 1953 to £107.5 million from the

inter- war nadir of £103 million in 1932, but this i o more than restored
2the 1931 level of expenditure •

Two years passed from the ending of the Ten Year Rule before the 

Cabinet was presented, in February 193V, with a programme drawn up by the 

Defence Requirements Lub-ComBiittee of the C.I.D* t proposing the expen­ 

diture of an additional ^77 million spread over the next five years, with 

a further ^.16 aillion in subsequent years . Although the D.R.C.'s

proposals amounted to no more than the completion of plans originally 

drawn up for the different services at various times in the 'Twenties - 

plans which had been frustrated by the Ten Year Kule and retrenchment - 

Kdnisters spent five nuonths considering the&, before deciding to halve the 

Aray's proposed allooation of £40 Billion* This reduction was very

1. C;J*.23/70: Cabiiwt minutes, 10 -«b., and 23 Mar., 1932, esp. pp.242 
and 391.

2. £•• Appendix III, table A2.

3« This sub-committee was referred to at the time as the 'D.K.C,*, and 
that abbreviation is used in this thesis.

4. CAB. 16/109: t.K.C. 14, 20 Feb. 1934, table A1. The figure includes 
expenditure proposed for the -leet .- ir rm, but excludes proposed 
shipbuilding, which was estimated at a total of ^20 million for the 
quinqueniua over and above the 1933 level of expenditure for that 
purpose.
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•uoh at ChajBberlain'a Instigation . At tha same time, to be fair, 

Chamberlain proposed an increase in the Air Force's allocation of £15*7

•illion by £2,5 million, and the Cabinet inoreaaed the latter figure to 

£4.3 Billion2 .

In November 1935 the D.H.C. reooaaended a rearBaaent programme 

which would require a total expenditure by defenoe departmenta of 

£1038.5 Billion in the quinqueniuB 1936*40. Ministers trisaed thia 

total in February 1936 by £22*8 million, mainly at the expenae of expen- 

diture proposed for the Territorial Army in 1939 and 1940 . Additiona 

to the authorised programme continued to be Bade in 1936 and 1937, 

however, and a white paper warned in february 1937 that 'it would be 

imprudent to contemplate a total expenditure of defenoe during the next 

five yeara of much leaa than £1500 Billion*. Indeed, Chamberlain, 

atill Chancellor, told Parliament when introducing the first Defence 

Loans Bill the aame month that the figure of £1500 Billion * could not 

be regarded aa final or certain*'*.

Four Bontha later, however, Chamberlain, now Prime fciniater, pre- 

aided over a Cabinet which approved the recommendation of the new 

Chancellor, Simon, that new defence projects of major importance ahould 

be postponed until the defenoe programmes as a whole had been reviewed 

in the light of the nation's financial ana industrial resource*. oimon

1. C*B.24/250: C.P. *0!?(34), 31 July 193^, para.51. S«e below p,136f.

2. CAB. 27/5111 I'.C.M. (32)l20t ChaBberlain'a reviaea table A1, and 
CAi). 27/^>14: lj«C.M. (32)123, 'report on the allocation of 
forces', p. 8.

3. CAB.16/1121 i^.E.C. 37, table 4} C.A.B*16/123* K. 
fc reb.

Parl. Taperg 1936-37, xvii, Cad. 5374J H.C. D<b.. 5th Series, 
1936-37, TOJL. 3^0t 1209*
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further sug^eated that the figure of ^1500 million should be taken as 

a maximum for the quinqueniua 1937-41 • This was the figure before 

Sir Thomas Inakip, the kirdster for the Co-ordination of i>efer«oe who 

carried out the review of the defence programmes, and, following upon 

a report b> Inakip in i*eo«aber 1937, the Cabinet deciaed to give first 

priority to the defence of the United Kingdom and its trade routes, and 

to economise at the expense of the Army's expeditionary force, which 

was no longer to be prepared on a scale necessary to support potential 

European allies. Although the defence departments' 'ration* of finance

was eased somewhat in February 1933 to an a&jregate of £1$>70 million,
2 policy remained unchanged until the spring of 1939 •

Chamberlain has been described as 'more responsible than any other 

person for Britain's grand strategy as it developed in the 'Thirties', 

and iatt has described Fishor as having 'largely dictated the course of 

British policy on defence' in the same period . The thesis attempts to 

explain the relationship between Chamberlain and Fisher, and between 

then aria the government as a whole* In the course of the four parts of 

the thesis, which all cover the same period 1932-39, it will be suggested 

that the Treasury played an essential co-ordinating role, given the absence 

of a ministry of defence; that the financial restrictions placed upon 

rearm&aent were not as unreasonable as might at first appear, and that 

the results of the '.treasury's influence on rearmament were by no means 

uniformly baleful.

1. CAB. 23/881 Cabinet adnutee, 30 June 1937, pp.330ff.

2. CAB.23/9&U Cabinet minutes, 22 -eo. 1937, p*34&« CAB.24/273t 
C. P.316(37)» Inakip's 'Interim ^eport* on Defence expenditure in 
Future Years', 15 I>eo. 1937, p.bj UB«24/274t C.P.24(38), Inakip's 
'second < eport', 8 Feb. 1938, p. 10.

3» Gibbs.op.cit.. pp.8oafl£jivatt, rersocalities &na . ulioies. p. 102.
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PART i

ZH£ TREASURY AMD ITS HOLE

CHAPTER 3. INTRODUCTION

Ibis Part of tba thaaia daala with the aaohinary of government aa 

it existed in tba Ninataan-Tbirtiaa froa tha point of via* of showing 

bow tba Treasury oould influence dafanoa policy. Tba kay questions in 

tba formation of any dafanoa policy are: what proportion of tba 

nation's raaouroaa ia to ba devoted to dafanoa, and bow should raaourcas 

devoted to dafanoa ba allooatad between dafanoa services? Tba first 

question is ona of polities and economics, and it ooaes as no aurprisa 

to find that in answaring it tba Government laanad heavily upon tba 

adrioa of tba Traaaury, as tba oantral department of finance. Lass 

obvious, but no lass important, was tba Treasury's influanoa on bow tba 

aaoond question, on tba allocation of rasourcas, waa answered* Thara 

was no Ministry of Defence bafora tba war and tba allocation of funds 

waa negotiated diraotly batwaan tba Traaaury and tbraa independent 

dafanoa dapartaaata* This gava tba Traaaury a co-ordinating function 

ia intardapartaantal policy-making, and avan in individual dapartaanta' 

axacution of policy• This Part of tba thesis shows bow Traaaury 

officials oould baooaa inforaad about dafanoa problams, and which 

officials advisad wniob ministarsj also bow tba Traaaury through 

financial control oould foroa ministars and dafanoa dapartaanta to aaka 

dacisions, wniob otbarwisa might hava baan aroidad, about prioritias{ 

bow Traaaury officials aaw to it that dapartaanta followad priorities
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laid down bj the Cabinet, and how interdepartmental competition for 

industrial resource* waa reduced*

It will beooae clear that the Treasury itself waa not a monolithic 

body and that ita policy as a department could not be created by a 

single individual. But before going into details of the treasury'a 

internal organisation it say be best to outline the constitutional 

position of the treasury* Officially defence policy was co-ordinated 

through the C.I.D, with the assistance, on purely military scatters, of 

ita Chiefs of Staff ^ub-Comaittee . The 0.0*3. submitted an annual 

review of the country's military position in the li^ht of political 

information supplied by the foreign, India and Colonial Offices* 

General policy waa discussed in the C.I.L. with lainisterial and military 

members taxing an equal part, and its recommendations were forwarded to 

the Cabinet for approval. ^ach defence department waa supposed to 

prepare its annual sketch Istia&tes in the light of the general policy 

approved by the Cabinet, and forward thea, early in the autumn, to the

Chancellor of the £xohaquer for review in the light of the overall
2finanoial position • In faot decisions ->n high policy had of tan atill

to be made when the different departmental claim* were forwarded to the 

Treasury, and the coat of policy might wall than have to be cut according 

to the cloth of finance. In the event of the Chancellor and the 

minister responsible for a aepart^ent being unable to agree to a li&it 

to that department's expenditure in the coming finanoial year.

1. Hereafter referred to aa C.O.S.

2. P.K.O., Prime Minister's Office tapers («U3U) 1/153* note prepared 
by iiankey, Fab. 1>>«. I no day;, on instructions of /'rime kinister, 
and in consultation with rieher.
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the aatter would be referred to the Cabinet for arbitration* defence 

expenditure always required Cabinet approval in principle, and Treasury 

approval in detail*

Although contact was maintained between the Treasury and the 

defence departments throughout the year, it was at the point when the 

Chancellor received the sketch Estimates that the formal process known 

an Treasury oontrol eight be said to begin* Treasury oontrol involved, 

as it does now, both oontrol of expenditure and oontrol over establish* 

•ants, but the former was the more important since policy was determined 

in the light of what finance could be spared* The Chancellor, advised 

by his officials, oould criticise defence departments* proposals either 

on the ground that finance was not available, or on the merits of the 

proposals themselves* Since not all proposals included in the Estimates 

oould be examined in detail by Treasury official* before the Estimates 

were submitted to Parliament in February, or at the beginning of March, 

it was customary for the Treasury to reserve some matters, especially new 

proposals, for further consideration, and if the Treasury later found it 

oould not approve these proposals, the money allocated to cover them could 

not be spent, even although already voted by Parliament »

Ministers responsible for defence departments were Jealous of their 

constitutional right to take disputes with the Chancellor of the Exchequer 

to the Cabinet, and they resented any suggestion that Treasury officials 

had any independent authority* Fisher himself denied that Treasury 

officials constituted a separate power 'behind the throne 9 , and claimed 

that instead of Treasury oontro 1 it was right to speak only of the

1935-36, Ti. 63ff.
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Chancellor's control of finanoa . Treasury officials did, however, 

hava tha right to advise, to consult and to warn - and in view of 

their experience, and of fresh memories of tha economic crisis of 1931» 

auoh warnings could not ba lightly disregarded by ministers.

Moreover in controlling expenditure Treasury officials had a 

responsibility to Parliament to ensure that public money waa spent yaar 

by yaar as TO tad by Parliament, and a corpus of rules relating to

expenditure by government departments had been built up since Gladstone's
9tiae by tha Parliamentary Committee of Public Accounts , in consultation

with Treasury officials. Each defence department's batiaatcs ware 

divided into Votes - for example, tha Admiralty's Vote 1 covered wagea, 

Vote 2 covered victualling and clothing and ao onj aavinga on one Vote) 

could ba transferred to meat axoaasas on another only with tha approval 

of tha Treasury, and tha Treasury could use this power, known aa virem«nt, 

only in urgaat eases* Otherwise whan a department wished to exceed ita 

iatimetee it had to aak tha Treasury for a Supplementary Estimate which 

would than hava to ba submit tad to tha Treasury and Parliament for 

approval. In this way Treaaury officials ware kapt informed of how tha 

Estimates ware working out. Tha Treasury waa alao responaible in 

conjunction with tha P.A.C. and tha Kstimates Committee for tha rules 

relating to tha placing of government contracts * and tha fact that 

departments had to go to tha Treasury for approval of certain oontracta 

provided an extra ohaak on expenditure.

1, PhHl.1/153* memoranda by Sir Bolton hyraa-ttonaall, First Lord of 
tha Admiralty, and Lord Hailsham, Secretary of State for War, to 
Hankey, 26 Fab. and 6 Mar. 1934 respectively. Paj&. Paper a 
T. 431 •

2* Hereafter referred to aa P.A.C.
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The responsibility of ensuring that the taxpayer got the maximum 

value for his pound was not the Treasury f s alone, for each department's 

permanent civilian head was also its accounting officer, with respon­ 

sibility for financial critic!SB and control within his department* 

Each year the departmental accounts were subject to scrutiny by the 

Comptroller and Auditor General, an official responsible to Parliament 

and independent of the Treasury, and the permanent civilian head of each 

department had to explain any anomalies in the accounts to the P.A.C. 

Lord Bridges observed that whmn the Treasury asked a department if eose 

proposed expenditure had been fully worked out, the premonition of what 

kind of figure the permanent civilian head of that department would out 

before the P»A.C. was a powerful inducement for that department to vjrk 

out its proposals more carefully * &elng an element in Parliamentary 

control of expenditure strengthened the authority of the Treasury, while 

at the same time placing upon its officials an obligation to abide by 

the rules of public finance*

1. Bridges, The Treasury. p«3&»
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CHAPTER 4. MINISTERS ABE 1HE TREASURY

Although the Treaaury waa the Chancellor of the Exchequer* a 

department, the 1 riae fciniater'a title of 'Kiret Lord of the Treaaury' 

waa not an empty one, the Permanent Secretary of the Treaaury might 

tender advice directly on hia own initiative to the Pri&e Minister, and 

the files of the Prime Vini Bier's Office ahow that Fiaher did ao froo 

time to time, The Minister for the Co-ordination of Defence, a poet 

created in 1936, alao received advice from Treaaury official* from time 

to tine, and any attempt to explain the influence of the Treaaury at the 

ministerial level nuat consider the interplay of the rolea and personali­ 

ties of the men who held the posts of Prime Minister, Chancellor of the 

Exchequer and Minister for the Co-ordination of defence*

This interplay waa reflected in the close links maintained between 

Treaaury officials and officials in the Prime Minister's Office and the 

office of the kiniater for the Go-ordination of Defence, Fiaher and 

Wilson, the Prisie ttiniater'a * confidential adviser 1 , had long enjoyed a 

relationship of great mutual truat and confidence, which developed into 

a feeling of real affection. It had been Fiaher who had brought 

ttilsan cut of the Ministry of Labour to beeo&e Chief Industrial Adviser 

to Hia Majeaty'a Government, at the Board of Trade, and who later, in 

1935* &*A "at him to the Prime Minister's Office1 , Once established

in the Prime Minister's favour, however, >ilson waa in no way dependent

1* Conversation with Sir Thomas and Lady Padmore, 15 siar, 1975, *»d 
letter from Sir Xhoaaa to the author, 25 /uig. 1975 (^eeLlst of 
Souroea, p,367). The expreaaion 'confidential adviser' waa 
Chamberlain's (CAB,2j/95* Cabinet minutes, 26 Sept, 1938, p«
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on Flsher9 and Mlddleaass is wrong to describe ailson as 'Treasury 

representative* in the C.l.D. organisation .

Bridges' work in the Treasury dealing with defence expenditure 

involved some oontaot with Vr. H. G. plater Sir &rahaa) Vincent, 

secretary to the Minister for the Co-ordination of Defence, and 

they were on sufficiently close terns for Bridges to address Vincent 

as 'Dear Tubby'. The Treasury's already close oontaot with the 

Cabinet Secretariat was increased after Bridges became Secretary to 

the Cabinet in August 1933* ?he inter-oonneotions within Whitehall 

are perhaps best summarised by the distribution list of a draft Treasury 

•eaor&nduiB on defence expenditure in October 1937. Copies were sent to 

Vinoent for the Minister for the Co-ordination of Defence and hi&self, 

to Sir Arthur I obinson, chairman of the Supply Board (a sub-caBsdttee 

of the C.I.D.), to Hankey, as secretary of the Cabinet and C.I.D., and 

to 'Ailson for the Prime Minister and himself, as well as to the Chancellor 

and his officials and to the three defence departments.

At the ministerial level roles varied with personalities, and the 

key character was that of Chamberlain, Chancellor of the Exchequer frosi 

November 1931 to May 1937 and thereafter Prime Minister. Neither of his 

predecessors as Prime Minister, fer. Ramsay MaoUonald or Ifir. Stanley 

Baldwin, had provided aynanio leadership, the former being in failing 

health by 1933» end the latter being past his prime when he took over in 

June 1935* As Chancellor, Chamberlain fought for the Treasury view in 

the Cabinet with all the authority of heir-apparent to the premiership,

1. fciddlenass, l^plofao.Y of Illusior.. p.02* Cf. Sinon writing on 25 
Oct. 1937 of Inskip being advised by 'Horace ^ilson as well as the 
Treasury people' (FfcJOf. 1/250).



and being self-confident and prone to seek his own solution for 

problems, he was prepared to take the initiative in considering the 

probleas of defence policy • His successor, -iaon, on the other 

hand, had no such prospects of future political patronage, and the 

Treasury files give no hint of Simon aaking an original contribution 

to strategy. Indeed one wonders why Chamberlain appointed to the 

Exchequer a man whom he himself had once do scribed as able to

summarise the pros and cons of a case but ' temperaaentally unable to
2 aake up his oind to action when a difficult situation arose* •

Sison never disagreed with nis Prime Jlinistar's views on defence, even 

when his officials aid so, so that Chamberlain continued to be the man 

whoa Treasury officials had to convince if they were to influence 

policy*

It was natural that the mutual bonds oade over alaosi six years 

should have been slow to dissolve, but having the Prime Minister's ear 

was not in itself enough. The Treasury still had to make its case 

in the Cabinet, and here the ~roasury isay not have benefited 1'roa 

Chamberlain's accession to the Premiership* As Chancellor Chamberlain 

was described by one Cabinet colleague as a 'huaan dynaao ••• alert and

1* Failing, Keville Chaaberlain. p. 233; Lord Isnay,
(Heineaann, 1960), p.'^O; lain Kaoi*eod, Seville Chaaberlain* 
(kuller, 19&1). p

2* University of Birmingham Library, Neville Chamberlain Papers 
(hereafter K.C,) 2/2&: Chamberlain's diary, Jan. 
(no day).
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brisk of speech', and ha was praised by & First Lord of the Admiralty 

for his grasp of detail . Simon, on the other hand, on accepting the 

Chancellorship admitted to having no apeoial , nowledge of national 

finance, and aa late as July 1939 he does not seen to have felt himself 

to be the coaplete master of his brief* In that month Hopkins was 

asked to eoae before the Cabinet to explain the Treasury's views on the 

eeonoalo consequences of rearaaaent. A few weeks later wilson and

Bridgei gave Hankey the iapreasion in a conversation that ~i»on had
2*Tery much deteriorated* •

Of the junior Treasury ainistars - the six aen who successively 

held the office of Financial Secretary in the years 1932 - 39 * little 

need be said so far as their work in the Treasury waa concerned. Vhe 

post had a traditional pre-enunenoe aaang the Junior Ministerial posts 

and was a teat of parliamentary competence, since the Financial 

Secretary acted in Parlianent aa the lieutenant of the Chancellor of 

the Exchequer and had to answer queations on a wide range of subjects* 

It is not surprising, therefore, that the post was usually a step 

towards promotion; but any Financial Secretary who had executive 

aabitions waa apt to find the post profoundly frustrating, since the 

tradition of the tiae was to exclude him from the formation of aajor 

policy. He waa briefed how to answer debates and question*, but if he

1« Essave*. Keaoira of Karouis of Zetland (John Murray, 1956), p.228; 
Viscount Teaplewood, Kine Troubled Years (Colline, 19%.}, p«3?8f.

2. Siaon, Retrospect, p. 227$ CAB.23/100i Cabinet minutes, 5 July 
1939, p.11?ff. j iiankey's alary, 23 Au*. 1939, quoted in koaUll, 
Hankey. iii. 413*

3. In order of appointment, Messrs. Leslie Kore-Belisha, A.. Duff 
Cooper, '*. S. rorrison, John Colville, D. £uan Wallace and 
H, Crookahank.
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disagreed /,ith those briefs he had little chance of ^ettin^ hia way. 

This certainly applied to rearmament policy, though, at the voluse of 

C.1.I*. business rose in 193#-39 the ^inanoial Secretary occasionally 

sat in on C.1.I>. sub-committees, with a Treasury official at his side, 

to state the treasury view •

The fact th&t a Cabinet minister hau once been a financial Secretary 

of the Treasury night, or sd&ht not, be significant. Mr. Leslie 

Kore-relisha was financial Secretary froa, 1932 to 1934, and thereafter 

he was very »uoh a Chamberlain a*n, which was no doubt one reason why 

Chaaberlain appointea hijt Secretary of 5tate for >ar. But a former 

financial Secretary need not be his former Chancellor's satellite* 

Duff Cooper, who was also a Financial Secretary during Chamberlain 1 * 

chancellorship, disagreed constantly with Chamberlain, both as secretary 

of State for war (when Chanberlain w&s still Chancellor) and as First 

Lord of the Admiralty (when Chaaberlain was Prime Minister).

xhe personal relations which H ore-Cellaha developed while at the 

Treasury were not necessarily conducive to greater Treasury control over

<\ar Office expenditure. I>urin^ 1937-33 Wisher and Hore-Belisha were so
o

close that their relationship was described by <ilson as an 'affaire* .

Hore-Belisha certainly consulted fisher as well as Chamberlain before 

making changes in the Ar^y Council, and Fisher agreed in advance with 

Sir Cyril !>everell'e replacement aa Chief of the imperial &*neral Staff 

by lord Gort in I^eceaber 1937 • 3& the other hand Sir James ^

1. Letter from 3ir Edward Playfair to the author, 13 July 1975 Csee 
List of Sources, p*367f.).

2* Churchill College, Cambridge, ^ir (Percy) Ja&es Grill's Papers 
iilson to &ri 6g, 31 Jan.

3. Minney, Private Papers of Hore-Belisfra. p.70f. The contraction 
C.I.&.S. is used henceforth.



28.

himself a former Treasury official, who in the 'Thirties was working 

with the irovernaent of India, coKplained in January 1933 that 'Fisher 

is in Hore-belisha's pocket...* Now that Fishor has adopted Hore-Belisha 

as his own the Treasury aren't much of a front line of defence for us* 

I in resisting -ar Office proposals which would increase Indian defence 

expenditure) . £ri£^ w&s exaggerating, but Piaher had written to

Hore-Beliaha saying that: 'if there ia at any time anything you think
2 I can do, you can count on me, bless you, »arren f .

Another minister with whom Treasury officials might have direct 

dealings was the Minister for the Co-ordination of Defence, a position 

of Cabinet rank created in February 193&, P***tly» if not wholly, it 

would sees, to appease those critics of the Government who called for 

the creation of a Ministry of Defence. The Minister for the Co-ordination 

of Defence, however, lacked a department and had no executive powers or 

jurisdiction over the apportionment of the available resources between 

the three Services . Officially the new minister's functions were to 

reduce the pressure of work on the Prime Minister by acting as his 

deputy as chairman of the C.I.S. and thus having an oversight over 

strategy, while also taking over from the President of the Board of 

Trade as chairman of the Principal Supply Officers Committee, the C.I.E.'s 

sub-commit tee co-ordinating the supply arrangements of the three services.

1. frrigg Papers 2/20/331 &ri£g to ~ir Findlater 5tewart, 2 Jaxu 
and 3/23/1' ^ri&6 to tvilson, 16 Jan.

Letter of Nov. 1937* quoted in Kinney, OP. oit.. p. 71 • 

3. See below p.44f. See also t-arl. Papers 1943-4^, JUL. 159.
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Chamberlain admitted that there was some truth in Churchill's criticism 

that the new sinister mi&ht be so occupied with supply problems that he 

would not have tine to attend to strategy, but went on to say that he 

(Chamberlain; did not believe that the minister 'shoulc himself be a 

strategist*, but that hu should 'see that strategical problems are 

fairly and thoroughly worked out by the strategists' - a remark which 

Bay {jive an insight into the Chancellor's conception of his own role and 

that of his department with regard to defence policy.

Both Chamberlain and ^imon saw Sir Thomas inskip, the first Minister

for the Co-ordination of Defence, as a man who could work with the C«0«S«
2without causing friction or stirring up inter- service rivalries .

/ccordin<i to ins/tip's successor, Lord Chetfield, as soon as he (Chatfield) 

took office in January 1939 ^imon wrote to hin saying that Inskip had

worked closely with the Chancellor to out down the service i stim&tes, and 

that it was hoped that Chatfield would do likewise. Ohatfielo refused . 

/.s for Inakip's role, Chatfiele'a evidence is borne out to some extent by 

the official files, but it would be fairer to say that Inskip tried to 

reconcile the diverging views of the Treasury and the defence departments 

by consensus and consent. Chamberlain, while Chancellor, did speak of 

it being 'necessary to handle (Inskip) firmly', but Inskip was no tool 

of the Treasury* It is true he was advised by Treasury officials while

, Neville Chamberlain. p.3l4f.

2, ».C. 1*V 1/951: Chamberlain to his slater Ida, 14 M«r. 1956; 
. 1/2^0: Simon to Chamberlain, 25 Oct. 1937.

3. frranklyn A. Johnson, defence by Committee (Oxford U.P., 
p. 249, *a£ ^ord Chatfield, It >4/au haouen>Aain. p. 170.
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reviewing defence policy in 1937-33 with a view to limiting future 

expenditure by the defence departaants, but Hopkins observed before 

the iini&ter's report that 'it is impossible of course at present to 

prophesy Sir I* Insklp's conclusions', and after the report aridges 

COMented that 'it is bj no means as satisfactory a report froa our 

point of view as we had hoped for* •

Much of what follows concerns advice given by officials to 

ministers, and it is worth stressing the obvious constitutional point 

that responsibility for decisions lay with ^nisters, and that sinister* 

did not alaays follow officials' advice* Personality counted for much, 

•ad there is no doubt that the doninant personality among ministers was 

Chaabarlain.

1. N.C. 16/1/980: Chamberlain to Ida, 10 Oct. 
Hopkins to /isher, 4 *eb. 
Bridges' note, 14 i'eb. 1933*
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CHAPTER 5. THE TSEASUBY'S OFFICIALS

Immediately prior to Wisher* 8 appointment as sole Permanent 

Secretary in 1919 there had been three joint rermanent Secretaries 

in charge of the Treasury, and even after his appointment the Treasury 

continued to be organised for a time not as one department but as three, 

with three Controllers responsible respectively for finance, Supply and 

Kstabliabsents* <&ach Controller had the status and pay of an official 

head of a major government department* and, while Wisher had general 

powers of co-ordination, supervision and direction, the Treasury Minute 

of 1919 conferring these powers mad* it clear he was not expected to 

concern himself with the detailed work or the Controllers* Under this 

system the Permanent secretary's position was, in fclsher's words, 

1 deliciously vague, floating somewhere rather Olympian* •

In 1927, however, a first step wea taken towards a core centra­ 

lised organisation when two of the departments, iaanc« and Supply, were 

combined under one Controller, Hopkins* Then, in 1932, the then 

Controller of the Establishments Department became Permanent Secretary 

at the Home Office, and Usher took the opportunity to abolish the rank 

of Controller, and to convert the iVaasury into a unified department. 

Hopkins was given the title of booonu Secretary, and he retained the 

status of a head of department, and acted as the Permanent Secretary's 

deputy for financial matters* The work formally done by the Controllers 

was given to less prestigious Undtr-Seoretaries*

But it would be wrong to think of the re-organisation of the 

Treasury in 1932 as giving fisher a monopoly of official influence*

1. Perl* Papers 1935-36, v. 431.



The work of the Treasury was more than he alone could comprehend. He 

publicly admitted that finanolal teohniealitief were beyond him, and 

Hopkina felt quite free to tender advice contrary to that of i^iaher 

to the Chancellor on financial Matters. The Under-Seen)tariea had 

personal access to the Chancellory and night communicate directly with 

other ministers provided that Fisher and Hopkins knew what was going on. 

Treasury officials referred all important decisions to the Chancellor 

for Biniaterial authority. In such oases a nemorandun would be prepared 

by the Junior Treaaury official who knew oost about the Batter, and the 

ceBoranduff would be forwarded, with consents, by one of the Under­ 

secretaries to Hopkins. Hopkins would then consult with Fisher, unless 

a purely financial issue was at stake, ana the neaorandiui would be 

modified in the light of their deliberations and forwarded to the 

Chancellor with their consents* The emphasis was on teamwork, and 

usually there would be a good deal of informal discussion •

hopkins thus eaerges as a key figure* He seens to have been 

exceptionally able as well as respected ana well-liked* Sir Koy Harrod 

described hia as unique in his generation in his ability to Beet Keynes 

on the letter's chosen ground of economics vdthout Keynes having the 

better of the argument. Although Keynes 1 and Hopkins' views were widely 

divergent at the beginning of the Thirties, Keynea admitted that Hopkina 

did understand public finance* A classics scholar at Cambridge, Hopkins 

had been grounded in public finance during 2$ years in the Inland I evenue,

which he entered as a first division clerk in 1902. lie was chairaan of
2the Board for five years before he was transferred to the ireasury *

1. Parl* Papers 1935-36, v.433, 458, 440f.

2. Sir Koy Harrod, L#• Q,f John Mavnerd tomes (Kaosdllan, 1963 ), 
p.421f; air iilfred £ao>, 'Sir Kiohard Hopkins 1 , fr.N.B. 1951-60.



To hi a oollea&uea Hopkins waa known as 'Hoppy*. He is reaeubered 

'with affection and great respect as a kind but reserved aan of formi­ 

dable intelligence, with a sceptical view of huaan motives which saved 

hin from quid* enthuaiasas* Me* was not an innovator like Fisher, but his 

experience, his intelligence and his capacity for taking up, developing 

and above all expressing in simple but compelling terms ideas which 

others nay have originated, n&de hie the most influential of advisers' .

Fisher left Hopkins to run most of the treasury Baohlne while he 

himself concentrated on what he conaidered to be the aost important 

issues. fisher once told the > : .-.C. that 'if you au& >eat ^!!opkina^7 

brain wor*s quicker tnan nine I should agree', and added that as offioial

Head of the Civil Service he h&u 'a lot of other thin&a to do besides
2departmental Treasury work' * The work of the department - which waa

very much saaller than the present Treasury - was divided between 

eleven divisions plus a Financial Enquiries Branch. £ach division was 

headed by a principal assistant secretary or an assistant secretary, and 

the divisions were grouped according to their function under one or other 

of the Undersecretaries* Sir Frederick Phillips supervised the work 

of the two divisions dealing with Finance, together with the Financial 

Enquiries Branch. Mr* J* A* N. (from 193d Sir Alan) Barlow supervised 

the work of the divisions dealing with Supply; and 3ir Janes Hae 

supervised those dealing with £st&blishaent questions *

1* Letter fro* Sir I dward Playfair to the author, 18 July 1975*

3, &•* Appendix 1 for organisation chart,



Phillips was invariably consulted on financial matter a. He has 

been ae scribed by a former colleague as having the manner of a none- 

too-genial bear, but also as a moat able administrator and a brilliant 

mathematician* To Jieynes *F.P. ' was

'a character »•• with his bulky fraae, his ^reat head and 
nift disconcertingly uir«ct #aza over Uie top of his 
spectacles. ••• If a point was good he took it without 
wasting tio><*; if it «fcs baa ais preaonit&ry ruable fora- 
told a plain and incisive criticism* . .. To watch bin 
swetp to$eUuar a scatter a,; argument, pose the essential 
issues, and express a eool constructive Judgnont upon 

was & le&son* . . . ' 1

Phil lip » was the architect of the i-ud^et, For his calculations 

of what woula be available lor defence ihillips relied upon estimates 

of future revenue at & Oiv<*n rate of taxation supplied by the Inland 

Ke venue ana ii. i. Uustoas intolli^ecce -ranch, made in the light of 

forecasts of future traue trends supplied by the Board of Trade. 

Government loans were handled Jointly by Hopkins and Phillips, in 

consultation with the Ear^k of ^.n&land, and its Governor, Kr. Montagu 

so that when, froa 1>33, Wisher advocated a defence loon, he

haa to leave it to Uopkins ana the others to decide how ciuch could be
2raised •

The effects of rearaa&ent and borrowing on Britain's balance of 

payments aad to be considered* Here ihillips' most senior lieutenant 

was -r. c>. it (later ~ir i^avid} ^aley f the principal assistant secretary 

in charge of the division dealing with overseas finance* aley has 

been described by former subordinates as a nan who attracted great

1* Sir Frederick -eita-. oss, koney Talks ^lutchinson, 1^68), p. 
Collected -r.Uiru.3 or Joho ...aynard ^.e^nes ^^aomillan, 1972), x.

2. See below pp.14&ff.
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devotion. Ha had enormous teohnioal capacity, with an intuitive, 

•lliptio mode of thought, and never allowed growing balanoa of payments 

difficulties in 1937*39 to depress hi*1 . His tiny division was typical 

of the saall scale of the Treasury's organisation - in 1936 overseas 

finance was dealt with by ftaley, a principal and two assistant 

principals. The Treasury also naintained a number of financial attaches 

abroad, with one each in Washington, Paris, Berlin and China.

AdTioe might also be forthcoming from another of Phillips' 

lieutenants, Mr. K. fr. (later Sir Ralph) Hawtrey, the assistant 

secretary in charge of the Financial Enquiries Branch, like Phillips, 

Hawtrey had read mathematics at Cambridge, and his understanding of 

economics was what he had derived from his work as a Treasury official. 

Unlike Phillips, Hawtrey was not concerned with day-to-day admini­ 

stration - the Financial Enquiries Branch amounted to no more than a 

little room inhabited only by himself and an assistant called lira. Lucas. 

Treasury officials would forward queries to Hawtrey from time to time, 

but there was no pressure of business, and he was free to contemplate 

problems of economics and to write a number of books on the subject. 

In 1920-29 he had been given leave to lecture in economics at Harvard 

University, and his reputation was such that he has often been regarded 

as an academic economist* Fisher described Hawtrey's work aa 

'metaphysical 1 , but in 1937t before a Treasury Reorganisation Committee, 

Phillips stated that he could not do without him. Hawtrey, Phillips 

explained, understood professional economists in a way that he did not,

1. Conversations with 6>ir Kdward Playfair, 21 Apr. 1975* «nd with 
Lord Trend (see List of Sources, p,3^7f), 26 June 1975*



so that as well as giving advice on his own account Hawtrey made 

intelligible what other economists were advising .

The impact of economists' ideas on the Treasury is dealt with in 

Part II* Treasury officials sat with economists and financial experts

on the Economic Advisory Counoil's Committee on Koonomio Information,
2 a body designed to bring together offioial and informed outside opinion •

The Treasury officials on the committee were Phillips and Sir Frederick 

Leith-Kois, who held the title of Chief economic Adviser to His Majesty's 

(rovernment* Too much should not be read into the letter's title, 

however, as Leith-Koss himself described it as a misnomer, in that his 

duties principally involved representing Britain in international 

negotiations* He had a seat in the Board of Trade as well as the 

Treasury, and although he had been Deputy Controller of Finance prior 

to his appointment as Chief Economic Adviser in 1932 he was no longer 

concerned in departmental business after that date. He did, however, 

tender advice from time to time .

Barlow became Under-Secretary with responsibility for Supply in 

19%, his predecessor, Sir Ernest Strohmcnger, having moved on to beoome 

Deputy Chairman of the Unemployment Assistance Board after only two

1* £§£*• fJttt£i 1935-#, ** 439; T.199/50oi minute* of Treasury 
Organisation Committee, 9 Mar* 1937, p*4» and conversation with 
Sir Thomas Padmore, who was secretary of that committee, 15 Mar*
1975*

2. The Economic Advisory Council (hereafter referred to as E.A*C,) had 
been set up during the Depression to be an economic counterpart to 
the C.I.D., but had ceased to meet in full session by 1932* Its 
Sub-committee on loonomio Information continued to submit reports 
through the Cabinet Secretariat*

3* Leith-Ross, Money Talks, pp.145-7.
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years in the Treasury* Barlow himself was a newcomer to the department, 

having previously been the Prime Minister's Principal Private Secretary, 

and before that he had been at the Ministry of Labour. He was an easy- 

going, popular nan, who appeared not to contribute much by way of 

original thought, but Sir Christopher Bullock, the former permanent 

Secretary of the Air Ministry, was too harsh when he described Barlow 

(and Vincent) as 'little more than good clerks'* If Barlow appeared 

to add little more than his initials to memoranda on defence this «as 

because the compiler of these memoranda, Bridges, his subordinate, left 

little More to be said1 .

Of the Supply divisions working under Barlow one only dealt with 

the Votes of the defence departments. I his was ' 3-D ', whose full 

range of functions in July 193& covered!

'Policy and Materiel questions relating to the Navy, 
Army and Air Force; oupply questions relating to 
Civil Aviation, Colonies and Territories, U.I.D., 
Contracts, Deceased and distressed British Subjects 
Abroad, Dominions, foreign Services, Home Office 
(for Air Raid Precautions;, imperial economic Conference, 
I ape rial War Graves Commission, India Office, League of 
Nations (for Assyrian A«settlement only), Mandates, 
kiddle tast. Oil, Overseas settlement, Phosphates, 
Prises of *ar and Surplus Stores Liquidation' 2.

There was little logic to this grouping of functions, and at the 

beginning of 1937, as Uopkins noted! 'the increase of work in the 

international sphere ... made it desirable ... that so*e steps should 

be taken as a Batter of urgency to relieve the resultant pressure OB 

the staff of 5*>, particularly its Head', and a new division, 5BD,was

1. King's College, London, Liddell Hart Papers, 11/1937/54: Liddoll 
Hart's note on talk with Bullock, 25 June 1937* Conversation with 
Sir John -innifrith, 31 Jan. 1975 (we List of Sources p.36?f).

2. T.199/50C! Treasury List of Staff (booklet for office use only), 
p.10.
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created to taka over £D's functions relating to the Empire (except 

Indian defence) and foreign services * In April 1938 5& was renamed

Defence Materiel LdTision, or 1>.M.

The man in charge of 5i>, or l>.fc., from tha autumn of 1934 to tha 

summer of 193d was bridges, a m&n destined, like ttopkins, to risa to 

tha top as Ptraanant Secretary of the treasury . Tha years 1932*38 saw 

Bridges rise froa the rank of a principal at the Treasury to the post 

of Secretary of the Cabinet* One of his duties aa head of !>£ was to 

brief the Chancellor for meetings of the C.I.#, f offering oom&ants on 

memoranda by the defence departments. Tha outstanding quality of his 

work early attracted Chamberlain's notice, and Chamberlain Bade a point 

of getting to know him* Chamberlain described Bridges aa a 'man of 

exceptional ability and brilliance and possessing attractive personal 

qualities', an opinion that has been echoed by two of the men outside 

the Treasury who worked most closely with him, Lord Swinton, Secretary 

of State for Air, 1935-38, *nd lord Ismay, who was appointed Secretary 

to the C.I.I,, at the same time as Bridges went to the Cabinet Office2 . 

Bridges* grasp of defence problems, and Chamberlain's regard for him, 

made the head of 5& much aore influential than an assistant secretary 

or principal assistant secretary would normally haTe been, but this 

influence was not resented in the least by his superiors, and Bridges 

enjoyed a friendly and informal relationship with Hopkins . v?hen

1. X.199/30c: draft report of Treasury Organisation Committee, 
2 NOT. 1937, p.4.

2. CA8.2V93I Cabinet ainutea, 1 June 1938, p.375?.| Lord -winton,
Sixty laara of Power (Hutohi&son, 19&>>, p.118; lamay, aamoirs. p.89.

3. For example, a letter fro* Bridges to Hopkins, relating to the 1937 
Defence White Paper, but written while Hopkins was away celebrating 
an anniversary, begins: 'First of all, we have discovered your 
secret and wish you all very many happy returns of the day.... 1 
(T.161/778/S.41729/1, 13 *ab. 1937).
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Bridges left to beooae Secretary of the Cabinet in August 1938 £iaon 

noted in hia diary: 'A fearful loaa to ae and to the Treasury, for 

he haa every aapeot of rearaaaent at hia fingers' ends' •

Bridges' aubordinatea aiao held hia in the highest regard. He 

was sny, but nis enthuai&am for hia work «aa infectious, and seldom 

ean leaderahip have been given with ao little oonaoioua effort and BO 

•uoh aueoesa. He waa quite unoonaoioua of the high standards he set,

and at the end of a long aession of disousaion or drafting he would
2 often refer to the episode as 'great fun* . At the sane tiae he was

fully aware of the human factor a behind the figures in which he was 

dealing* He hiaaelf had served as an infantry officer on the Western 

front from 1915 to 1917, when he waa severely wounded, and, twenty years 

later, while reviewing defenoe expenditure, he noted:

'I have still sufficiently vivid recollections of the 
days of 1913 • when our gunners, when ealled upon 
for help by the front-line infantry, used to tell us 
that they had only a couple of rounds per gun per day 
• to have nothing but the strongest syapathiea for 
an Aray insufficiently supplied with munitions'3.

7he work done by $1 increased enormously froa 19% onwards, and 

this waa reflected in a growth of the division's exiguous staff* When 

Sir John iinnifrith • then a raw assistant principal - Joined $D in 

19% the division had only three officials of the administrative grade 

dealing with defence expenditure: bridges himself (then an assistant

1. Simon, Eetroaoeot. p.231.

2. Sir Joan tfinnifrith, 'Baron Bridges', Biographical faeaoirs of 
fellows of the Kpyal Society xvi« (l»ov. 1970),

3. T.161/655/S.4B431/01/2S ^ridges' memorandum, 17 i>«o. 1937*



secretary), Mr. &.E*A, Orey, a principal, and Vinnifrith* This, 
Sir John coui&antttd, WAS the perfect co-ordinating reaahine, §inc0 
eaoh of these official* kn0» what each of the defence departaent* 
was doing . But the voluae of work quickly increased, and before 
the end of 1933 <*rey waa dealing with Army, Air >'orce and C*I»D. work, 
while &r. £*K*B* Speed, a principal who had served in the War Office, 
dealt with the Navy, By 1937 there were three principals, each 
dealing with a different uefence department; &rey handled Air Ministry 
matters; Mr, (later Sir) Edaund Coopton, who had replaced Speed in
1936, handled 7*ar Office matters, and Kr. T.L, (later Sir Goalie) Rowan,

2 handled Acbiralty aattere .

Both Coapton and Kowan were to becoi&e well-known oiril serranta 
- Sir EdiEtund aa Comptroller and auditor General, and, later, aa 
Britain's first 'Ottbudsman* , or Parliamentary Cooodaoloner for 
AdairJ.stration (in 1^67), and Sir Leslie as Churchill's war-time 
private secretary* Ireasury officials did not receive any formal 
training in the technical aspects of defence, but they were expected 
to pick these up 'on the job', and their all-round ability was such that 
they ware able to do so.

Of Bridges' predecessor in charge of 3D, Mr* ^*At Grieve, little 
need be said* Grieve suffered a breakdown in June 1934- before the

1. Conversation with Sir John Uinnifrith, 31 «*»n« 1975.

2* Treasury Establishment Officer's files (T.199) and conversation with fcr* George Qraa, 21 kar, 1973 l>** List of Sources,
P.367).



defence programme had got under way, and it was this accident which 

brought Bridges to $1. Bridges' successor in August 1930 w&s Kr. B.W. 

(later Sir Bernard) Gilbert, an able principal assistant secretary, 

who, however, inevitably lacked Bridges' foailittrity with defence 

questions* Nevertheless Gilbert seeas to have impressed his superiors 

for in 1939» along with Aaley, he was promoted to Under-Secretary *hen 

Barlow and Phillips were promoted to the newly-created post of Third 

Secretary (a change designed to relieve Hopklns of part of his nark-load).

There was one other Treasury division which dealt with defence 

questions. This was 3D, which was headed by Bridges froa April 1934 

until early in 1935* when he was relieved of the double burden of 

running two divisions. 3D was one of six divisions under Ram, the 

Undersecretary dealing with Establishments. 3D dealt with personnel 

questions of the defence cepartments, but unlike 5^, it was not concerned 

with overall defence policy. For example, when the »ar Office decided 

to mechanise the cavalry it was $l> which considered the merits of the 

proposal and its implications for defence expenditure, while 3D was 

responsible for considering the >Var Office's proposals for new rates of 

pay and conditions of service to accompany the change from horses to 

armoured vehicles. 3D reviewed these proposals not only on their merits 

as a means of attracting a new type of meohanleally-miAded recruit, but 

also from the point of view of the possible Implications on the recruit­ 

ment and wage bill of other departments* If Army mechanics were to be 

paid more, the claims of equivalent grades in the other services had to 

be considered* dl> and $U kept closely in touch with each other, and 

members of the t*o divisions met informally once a day in a 'tea club'
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within the Treasury •

ihe nan abo advised the Chancellor on defence policy ware an elite* 

Tha department's advice on how ouch finance oould be found for defence 

vaa rors&ilatad, aftar consultation with tfiaher, by Hopkins and Hhillips, 

tfisher, Hopkins, Barlow and Bridget (and latar Gilbert) discussed how 

that ftoney oould ba spent, and to this group ahould b« added Kr. J.D.B* 

(latar ^ir Donald) Farguafton, Chanbarlain* s ^rinoipal Private Saoratar/ 

from 1931 to 193^* i^ar^ftaon was a very for oaf ul oharaotarf and waa

cloaa to i-iahor. %han briafin^ the Chancellor on defanoa
2questions ha aaeas to have reinforced Wisher* 8 ar^unents . Tha original

•inda at the official leyel in the treasury to far as the Military 

aapeets of defence policy were concerned ware fisher and Bridges, but 

Hopkins too was important on account of his ability to analyse other 

people's arguments •

£tfi« Papers 1935-36, T. 434, and conversation with Sir John 
iiimifrith, 31 •?**. 197i>.

2. i'. 172/1830: Fergus son to Chanberlain, 9 **y 1935,
conversation with bir John ninnifrith, 31 Jan, 1975*

3. ConTaraation with Sir Kdward Playfair, 21 Apr. 1975*



CHAPTER 6. THE TRJvASUHT AH) THE COHHITTEE OP

IMffcJUAL DEFENCE

Aa notad above, tha official Machinery for inter-service co­ 

ordination was tha C.I.D* Treasury participation in tha C,I«D. 

organisation anaurad that Traaaury officials were kapt informed about 

dafanea policy even aa it was being evolved, and although for auch of 

tha tiae Treasury official representatives actad only aa observers, 

thay briafad tha Chanoallor of tha Kxohequer who could, and did, 

oritioisa tha dafanea departaenta' policy propotala and suggest alter­ 

natives at ainisterial aaeUngs* Tha C.I.D. itself, with a paraanant 

panal of about a dosan sdniatara togathar with tha C.O.S. and tha 

Paraanant Saoratary of tha Treasury , was on tha large side to ba aa 

effective ooaaittee, and ita detailed work was dona in sub-ooaaittees. 

Slnca executive decisions were taken in tha Cabinet or in Cabinet sub- 

ooaaittees there was a tendency for tha aain C,I«I/, to becoae a 'rubber 

staap 1 for its aub*ooaaittae*a proposals. C.I.i>. sub-ooaalttees 

proliferated during the •Thirties, and by tha and of 1937 there war* 

over 50. Hopkins for one thought that while no doubt there were aany 

things for which ooaaittaaa ware essential, C.I.i/. aub-coaaittaaa, with

their advisory function, were 'not tha aaaaa to apaad and decision in
2 action 1 and were 'apt to relax tha individual*a sense of responsibility' ,

1. For full aaabershlp aae Major-General H.L, laaay, 'Machinery of tha 
Coaffiittea of laperial i'efenoe'* Journal of ^ oval United Servioes 
Institution. UXAIV (1939),

2* T. l6l/932/S*427^0i Hopkina* ooament on meaorandua by Coapton, 
. 1937.



Holding togathar tha maie of sub-committees waa tha C.l.D* 

Secretariat, headed until hit retire! in July 1938 by Hankay, who waa 

alto Secretary to tha Cabinet, tiankey had baan tha C.I.I>.'a secretary 

ainaa 1912, and hit unriTallad experience meant ha waa much more than 

Just a aaoratary. Ha draftad tha raport whioh waa aeoaptad almost in 

ita antiraty by tha Cabinat in February 1936 as tha rearmament programme, 

and his advice seems to have weighed heavily with Inakip when that 

minister drew up hia influential report on defence policy in 1937 » 

Rankey and Fisher were intimates, but they oould also be rivals for the 

ear of the Prime Minister, and in 1934 Hankey resorted to arnuaentum ad 

hominem when he wrote to Baldwin that Fisher's judgement waa not to be 

relied upon in view of the latter'a ill-health^. The rivalry went back 

to Boner Law'a premiership, when Lloyd-George's machinery of government 

waa being dismantled, and Fisher had tried to have Hankey and the Cabinet 

Secretariat brought into the Treasury, subordinate to himself* Hankey 

had defeated this move and had retained the ri^ht to tanaer advice on hia 

own initiative to the Prime Minister*

Fisher supported Hankey and the C.l.lJ. organisation against public 

criticism early in 193&* even although Chamberlain complained that 

tiankay was *a terrible reactionary* on the subject of new method! of 

defence co-ordination . Hankey stood firmly against the idea of a 

Miniatry of Defence because, aa he Itter frankly admitted, such a 

minister 'would come between ma and tha tfrime Minister . By February

1. £>ee Part III, p.2?0f .

2* Cambridge University Library, Baldwin Papers, volume I, folio 40s 
Hankey to Baldwin, 23 '"£• 1934*

3* CAB.21/424* fisher to Baldwin, 13 Jan. 19#j N.C.Ifl/ 1/949: 
Chamberlain to Ida, 16 Feb. 193&*

4* Johnaon, I»efence by Crrmm^^fe,, p.264«
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>, however, even Hankey could see that the »ood of the House of 

CosMftons demanded some sort of ministerial appointment, and he himself 

prepared the memorandum which paved the way for the appointment of a 

Minister for the Co-ordination of uefenoe. Hankey disoussed the 

memorandum with Fisher, who approved it, subject to the new minister 

being a Ban who did not 'desire to make a place for himself* - possibly 

a hostile reference to Churchill - and who would not 'confuse mere 

activity as suoh with efficiency'* Fisher and Hankey were agreed that 

Lord Halifax was the right man, but the Cabinet preferred Inskip as a 

man who would increase the Government*! debating strength in the 

Commons .

According to Bridges, Hankey had become too self-important by the

•id-'Thirties, but apparently it was not until near his retirement in
21938 that Hankey managed to get on the wrong side of Fisher • In J^ay

•

1938 Fisher took the initiative with *ilson in pressing for Bridges as 

a successor to Hankey• Hankey, however, wanted either of his two 

Deputy Secretaries, Colonel ti«L, <i-ater iH»n*ral the Lord) Isaay and 

Colonel H.K. (Later General ^ir Henry) Pownall, to take over, and he 

gained the support of the C.0.3,, who, in Chat field's words, wanted v a 

Secretary who speaks our language* - that is a serving officer, and 

not a Treasury official* In the event no one aan succeeded Hankey, 

for Chamberlain appointed Bridges as Secretary of the Cabinet and Ismay 

as Secretary of the i*«l*i>* Nevertheless Pownall noted in his diary:

•what has happened is that in this battle Fisher won and Hankey lost*

1. C*3«21A24.i wisher to wh&s>beriainf

2. HoskiU, "fnfrlY- Ui*
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Hit last big fight!' 1

The C.l.P, organisation itself is best seen not as a corporate 

bofy, but rather as a forum for interdepartmental discussion. Ho 

doubt there was some truth in Hankey's elaia that 'meeting round a 

table week after week ministers, staff officers and civil servants got 

to know one another, to respeot one another and to like one another.... 

"Tout ooaorendre. ofrst tout pardonner* '. Yet in Fisher* s oase the 

process failed to induce any respeot for the C.O.S. apart from Chatfield. 

Fisher's Tiew, in 1939, was that 'since Hugh Trenohard, we have had no 

Chief of the Air Staff (except in name).... And so with the Aray - 

since George Milne, there has been no Chief of Staff who could think* . 

Rather than rely upon those whoa he considered to be these men's unworthy 

successors Fisher continued to consult lord Trenohard on all military 

matters4. In October 1938 Fisher told Chamberlain that * there is one - 

and only one - Crown Servant of first rate ability in high poaition la 

the Air Ministry, Sir Arthur Street, a civilian, but his official position 

is insufficient to enable his full influence to be felt* (Street was First 

Deputy Undersecretary, and Acting Peraanent Undersecretary) .

1. Churchill College, Cambridge, Uankey Papers 1/3: diary, May 6-16, 
1933$ Chief of staffs idarfaa of jbieutenant-»tt«tneral uir aenry 
ed. fcri&n £ond (Cooper. 1972;. i« 149 (hereafter cited as Pownalj.

2. M>ra Haiikey, Government Control in **r (Cambridge U.r., 1945), p. 77.

3. British Library of Political and -oonomic Science, Fiaher Papers 
Fisher to Wilson, 1!> May 1939* ^ord rranohard retired as Chief of 
Air Jtaff in 1?2^. Lora «ilne retired as U.JL.U.O. in

4* A* iioyle, Trenohara. Man of /iaion ^ollins, 19^2> f p.660i\; &rigg 
Papers ?/2t7Tt ^reBChard to ^rigg, 2 Mar. 1935.

3, JKAM.1/252s Fisher to Chamberlain, 1 Oct. 193d.



flhatever the Justice of Fisher's opinions as to the quality of 

staff officers - and Hankey i'or one found them too extreme - 

Fisher seeiis to have had some grounas for doubting whether the C.Q.3. 

Sub-Comoittee was an effective body for co-ordinating defence policy 

as a whole before 193CJ. iiankey told Chatfield in June 1938 that that 

Sub-Committee was 'the main plank in the system I devised to prepare 

the way for my departure* , but later he admitted that after Inskip's 

appointment the C.O.S, had 'seised the opportunity of a minister unbiased

by previous experience of their controversies to re-open soae of the
2 most difficult 9 . Inskip himself apparently thought that any attempt

to stake the C.O,S« divide a fixed sum for future defence expenditure 

between their departments would lead only to each one fighting for his 

own department . There certainly seems to have been a tendency on the 

part of the 0.0*3* to add up the different departments* requirements 

rather than to establish priorities on an interdepartmental basis, and 

Hopkins found it *odd that three vastly different services with vastly 

different functions should always require rou&hly identical finance* * 

Fisher would have liked to have established hi a a elf as a member of the 

C.Q.S. Committee, but the Permanent Secretary of the Treasury was never 

admitted as a member. Fisher did, however, sit with the C«0*S* and 

Hankey and Vansittart on the 1.4 hoy i>.K,C. which drew up the 'defence 

deficiency* pro^raame of 1934 and the rearmament pro&ra&me of 1935 for

1. HiEfc. 1/252: Hankey to Fisher, 5 Apr. 1933.

2. National Maritime Museum, Greenwich, Chatfield Papers j/1: Hankey 
to Chatfield, 3 June 1936. hankey Papers 2^1: notes for Hankey 1 s 
evidence on the central Organisation of Defence, 12 Oct.

3. HUSK. 1/250: Simon to Chamberlain, 25 Oct. 1937.

4. T.161/85VS.48431/01/3* note by Hopkins, 11 Feb. 1938.



oonaideration by ministers - and the Chancellor of the exchequer 

was Always a member of important ministerial committees .

Below the C.I.D. And other committees dealing with defence polio/ 

aa a whole there were many sub~Gommittees {dealing with particular 

problems, auoh aa the defence of the United Kingdom or the defence of 

India* These sub-committees in turn set up their own sub-corned ttees 

to consider technical problems, in general, Bridges or some other

Treasury official would attend meetings of the main aub-comsdttee, but
2not those of the technical sub-committees , /'.Ten so, peTtioipation

in the aub-ooauittees* work provided extensive information on defence, 

and indeed military a ambera took the opportunity to educate Treasury 

officials.

The Treasury had in any case to be informed of developments before 

expenditure could be incurred, but the C*I«l>. orgA&isatlon helped the 

Treasury to keep in touch at all stagea* for example, within a month 

of Kr. (later v»ir; Robert *atson-*Att*s submission to the Air Ministry 

of his historic paper showing the possibilities of radar, in xebruary 

1933* Wisher, Hopkins, B&rlow and Bridges knew ^s much about radar's 

possibilities *s any member of the < ir 3taff. In order for tiie research 

to go Ahead the Air Ministry had to approach the Treasury for sanction 

to spend *-1G,OOo which had not been included in the annual ^stiatttes, 

end the object of the research *as explained to triages. He reported

Wisher Papers ^13: fisher to v«ilson, 15 &ay 193^« ^or work of 
k.K.C, see above p

2« See Appendix II for Treasury partioipation in C.I.x). sub-committees*
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to his seniors that:

'I shall be happy to pass on orally suoh parts of the 
explanation as i was oapable of understanding, but 1 
should be sorry to have to write theu. down* I gather 
that ... t&e line of research inuicated is certainly 
worth pursuing*1,

The Treasury oontlnuud to be informed of developments both by 

further submissions for approval of expenditure and bj Fisher's 

membership of the C,I.L>.'s sub-oomodttee on Air Defence Research. 

It was this sub~oot&udttee which recommended in September 1933 that a 

chain of radar stations be set up to locate aircraft approaching the

coast and which in July 193& noted that the outlook for this aspect
2 of defence was 'very promising* . Fisher was also chairman of an

ad hoc C«1»D, sub-committee on ^ir Raid Precautions in the summer of 

1937, so that when in December of that year he was in dispute with the 

Air Staff over the relative advantages of offence and defence in aerial 
warfare he had had aaple opportunity to become acquainted with the 

subject*

Xreasury participation in C*i,£, sub~comaittees could shade into 
Treasury control of expenditure, For example , in IIovember 1937 Bridges 
took advantage of his membership of the Home Defence Committee to remind 

planners of the need for economy, and suggested that a report by the 

cosu&ittee's uub-ooaaittee on the Protection of -ointa of Importance 

Against Air Attack shoula be hela over until it was possible to have a 

oonplete picture of all requirements* The Committee's minutes record

1. r.l6l/891/S.26350/Ol! ^ridges to Barlow and Hopkina, 11 kar. 1933.

2. CAB. 16/133: A.D.K. 33, p.3«



that 'there was some discussion* whether the recommendations of the 

sub-committee *were not too liberal ••• taking into consideration the 

enormous aemands on the Treasury*. I may later recalled how, in the 

Hone Defence Committee's work, 'economy had become so in^ained on us 

that we asked for no increases which could not be Justified in the
4

greatest detail 1 .

The most important C.I,I), sub-committees from the point of view of

Treasury control, however, were those grouped together under the
2 Principal Supply Officers Conoaittee . The P.3.O.C. had been set up

by the O.X.D. in 1924 so to co-ordinate the supply arrangements of the 

three defence services that in a future war the competition and delays 

which had marked 1914 would be avoided* The P.S.u.C. itself was a 

hi^h policy body, meeting infrequently. The work of allocating 

industrial capacity between the defence departments wtts done in its own 

sub-committees, according to hypotheses of service requirements approved 

by the Cabinet. There were seven of these supply sub- committees, each 

dealing with a specific field of related weapons or of strategic $000* 

sueh as machine tools or gauges, and their work was co-ordinated by a 

Supply Board.

The P.S.O. organisation included members of the Board of Trade and 

the defence departments, but not until 193*> did the Supply Board include 

a representative of the Treasury. Fisher was long reluctant to endow 

the i'.^.O. organisation with any hint of executive authority, but in

1. CAB. 12/3: Home Defence domsdttee minutes, 23 Mov. 1937* P*1f*>

2. Hereafter referred to as P.S.O.C,



April 1935 ha tola the C.l.i>, that the ireasury was now agreeable to 

the evolution of the P.S.Q.CI, fron a purely advisory to a more 

executive body, with a full- tine chairman and secretary . Two months 

earlier the annual report of the t'.^,0* had suggested that the titte 

night hav* come when a Treasury representative could be usefully added 

to the r'.^.O.U. Barlow, however, advieed iisher th*a membership of

the Supply board would be more useful as 'it would enable us to learn
2 •tore of the real needs and nethoas of the defence departments' . A

year passea before A IVeasury representative - barlow himself - actually 

attended a awetlng of the Supply fto&rd, and it was not until the summer 

of 1937 that Barlow sat on the P.S.O.C. Itaelf.

feenbershlp of the Supply Board enabled Barlow to reinforoe Treasury 

control of expenditure in that he *as able to oheo*. that the planning of 

supply was going ahead according to hypotheses approved by the Cabinet, 

and not nerely by defence departments themselves. In October 1937» for 

ejcaaple, Barlow objected to an Air Ministry requirement for aircraft 

instruments, on Uu* ^rounus that it was based on a hypothesis which had 

not yet b««n subsdttod to the cabinet, ana wtieu the c&airman, bir 

Kobinson, remarked that the hypothesis had been approved by the 

Council Barlow said he oould act regard this as the last word on th» 

subject3.

One oosuftittee within tn« jp.^,0* organisation on which tne
L 

had been represented since 1927 was the Contracts Co-ordinating Cosuoittoo .

i1 . 17V 33: Fisher's BeaK^randum, 2$ i'eb. 1923; CAB.2/Kl)» C.I. 3). 
minutes, 16 ,.pr. 1933, p.

2. T.l6l/876/S.19907/3s Barlow's note, 22 Feb. 1935*

3. CA&.60/32* sdnutes of 33th Beetin«t P 

Hereafter referred to as the C.C,G*
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This oowdLttee, attended by the defence departments' directors of 

Contracts, ana chaired bj each of then, in turn, had terns of reference 

including the elimination of competition between government departments 

in the purchase of supplies, and the adoption ui uniform contract 

procedure. Useful work does sets, to h&ve been done in wchievin^ minor 

economies through the joint purchase of such items as blankets, medical 

stares ana coal, but the C.C.C. was not successful in working out contract 

procedure, since it treated contract problems in isolation, anu general 

principles were lost in len^tay minutes. Bridges belie Yeu Uiat only 

the appointment of a permanent chairman with drive, and of a permanent 

secretary instead of the joint secretaries provided by the three services, 

ooulu have reaeoitid these faults • Barlow, *ho had been Treasury

representative on the -,U,w. since 1;>>*, su^ested the latter reform to 

the ^ireotors of Contracts in 19^, but it was not adopted. By then 

the work of the C.C.C. had in any case been overshadowed by a new and

more powerful inter-departmental committee outsiue the U«l,i/« orgaiiisa-
2tion, the treasury inter-^ervicw woiB&itt.e« and the ^*G«G* was left

with routine zaatters auou as drawing up a standard fore of building 

contract.

In conclusion, treasury participation in the C,X,I;, organisation 

served three functions. *t the e&rlaest sta^e of planning Treasury 

uffioials could reud&d defeuoe aepartiattnts that the resources of the 

Exchequer were not inexhaustible, and that there was a need to settle 

priorities. Inforaed of *h&t plans were afoot Treasury officials

. 21 643/092: triages to barlow, 23 June 1938. 

2« See below pp. 62ff.



could brief the Chancellor, who sight persuade his Cabinet colleagues 

to accept changes in the defence departments' proposals* Finally 

through the P.S.O. organisation Treasury officials could see that 

planning was in fact going ahead on the lines approved by the Cabinet. 

In short, participation in the C 0 I«D, organisation gave the Treasury 

the power to inform and be informed, and without suoh participation 

it would have been difficult for the Treasury to influence defence 

policy* As it was the Treasury*s powerful central position enabled 

its representatives to speak with authority even before the formal 

processes of Treasury control came into operation.



CHAPTfc* 7, TREASURY COKIfcOL AJO) IKE CO-ORDINATION OF DEFK1CE 

(i) THE PURPOSE OF TREASURY CONTROL

Tha work of tha C.I.D. organisation was to lay down what was 

desirable, but whila following tha prooadura of Traasury ooatrol tha 

Treasury and tha defence departments had to oonsidar more closely what 

was possible, and this gave tha Traasury an important co-ordinating 

function* Proposals for expenditure had to ba examined to ansura that 

thay wara in accordance with dafenoa programmes as approved by tha 

Cabinet} that there would be no duplication or other wasteful aspects, 

and that contracts would be placed in accordance with procedure approved 

by the P«A*C. £hen proposals were submitted to the Treasury iaportant 

decision* had to be taken regarding the speed with which the various 

parts of the rearmament programme were to be carried out.

Johnson, in his account of the pre-war machinery for directing 

defence policy, assumed that the Treasury sought to play off the different 

departments against each other • But in fact Fisher abhormj those who 

stirred up interdepartmental rivalry, even when an interdepartmental 

squabble seemed to play into the Treasury's hands* For example, in 

1933*34 the Air ministry attacked an Admiralty proposal for a new air­ 

craft carrier, arguing that the cost of this vessel must impinge upon 

the finance available for other services, and that land-based aircraft 

would be more effective. Instead of joining forces to block the new 

carrier Fisher castigated the Air Ministry for going too far in interfering

1* Johnson, Da fence DJT Committee* p*257<



with naval strategy* and noted!

•The style and type of letters identify Sir Christopher 
Bullock 1 with this businessj he is a very olever young
•an, but Boat argumentative and singularly gifted in 
rubbing people up the wrong way; he never knows when 
to stop nor the limits of his own or other people's 
affairs (I aa very disappointed in the absenoe of any 
sign of his Baturing or Bellowing)'2

To Fisher good interdepartmental relations were more important 

than detailed costing of proposals* ihen, in 1937» the question of 

the transfer of the Fleet Air Arm from the Air Ministry to the Admiralty 

was reopened, Barlow and Bridges thought it impossible to take a 

Treasury view until the details of the proposed transfer, and possible 

concomitant duplication of effort by the two defenoe departments, had 

been examined* Fisher, however, asserted that the decision ought to 

be taken in principle first and that the Air Ministry and the Admiralty 

should work out the details in the light of that decision, otherwise 

there would be endless wrangling. He noted with obvious asperityi

'The controversy ... is a canker in the proper rela­ 
tionship of these two military Services, and, had 
the present Chief of Air Staff Ullington) been 
anything more than a routine officer he would have 
recognised that the Navy have a case.... (A) good 
relationship between the two Services is a national 
interest and generosity of attitude is ..., a 
greater contribution than petty parochialism*-*.

Although Fisher had earlier held the view that the Air Ministry 

should oontrol the Fleet Air Arm, he now gave his blessing to its 

transfer to the admiralty. Fisher's philosophy of Treasury oontrol

1. Bullock was the permanent Secretary of the Air Ministry*

2. T.l6l/62^S.36l30/34* fimlnr'i *<*•* 3

3. T.161/736/S.2279V2: *isher to Simon, 28 July 1937, and Bridges' 
and Barlow's comments on Cabinet Papers (henceforth cited as 
C.P.) 199 *nd 199A,



vaa far above tha counting of oandla ends* Ha believed that Treasury 

criticism of proposals for axpanditura had a constructive rola to play 

by ensuring that aaaantiala reoaiTed full priority. Aa Permanent 

Secretary ha encouraged a new ralationahip between tha Treasury and 

spending departments whereby tha former would become tha lattar'a 

'candid friend* rather than tha traditional 'abominable no-nan*

Fisher had seen in 1919 that in ordar to ba able to play this new 

role, the Treasury would need official a with a wider Tiaion than those 

who had entered the department straight from university* He suspended 

direct entry into the Treasury , and inataad handpiokad men who had proved 

themselves in other department s, so that, by the 'Thirties, all the 

principals and assistant principals in 3D and 8D had experience outside 

the Treasury* Despite tensions engendered by years of retrenchment a 

newly-retired .eputy Secretary of the Admiralty could write in 1933 that

Fisher had promoted 'team work throughout the Civil Service *•• with
2 conspicuous success 9 •

It would be quite wrong* however, to suppose that the Treasury* a 

co-ordinating rola was appreciated by everyone* Tha delays imposed by 

Treasury control could be galling to a minister anxious to get ahead with 

hit own work* For example, Duff Cooper, when Secretary of State for 

Bar, was bitterly resentful of the time taken to consider his proposals 

for improving Army recruiting by increasing payments for overseas service, 

improving service conditions and improving soldiers' prospects on leaving 

tha service by giving them preferential treatment at Kiniatry of Labour

1. Conversation with Sir John *inni frith, 31 Jan. 1975.

2. Sir Char lea Walker, Thirty ^^ l[aars at the A^mira^^y (Lincoln 
Williaaa, 193V), p.216.



industrial training centres* Cuff Coopar wanted a daoision by 

Christmas 193$, but Chamberlain insisted that the proposals should not 

ba eiroulatad to tha Cabinet until their laplication* had been worked 

out by tha Treasury and all tha departments which sight ba affected. 

It was traditionally the Chancellor's right to hold up Cabinet consi­ 

deration, except in the most urgent oases, of proposals involving 

expenditure until the Treasury had had time to examine the proposals* 

In the cats in point the Treasury officials found that the War Office's 

proposals on overseas service would hava placed a heavier burden on 

India than the Indian Government was willing to bear, while those on 

industrial training were unacceptable to tha Ministry of Labour* 

Interdepartmental discussions ware held under Rae's chairmanship to 

resolve these difficulties, and despite Utff Cooper's attempts to force 

the pace of decision-making * attempts which created friction between 

him and Chamberlain - only some of the »«ar Office's proposals ware 

approved, and then not until January 1937 •

Duff Cooper was no more patient regarding the Treasury's work on 

supply* While he was First Lord tha- Admiralty asserted that only 

ship-borne anti-aircraft guns could defend merchantmen from air attack, 

and proposed an extensive programme for guns and fitments so that 

merchantmen could be armed in Urn* of war* Kowma, the Treasury official 

who examined tha programme, suggested that the Air Ministry might examine 

tha possibility of defensive aircraft as an alternative - a suggestion 

which was not unreasonable at a time of acute shortage of anti-aircraft

1, Viscount Norwich, plo Men ror^et (hupert Hart-Davia, 1953), p»199f»; 
CAB.23/86t Cabinet minutes* 2 Dee* 1?3o» p.201ff; CAB.2V87: 
Cabinet minutes, 20 Jan. 1937, P-Hff, and r.l6?A36/E.3Mb1/ 2 to 4s 

files.



guns for the defence of British cities, but a suggestion which was 

bound to be seen in the Admiralty as a delaying taotio . Shortly 

afterwards, in October 193d when iAiff Cooper had resigned from the 

Government, the one-time secretary of i>tate for *ar and .First Lord 

wrote a revealing article on Treasury control - more revealing than 

perhaps he intended* He noted that service officers 'know very well 

what they want* when they put forward proposals for expenditure:

'But when they are faced by the Treasury expert, 
with his first-class brain and long training in 
negotiation, i&o first seeks to prove that what is 
alleged to be wanted is not wanted at all, and, as 
his second line of defence, suggests a dozen ways in 
which it could be more cheaply obtained, then the 
serving officers, though they nay stick to their guns, 
in every sense of the word, are bound to take time in 
finding answers to questions that had never occurred 
to then* So weeks are lost, and SOMtines months, 
and wen who are longing to get on with the work begin 
to despair' 2 *

It is diffieult not to sympathise with frustration felt in defence 

departments, but surely, in any syste* of defence where there are three 
independent services, there is a need for an independent 'Devil's 

advocate* to make officers think about 'questions that had never occurred 

to then* while planning within their own department. 1/uff Cooper's 

thesis was that while Treasury control was 'an admirable system* in 

normal tines, the need in 1938 was for speed in decision, if necessary 

at the expense of paying a higher price for supplies than would be 

justifiable normally. But failure to settle priorities in advance 

could also lead to delays, since, quite apart from finance, industrial 

labour and raw material* were not unlimited*

1. T,l6l/989/S.42212i Duff Cooper to Simon, 27 June 1936, and Howan 
to Bridges, 2d June 193d*

2. buff Cooper, 'Spend to Hearm 9 , London Evening Standard. 26 Oct. 
193d, p.7.
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For example, after kunion the Admiralty was understandably anxioua 

to obtain Treasury aanotion for increased expenditure on underground 

storage of oil fuel reserves - to secure then from air attack - but 

Gilbert was able to advise the Chancellor that the probable effect of 

each expenditure would be to alow down the construction of protected 

storage of petrol - a much more dangerous substance if bombed. By 

1939, despite planning bj the P.S.O. organisation, interdepartmental 

competition for scarce supply factors, including building labour, was 

such that Chat fie Id, by then Minister for the Co-ordination of Defence, 

Joined with the Treasury in advocating the need to co-ordinate defence 

prograoeies from the point of view of labour supply and industrial 

capacity if delays were to be avoided, and a Cabinet ootudttee was set 

up in July to conaider the problem •

The creation of a Ministry of Supply the following month brought 

no ready-Bade solution to interdepartmental competition. Kr. Harold 

Kaomillan, who was at that Ministry in 1940, recalls how then there was 

a 'great battle of priori ties*«•• Army, Wavy, Air Force * each 

wanted their particular demands carded A1« The result was that every-
o

thing beeame Priority 1, and confusion for a tine was worse confounded' , 

It would be rash te assume that laxer Treasury control before the war 

would have quickened the pace of essential parta of the rearmament 

programme, for the Treasury made every effort to see that eaaentiala 

received due priority, and that leas important proposals were not allowed 

to clog the programme*

1. T.l6l/8£6/S*49094/01: Gilbert* • memorandum, 2 Nov. 193d:
T. 161/92j/3.40760/0V3: Wilson to Hopkins, 20 July 1939} CAB. 2V100: 
Caeimet minutes, 26 July 1939, pp. 237*41, and CAB. 27/663: C.iJ .l66(39).

2. Harold Haemillan, winds of 9^1Rff1f (kiaemillan, 19^>), p. 353.
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Why no Vinlatry of Supply was sot up earlier is another question, 

and broadly the G-overasient*s case was that only with war-time powers 

over industry could such a Ministry prove effective, and, as it could 

be manned only by taking men fro us the existing defence departments* 

the re-organisation required would serve merely to delay the rearmament 

prograiuEe. The peace-time planning body was the C.I.L.'s Supply Board, 

and the Treasury view in late 1938, as expressed by Barlow, was that 

'many of the advocates of a liinistry of Supply have not the least idea 

of the extent of the work that has already been done in allocation of 

capacity, settlements of priority, accumulation of raw materials and 

provision of war potential* A Ministry of Supply now could do no more 

in peace time* » Treasury control of expenditure provided not only a 

check on whether the rearmament programme was going ahead according to 

plan, but also an opportunity to consider vthether proposed additions to 

the programme were really necessary - and such additions were a constant 

source of trouble to the Supply Board since they involved revision of its 

war plans*

Treasury officials were trained to criticise, and to look for the 

'thin end of the wedge* whereby approval for one proposal, say for anti­ 

aircraft guns, would commit the Treasury to approval later of expenditure 

on related, but as yet unmentioned, equipment such as searchlights or

rangefinders. Much of this discussion between the Treasury and
2departments, Bridges admitted, was 'wearisome and frustrating* , but it

1. T.161/877/S. 19907/5 t Barlow* s memorandum, and Hopkins to Fisher
and J.H.E. 'f*oodi ( Simon* s Principal i-rlvate Secretary), 25 Oct. 1936, 
*or brief history of establishment of Ministry of Supply see History 
of Second "Qrla "itr. lUiU Civil Veriest J,l>. Scott and iilchard 
Hughes, Ad«f*riigtra1fl.an of ^ar ^Production (1^35), p«68ff.

2« Bridges, The Treasury, p. 206.
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was necessary to state the antithesis of a defence department's oase so 

that priorities would be assigned and the synthesis of a balanced 

policy oould emerge.

The purpose of Treasury control was not, however, simply a natter 

of Baking administration nore efficient, Fisher intended the Treasury 

to be an independent influence within the machinery of government* As 

he told a Treasury Organisation Committee in 1936:

'The object should be to make of the Treasury a 
"general staff" with the recognised rijit to recruit 
at any grade from other Departments; in this way a 
" corps a' elite" «d*ht be foraeu«»«* &uoa a "corps 
d*elite" would be able to carry out the proper 
functions of the Office which include the forcing of 
independent and constructive views on policy questions, 
and not nerely negative critic lain. The Treasury 
should not attempt to replace the specialist Depart- 
Bents but should not hesitate to concern itself with 
policy as necessary in exercising the power of the 
purse. In particular it must concern itself with 
foreign ••• affairs (which are now-a-days largely 
economics, finance and armaments j •* 1

1. T. 1^9/5001 minutes, 2 flow,



CHAPTER 8. TREASURY COKTBOL AND CO-ORDINATION OP DEFENCE I 

(ii) THE TREASURY INTEK-SKKV1CE COIiMITTEE

Two Bain administrative probleas stood out in ••tiling priorities 

among new proposals for expenditure* Firstly, there had to bs adequate 

consultation not only between the defence department making a proposal 

and tha Treasury, but also with othar departments who might ba affected 

by tha proposal. &eoondlyf such consultation had to b« sufficiently 

svift so as not to rat&ra raaraanont. Xha normal prooadura prior to 

193^ «** f°r a dafanoa dapartacnt'a naw proposals for expanditura to ba 

discussad by that dapartasnt's finance offioars and Treasury officials 

only, although tha Iraasury would sound out opinion in othar dapartaants 

aiian this was thought appropriataf and approTal of tan waitad upon 

lancthy formal lntar*dapartaantal corraspondanca. During 193^-36, 

howavar, adsdnistrativa aaohinary arolyad which anablad rapraiantativas 

of all thraa dafanca dapartaants - who aight ba sarvinc officara as 

wall as civil sarvault - to aaat together with Traasury ofiloials to 

discuss proposals faca to faoa. this new procedure both expedited 

deoision-taking and iaproved co-ordination, since iaplioations of one 

department's proposals for tha others could be diecussed by those best 

qualified to do so*

Throughout the period of rearaaaent the greatest threat to 

Treasury control oaae froa Cabinet approval of isolated proposals by 

individual defence departments aade without reference to the rearaaaent 

prograaaa as a whole, either froa the point of view of supply factors 

or finance, or, indeed, from the point of view of whether the new 

proposals oould be considered part of a balanced defence policy* It



wa», therefore, important for the treasury that its officials should 

hare a chance to consider proposals for expenditure before ministers 

were asked to take a decision* Over the years a convention had grown 

up whereby except in oases of extreoe urgency no memorandum proposing 

expenditure Bight be circulated to the Cabinet without having been 

diseussed beforehand with Treasury officials. Bridges' division would 

ensure that the Chancellor and the Cabinet were briefed not only as to 

the advantage of a new proposal but also as to the various arguments 

which sdght be brought against it. On the whole up to about 1935 the 

service ministers seen to have approved of this procedure, at least 

when some department other than their own had new proposals to cake* 

In November 1953* for example, it had been Lord Hailsham, the Secretary 

of State for War, who had intervened to prevent Cabinet discussion of

proposed increases in the &lr Foroe before the Chancellor had considered 

the defence Estimates as a whole •

New procedure for approval of expenditure emerged without afore­ 

thought during the Italo-Abyssiniejv crisis of 1935-3*>. A ministerial

committee, the ~efenoe i olioy and Bequiraieents &ib*C omit tee of the
2 C.I.I/, was set up in July 1935 with responsibility for closer

co-ordination of polioy and strategy* It had wide terms of reference, 

and the fact that it was a C.I.&. sub-ooamittee and that it had the 

failing Kaavsay fceoiJonald, who had just vacated the premiership, as 

chairman, does not suggest that the fc.P.R.C. was conceived originally 

as an executive body. But within a month of its inception the D.P.K.C.

1. HU3f. 1/346: cote by Hopkins, 28 Apr. I938j CAB.2V77'. Cabinet 
minutes, 8 tfov. 1933, p.204.

2. Hereafter referred to as the D.P.H.C.
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found itself concentrating on very immediate problems of putting the 

Empire's defeneea in the Mediterranean and the Ked Sea areas in order, 

in oa.ee fcuasolini's intended attack on Abyaalnia ahould lead to a more 

general conflict. A tendency developed for defence departments to 

uae the L.P.K.C. as the appropriate body not aerely to give ministerial 

decisions aa to general policy but alao to give approval to specific 

propoaala involving expenditure on emergency measures. The Chancellor 

of the Exchequer was a camber of the ^.P.K.O. but when, aa sometimes 

happened, prapoaaia were produced at ita meetings 'out of a hat* the 

Treasury officials were effectively ahort-circuited, aa there waa no 

time for prepared criticism .

To remedy this, a standing inter-departmental committee of Treasury 

offioiala ana representatives of the defence departments waa aet up in 

September 1935 with Hopkina aa chairman to deal with expenditure arising 

fro» the crisis. Prior oriticisa by Treasury offioiala waa restored in

that the new committee, known aa the Treasury Emergency Expenditure
2 Committee , examined specific propoaala for expenditure in the light of

general policy laid down by the i)»P«K.C» before these propoaala went to 

the D.P.n.C. for miniaterial approval* The defence departments bone* 

fit ed from the new procedure ainoe the T.h.Ji.C., meeting up to three 

times a week, expedited Ireaaury sanction of their propoaala by avoiding 

the delaya involved in the normal method of official inter-departmental 

correspondence. The T,K,£«C. itself waa no more than an informal forum 

for carrying out Treasury business and there waa no question of the

1. T.161/71 7/3.40250/OU bridgea 1 memorandum, 16 Nov. 1935.

2. Hereafter referred to aa the T.a.L.U.
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Treasury representatives being outvoted by the other members •

It was a natural step to use the saise commit tees to deal with the 

rearmament programme as with the e&ergenoy expenditure of 1935-36* At 

an inter departmental meeting of officials held at the Treasury in 

February 193& under Fisher's chairmanship it was decided that the 

existence of the T«£«£«C« should be regularised under the title of 

'Treasury Inter-Service Committee* by a Treasury fcinute and Parliaaent 

infomed of its existence . Like the l'.£«b.C* the T.I.S.C, was to

consider urgent speoifie proposals for expenditure* and the !£* 

was to be empowered to authorise such expenditure, formal Treasury 

sanction following later only by way of confirmation* The T.I.S.C. 

was also to consider proposals to vary normal contract procedure, and 

would have the power to approre such contracts which fell within the 

scope of any general agree&ent mad* by a defence department and its 

suppliers .

The k.P.^.C. was described in the Defence '-hit* Paper of March 

1936 as a 'committee of liaison* between the C.I.&. and the Cabinet, 

and Johnson has seen the £«P»K«C« as a 'Cabinet unit of great prestige* 

reducing Treasury influence on the defence Estimates . The D.P.K.C.'s 

minutes certainly show the committee interpreting the broad rearmament 

programme approved by the Cabinet in February 1936, and the X4P.K V C«

1. 1.161/717/S.4025C/01 $ fisher to air *>, Cunliffe-Uster, 12 Sept. 
1?35» »Ad minutes of first ?.i..Jb.C. meeting, 16 Sept. 1?35» pp.1 
and 6«

2. CAB,l6/123t minutes, 6 Feb. 193^, p*321« The treasury Inter- 
Service Committee is henceforth referred to es the T.I.o.C.

3. Psrl* Papers 1^3>3^» ***••

4* ^bid>. p.8^1, psra.^6j Johnaon, Defence fry 'rTHr^MTtr P.257.
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could, and did, approve the acceleration of parts of that programme, 

•19 for example, in July 193& when it agreed to bringing forward the

starting dates for ships in the Admiralty's new construction progr —

But it was rare far the ^•r'.it.C. to Make reoomendations, and detailed 

work was done at the official level* The iUiVK.C. mot only three tines 

between July and October 1937* and towards the end of that year it was 

re-absorbed into the wain C.1..D.

The T.I.a.C. itself was not part of the C.I.I;, organisation, indeed 

it was not until 1939 that copies of ?«I«3,C« agenda and Minutes began 

to be sent to the *•!.!>• Secretariat* It was not the business of the 

T.I.S.C. to disouss defence policy. If there was soae doubt whether a 

given proposal was in accordance with policy as decided by the Cabinet 

the Matter would be referred by i'reasury officials to the Chancellor, 

who would raise it with the Minister, or Ministers, concerned. Treasury 

officials would, of course, advise the Chancellor as to what line he 

should take, but the matter would be decided at the ministerial level.

In this way, as will be seen in Part IV, the Treasury was able to prevent
2departnents from straying far fro* Cabinet policy •

The 'i'«I»S«C« was concerned with the execution of policy once it had 

been decided elsewhere. av«n questions of priority of supply lay outside 

its purview. i*or exaaple, in March 1^38 the Air Ministry submitted to 

the T.I.S.C* a proposal to purchase and store Machine tools so that in

1. See Part IV, p.317f.

2. T.l6l/1329/;3.40700/7os T.I.S.C. Minutes, 19 Jan. 1*39, p.31. 
ior an exa&pla of ministers discussing a Matter referred from 
the I.I.3.J. to the Chancellor, see p.339f.



67.

an emergency Kolls-f oyoe's Car factory ooula be turned over to aero­ 

engine production. The War Office representative demurred, asking 

whether expenditure should be authorised on machine tools to be stored 

and not used 'till the emergency', as long as any of the Service 

departments were experiencing delays in current production owing to 

shortages or delays in delivery of machine tools. Barlow, the acting 

chairman, pointed out that 'the natter was one of priority of supply 

and as such should be decided through Supply Board channels* , and the 

Air Ministry proposal was approved on the under standing that prior claims 

which any of the Service departments slight have on these tools should 

first be investigated b> the Supply Board .

The T.I.;>.C. existed only as a convenient swans of conducting 

Treasury control. AS Hopkins explained at an early meeting, 'the 

problem before the treasury was without precedent. It was to devise a 

form of control which would not interfere with the execution of the

programme and would at the same time satisfy Parliament and
o 

the P.A.C. 1 . This the T.I.S.C. achieved. Although there were delays

in giving sanction for expenditure in cases where a department wished to 

go beyond what Treasury officials believed to be the authorised programme, 

or where proposals by one department had been submitted before those of 

another in the same field were ready, most proposals were approved at the 

first meeting to which they were submitted, and there is no doubt that the 

net result wa* acceleration of the rearmament programme as a whole .

1. T.161/132V3»40700AO: T.I.ii.C. minutes, 1? liar. 193S, p.43*1 * 

a. T. 161/131 5/£>.40700/lt T.I.S.C, minutes, 1 Apr. 1936, p.lf

3» Ssjt History of the ^eqond 'florid Car* U.K. Civil Series: iilliam 
Ashworth. Contracts and finance (1955). pp.11-1S«
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Hopkins was chairman of the T.E.i.C. and T.I.S.C., but he was 

unable to attend all the Meetings of the latter (there were 243 between 

tearoh 19# and the outbreak of V*ar), and after mid-1936 Barlow usually 

took the chair. Bridges (after July 1938 Gilbert) was almost always 

present together with one or more members of his dirision. The 

secretary of the T.K.K.C. and of the first two meetings of the X.I.3.C. 

was Hopkins 1 private secretary, Mr. K. W. (later Sir Edward) Playfair. 

Thereafter the secretary was a member of 5£, Compton, or, in Compton1 * 

absence, Mr. George Gram. The defence departments were represented 

for the most part by civilians, such as Directors of Finance or Contracts, 

but military members mi&ht take part. Indeed, by bringing together 

military men and Ti-casury officials in committee for the first time, the 

new procedure created what one of Bridges* assistants has described as 

an 'ideal 1 inistry of ^efenoe*. Military men and Treasury officials 

could educate one another, and Treasury officials learned a lot .

One element inserted by the Treasury in the T.I.S.C. procedure 

ensured that the Treasury would be kept informed of how expenditure 

outside the annual Estimates was goin^, and how much was likely to be 

incurred in the future* At the first meeting of the T.I.i.e. Hopkins 

proposed that the committee should receive quarterly returns from the 

defence departments showing the total value of contracts placed, the 

amount actually paid to date, and the amount expected to be paid by 

the end of the current financial year, and the balance with its esti­ 

mated spread over subsequent years. The departments would be expected 

to submit explanatory notes where the figures in the returns varied

1. Conversation with Sir John Winnifrith, 31 Jan. 1975.
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substantially frou earlier forecasts. The defence departments were 

far front keen to undertake to submit such returns, especially since 

their overworked staffs were also expected to prepare monthly progress 

reports for the L».P.K.C* 9 but the treasury insisted upon some financial 

inspection . The returns to the T.I.S.C. made in iteoeicber 1936 had 

considerable significance since it was from the largo increases in 

forecasts of future expenditure contained therein, compared with those 

of February 1936, that the Treasury realised how far Treasury control 

was slipping away, and began to advocate financial restraint* or what 

was called 'rationing* of defence departments' expenditure*

1. T.l6l/7ia/S.40780i T.I.3.C. minutes, 16 Mar. 1936, p.2f.; 
T. 161/783/6 .43431/02/1' Bridges 1 »e«or*jidu»t 13 Jan. 1937.
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CHAPTER 9. Ht&ASUBY CONTOOL AND CO-ORDINATION OF DKFfcNCE

(iii) fcATIONIJW Of FINANCE

Aa noted above , part of tha uriaa faaif oaaa for believing that 

tha Treasury raatriotad dafanoa expenditure unduly ia that it waa at 

tha Traaaury'a aufgeation that in February 193d tha Cabinat fixed a 

'ration* of £1370 Million for tha dafanoa departments' azpanditura for 

tha quinquaaium 1937-41* It may aaaa odd that Fiahar, who in 1948 

daaoribad pre-war rearmament aa 'ludiorouaty unaubatantial* , : 

ahould hava aought in 1937 to Unit futura dafanoa axpanditura* But 

thara wara aouad adainiatratiTa raaaona - quita apart from aoonoaio 

raaaona • in 1937 «hy tha finanoa aTailabla to dafanoa dapartaanta 

ahould ba rational,

Tha Traaaury'a aaonoaio rationala for limiting dafanoa axpanditura 

ia diaausaad in tha naxt part of tha thaaia* Tha point aada hara ia 

that tha Traaaury'a attaapta to liait dafanoa axpanditura wara not 

aotiTatad aolaly by careful oalaulation* of vhat tha country oould 

afford^ for, aapaoially «han auoh ealoulationa wara aada four or fiva 

yaara in adTanoa9 aa thay had to ba in oonnaotion with tha raaraaaant 

prograaaa, no axaot figura oould ba arrivad at^« Tha Traaaury wantad 

fixad limits to aaeh dafanoa dapartaant'a axpanditura baaauaa aran in 

normal timaa thia waa tha Chanoallor of tha &xohaquar'a only raally 

affaotira waapon in controlling dafanoa axpanditura* While 5D did

1. Sat above pp.

2. Saa aboTa p.5.

3. T.161/78VS.48431/02/1 1 Hopkina* aarfinal ooaaant on aaaorandua by 
Bridgaa, 29 Juna 1937.
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examine new proposals on their teohnloal merits thia was always, aa 

Bridge* observed, 'difficult terrain for a treasury attack' , because 

although the Treasury officials were exceptionally well-informed lay- 

Ben, ultimately only the defence department* themselves had the 

professional knowledge to distinguish between which items in their 

draft Estimates were essential and which were merely desirable. 

Accordingly, in normal times the Chancellor would allocate to each 

department a sun rather smaller than it had asked for for the following 

year, bringing about what Bridges called the annual 'massacre of the 

innocents' as the less important items were squeesed out of the 

Estimates . Hot unnaturally each defence department over the years 

had become adept at including in its draft Estimates items which were 

desirable but not essential* Bren so, at least in the years immediately 

preceding 1936, the Treasury see&s to have been content with the way that 

the departments played the game in the annual pre-Budget 'battle* .

So long as Budgets had to be balanced by taxation defence departments 

were effectively 'rationed* to what the Chancellor oould find for them 

out of taxation once the politioal requirements of civil expenditure 

had been met. From 1919 strong politioal pressure for retrenchment 

in government expenditure had meant that the Chancellor oould actually 

require a reduction in defence expenditure each year down to 

1932, and it was only gradually that fears arising out of the

1. 1.161/62^3.3613^34: Bridges to Barlow, 11 Oot. 1934.

2. T. 161/783/S.48431/02/M Bridges to Kopkina, 14 Jan. 1937.

3« £§£*• P«*ra 1935-36, v. 432* Alao T.161/$80/3.351 »V33i
Grieve to Strohmenger, 21 Dec. 1932, where the bead of 5& wrote i 
9 1 think the Treasury has every reason to be grateful to the Army 
Council for its consistent co-operation during the last few years 9 .



financial crisis in the immediate past were overborne by fears about a 

war in the immediate future* Striet budgeting meant that eaoh year 

each department could spend only ita funds as they had been voted by 

Parliament, and new proposals had to wait for another year, to take 

their chance along with recurrent expenditure in the 'massacre of the 

innocents*. Supplementary Estimates which would have enabled these 

projects to be brought forward into the current financial year were 

strongly disapproved by Treasury9 Cabinet and Parliament alike. It 

was the relaxation of this strict system of annual £stinates that began 

the weakening of Treasury control.

The adoption in 1934 of a five-year prograaae to make up deficiencies 

in the defence services did not in itself mean any major departure from 

normal methoos of financial control, since the Chancellor of the 

Exchequer was not required to oomftlt himself in advance to finding 

either the total finance required or the SUBS allocated in the programs* 

to the different departments in eaoh year . At the same time, once the 

deficiencies in the nation's defences had been recognised by the Cabinet, 

it was harder for the Treasury to refuse Supplementary Estimates, 

especially where public and government concern about the defloienoes was 

acute, as in the case of the Air Force, and by May 1933 the Treasury was 

willing to let the air Ministry go ahead with the placing of 

additional contracts in advance of a Supplementary Estimate being 

submitted to Parliament.

With the adoption by the Cabinet in February 1936 of the five-year 

rearmament programme the Treasury agreed to a relaxation in the procedure

. CAB.2V79J Cabinet minutes, 31 July 1934* Appendix, p.372, p*ra.13.
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for the annual Eatiaatea* in future the Chancellor of the 

prior content to a department 9 a draft &atiaatea would no longer be 

necessary, although the treasury waa to be informed of their contenta. 

This made the bargaining proeedure more open, but there was atill a 

tendency, onoe a department* a draft ^atiaatea had been airea in the 

Cabinet, for the final total to be fettled privately between the 

Chancellor and the miniater reaponaible for the department, More 

important, financial control waa to be an ongoing proceaa9 and although 

departments were atill to allocate sums annually to Vote*, the Treasury 

would now aanction itema individually where it waa desired to expedite 

them, rather than withhold aanction until the whole Vote had been 

approved, aa hitherto* To encourage civilian engineering fima to 

enter the armamenta field contract* were to be placed on a long-ten 

basis, extending beyond a single financial year, and, to accommodate the 

ongoing nature of the programme, expenditure waa to be incurred in 

advance of Parliamentary approval, and supplementary Lstimates were to 

become the norm .

*hat finally broke the reatrainta of the annual £atiaatea waa the 

deciaion to reaort to borrowing, for onoe it waa no longer neoeaaary to 

raiae additional taxation to aeet the coat of propoaala not included in 

the £atiaatea, there waa no fiscal reason why there should be any delay 

from one financial year to another in incurring expenditure. Although 

the Defence Loana Act waa not paaaed until 1937, borrowing for defence 

had been accepted in principle by the Treasury aa early aa October 1935*

1« T,161/718/3.40780: sdnutes of 1st T.l.S.C, meeting, 16 Uar. 193&*
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when it was agreed that borrowing would begin whenever the defenoe 

department*' expenditure went beyond what oould be Bet from revenue 

in the financial year 193*>1 .

The defence departments were not alow to exploit their new freedom, 

for although the rearmament programme agreed to by the Cabinet in 

February 193& oontained forecast* of expenditure by eaoh department 

over the next five years, the departments were not bound by their own 

forecasts, and the departmental programmes themselves were provisional 

and liable to be modified as military teohnique advanced or the situation 

abroad changed* ohereas the coat of the rearmament programme, excluding 

naval construction, had been estimated at £245 million in February 1?3&f

eleven months later the departments' revised forecasts totalled *426
2 million • while the rise oould be explained partly in terms of rising

prices it was also due to acceleration in the original programme and 'to 

some considerable extent', bridges thought, to additions to the programme, 

often made neoessary by new inventions which it was impossible to leave 

unused •

It was, Bridges believed, impossible in the long run for the 

Treasury to refuse to sanction expenditure for projects which defence 

experts declared to be neoessary, except on the ground that the money 

could not be found* Moreover although annual Estimates continued to 

be prepared to maintain what he called the 'bare decencies' of 

Parliamentary control, the fact that the departments were allowed to

1. See Part II, p.l51f .

2. CAB.2*i/270i C.P.l6$(37), p.272

3. T.l6l/78ys.4a431/0-yi: memorandum by Bridges, 13 J*n« 1937» 
memorandum prepared for Ch.of Ex., May 1937 (no day).
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enter into contract* extending beyond the financial year meant that 

the money required in any particular year waa determined largely by 

progreas made with oraera placed the previous year, and the fixing of 

annual totals by the Chancellor became almost meaningless . If 

production were behind schedule a larger part of the coat than had been 

intended fell on the next financial year, but if production were ahead 

of aohedule additional finance had to be provided in the first year of 

the contract, while it vaa difficult to refuse further orders for the 

second year if the alternative was that productive capacity would be 

idle.

In January 1937 Hopkins, having consulted with Phillips, Barlow 

and Bridges, advised Chamberlain that Treaaury control waa slipping away, 

and could be resumed only by naming an aggregate SUB of expenditure for 

each department, which si&ht not be exceeded over the next five years* 

As Hopkins himself noted later, the proposal to 'ration* defence 

expenditure, which led to the review of defence policy by Inskip and to 

major changes in defence policy* had an exclusively financial origin* 

Treasury officials realised that a necessary concomitant of financial 

'rationing* was that the rearmament programme itaelf should be re- 

investigated so that priority would be given to those items which on 

strategic grounds should be completed first, but 'rationing* itself was 

seen as a means of re-establiahing Treasury control of expenditure 

rather than of influencing the direction of defence policy ,

1. T. 161/783/3.48431/03/1: Bridges to Hopkins, 14 Jan. 1937$ 
T.l6l/a55/3.4fi43V01/3: Bridges' memorandum, 14 ?•*• 1938*

2. T.l6l/78V^.4fi431/02/1i Hopkina* memorandum, 19 Jan. 1937, and 
memorandum prepared for Ch. of Kx., May 1937 (no day);

Hopkins* memorandum, 17 *>eo. 1937.



This ia not to say that onoe Inskip's review waa put afoot Treasury 

officials, Either in partioular, did not try to influence the outcome 

with strategic arguments. But Hiddlomaaa go ©a too far woen he suggaata 

that Simon tried to wrest from the C*u,S» a large part of their tradi­ 

tional functions by having the rationed defence polioy reviewed by *a 

purely ministerial body 1 , the 2*F«K,C«, rather than the Defence Polioy 

(Plans) Sub-Committee of the C.I. I). In fact both committees had a 

similar ministerial member ship* and the C«0«S, and other military 

advisers sat in on both* and the difference between the two committees

waa that the 3.P.(P.)C. dealt with broad strategic issues while the
o

D,P,H,C. waa concerned with the details of the rearmament programme .

As it happened, the Treasury officials seem to have agreed with the 

ministers responsible for the defence departments that the i>«P.(P«)C«

would be a more suitable body than the

Barlow and Bridges suggested that the defence departments themselves 

should be asked to report on what defence forces could be maintained with 

a given annual sum of aoney* while Wisher seems to have suggested a 

revival of the I>.fc.C» under Uaofcey, with liopkins s&d

1. Middlemass, l/iplomacY of Illusion. p.119f. The Defence Polioy 
(Plans) Sub-Committee is henceforth referred to as the P*P«(P*)C«

20 CAB. 16/1#: minutes of D.P.R.C.J CAB.l6/l8ls minutes of 
D.P.(P.)C.

3* 5'.17V94(Part 3)1 memorandum to Fisher and Hoods (unsigned, 
undated* but probably by Hopklnaj* For Cabinet discussion 
referred to therein see CAfc.23/88t Cabinet minutes* 30 June 1937* 
p. 334. A fortnight later Chamberlain agreed that the !>•?•( P*)C. 
was the more appropriate body for diaouesing strategic issues 
(CAB.16/181: &.P.(?.)C. minutes* 13 July 1937, p.25).
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added, but with no aug*eation that the C«0*S« be excluded . The idea 

of excluding the C«0«iE»» froa the general discussion on defence policy 

seen a not to hare cone from within the Treasury at ail, but to have 

been suggested by Inakip on the grounds that to have the C,0.£. directly 

involved in the allocation of a fixed total of expenditure between the

defence departments would be likely to aet the w,0,a, against each
2 other, each fighting for his own service .

*Aationing' itself, Brid&ea inaisted, waa not a new principle* 

Limiting expenditure over five yeara was an attempt at re-establishing 

the degree of financial control which tne i'reaaury had exercised when 

there hau been fixed annual £ati«atea. fisher declared that the 

alternative to *rationing* was for the irover&ment to announce to the 

House of Common* that Treasury control had been suspended, sinoe it 

woula be dishonest to maintain a **ere pretence* of Treasury control* 

AS the Maintenance of a fora of treasury control was one of the 

Government's chief defences agalnat criticism that it was allowing the

manufacturers of armamenta to make excessive profits the Cabinet was not
3 likely to agree to such on announcement •

1. T.1bi/78j/£.48431/02/2: Bridges to Barlow, 19 July 1937, and 
Barlow to Hopkins, 21 July 1937. PHhii. 1/250 » Si«on to 
Chamberlain, 22 Oct. 1937, in which -imon wrote that ne had asked 
Fisher to 'dr&ft appropriate terms of reference* for the I.K.C,, 
and it &eeaa reaaonable to suppose that the suggestion that the 
D«R.C« be revived came from /isher himself, especially in view of 
an unsuccessful attempt by Wisher to revive the D«H»C. after 
Munich v.**uJ*. 1/252: /iaher to Utamberlain, 1 Uot. 1938, para>.10)»

2* ^U0i t 1/250s «>imon to Chamberlain, 25 Oct. 1937.

3. T.l6l/78ys.48^31/02/1i Bridges' notes, witfc Wisher* s comments, 
29 June 1937. *Jarl, tapers 1935-3^, xvi. 838, Cj|a>5l07f
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It would be wrong to aaauae that for the Treasury the figure of 

*1>00 ad Hi on, suggested in Inakip'a Interim Keport in i>eoember 1937 

as the su* within which total defenoe expenditure over the five years 

to April 19^2 shoula be brou^t, was an absolute limit. The Cabinet 

was left with the optbn of increasing taxation if it was felt that the 

immediate international situation should be judged so serious as to 

necessitate expenditure above that figure • Hopkina hinself did not 

believe that the Cabinet in accepting Inskip's Interim Keport really 

thought that defenoe expenditure could be brought within the ^1^00 

Billion limit, even although the defence departmenta were to recost 

their programmes acoor JLng to th« strategic priorities set out in that 

report* Hopkina felt that something more than ^1300 adllion could be 

found, although he had deferred to Phillips9 opinion in settling on that 

figure, and it was probably not too oiffioult for Hopkina to suggest to 

Inskip in xebruary 193& th&t a higher global figure be adopted in the 

minister's Second I eport so as to avoid delay in fixing the individual 

departments* 'rations'. 'Rationing* was essentially a bargaining counter 

to ensure that the defence 4epartttents would have to shed some of the 

lower-priority items in their rearaaaent programmes, and between then- 

selves, the Treasury official a admitted the possibility of upward revision 

at a later date of the figure of 4.1570 million adopted in February 1933

by the Cabinet as the limit for the defenoe departments' expenditure
2 over the five financial years 1937*41 •

1. CAB.2V273* C.*>.316(37), psra.31.
2. X.l6l/»55/S.48431/01/3i Hopkina' memorandum, 11 Feb., and Bridges' 

memorandua, 14 Feb. 1933) 1.175/97: Hopkins* memorandum, 12 Jan. 
193d. The sum adopted by the Cabinet in February 193d as the 
ceiling for defenoe expenditure in the quinqueniuB beginning 1 Apr. 
1937 was *165G million, but of this only ~1570 million was for the 
defence departments, the balance being for ^ir '.aid Precautions, for 
the accumulation of stocks of food and raw materials, and for the 
payment of interest in the 1937 defence Loan (CAB.2V274J 0.P.24(38),
p.9;.



In the event only the ^ar Office and the Admiralty were subjected 

to any kind of rationing. Alarm about the growing strength of the 

Luftwaffe led the Cabinet to agree in April 1933 to the ~ir Ministry 

ordering as many aircraft as it was believed British industry could 

produce by April 124-, and financial rationing was ignored* An Air 

Council Coaaittee on - apply W<AS set up with Bridges as & member, Bridges 

having full financial authority to approve proposals for expenditure 

which he considered to te clearly justified under the pro^rame* 

During the first three months of its existence very lar^e suns <- 

totalling about £70 million between 2? April and 20 June - were 

approved as incidental in the course of working out the cost effective 

Beans of enabling individual firms to isaxiadse output .

Even in the oases of the *ar Office and the Admiralty the limitations 

of industrial capacity rather than of finance applied. Inskip, unable 

to reconcile in his Second eport even the new figure of £1570 million 

with the re»costed defence prograa&es which, with probable additions , he 

thought eight cost up to ±,2000 million, had tried to evade the dilesma 

by suggesting that the defence departments should *press forward 

resolutely' in 1938 and 1?3? up to the limits of what could be spent 

without interfering with normal trade* This proviso, he had thought, 

would keep annual expenditure at about the level of the 1938 Estimates. 

But the C.O.S. rebelled against the 'doctrine of non-interference* with 

civil trade which the Cabinet had adopted along with the rearmament 

programme in 193&, and in ftaroh W8, only a month after the Cabinet had

1. See Part IV, pp,305«". Figures are from X.161/92VS,407^0/0V2 
T.I.S.C, - Air Ministry oeBorandua ^o, 2^2, 2$ July
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aooaptad Inakip'« raooaaandation9 tha Cabinet deoiaed to and tha policy 

of 9 non-interference 9 and to aak industry to give full priority to 

rearmament work . Tha defence department* did indaad 9 press forward 

raaolutaly* with tha placing of contracts, and by June 1938 Hopkins

fait that dafanaa expenditure had 'alippad its laaah onoa aora and
-» — 2 
/rationing/ i* for tha aoaant almost lost to view1 .

On tha other hand, sinoa tha Cabinat had agreed in Juna 1937 not 

to approve further major addition* to tha rearaaaent prograana until 

after tha review of defence policy had been completed, tha attaapt at 

fixing a * ration* had iapoied a braking affaot on tha growth of tha 

defence department*9 programmes for almost a year. This, rather than 

tha figure* of £1$00 aillion or £1570 million for tha quinqueniua fro* 

1937, ia what mattered. There wa* no question of financial limit* 

being dictated by tha Treasury - individual department*' ration* were 

negotiated, with Inakip acting a* the honest broker. Nor waa there any 

delay in placing contract* which could be carried out in tha financial 

year 1937, although there was soaa delay in placing contracts for future 

year* .

Tha anguished protests of dafanoa departments recorded in various 

minute* and memoranda relating to rationing of finance need not always 

me taken at faoa value. For axaaplc, Duff Cooper, recalling negotiations 

on tha Admiralty'* ration in tha suaaar of 1938* wrote in his aa&oirsi

1. CAB.16/1821 C.P.24(3o*j. P.133f« Hi*torv of tha Second liorld War. 
U.K. Civil veriest Sir keith danoock ana *,k. lowing, British M*T

, p.70.

2. T« 1 77/42 J draft maaorandua for /iahwr and ^iaon, Juna 193^ (no day)*

Cabinet minute*, 27 ^ct. 1937* p. 59.
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•My interview with the Chancellor waft satisfactory 
.... I expected he would try to beat me down to 
accepting a round sum of *J»XX) million for the next 
three years. My people thought they oould just do 
with £40$ Billion, but I auooeeded in getting £410 
million. The Controller and the others were very 
pleased' 1 .

Moreover the allocation of the ration of finance between the 

different years of the programme, Hopkins noted, was understood to be 

'more or less fluid1 , so that departments were free to accelerate their 

programmes, and thus bring forward expenditure from later to earlier 

years. from the crisis summer of 1938 the policy of rationing was

really in suspense, and all the Treasury oould do was to urge depart*
2 ments to concentrate on essentials . Barlow thought in January 1939

that it was 'worth clinging to the shadow ^of rationing *&at remains', 

since Sir Frederick Bovenschen, the *ar Office's Deputy Under-Secretary, 

had made it clear that he found it helpful in securing some consideration 

of priorities by military members of that department. The Admiralty, 

on the other hand, Barlow thought, had 'never taken ^rationing7 seriously . 

In fact, the Admiralty's records show that in July 193d Duff Cooper took 

the policy seriously enough to have all Admiraltjy departments and branches 

circulated with financial guidelines designed to enable the Admiralty to 

keep within its ration. The original Admiralty and War Office Estimates 

for 1939 were still related to rationing of finance, the Admiralty 

obtaining only ^1 million more than the £14$ million agreed on by Inakip

1. Viscount Norwich, O^d fcen *or*et, p. 222.

2. 7,161/949/5.49094/2* "opens' note 4 Nov. 1938)
T.161/90J/S.35170/39S Simon to Sir Kingsley *ood, 25 Jan. 1939.

3. 1.161/90^8.34610/391 Barlow to Hopkini, 20 Jan. 1939.



62.

and iAiff Cooper in July 1933 at the appropriate SUB for 1939 .

The oriaia months of early 1939, however, saw an almost complete 

break-down of financial restraint. The Cabinet sanctioned a series 

of aiajor additions to the authorised programme, so that the February 

forecast of £530 ad 1lion for all defence expenditure in the financial 

year 1939 had to be re-esttBeted at £630 Billion in April and ^750 

Billion by July2. By May 1939 Fisher thought that the treasury was 

'being progressively put out of action 1 by decisions taken by the 

Cabinet on an ad hoc basis without consulting Treasury officials . 

But down to early 1939 Treasury control oould exercise a braking effect 

on the defence departmenta. The faot that Supplementary Kstinates 

could be obtained did not negate completely the value of annual Rstiaates. 

Additions to the latter had to be submitted to the T.I.3.C., and as The 

First Sea Lord, Sir Koger Backhouse oooaented in December 1933, regarding 

delays in providing sir raid shelters at Portanouth:

'Anything connected with money which is not in the 
&stiBates presents great difficulty, as proposals 
have to be what is called * co-ordinated 1 by so*e 
CoauRittee or another* It is a aarvelloua way of 
putting things off and drives one to despair '4,

As will be seen in Parts III and IV of the thesis Treasury influence 

down to early 1939 «** sufficiently powerful both to force the Cabinet 

to choose between alternative defence policiea and to ensure that defence 

departments did not stray too far fro* the policy chosen by the Cabinet.

1. P.R.O., Admiralty Papers (ADM.)» series 116, file 3*31* nenorandua
signed by H«Y, fcarkhaa lPrincipal Private Secretary to the /irst Lord), 
29 July 1936. 1.161/949/^.^0^21 Hopkins* note, 4 Rov. 1938.

2. CAB,2j/100» Cabinet aiautee, 3 July 1?3?t p.114.

3. fisher tapers 3/13* Usher to «iison, 15 **y 1939*

4. ABB.205/3: Backhouse to the £«rl of Cork and Orrey, 12 J>eo. 1938*
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CHAPTEB 10. TREASURY CONTROL AHD CO-OKI)JNATION 0? DLPENCE: 

(IT) FXNA20, CONTHACT ffcOCEDUBJK AKD HiQPITS

Tht responsibilities of supply, ooatraots and finance offloors 

in defence departments have boon dasoribad elsewhere1 , and this ohaptar 

foaussss on the Treasury's co-ordinating rola. Bran so, it is as vail 

to baar in Bind that tha Traasury was only part, albait tha kay part, 

of an alaborata aysta* of public finance, vhioh aiaed at affioiant and 

economical adainistration. Briefly, within aaoh dafanoa dapartmant 

thara wara supply offloors rasponsibla for providing whatavar tha 

dapartaant required; finanoa offioars who had to examine critically 

proposals for expenditure, and to dafand thosa which thay sanotionad, 

and eontraots officers, whosa duty it was to saa that supplias wara 

bought on tha aost favourable taras. In tha words of an official 

historian: *slnoa attantion had to ba paid to tha viaws of so many 

bodias and p«rsons9 ranging froa tha P.A.C. to tha finanoa offioars of 

dapartaants, tha whola systaa was inaritably aoooapaniad by caution and 

dalay' 2.

Dapartaantal finanoa branch•§ had to ba satisfiad about tha 

probabla oost and practicability of proposals bafora submitting thaa to 

tha Iraasury. Onoa Traasury sanction had baan obtained finanoa branohas 

continued to watch expenditure to ansura that as far as possible it waa 

kapt within tha Halts of tha approved estiaata, and even a proposed 

purchase designed to iaplaaant tha authorised raaraaaant prograaaa sight

1. Ashworth, Contracts and fjnin/yf- pp. 1-28j Scott and Hughes, 
Adainistration of war Product!on*

2. Ashworth, OP. cit.. p,6.
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be refused if finance officer* in the department in question were not 

satisfied that the purohase was necessary to supply the needs of the 

force concerned, and that money was available within the Vote to cover 

the expenditure involved. Finance branches exercised close control 

over expenditure right up to the outbreak of war, end when, aa eomattmca 

happened, finance officers failed to prevent excessive expenditure on a 

particular contract, there was strong Parliamentary criticism1 .

Thua although Fisher instructed Bridges to out all corners and to 

urge and chivvy defence departments to quicker spending, defence 

departments' own Finance Branches remained a possible source of delay* 

Fisher himself was partly responsible for this since defence departments' 

Finance Branches were as formidable as they were in the 'Thirties because 

of the policy of decentralising financial control which he had carried 

out in the 'Twenties. Under the post-1920 system the permanent civilian 

head of a defence department became that department's Accounting Officer, 

directly responsible to the ministerial head for control of expenditure, 

with the status of a full member of the department's Council or Board* 

fisher, moreover, seems to have been determined to maintain the authority 

of departmental finance officers during the rearmament programme .

The influence of finance officers varied from department to 

department* Lord Euataoe Percy, who was in the Cabinet in 1933-36, 

remarked that the ays tern of indirect .Treasury control within departments

1. Ashworth, OP. clt.. pp.11-13.

2. CAB. 16/1231 minutes of interdepartmental meeting held at Treasury, 
6 >eb. 193o, p.321. For Miner's administrative reforms see 
Sir H.P* Hamilton, 'Sir ftarren ?ishcr and the Public Service', 

? ffrnlnistration. JU1X (1951), $ff.
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worked well enough in the Admiralty and Air Ministry, 'but in the War 

Office ... long tradition had built up its civilian finance officers 

in tine of peace into a crippling imperium £& ieoerio intent upon 

cheeking every initiative of the professional soldiers 9 . Pownall,
'N

in 1959* when he was a member of the Arvy Council, complained of 

sdlitary members having:

'to fight our way not only in the Treasury (who on 
the whole are pretty reasonable and quick) but 
also to fight our way past our own finance to get 
to the Treasury. $e have to break down their 
opposition to asking for money* It's mostly the 
system, but of course it is also the personalities 
who have been •.. brought up in the system' 1.

Quite apart from tradition and attitudes of individuals the War 

Office aystea peculiarly favoured an imoeriun in iaoerio for finance 

officers* Defence ministries were divided into departments each 

dealing with particular kinds of supplies * for example guns or 

victuals - and in the case of the Admiralty and Air Ministry each of 

these supply divisions was responsible for its own finance, and finance 

officers were close colleagues of the supply and contracts officers 

over whose work they exercised financial control. The War Office, 

however, had a separate Finance Department, and consequently its finance 

officers were more removed from supply and contracts officers. Any 

system designed to maintain the standards set by the P*A«C* was bound 

to impose some delay on military men anxious for orders to be placed, 

but the War Office system does seem to have created more frustration 

than others*

1. Lord iSuataoe Percy, Some Memories (£yre and Spottiswoode, 1958), 
p.183, Pownall friaries, i. 181.
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This thesis, however, is about the influence of the departmental 

Treasury, and in view of Pownall's remark that the .Treasury was 'on the 

whole • «. pretty reasonable and quick', there seeas no reason to 

identity the influence of departmental finance officers with that of the 

Treasury as a department. The fact that it was finance officers at the 

liar Office who had the worst reputation for parsinoniousnees Right suggest 

indirect Treasury influence being used to limit Any expenditure more 

than that of the other services, were it not for the fact that a 

reputation for parsiiaoniousness had been the hallmark of «ar Office 

finance officers since the Crimean ar, if not before* On the other 

hand, Treasury officials could rest assured that, left to their own 

devices* fcar Office finance officers would not countenance extravagance.

On* aspect of Treasury control which was important for co-ordination 

of defence was control over contract procedure* this was a shared 

responsibility between the Treasury and each defence department's 

Director of Contracts* The division of responsibility was, broadly, 

that the Treasury laid down general principles governing the fora and 

the placing of defence contracts, while the individual contracting 

departments negotiated and administered the contracts, ensuring that 

each contract conformed to approved principles and that the financial 

terms were the best that could be made* It had long been laid down by 

the P.A,C. that Treasury approval was required for all contracts for new 

t«orks Services or where there was no competitive tendering, and as late 

as May 1938 the Treasury felt obliged to ask the Admiralty not to place 

non-competitive contracts on a 'cost plus percentage* basis without 

Treasury approval, even in so unimportant a ease as the purchase of a
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trawler for conversion to a depot ship* Xhls request, however, seems 

to have been no sore than a sop to the P.A.C. which. Bridges said, had 

been * fulminating' about suoh contracts, since Treasury opinion was 

that it was impossible for the Treasury to oontrol effectively the oost 

of individual ships even where the oost exceeded the Admiralty's 

estimate, for an excess oould usually be» put down to alterations in 

design or to the rising oost of materials .

In February 193*> the D«P«!\*C» had aooepted the advioe of the 

industrialist -/ora »eir that 'the word of the man responsible for supply 

must carry', this being interpreted to mean that any necessary authority 

from the Treasury to go ahead with placing a contract was to be forth­ 

coming promptly, without waiting for the settling of every detail* On 

the other hand, a complete collapse of treasury supervision of contracts 

oould have led to ohaotio competition for scarce industrial resources, 

with eaoh defence department seeking to put its suppliers At an 

advantage by offering more favourable contract terms than those of other 

departments. The absenoe of olosed annual Estimates might make the 

defence departments less concerned about expense than about output, and 

this possibility was made all the more acute by the decision of the 

Cabinet in February 193& to expand the capacity of British industry to 

produce armaments, both to speed the rearmament programme and to create 

a reserve of industrial capacity for use in war« Civil firms were to 

be encouraged to enter the an&aaents field by the placing of non~, or 

barely, competitive 'educational* orders, and one of the first tasks of

1* T.161/OVJ/S,<+2^1: Bridges to Sir A. Carter, ? May 1933* On 'cost 
plus percentage* contracts a oontraotor was guaranteed an agreed 
percentage of his total costs as profit* Works Services were those 
concerning construction of buildings, including factories.
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the T.I.S.C. was to sat up a sub-ooasittee to oonsidar contract procedure 

for the creation of what was known as the ' shadow* armaments industry1 . 

Finance, contract and supply offioars from tha defence departments 

pooled their collective wisdom with that of Barlow and Bridges undar tha 

ehairaanahip of Robinson, chairman of tha Supply Board, aftar whom tha 

sub-committee was named* It was this obinson Committee which reoommen~ 

dad that whan completely new factories were set up the &overnmant should 

pay the entire cost, thereby acquiring ownership and ensuring that tha

'war potential* so created could be maintained once the rearmament
* 

programae was complete and production fell . The defence departments

were instructed to make arrangements with private firms to operate the 

factories for a fee, and it was only in exceptional oases that the 

Treasury sanctioned capital grants to private industry to accelerate 

production* Treasury approval was required for all contract proposals 

which involved the creation of a factory or capital assistance, and 

Treasury officials regarded this control at the production stage as a 

•eans of offsetting the loosening of financial control through the 

annual Estimates »

It is not to be supposed that the Treasury officials were unaware 

of the need to build up Britain's arms industry, or that they put cost 

accounting before national security* Fisher spoke out in the 1)*P«IUC«

1. CAB.16/123' D.P*R.(&.*.)C. minutes, 31 Jan* 1936, p.2l6f* Sc* 
Hist9rv of the ^econ^l JSor^ *^ar 1 U^K. Civil Scries: William Horaby, 
Factories and Plant I19SS) and Postan. Britiah War Production.

•

2. T.161/94Q/S*49036/01) teport of Treasury £ub-Coaadttee on Contract 
Procedure.

3. T.161/1169/S.292G/09J Gilbert to Barlow, 5 Sapt. 1939.



in January 1936 against allen*ting industrialist• by introducing 

statutory powers to compel firms to open their books to inspection as 

a check on prices. In the Hobinson Committee Barlow and Bridges 

spoke of the need for safeguards against excessive profits, but rather 

than insist on lengthy negotiations with industry, or risk discouraging 

civil firms fro* taking on defence contracts, the two Treasury repre­ 

sentatives accepted a method of fixing profits which they believed would 

almost certainly result in profiteering by some firs*. Die Treasury 

view was that the only way to prevent excessive profits and to encourage 

finis to use their resources efficiently was to calculate the permissible 

level of profit as a fixed percentage of a fire's capital assets 

directly employed on the contract, but it was agreed that profits on the 

initial contracts at least should be calculated as a percentage of a 

firm's total costs, including labour - a procedure hardly conducive to 

encouraging increased productivity •

There was undoubtedly a delay of some weeks in the placing of some 

of the first rearnastent contracts while contract procedure was being 

worked out. But Hopkins believed that contracts could be approved the 

•ore speedily thereafter if standard forms and procedures could be agreed 

upon at the outset, for the more varied the fora of contracts the more 

time would be lost while the T.I.S.C, considered the possible implications

of individual contracts so far as the establishment of new precedents was
2 concerned . Contract procedure was not dictated by the Treasury, but

1. CAB.16/1*3« !>.P.B.(I>.R.)C. minutes, 30 Jan. 1936, pp.195-201j
T,161/9JfrdA.90d6/Ol: report of Treasury ^ub-Committee on Contract
Procedure, Note by Treasury Representatives.

2* H.C.Leb.. 5th Series, 1935-36, vol 315* 70f j T.161/7WS.40730J 
note by Hopkins, 18 Feb. 193*>.
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was worked out inter-aepartaentally in the t,I*S*C. after the most 

urgent principles had been dealt with by the iiobinson Committee, which 

reported on March 18 193&* More routine matters auoh aa a standard 

fora of building contract were discussed by the uefence departments* 

directors of works and Contracts in the interdepartmental Goonittee on 

feorks Services, on which the Treasury was not represented, but which 

reported annually to the Treasury , and by the 11 rectors of Contracta 

and Barlow in the Contracts Co-ordinating Committee.

The ideal of completely uniform contract procedure did not prove 

to be practicable* I &ch of the defence departments had the respon­ 

sibility of conducting its own negotiations with its suppliers, who, 

liko the aircraft manufacturers or the Machine Tool Trades Association, 

sd£ht be organised into powerful cartels capable of insisting upon terms 

which would not crwap unduly their opportunities for staking profits* 

Certainly the iachine Tools Association* s non-eo*operative attitude to 

the checking of prices by defence departments led the Select Comcittee 

on the estimates to conclude that there was prlipa facie evidence of 

excessive profits , -here one industry dealt primarily with one 

department * the aircraft industry is a case in point considered 

below - the terms reached by that industry and that department might 

differ fro* terns offered by other departments to their suppliers*

There was also a difference between the Admiralty **^ -ir Ministry 

for* of contract on the one hand, and the War Office form of contract 

on the other , arising out of differences in the organisation of the 

departments. Chamberlain suggested in fear eh 1936 that the

1. farl. Papers 1956-39, viii*
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and *ir ministry for* of contract, whereby fixing a price waa left aa 

late a A poaaiblat «aA preferable to the or Office rone of contract, 

wherea> a aaxi&ua price waa fixed at the outsat, aubjwot to reduction 

if coating exa&inatlon showed the price to ba axcaaaiva. Kopkine, 

however, had to advise ChaBberlain that tha -ar Office woulu be unable 

to change oYar effectively without large alterationa in ita orgauiieatlon. 

Tha ^cbiralty to^d -ir -iniatr>, ha 6x^iuin«a, had a Ayataitt of technical 

cost accounting carried out by en^in«ara and other exports, primarily 

daai^ned to A«« that contractora aooptad th« ch«ap«at proceaatss &nd to 

inatruct than in how to do ao* Ihe -*&r Offica, on tha other hand, had 

a a tail' of ordinary coat account mite whose business waa ai&ply to eatimata 

in advance what tha cost of an iteo uould ba ^iven the processes which a 

firv intended to esploy. Ihe «ar Office waa clearly at a diaadvanta&e 

wuen u«^iin& with new firaa, ana iiaher ur^«d that all ohangea in the 

fear Oftice'a or4\ania&tion neoeaaary for getting its job done be carried 

out* it waa ilaher who chaired the C.l.i/. aub*ooBBiittee which 

reeo&ftendect changes in the war Office 1 a organisation in 1^36 to thia end, 

including the establishment of the new poat of Direotor*General of 

kunitiona, and any delaya in the Army* a prograxse ou« to the fora of 

Office or^aniAAtlon before that date can hardly be biased on the 

treaaury .

the t«l«S«C«'a role waa to consider contract principles, not
2 indifidual contracta . ^he X.I,S.u, enabled representatives of the

1. T. 161/876/3. 19907/3: Hopkina to Fiaher and ^erguaaon, 23 &ar. 1936. 
beott and Hughea, Adwtinl strati on of ^.ar t^roduotion* pp.22»2d.

2. T.161/836/S.4006V2: T.I.S.C. «tiwtea, 1 Apr. 1936, p.6.



Treasury ana the aefence departments to examine new agreements wade by 

one of the departments which sii^ht set a precedent for future agreement* 

\>j the other departments with their suppliers* For example, in the 

summer of 1^37 the admiralty negotiated an agreement with firms supplying 

it with armour that payments maae to then to enable thea to increase 

their prouuctiire capacity would include an agreed percentage of 'profit', 

this sum to be calculated on the actual cost of the work done in 

increasing, productive capacity* It was the representatives of the Air 

Ministry and the -ar ffice on the r.I»£»C. who pointed out that the 

case differed froa that of 'shadow* factories in that the extensions to 

the firms* plants would belong to the firms* not to the Government, and 

that firms should not expect to make 'profit* while increasing their own 

assets* Barlow agreed with the Air Ministry and >ar Office represen­ 

tatives that the armour firas* claims were inausissable in principle, 

but that in the case of one firm which had agreed to do the work under 

the impression that it would be allowed the additional sum to the actual 

cost of the work done, payment shoula be made provided that it was made 

clear that there would bo no such payments in future *

rreoedents accepted by the I.i.o.C. were carefully collected by the 

Treasury Officers of accounts, two officials already well-versed in 

rulings by the P»A.C. uhen in doubt an official in $D could apply to 

the Treasury officers of Accounts for advice on whether any new proposal 

was in accordance with approved contract procedure* The procedure for 

agreeing to a proposal was, first, for agreement to be reached within

1. t,lbi/S37/S.43899J "P* ?«*.fi»C, minutes, 9 *>«o. 1937, item 3*



the defence department la question between its supply, contract and 

finance officers* fhen there would be oral discussion between a 

finance officer and a aeaber of the Treasury 'a y) 9 and only then, if 

Agreement could not be reached, or if it was desired to have inter­ 

departmental discussion, woula the matter &o to the i.i.S.C. ..here 

the Treasury Officers yf Accounts oould advise that the proposal was 

not in accordance with established procedure the official in 5 ' would 

warn the defence department accordingly*

This advice frou, the Treasury could strengthen the hand of finance 

officers within a defence department* >or example , in the summer of 

1^>3 a Yorkshire lira, en^a^ed in aia^into tanks found itself threatened 

with bankruptcy, and applied to the ar Office for advances to £ive it 

working capital* Advances, known as progress payments, calculated as 

a percentage of the oost of work done on a contract, were coupon 

practice, but established procedure required that they could be made 

only after the contracting department's officials had inspected the 

firm's books, and the work done* This inspection usually took some 

weeks, and the Yorkshire firm wanted the progress payments to be wade 

more quickly, before the :<ar jffice officials had completed their 

inspection. The finance side of the «ar Office found itself pressed 

by the Director General of Munitions Production, Sir Harold brown, to 

agree, but on application to the Treasury received a ruling from the 

Treasury Officers of ^counts that it would be irregular for the -ar 

Office to act, in effect, as the firm's banker by supplying it with

finance on this basis,

Further negotiation led to the fine being able to raise co&meroial

bank credit on the condition that the &ar Office made progress payments
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of 90 per cent of the work done instead of 30 per oent hitherto, a 

Tariation in oontract to which the Treasury agreed reluctantly rather 

than see the firm go out of business, with consequent loss of industrial 

oapaeity for the War Office probranrae. The result seems to have been 

that the firs continued a hand-to-mouth existence for want of working 

capital until August 1939, when officials of the newly-created I iniatry 

of Supply threatened to take the Matter to ministerial level unless the 

treasury would allow provisional progress payments before inapeotion of 

books or work done. It was a mark of Treasury control weakening before 

the threat of war that on that occasion the Treasury offiouals gave in 

without a fight .

The promise in the Defence v.Mte Paper of 193& that Treasury control 

would be maintained was not altogether carried out so far as prevention 

of profiteering was concerned. The 1933 ?*&•€• had misgivings over the 

Admiralty*s arrangements for financial criticism and control, and the 

Coasdttee's report led to an Internal AdBdreJLtjy enquiry, This concluded 

that the > dmiralty's system was 'well adapted to Its purpose 1 , but 

required * tuning 9 , and more staff on the finance side* Yet the 

Admiralty's contract and finance officers had fewest problems, since the 

vast bulk of that department's suppliers were experienced fines, with a

long record of /.dairalty contracts behind then, and the ..(kdralty also
2had its own dockyards to set a standard for costing purposes .

1. T.161/935/^.43475 *>*••*••

2. AMi, 116/3988; Report of i&s\kespeare Cosadtt.ee on iinanoial 
Control in the -diair*Jt.y , 4 ^u^. 1939 
vii.



The War Office, on the other hand, had to deal with nore inex­ 

perienced suppliers than either the Admiralty or the Air Ministry, 

since its regular suppliers, unlike shipbuilders or aircraft aanufaoturere, 

had lacked civil outlets for their products during the years of retrench* 

Bent* As noted above, the *ar Office's organisation, at least until 

1956, was ill-suited to deal with inexperienced suppliers, yet the 

department was the raost successful in avoiding P.A.C. criticism* The 

War Office persuaded almost all its »ain contractors to open their books 

to its cost accountants but the wain contractors laughed at a suggestion 

that sub-contractor a* books should be open to the main contractor as a 

further check on profiteering. The cpiestior of sub-con tractors* prices 

regained a vexed one for all daparteonts, and in the summer of 1939 

Hopkins was receiving information of an allegedly growing practice of 

collusion between sone wain contractors and sone sub-contractors whereby 

the forcer entered in their books the standard price for a sub-contractor's 

product, while the latter in fact charged a reduced rate for bulk orders* 

the difference being paid into a separate account .

Host controversy, however, was centred upon Air Klnistry contracts* 

Prior to 1959 the aircraft manufacturers refused Air Ministry cost 

accountants access to trading accounts* A forwula for costing Air 

Ministry contracts, known as the ^oLintook Agreement was negotiated in 

Key 1936 b;/ the Secretary of State for ir, Lord Swinton, and the 

industry, but as early as October 1937 Sir Donald Banks, the Air 

Ministry's Perstanent Under-Seoretary, was 'concerned* about the way in

, vii. 40-49* 1.1/5/104 (Pert 1).



which tha agreement was working out. Tha prineipla upon whioh tha Air 

Ministry worked - a principle whioh ^ win ton olalaed to have devised 

hiasalf - wma that for tha firat batch of a given order a fire received 

oartifled expenditure plus a fixad profit. On tha baaia of tha first 

batch tha firm and tha Air Ministry would than estimate what future 

production costs ware likely to be, and a 'target* prioa would be 

negotiated whioh allowad for basic coat plus a fixad profit. Piras 

were to be encouraged to raduoa cost below tha target prioa by offering 

than one tenth of the difference* Banks* experience, however, was that 

delays occurred in fixing pricea, resulting in fir»s in effect being 

paid expenaes plua an element of profit (without risk, or »uoh incentive 

to reduce costs). nightly or wrongly he suspected that soae fires were 

'playing for tiao* in negotiations with this end in view .

It was not until February 1939 that investigations by the Treasury 

and the Air Ministry led the Treasury to the conclusion that there was 

good reason for believing that the terns of the tieLintook Agreement Bade 

it inevitable that profits should be excessive* Although the fcoUntook 

Agreement was to have covered the whole period up to 1%2 and had no 

provision for tereination or variation, it was reviewed and modified by 

the Air Ministry and the aircraft industry between March and July 1959, 

the aeve to reduce the manufacturers 1 profits being strongly urged by 

•embers of all three parties in the House of Commons. Aircraft contracts 

were a matter for tha aeervtary of *tate for nir, but the whole affair

1* P.fc.O., Air fcirdstry Paper s(AIIi.)» series 6, vol. 31* ainutes of 
.Secretary of State's progress aeeting, 25 G «t. 1937» itea 5; 
Viacouiit Lwinton, I <• .ajBcnber <iiutchinsont 1948) f p.118f.
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exposed the weakness of Treasury control so far as the prevention of 

profiteering was concerned .

As early as Eeceaber 193& a Treasury Officer of Accounts had 

pointed out to Bridges that there w&s no committee or body of experts 

engaged as a whole-time occupation in investigating and checking the 

extent of profits. Responsibility *&s fragmented between the different 

departments' Directors of Contracts and of Supply, and different types 

of accounting system* were in use. Bridges observed that the defence 

departments had given only lip service to the I obinson Committee*s 

conclusion that the best method of assessing profits was with reference 

to the capital actually used on a contract, and not with reference to

turnover, and suggested to Barlow that the natter should be taken up
2 with the defence departments • In fairness to the defence departments

it nust be said that it v*s far fro* easy to recruit in the time 

available staff with the qualifications necessary to carry out the 

Kobinson Committee's recommendations.

The Treasury and the Contract departments officials were at a 

disadvantage in that they lacked the special knowledge and experience of 

an inspector of taxes, or even the knowledge of some of the Government*s 

critics who wrote in the FconoEiat or the Statist, Accordingly Barlow 

appealed to the Inland Kevenue for assistance, but the Inland Revenue 

officials felt that their statutory obligation to taxpayers who gave 

then information in confidence meant that the departmental Treasury 

eould be given only aggregate figures which would show the trend of

1. ri'.l6l/922/S.40730/G4: i»ir *.rthur street to Barlow, 20 reb. 1939* 
For criticism of Mr Ministry ana aircraft contractors, and the 
Secretary oi' *tate for Air's replies, see ii 1 U^i/eb«> i>th Series, 
193B-39. vol. 344: 744ff.» 943**., and 2394ff.

2. T. 161/925/3.40730/041 Bridges to Barlow, 16 Dec. 193*



aircraft firms' profits in 1957 without identifying individual firms. 

These aggregate figures were not received by Barlow until December 1938, 

and when available they showed up the Air Ministry badly. The Air 

Ministry's suppliers were receiving almost twice as much return on 

capital as the ttar Office's suppliers, whose profits were calculated as 

a percentage of capital employed on contracts* As Barlow pointed out 

this did not mean that much more than £2 or £3 million was being made a 

year in excessive profits, but it did mean that the aircraft manu­ 

facturers' costs were too high and that the Air Ministry was not getting 

value for money • The responsibility for this lay fircly with the Air 

Ministry's Contracts Department, whose officials, in comnon with those 

in the Contracts Departments of the other defence departments, were so 

anxious that supply shoula not be interrupted by fastidious financial 

safeguards that information given to the® in confidence by firms was

denied to the Comptroller and Auditor General, of whose Intentions,
2Bridges thought, Contracts Departments were 'intensely suspicious* •

The T.I.S.C. procedure of interdepartmental discussion failed then 

to bring about uniformity in contract procedure. Variations arose out 

of the different departments' suppliers' demands, and out of differing 

departmental organisations - and the effect seems to have been to put 

the v.ar Office at e disadvantage* The War Office had the highest 

proportion of inexperienced suppliers, and yet was the least able to

1. T.161/92^.4G730/OVS Barlow to Sir K. Forbes, 13 ^pr. 1937; 
Barlow's memorandum, 13 uot. 1937; Compton to Gilbert, 1 i/ec. 
1933; Barlow's memorandum, 17 i*«b. 1939*

2* T. 161/95C/S.51 936: Bridges to Barlow, 4 July 1938.
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advise these suppliers or. new production methods. The ar Office's 

fastidious financial safeguards do seem to have prevented high profita 

on its contracts, but this very fact meant that its suppliers were at 

a disadvantage with regard to finance capital con-pared with the Air 

Ministry's suppliers. Aircraft firms could find more finance capital 

both out of higher profits and out of new issues on the Stock Kxch*nge, 

where new investment was attracted by their profits . There is not 

the slightest evidence that this situatlor was deliberately engineered 

by the Treasury, but, AS will be seen in Fart IV, the relative laxnaas 

in Treasury control over Air Ministry spending was an affective means 

of giving Mr Force expansion the highest priority.

1. T.161/1316/S.4070Q/8: T.I,S,C, minutes, 29 Sept. 193&, f>.1Q»
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CHAPTER 11. FISHES'S PEKSOKAL INFLUENCE

Aa can ba seen from tha previous ohaptars tha department of which 

Fishar WAS offioial haad had widespread and considerable influence, but 

it was naithar oaniaoapatant nor omnipotent in Whitehall, within tha 

department thara is no doubt that all advioa froa officials to mini• tart 

concerning dafanaa policy was aada with Fisher's knowledge and 

approTal • but tha offioial chiefly rasponsibla for advising what 

finanoial limit* should ba sat to rearmament was Hopkins, not Fisher, 

This in itsalf is an important qualification of Watt's pietura of Fishar 

'largely dictating ths eoursa of British policy on dafanoa* ,

Having reviewed tha Treasury's influanaa as a dapartaant it is now 

possible to saa tha signifioanaa of J^ishar's influence as tha nan who 

was Britain's senior oivil servant for 20 years and who was olose to 

Chaabarlain at a critical tiaa. As noted above Fishar's power of 

patronage as offioial Haad of tha Civil Service was said by Hanfcay and

others to make oivil servants within dafanoa dapartaeats reluctant to
2 off and Fishar last thay prejudice thair careers . Fishar1 s own dafanoa

of his position - that 'executive authority is vested solely in H»M, 

Government, and officials, however high in rank, exercise no executive 

authority of their own (sio)'^ - is constitutionally correct, although 

perhaps not entirely convincing, since any Pri»a Minister would ba bound 

to give great weight to Fishar's advice on senior appointments. On tha

1* Watt. Parsonslitias and Poliqias. p»102« 

2. Saa above p.9.

3« Fishar Papers 1s nota prepared by Fishar for P.M., March 1926 
(no day)*
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othar hand, it ia known that /iaher encouraged 'lively and vigorous 

disouaaion* batwaan dapart&anta , and thia auggaata that aubaarrianoa to 

tha Treasury was not a waana to winning Wisher's favour* At tha same 

Una, aa in tha example of bullock, tha Secretary of tha Air Miniatry, 

quoted above, a civil servant who puahad hia department 1 a oaaa to tha

extant of oreating bad faalinga batwaan departments waa likaly to off and
2 Fisher's aanaa of teamwork .

Bullock's oaaa ia an example of Fiahar'e authority within tha Civil 

Service. Bullook waa dismissed fro* tha Civil Service in 1936 following 

an enquiry sat up by Wisher into an approach made by Bullook with a view 

to obtaining a poaition with Imperial Airways* Bullook had had reason 

to brood over hia future for aoaa tine by 1936, Aged only 45 then, and 

ambitious, hia future prospects in tha Civil Service seemed dialed after 

an incident in Deoeabar 1934* i<ord Londonderry* tha Secretary of State 

for *ir, believed at that tine that bullock waa angagad in 'unwarrantabla 

activities' againat hin • tha activities being unspecified, but 

involving a challenge to Londonderry's dafinition of tha constitutional 

poaition of civil aviation* Fisher intervened, and, having diaouaaad 

tha natter with Baldwin, demanded that 'Bullook will promise that in 

future ha will ... aot with loyalty to hia Ministers 1 , and that ha 'will 

understand that any deviation froa loyalty ... will be aat by summary 

dismissal'. Bullook waa duly cautioned by Baldwin and Ixmdonderrjr .

1. Hamilton, 'Sir barren Fisher1 , Publio Administration. XXIX (1951)» 
*?•

2. Saa above p.55.

3« Baldwin Papers vol. 1&9, folios 19V-6: Fisher to Baldwin, 
8 Lao. 1934} Londonderry to Baldwin, 10 Dec. 1934*
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Builook had had hopas of succeeding aithar JUahar or Hankey, and 

by his oim account had had 'frank talk*' with both, only to ba dis­ 

couraged by than* At some point in 1935 ba diaousaed tha idea of hi* 

leaving tha Civil Service for finane* or commerce with Fisher, and, 

according to Bullock, ?iaber *expressed himself in favour9 with tha 

idea* In the aama year Bullock approached Sir Krio Seddea, chairman 

of Imperial Airway*, to »ound out the poaaibility of auooeeding him 

one day *

Fisher conaidared the latter an approach improper at a tine mhen 

negotiation* were in progress between the Air Ministry and Imperial 

Airway* for an important contract* Thia opinion waa confiraved by a 

Board of Enquiry, of which Hopkins w&s a member, and before which Fiaher 

waa a witness. The findings of tha Board were considered by Baldwin, 

Chamberlain and tha Secretary of State for Air, Swinton, and in August 

1936 Bullock waa dismissed*. Bullock believed that 'petty apitea and 

peraonal anisic si tie a* had played their part in the affair, but even 

once out of the Civil Service he took the view thats

'I simply can't afford to antagoni*e (e.g.) barren 
Fiaher further, until I have consolidated my worldly 
position - he could by virtue of hi* office block me 
in ao many direction* if he chose* Ho Chairman or 
Board want* to be otherwiae than on good teraa with the 
powera that bo! '3

It aeeaa to have been all too easy to antagonize Fisher* Even 

Bridges, who waa not likely to overatate the o**e, admitted that Fisher

1. Liddall Hart Papers 1/129s notes on the oaaa of Sir Christopher 
Bullock, compiled by Bullock, 10 Mar.1933*

2. The tiaea. 6 Aug. 193*, P*1*.

3. Uddall Hart Papers 1/129s Bullock to Liddall Hart, 12 Aug. 1936 
and 11 aar, 1938*
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was 'rathar impatient' and 'given to quick enthusiasms, both for paopla 

and for causes 1 . Koraovar Fiahar offended by hia 'habit of talking in 

an unguarded way about what ha regarded at tha deaerits of thoaa - 

quite a large nunbar - whoa ha hald in no high repute 1 , and there waa 

•bittamaas* ovar Ma appointaent aa official Ha*4 of tha Civil Sarvioa1 .

Bullock's oaaa might suggest that fisher dominated oivil serrant* 

in defence departments, and if ao thia would ba iaportant ainea oivil 

aarvanta could play a loading part in forming aa wall aa executing policy 

within a department, ttaxabers of tha armed foroaa usually aarvad within 

a ministry for only thraa yaara at a tine, whereas Bullock had baan at 

tha Air Uinistry for 1? yaara, fiva of thast aa official civilian head, 

at tha tiaa of hia dismissal* That in turn was a ahort pariod ooaparad 

with Sir Oawyn liurrayf the Paraanant Saoratary of tha Admiralty, who 

retired in 1?3& *ftar & years at tha Adniraltyt 19 of thaa aa official 

oivilian head, or 3ir Harbart Greedy, tha Permanent Under-Seoretary of 

tha %ar Office, who retired in 1939 after 38 years at tha War Office, 15 

of thaa aa official oivilian head.

£uoh azparianoad men oftan oaaa to exercise a 'great if intangible)
2influence' in a department, and military m« tub era of tha War Offioa

ooaplainad that such influence was brought to bear against aoaa of their 

seheaea. These complaints were not unfounded* In tha autuan of 1937, 

for example, Greedy discouraged tha C#I,&,S, and tha Saoratary of State 

from asking for equipment for tha Territorial Aray on tha grounds that 

tha total cost of «er Offioa requirements was 'so alaraing* that there

1. Bridges, The, Treaaury. pp. 171 and 175*

2« Saott and Hughes, A4ainistration of War Produotion* p«11
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waa no hope of the Chanoellor of the Kxohequor agreeing to the* » 

A civil servant's influence eight alao be positive. Sir John Slesaor 

haa recorded that Street, the Acting Permanent Under-Secretary at the 

Air Mini a try whoa Fiaher adsdred, took part with olessor, then a Group 

Captain in the department of the Chief of Air &taff* in planning the 

Air Force*a expansion scheme after Munich .

But there are no real grounds for assuming that men of the standing 

of Creepy and Murray went about in fear of Fisher* One nay reasonably 

take the attitude of Banks, Bullock's successor at the ^ir Ministry, as 

the test, and the Air Ministry** reeorda ahow that in 1938 Banks was 

advising the Air Staff on how best to gain Treasury approval for their 

proposals* The Method consisted of 'seeking sanction for additional 

expenditure aa necessary, and not aaking for too much at one go', even 

if this meant not diaoloaing the total cost of a schema in advance • 

Since the Treasury always preferred to Judge proposals in the light of 

the ultimate total cost, and since Treasury officials spent a good deal 

of time trying to diaoover possible future financial implications of any 

given proposal, this advice b/ Banka hardly suggests that he was acting 

as an outpost of the Treasury.

It would be wrong to suggest that fisher*a position aa official 

Head of the Civil Service waa unimportant, as BO doubt it strengthened 

the bands of Treasury official a in their day-to-day dealinga with civil

1. P.K.O., War Office Papera (*«0.), series 32* file 4599:
Cree4y to Ueverell, 13 Sept* 1937* *ad Cree4y to Hore-Bolisha, 
4 Oct. 1937*

a* Sir Jeam Sleasor, fentral Blue VCassail, 195&)» p«1dO.

3. AIK.6/3M £ooretary of state's progreaa meeting, minutea, 11 July 
1938* p.11, and Alh.6/35: minutes, 7 Sept. 1938, item 3.
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servants in defence departments, but it would be easy to exaggerate 

its importance. Moreover Fisher's personal powers of patronage were 

a diminishing asset by the later 'Thirties as he was due to retire in 

September 1939.

There remains Watt* s assertion that Fisher developed a relationship 

with Chamberlain while the latter was Chancellor, and that 'in view of 

what is known of Chamberlain*s use of advice from those he trusted it 

nay be assumed that Fisher retained considerable influence over him as 

a result' , As already noted Chamberlain was the minister who made the 

most important contribution to the formation of defence policy, so that 

if Fisher was able to influence Chamberlain, he (Wisher) would also be 

able to influenoe defence policy*

So far as is possible the rest of the thesis gives an extended 

account of the impact which Chamberlain and Fisher and other Treasury 

officials had on rearmament* But there is a methodological difficulty 

in assessing a civil servant's influence on his minister* It is possible 

to note instances where Chamberlain disagreed with Fisher's advice - 

though such instances were rare before late 1936 - but one cannot assume* 

without falling into the post h,oo. er*o oropter hoc fallacy, that where 

Chamberlain and *isher were agreed the former was being 'influenced* by 

the latter* Chamberlain had a mind of his own* »hat one can do is to 

trace the personal relationship between the two men - for it was not 

static - and this suggests a chronology of when Chamberlain was more.

1. Watt. Personalities and Policies* p.102.
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or leas, likaly to listen to Fiahar. It isay be noted in passing that 

there waa nothing improper about a civil aervant influaijoin* hia 

miniatar on policy •

Cba*b«rlain had been Chancellor briefly in 192>24, but it aeeaa 

to have been during hia Ion* tenure fro* 1931 to 1937 that the relation­ 

ship described by > att developed. Watt had to aesuae that the 

relationship continued thereafter because hia aain informant, Fergusson,

left the Treasury in 193& *h«n he oe&sed to be Chamberlain's Principal
2 Private Secretary , But Fisher 'a personality waa sufficiently volatil*

to make any suoh assumption unsafe. Kankey, indeed, aeeaa to have 

suggested to at least one subordinate in the C.I.&* Secretariat early in 

193V that Fiahar *&a 'rather »ad\ having 'so»e nysterious nerve disorder* 

which affeetad hia jud^oent, and Hankty later told Baldwin aa aiueh\ 

Fisher had been on sick leave in 1933, *nd he aay wall have overworked 

hieself. Sir Jaaes ftrigg, who knew Fisher well, has been qpoted aa 

esyint that in hia earlier dsys fisher had baan *the greatest public 

servant of the century 1 , and that those who aaw hia only whan ha waa 

about to retire had not seen him 'in hia prime' . *hen one taxes into 

account the strain of work and anxiety which ilaher and others bora during 

hia last six year a aa Permanent Secretary it ia easy to aee how tensions 

•ay have developed. At the tine of wisher's row with Kankey over the 

lattar'a successor (May 1933) Hankey noted in hia diaryt

1, lord Brid«aa, Portrait of a Profaaaion (Caabrid^a U,PM 1950} 
pp.14 and 19*

2* *att, 9yf oit., p. 103, note 4*

3* PownaH Diaries. 15 Feb. 1934. See above p.44.

4. Ccoveraation with Air &dward ^layfair, 21 Apr. 1975.
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'/Inskig7 told me that the ?,M« had spoken to 
him about the vacancy, and had said that he was 
annoyed with fcarren irisher for seeing Inskip without 
hit permission* He (the P.M.) had him self intended 
to consult inskip in his own tin*, and he was 
annoyed that tiarren Fisher should have lobbied hi*! 
... Ha also said that, knowing how warren tfisher 
got worked up about these things* he had ins time* 
tively a complete mistrust of any suggestion he Bade 
- so muoh so that, even if Horace ^ilson, whose 
Judgment he normally trusted* shared Wisher* a view, 
he would mistrust it' 1.

This third-hand comment at a time when Hankey was resisting Fisher f s 

efforts to put Bridget in his place may say aore about relations between 

Hankey and Fisher than between Chamberlain and irisher. Certainly as 

late as July 1928 Chamberlain invited fisher and his wife, together with 

Wilson and his wife, and members of the Prime Minister's Offioe, to an 

informal weekend at Chequers. Moreover the tone of fisher's private 

correspondence with Chamberlain was extremely warm, as for example a 

brief note to Chamberlain in

'Neville Bear - I did enjoy getting a little mote 
froa you - it £iv«a such a oosy feeling. Bless 
you*

' i'hat* a a truly delightful paper about Bullock, 
isn't it? But there's no eseape from the oonse- 
quenoes,

lith fond love, 2 
barren* .

Whatever Hankey may have thought about Fisher's judgment in 1934 or 1938, 

Chamberlain respeoted it sufficiently in 1?35 to have 'long talks' with 

him about his (Chamberlain's) political future* Chamberlain at the time 

was threatening to resign if Lloyd George were admitted to the Cabinet,

1. Boskill, Hankey. iii. 35**

2. H.C.7/1 1/29/20 i Fisher to Chamberlain, 1 June 1936. For record 
of Chequers weekend see J*.G. 18/1/10^9' Chamberlain to his sister 
Hilda, 9 July 1938*
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and the Chancellor apparently took comfort in the fact that:

'warren Fisher wermJy applauded jqy views ... but 
414 not believe that if I were determined my eol~ 
leagues would venture to preas me to extremities'1*

So far as rearmament la concerned, according to fisher, it was in 

September 1^33 that on hit return 'from a long illness, Jurin^ which 

^ha7 had It 1 aura to observe the contemporary rise of Hitler* that the 

Permanent Secretary urged a review of Britain's defences, and 

Chanberlain agreed to the aatttng up of the P*li«C« in Kovenbar of the 

aane year. oub sequent to that CoBnittee*a report iriaher had several 

talks with Chamberlain t who perauaoed the Gabinat in the auaaer of

to halve the ^ra^y'a proposals for re-equipaent and to increase the Air
2force's expansion pro&raam* • Thereafter ^isher and Chaoberlain

questioned ana ohiwied those responsible for defence, with a view to 

settling priorities and to speeding the execution of the most important 

parts of the rearmament pro&rasKO* As will be seen in Part ill it was 

only at the very end of 1933 that the views of Fisher and Chamberlain on 

defence policy began to diverge, although both weru still agreed on the 

necessity of rearmament. Bat by that tiae the two aten had already fallen 

out over the policy of appeasement*

Fisher's friends are convinced that the rift between Chamberlain and 

Fisher did not occur before Kunioh, and that that rift had no effect on 

rearmament* Fisher haa not opposed Chamberlain* a foreign policy 

previously, but he was passionately opposed to the form appeasement took 

at the time of Munich*. During the negotiations leading to the Anglo-

1, H.C.S/23A! diary, 28 Jan. 1935.

t» FKEtt. 1/252i Jfisher to Chamberlain, 1 Oct. 1933.

3. Conversation with Sir Thomas and Lady Padmore, 15 Var« 1973*



American tfaval Treaty of 1935 ^isher wrote to HarJcey that?

'However much I distrust (and dislike) Pruasianlsra, 
that would nevex- imply a refusal to parley.... But 
let us not forget that the author of/ Germany's pro­ 
posals/is also th« author of &ein aatepf* - to which 
Fisher added: 'Kot the English translation1 1.

Fisher was neither gullible nor ill-informed, but in August 193? 

one finds him endorsing the opinion that it was possible to take two 

views of Germany t either Germany was preparing to pounce, and Hitler's 

professions of friendship were so ouch dust in Britain's eyes, or the 

Kasl movement was primarily a reaction to the ostracism ahieh had 

followed the First World ^ar, and Hi tier's desire for friendship was 

genuine. Even if the former view were the core probable, fisher 

believed, war was inevitable unless the latter view w&s correct, and 

therefore Britain's foreign policy must be conducted on the more optimistic 

assumption. Cordial relations should be maintained with countries which

might stand by Britain in a war with Cennany, but the Foreign Office
2 should avoid dealing with Germany in 'chilly terms' .

Fisher thought the Foreign Office tended to provoke the dictators 

unnecessarily, and this accounts for his opposition, quoted by Colvin, 

to Vans! t tart's idea of a bigger propaganda department for the Foreign 

Office. Fisher endorsed a Treasury official's comment in May 1938 that!

'I do not believe in the long run it will be possible 
to combine a policy of appeasement with a forward policy 
in propaganda. Armaments may be infinitely more expen­ 
sive, but they at least have the virtue of being dumb and 
do not cause the same ill will '3.

1. CAB.21/^40t Either to Hankey, 2* May

2. T, 173/1 $01 1 memorandum by E. Hale, the Treasury official in charge 
. of 5H>, 10 j^ug. 1937, passed on to Simon by Fisher with the comment! 

'1 wish that the admirable spirit and sense of Mr. Hsle's note 
eould be infused into the Foreign Office*.

3. lea Colvin, Chamberlain Cabinet (Crollane*, 1971) p. 133.
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The ftovernaent hoped rear&«»ent would deter aggression while 

appeaseaent removed the causes of war, and during the crisis suansr 

of 1938 Fisher supported the Clover latent'* lead in urging a solution to 

the problem of CseohoSlovakia's (Jenaan-speaking minority. But in 

doing so Kisher assumed that any solution would be on 'the basis of the 

geographical Csechoslovakia we have known for the last 20 years'. Then 

on 15 September Chamberlain flew to Berchtesgttdan, aeoonpanied only by 

^ilson and a senior Foreign Office offioial, and returned to London the 

next day to consult the Cabinet, having given Hitler the impression that 

Britain would not fight for CseohoSlovakia. In Fisher's subsequent 

view Chamberlain had 'sold the fort 1 , and he made a written protest on 

17 September1 .

Fisher told Chamberlain that:

1 Germany now demands the dis-integration of 
^CseohosiovakifJ that is to say a reversal of the 
policy underlying nil our efforts hitherto.*.*

'In our unwearying efforts in the cause of pa*ce 
we have seoured the approval of the world and surely 
it is vital not to jeopardise that - and to become 
partioeos orisdnia with the 0«rrr«ms - by even 
appearing to surrender to force*2*

Fisher thought that any olebisoite imposed on the Cseehs oust be a 

real one, 'in contrast to the farcical one engineered in the case of 

Austria'. For Fisher the conditions for a real plebiscite included 

prior demobilisation by the Germans j the presence in the disputed areas 

of an 'international neutral police force*; a breathing space for the 

inhabitants to 'eool off their hysteria', and the plebiscite itself to

1. Fisher Papers 2/Ji Fisher to vrilson (for Chamberlain), 17 Sept.

2.
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be arranged ar.d conducted by 'neutral elements' . These were hardly 

the terms secured at the Munich Conference later the same Month, and 

Fisher's subsequent talk of Britain's 'moral resisonsibility', coming at 

a time when Chamberlain admitted to his sister Hilda that he was 'nearer 

... to a nervous bre&k down than I have ever been in my life 1 , led to a

rift between the two men. Fisher also found he could no longer live
2in amity with Wilson ,

By early 193$ fisher realised he no longer enjoyed Chamberlain's 

confidence. Fisher ceased to attend the C.I.D. after 9 February, 

leaving it to Hopkins or Barlow to represent him, and, although Hopkina - 

and i ore-Belisha - continued to consult Fishery there seems to have been 

no contact between Chamberlain and fisher while major policy issues were 

being discussed at the end of Karen . Although he was not due to retire 

until September 1939 Fisher decided to go on extended leave, so as to 

allow his designated successor, -ilaon, to take over. He wrote to 

Chamberlain and ilson or* 15 May what he described as his 'swan song', 

criticising the present conduct of government business whereby, he said:

'The idea appears to be that nothing should be thought 
out, in advance or at any time, that panic conclusions 
should bu reached without preparation or knowledge, 
and that the fait accompli, thus aoientifio&lly arrived 
at, should bo presented to those who can provide 
experience, knowledge and practical advice'*

1. Fisher Papers 2/1 : Pisher to v*ilaon (for Chamberlain) 17 Sept. 1938.

2. Fisher Papers 2/9* Wisher to Simon and Chamberlain, 1 Oet. 193d; 
fc.C.1*Vl/1070: Cnaaberlain to Hilda, 2 Oet* 1*3<*, and v regarding 
Usher ana <>ilson) conversation with £ir Thomas and Lady Pacimore, 

1975.

3, T.1 75/1 04( ?•** 2)t Hopkins to Wisher and Si»on, 15 Apr. 1939l 
kinney, Private Papers of Hore^Belisha. p. 195.
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In particular he criticised 'an indefinite multiplication 'of 

inadequately-briefed Cabinet committees, and claimed that ' "let not 

the left hand know what the right hand doeth" ia the up-to-date rule 

of business* .

This criticism was no doubt aiaad at Chamberlain, who prided hia- 

aelf as an efficient nan of business. Calling for proper inter dep art- 

Mental examination of issues at the official and serrioe level before 

they went to Cabinet oo»*ittees, #ish«r told Wilson, in words also 

intended for Uhaaberlain, thatt 'I sincerely hope that v as you are 

fortunate enough to enjoy the ^rlioe Minister's confidence, you may be
9•ore successful in this vital Batter than 1 have been* •

On 20 May Wilson took orer Fisher's duties as Permanent Secretary 

of the Treasury and official head of the Civil Service, while continuing 

to act as Chamberlain's confidential adviser* Hay 20 also saw fisher 

writing in terns which hint at his emotions at this tine , to Isaay:

'Pug Dear - bless you for your letter* For 
anything i «a> be wortu, yju o*n count on •»••••

olease let this be au revoir, not farewell, with

ioereaf ter wisher aevoled oieseJU to working for Givil defence* 

tie was regional oosuBissioner Tor the ^ortU-^e stern ^*^iun, witii head­ 

quarters at Manchester, until May 1940, and in **pteaber 194Q he was 

appointed a special cosmissioaer in the i»onaoe region to co-ordinate 

t^e work of restoring roads aod public utility services* £his was a 

strange contrast to Hankey, who was brought back froa retireaeot in 1?39

, /iiher Papers y\$\ ^ishar to 'Ky dear H.J.Uor J^C.)', 15 «ftjf 1939.

3« King's College, London, Library, I stay Papers



to ba a sinister in tha War Cabinat. Fisher had littla raapaot for 

Chamberlain*s war Cabinat, tha members of which ha considered to ba 

'as a whole, nothing Bora than a aat of inexperienced aediocri ties', 

characterised by 'general inooBpetanoe* . fishes*'a attituda to 

sinister* «as eventually to laad to hi a dismissal, in 1942, by tha 

Minister for Houa Security, tfr. Harbart Vorrieon, aftar Fiahar had

publioly criticised fcorrison's treatment of ona of Fiahar 1 s foraer
2CiTil Dafanoa colleagues at fcanohaater *

Tha final yaara of Fisher's oaraar illuatrata tha growing strain 

and tansions in gOTemaent circles aa tha oriae* of tha Thirti«s grew 

vorsa. Fiahar was not alona In faalixsg atraaa aa a raault of a lagginc 

raaraaaant pro^rao&a and a failing foralgn policy* ^«n faoad baffling 

problaas in tha political, aoonoaie and military apharaa, aa will baooaa 

apparant balow* In tha clrcuastaneat it ia aaay to undarstand 

Chambarladn1 a prafaranea for tiilson, vhon Vanaittart daaoribad aa > visa> 

eal» and »erana' , rather than tha teBperaaantal Fiahar« Wilton caaa 

to aat aa a ahiald against rish«*r'a oiora outapokan ooaaanta* On 1 

Ootobar 1933 fisher praparad a BaBorandtus for Chanbarlain calling for a 

'thorough refore of tha Air Staff and ruthlaaa selection to secure tha 

right Ban', but *ilaon secured Fisner'a agreement to keep baok tha 

Baaorandua until CaaJibarlaJLn's return Iron laaYa on tha 1dth, by which

1, Sir John ^heel«r-Bennett, John Anderson. /iaoount ^ aver ley
, p. 233*

2. /or an account of this episode saa The Tinas. 2 Apr* 1942, p. 2, 
and 14 Apr*, pp.2 and 5.

3. Vanaittart, ifost Procession, p. 443.



time the Secretary of *>tate for Air had been able to prepare a 

memorandum Counter-attacking Wisher by condemning the Treasure's 

alleged restrictions on Air . oro« expansion •

Fisher was dedicated to one aim fro» 1933, to ^aite Britain secure, 

and, in Srig^'s words, he 'devoted himself to persuading, in season and 

out of season, his political nasters to rearm*. An examination of the 

mass of Treasury files of the period shows, however, that Crrigg was

wrong in believing that this ooneern for rearmament led Fisher to take
2'less and less interest in his proper Treasury functions' - at least

before 1939* riearmaaent, and its oost, dominated all the major 

questions facing the Treasury front 1933* *Mle carrying out his normal 

functions as Permanent Secretary and official Head of the Civil Service 

Fisher also aroused Whitehall to the country's danger with more effect 

than critics of the Government realised at the time. There were, of 

course, other warning voices, but Britain was fortunate in having an 

official head of the Treasury who was determined to expedite, and not to 

retard, rearmament.

passim. 

2* Sir James £rigg, Prejudice and J4element (Jonathan Cape, 1948),
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CHAPTER 12.

In tha abtanoa of a Ministry of £afanea tha Traaaury'a function* 

oust in any eaaa have giYan it a kay rola in co-ordinating defence, 

both aa ragarda formulation and axaoution of policy. Its represen­ 

tative* partioipatad in tha work of tha C.I.D., including tha important 

P.S.O* organisation, and Traaaury control of expenditure could ba uaad 

to hinder, or not to hinder, individual items in tha rearmament programme. 

Sinca Traaaury official* lackad tha taohnioal knowledge of member* of 

dafanoa department*, tha preferred method of axaroiaini Traaaury control 

waa to aat overall financial limits within which dafanoa department§ 

themselvea must decide prioritiea, but Traaaury official*, with their 

firat*olaas, logical mind*, were formidable enough critic* to force 

dafanea department* to think out propoaala thoroughly*

Tha Traaaury'a influanoa ovar rearmament waa inoraaaad by tha fact* 

that down to May 1937 ita ministerial head, Chamberlain, waa tha moat 

active miniatar in tha National Government, and that ita official head, 

Fiahar, waa alto head of the Civil Service. Chamberlain and Fisher 

•ought to shape dafanoa policy according to how they interpreted tha 

country 1 * need*, and down to tha autumn of 1938 they worked in harmony. 

It ia beat to aaa Ch*abarlain and Fiahar aa a team, of which other 

important member* included Hopkina (for finance and tha day-to-day 

running of the department) and Bridge* (for datailad supervision of 

dafanea programme*).

By tha and of 1938, however, Treasury influanoa on rearmament waa 

weakening, for paraonal and other reaaona. Tha aforementioned team had 

baan broken up with the departure of Bridges to tha Cabinet Office and
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the ending of Chamber lain1 a and Cither's harmonious relationship* 

At the saae tiae Treasury control of expenditure *as aeakenin^ in 

face of the increasing danger of war* By then, however, the Treasury's 

views aa to how such could be spent on defence had had a considerable 

influence on defence j,>olloyt and taese views on the financial lisdts to 

roarmaaent fora the subject of the next part of the thesis*
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PAHf II

THE TBKASUat'S INFLICTCE OK 1HL yiNABWAL U&ITS TO

CHAPTEK 13. IKTRODUC2IOK

: This part of the thesis deals with the question of *hy the Treaauryf 

despite Chamber lain *a and .-ishor'a advocacy of defence prepare due on, sought 

to limit defence expenditure. In considering the influence of the 

Treaaury in this reapect one has to bear in alnd that, although the 

Sreaaury waa the central departoent of finance, there were other advisers 

on government economic policy, notably the Bank of Ln^lanJ and SOB* govern­ 

ment departments, especially the Board of Xrad* and the iinietry of Labour. 

At the highest level lirJcfi between the Bank and the IVeaaury were very 

informal - the Governor, Norman, «rould call at the freaaury almost 

every %»m;J.ng to oiscuss aaattera with Hopkina, rnillipa and Leit2W<oaa - 

while rorman saw hiaaelf as 'the bridge* between the Ulty and ^hitehall • 

In addition to traditional sources of financial wisdom there waa

else the £.A.C,'s Corned ttee on Lconosr.ic Iniorwation, on which, «a already
2 noted, l^hillipa and Leith-i.oas sat «ith «cononiata and financial experta •

The »oat active non-oificial &ei&bera were the econoiilata J*^« Jleynea and 

Hubert Henderaon, and -ir Alfred Lewis of the National Provincial Bank, 

although Keynea waa absent from meetings, through illneaa, for much of 

1937-3&* t-eonoAista, City «wn and civil servants also met in the aore 

Informal atmosphere of the Tueaday vlub, w&ich w&a run by Keynea and

1. Converaation with air hdward Playfair, 21 Apr. 1975J Sir Henry Clay, 
Lord ].' or»an (kaoadllan, 19i>7),

2. See P
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Reginald kc&enna, chairman of the Midland Bank, in the hope of 

'educating' civil aervente1 .

Although yeara of high uneaployaent had led aany sen to question 

traditional financial wisdon in the Kine teen-thirties, fteyneaian 

economics had yet to eatabllah itaelf aa a new orthodoxy* &eynea waa 

a till working out hi a General Tfoory during 1932-35, and when he pub- 

liahed it in 1936 he wrote:

'This book ia chiefly addressed to my fellow economists 
.... At thia atage of the argument the general 
public, though welcome at the debate, are only eavee- 
droppera at an attempt by an economist to bring to aa 
laaue the deep divergences of opinion between fellow 
economists which have for the tine being almost * 
deatroyed the practical influenoe of eoonoaio theory...*

Publication of the book by no aeana brought controversy among 

economists to an end. Henderaon* for example, commented:

Keynea ... invitea the world to throw upon the 
acrap-heap a large part of the orthodox theory in 
which I a till believe, to diaoaru the methods of 
analyaia which 1 intend to continue to employ, and 
to aubatitute a new theoretical ayatea of hi a own 
which in my opinion assert a what ia false and denies 
what ia true, and ia likely to cauae an iawenae 
amount of oonfuaioa* 3,

When professional colleagues on the J£*A»C* Comittee on Economic 

Information could disagree so fundamentally, it ia not surprising that 

Treasury officials, who were not eeonoaiata* did not iaa*diately graap 

the new econoaio theory and make it the basis for public policy* Kayaea 

did oorreapond with Kawtrey while writing the ^qnqra^ Theory > but in the

1. Harrod, Life of Kevnea. pp.479, 48?! I^ith-koaa, Money
pp«147f» -"or ^.A.C* papera ae« P.B«0* f Cabinet Paper a, Series 58«

2. JJi« Keyaaa, l^e General Theory of Kaplovaent* Intereat and Money 
(fcawdllan, 193o) f pp.T-ri.

3. H.D. Henderaon, The Inter-War Years aad Other Paoera (Oxford U.P.,
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end felt that he had not succeeded completely in conveying what he was 

driving at1 .

Continued academic disputes among economists after publication of

*»• General Theory. together with Hewtrey's critical reception of that
2 work , neant that so far as the Treasury was concerned there was no

immediate increase in the 'practical influence of economic theory*. 

A proposal in May 1939 to establish an 'Economic General Staff* did find 

favour with Fisher and Hopkina, but even then Hopkins observed that this 

should not be made up of 'a lot of economists operating In vacuo*. 

while Fisher commented! 'ftnat is nofr wanted is a panel of economists 

and doctrinaires9 . What was established in July 1939, after discussion 

between v*ilson, Hopkins and the economist Lord Stamp, was a committee 

under the last named which combined the theory of economists and the 

practical experience of civil servantsf with instructions to survey 

Britain9 s war plans in the economic and financial spheres*. Treasury 

officials, then, were willing to work with economists, but the intellec­ 

tual apparatus of Keynesian economics had yet to establish Itself* The 

same was true of the statistical apparatus, for it was not until 1940 

that the official statistics of National Income and Expenditure, upon 

which so much of government planning has come to be based, were first 

compiled.

There was good reason why treasury officials should be slow to 

abandon traditional concepts and methods* As men responsible for

1* Collected ^ratings of John Kaynard Keynes* xiii, 565*633,

2. T.208/195J Hawtrey*s criticism of General theory.

3. T.160/88S/F.17545: Hopkins to Fisher, 17 Way 1939,
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adviaing on public policy the/ were concerned with political econosy 

rather than eoonosdc theory, and had to take into account the views 

not only of economists but also of aon who bore responsibility or risk 

for actions in the real world - bankers and businessmen, both British 

and foreign, noat of wiwo held to traditional economic beliefs* 

telth-Koss once complained that fKeyn«s, with all bis brilliance, appears 

frequently to misunderstand the psychology of the markets' . whether 

or not that was true, the Treasury seems to have continued to regard 

the Bank of £ngland as being the better judge of the possible effects 

of proposed policies on business confidence. The views of the taxpayer 

and of trade unionists were also important; as were the likely reactions 

of foreign powers to any erasures in the sphere of international trade*

Cbanberlain had little time for what he called the * fantastic 

notions' of critics who called for the abandonment of orthodox finance* 

'That was all very well for people without responsibility for what might 

follow', he remarked in October 1933* but a government oust be sure that

'the new experiments were really likely to succeed before they ventured
2upon then' « It was still an sjdo« of conventional public finance that

in peace tine governaent expenditure should not exceed revenue, and a 

balanced Budget was taken as a sign of financial stability. Accordingly 

balancing the Budget was Chamberlain9 s first priority on beooeing 

Chancellor in November 1931, for he hoped thereby to recreate business 

confidence and the will to invest after the shocks which the financial 

had sustained that year*

1* 1M 75/104 (**«•* 1)1 Kote on 26th K.A,C, Report, 22 i>eo* 19>8. 

2.
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Paradoxically, one of the greatest ahooka of 1931 - the 

reluctant abandonment of the Gold Standard in September - made 

poaaible one half of his policy, which was to make * cheap atomy 9 

available for inveatment. Trow 1932 to the eve of war in 1939 Bank 

Kate waa h«ld down to 2 per cent, or less than half the average rate 

during the period from 1925 to 1931, *h«n the Gold Standard had been 

maintained partly by attracting foreign funds to London with high 

inter*§t rates. On the other hand, buaineasaen would not invest even 

at low interest ratea if they were lacking in confidence - hence the 

stress placed by Chamberlain on 'sound finance* . By April 1935 

Chamberlain oould claita that Britain's economic recovery to date had 

been greater than that of countries * the United States would have 

been an exaaple - which had followed leaa orthodox financial policies .

The advocates of deficit financing before 1934 thought in terms not 

of Increasing defence expenditure, but rather in terms of reviving 

industrial activity by the initiation of & large programme of civil 

public works, auch aa roads, Nevertheless, an exchange between Keynea 

and Hopkina in 1930 la worth looking at, if only beoauae the oroaa~ 

examination of Hopkina, a witness before the taomillan C omit tee on 

Finance and Industry, by Keynes, a member of that Committee, brought 

out clearly the 'Treasury view* aa to the principles upon which Britain's

economic recovery should be baaed - the same principles ae were later
2 to underlie Treasury thinking on rearmai&ent .

., 5th aeries, 193^-35. vol, 300: 1618.

2« #hat follows ia baaed on ~iput«s of Evidence Taken Before the 
ggmmittee on Finance and Industry (ri.fe.&.O.. 1931)* vol* 1» 30th 
day*
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Keynes found that he had misunderstood the 'Treasury view*, and 

that Hopkins did not believe that capital expenditure based on borrowing 

by the Government would reduce automatically the fund of finance capital 

available for private enterprise* hat Hopkins argued was that if the 

Government was to borrow, then the use to which that money was devoted 

had to be one which would command the support of those who were being 

asked to subscribe* If it did oowaand such support there was a good 

chance that such of the aonay that would be lent would be transferred 

from idle balances held by Individuals or institutions» and would not 

therefore be a drain on capital which otherwise would have been invested 

in private industry* But if the lending public thought that the 

proposed expenditure would be wasteful* governnent bonds would be at * 

discount - or in other words the interest paid on government borrowing 

would rise, and to the extent that this caused a general rise in Interest 

rates, private investment would be discouraged* To command public 

support, Hopkins argued, the borrowed money should be devoted to some 

fora of investment, such as telephonea, which wouli provide a return 

capable of nesting interest charges and paying off the principal over 

a period of years*

A second condition set by Hopkins for public works was that the 

effect should not be to concentrate deaand on a few sectors of industry 

only, since the result was likely to be that wages for skilled labour 

in these sectors would rise, affecting wage levels in other industries, 

and raising British demand for iaports while tending to reduce the 

competitiveness of British exports, Keynes did not disagree that 

creating employment through public works would tend to have an adverse
&

effect on the balance of payments. The difference between him and
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Hopkins wan as to wnere the balance of advantage lay. Uopkins felt 

that a scheme for public works financed out of a Budget deficit would 

do little to help the export trades, where the concentration of 

unemployment was greatest:

'Uenera-Uy it seams to me /he saicj7 it would produce 
a sin^ulsrJ^ lopsided form of prosperity, &nd one 
which could not possibly be permanent.... On the 
whole it would tena in a direction the opposite 
from that in which we need to tend, namely a rise 
in ^.ioes elsewhere, in the wake of which we could t 
follow and allow our o\m external trade to develop .

Uopkins preferred an approach based on the reduction of production 

costs, and, in particular, on reform of business organisation. The 

abandonment of a fixed exchange rate in 1931 and the subsequent intro­ 

duction of new tariffs did not alter the Treasury's long- term economic 

policy, and grumbles about cartels in British industry maintaining prices 

at a level which woula enable the leaat efficient firms to survive
ftcontinued to echo in the Treasury Chambers throughout the 'Thirties .

Britain's exports did become cheaper after September 1931, as the 

price of sterling was allowed to fall in relation to gold-backed 

currencies* But this only provoked other countries either to fellow 

suit in abandoning gold, or to raise tariff barrier a, or to extend import 

quotas, or to impose exchange controls, so that the benefits to Britain 

were short-lived, and the general effect of economic nationalism was to 

reduce the total volume of world trade* A reduction in world trade 

could only make harder the recovery of Britain's traditional export

1* CoocAttoe on Finance and Industry, i. 18.

2* Examples can be found in the C.C.C. minutes * T*161/735/5 • 21 di»3/086s 
17*'«». 1937, p.19 and X.1 61/80^.2184^0901 9 i>«o. 1937, p«13ff 
• also iiopkins Papers - ^ .175/104- (P*rt l)t memorandum of 'Prices 
and Exports', Jan.



trades * textiles, ooal and shipbuilding » and Korean COB plained 

that not enough attention was being paid to the international aspects 

of the Depression* Korean hinself never countenanced the use of 

exchange depreciation as a deliberate s*aas of stimulating exports, 

and belie Ted that the long* tern objective »uat be a return to gold* 

Chaaberlain was sympathetic to the Governor's views, but at no tiae in 

the * Thirties did either he or ? orman feel that the tine was ripe for 

such a step * At the save tine the treasury seens to have continued 

to look for sooe recovery in international trade, and in Septeaber 1936 

a Tripartite Agreement was reached by Britain, the United States and 

France:

'to Maintain the greatest possible equilibrluM In 
the system of international exchanges • «•
to relax progressively the present systen of quotas « 
ana oxo&ange controls with & view Vo t&eir abolition* .

This view of the Means to recovery seavs to have put out of court any 

idea of Manipulating exchange rates as a Means of countering balance of 

payments difficulties*

Tha general picture of eoonoMlo recovery in Britain, aa given by the 

£oonoMist index of business activity, is one of strong and continuous 

recovery in 1933* but Much less so in 1934, and tha upswing was resuMad 

only in 1935, which saw the beginning of a two-year period of very rapid 

recovery* Krov the middle of 1937 the economy ceased to expand, with a 

sharp recession following in 193$« Rvarttaswnt stimulated an increasing 

aeotint of activity, especially in 1933- 39* and by the sunraer of 1939 the

1. Clay, Lord Honsan. pp. 41 2-421.

2. T. 20Q/167, folio 160. This file of HawtreyU brings together 
various public statesttnt* on British Monetary policy.



level of business activity WAS at high at it had been at any time since 

1932 - but there was another disquieting aspect to the economic 

situation*

with the exception of 1919 and the year of the General strike 

(1926), Britain had neTer had an adverse current balance of payments in 

peace time before 1931. Traditionally Britain imported more goods than 

she exporu&u, but this crude trade gap was sore than balnnoed by 

'invisible exports', chiefly associated with the City of London's position 

as a centre of world finance, and by income from overseas investments* 

For generations Britain had be«n accustomed to a favourable balance of 

payments, by which neans she could invest overseas in peace, and finance 

coalitions in wart although in 1914-18 Britain had had to borrow on a 

very large scale in the United States. In 1931, however, Britain's 

current balance of payments deficit was over £100 nillion, and although 

this figure was halved in 1932, and almost exact equilibrium achieved 

in 1933* an adverse balance reappeared in 1934* A substantial rise in 

exports saw a favourable balance re-emerge in 1933, but the following 

year the position was reversed, with exports drooping; and imports rising

rapidly, and fron 1937 onwards the current balance of payments was once
2 more substantially adverse, and was indeed worse than in 1932 .

then from the end of 193& Treasury officials began to talk of 

Britain's economic strength 'slipping away 1 , essentially «hat they were 

talking about was the adverse current balance of payments, and its

t. &Y<£* Kiohardson, ggonoalo Recovery in Britain. 1932-39 
(fceldenfeld ana Aicolson, 1>o7>,

2. London end Cambridge economic Service, The British Koonom^ i X 
Statistics. 1*00-1970 (The iimes Publishing Co* Ltd.), Table N



effects on the country's international purchasing power represented 

by its gold and foreign exchange reserves, overseas investments, and 

ability to raise international credit. As Fisher explained to the 

£,? ,C« in January 1934, ra« materials and food were available in the 

United Kingdom only in:

'negligible quantities and therefore have to be 
secure* from other countries who will not, of 
course, <*ive us them, *nd, when our international 
purchasing power is exhausted, will not continue 
indefinite credits to us'1»

The triumph after 1940 of ICeyneslan economic thought, and memories 

of Bass unemployment in the 'Thirties, have led to a common assumption 

that the £overnaent of the day, and the Treasury in particular, were 

prisoners of outworn and misleading economic doctrines, which prevented 

full use being made of the nation* s resources for rearmament* ..ocor&Lnsl 

criticism of the National Sovenaaent's defence policy has been made in 

the light of the deteriorating international situation of the 'Thirties, 

and much less attention has been paid, with reference to rearmament or 

foreign policy, to the unprecedented balance of payments situation with 

which the National Government was confronted* Yet the extent to which 

Britain could rearm was limited by the quantity of raw materials which 

she could purchase from abroad, for it was calculated that some 25 to 50 

per cent of the cost of armaments produced in British factories repre­ 

sented the price of imported raw materials. A substantial part of 

Britain's rearmament - the K»A,C. Committee on i conooio Information 

estimated, that part as one- sixth of the total cost - had to be paid 

for by exporting goods and services* or by running down her gold reserves

1. CAB.16/109J Note by Fisher, 29 Jeiu 1954, p.579.
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and overseas investments, or by borrowing abroad . It is with the 

balance of payments, and it* effects on confidence in the financial 

ooanunity and on Britain's international purchaaing power, chiefly 

in mind that the Treasury's attitude to the financial llaits to 

rearmanent must be considered*

. CAB.2V100: C.i», 149(39), para. 3, p.133f CAB.58/23J
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CHAPTER 14. THE BALAKC& OF RISK

Defence policy involves balancing risks, and at any given moment 

thoaa raaponaibla for defence policy must ba praparad to atrika a 

balanoa in two diffarant ways. Firstly, it must ba daoidad what pro­ 

portion of tha oountry'a productive resources should ba devoted to 

armaments, which oonatituta an insurance but which in themselves aro 

non-productive. This daeiaion must bo made in tha light both of 

military riaka facing tha country and of poaaibla affaota of dofanoa 

axpanditura on tha economy whioh will ba called upon to produce and 

support tha armaments dacidad upon* Secondly, it mat ba daoidad how 

to allocate tha available resources between the various military risks. 

iaat follows deals with the firat of these balances of risk, and the 

question of the Treasury's influence on grand strategy is left to the 

next part of the thesis, The three variables in this part of the thesis 
are the related problems of doa>estic inflation and Britain* a balance of 

payments position, together with the problem of predicting if and when 

war would come.

The beat starting point for an explanation of the Treasury's con­ 

ception of the financial and economic limits to rearmament is Inakip'a 

Interim Keport of December 1937, part of whioh, drafted by Bridges, 

contained what feimon called 'a classic statement of the elements that 

make up our strength for national defence' , Through the Keport the 

Treasury pointed out to the Cabinet that although the problem of

1. CAB.2V921 Cabinat minutes, 1& Feb. 1938, p. 134. *hat follows 
ia baaed on paraa. 7-14 of Inakip's Interim Report, C.P.316(37), 
in CAB.24/273«
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deciding what defence prograxaes oould be affordad was considered in 

teraa of money, the country's rasouroas lay not in ths quantity of 

paper pounds that oould ba printed, but in its skilled manpower and 

productive capacity, its ability to maintain credit and tha general 

balance of its trade. Britain's reliance on imported foodstuffs and 

raw aaterials s*ant that the country's credit was closely bound up with 

its ability to pay for these imports through its export trade*

The su»s available for defence expenditure were related to what 

oould be ttade available fro* taxation, or 'exceptionally* from the 

proceeds of loans, butt

'The amount of noney which we oan borrow without 
inflation is Mainly dependent upon two factors: 
the savings of the country as a whole which are 
available for investment, and the maintenance of 
confidence in our financial stability* But 
these savings would be reduced and confidence 
would at once be weakened by any substantial 
disturbance of the general balance of trade* 
«hile if we were to raise sums in excess of the 
SUBS available in the market, the result would 
be inflation; i.e. a general rise in prices which 
would have an immediate effect upon our export 
trade' 1.

The Treasury held that the maintenance both of government credit 

and of a general balance of trade were vital in peace and war. 

According to the Chiefs of Staff themselves, there was no hope of 

Britain overpowering Germany in a short war, but Germany was not so well

placed as Britain and France with their command of the sea* and access to
2 the world's resources, to face a long war . The Treasury argued that

if Britain was to  merge victorious from a long war she oust enter such 

a war with enough financial and economic strength to enable her to Bake

2. CAB. 16/182 j D.P.(P.)2, 'Planning for War with Germany', report by 
C.O.5., Feb. 1937.
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the fullest use of oversea* resources.

Seen in this light, the Treasury claimed, the maintenance of 

economic stability was a» necessary as the maintenance of armed forces, 

and could * properly be regarded as a fourth arm of defence' 1 . On the 

other hand, if Germany and other countries were to detect signs of 

•train in Britain, they would no longer be deterred by the proapeot of 

a long war, and it was up to the Cabinet to strike a proper balance 

between ailitary and economic power.

It will be noted that the emphasis in Inakip's report was on 

deterrence, which involved defence forces which could be maintained 

indefinitely, rather than preparation for war at any specific date. 

The treasury 1 s views on defence policy were determined largely by what 

the treasury saw as the economic and financial limits to rearmament, 

but the degree to which the Ireaaury waa prepared to advise risking the 

economy waa in turn based on a changing conception, or possibly mis* 

conception, of the international situation. Put briefly, the basic 

Treasury assumptions were that the maintenance of peace between the 

British empire on the one hand, and tteraany, Japan and Italy on the 

other, was possible| that this objective required deterrence of 

aggression through rearmament as well as diplomacy, but that Britain's 

armed forces ahould not be enlarged beyond a level at which her economy 

coula maintain them. The underlying fear was that rearmament might 

precipitate a balance of trade crisis followed by a financial crash on 

the scale of 1931, weakening Britain's position in the world just when 

an appearance of strength was necessary to deter the dictators, and it

1. GAB.2V'273i C.P.J16O7), para* 10*
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waa only by degrees that faara arising froa tha experience of 1931 

wara overborne by faara of impending Sernan aggression.

Tha task of tha Treasury, and tha defence departments, would have 

baan such simpler if it had baaa Known that war would braak out in 

September 1939* ?h«n tha possibility of national bankruptcy at some 

latar data would hava baan aaan in a diffarant perspective. As it was, 

it seamed to Traaaury officials that Britain odght exhaust herself 

through defensive preparations even before war broke out* As Hopkina 

observed of an ambitious three-year programme formulated by tha Air 

Ministry after Munioh:

•Tha difficulty from tha Traaaury point of 
view ia that wa oannot say whether we shall ba 
able to afford it* Indeed, wa think wo shall 
probably not ba able to without bringing down tha 
general economy of this country and thus presen­ 
ting illtier with precisely that kind of peaceful 
victory which would ba most gratifying to hia'1*

Aa late aa two months before tha outbreak of war tha Cabinat seems 

to hava baan uncertain if and whan Hitlar would provide a aaaua belli 

sufficient to unite democratic Britain and bar Cosuaonwaalth* 

Chamberlain and his foreign Secretary, Lord Halifax, both expressed

hopes in July 1939 that tha Danslg crisis would blow over if Britain
2presented a firm front * In earlier years tha uncertainty had baan

greater, and down to 1935* *t least, tha danger from £arnany was not 

aaan aa an iswadiate one. Vanaittart noted in April 19^ how 'opinions 

snist necessarily vary and depart into tha realms of prophecy in

1. rtvKM. 1/23*1 Hopkina to Simon* 29 Oct. 1933* para. 8.

2. CAB.2J/100I Cabinet minutes, 12 and 26 JuOy 1939* PP. 159, 216 
and 2?0f.
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estimating tha period /Safora Geroany'*/ axpansionist phase1 . 

Prophaoies from experts about Garaan amad preparedness wara not 

alwaya halpfult for example, in April 1933 tha Air Ministry advised 

a Cabinet committee that for taohnioal raasons tha Uiftwaffa would 

not ba ready for war until 1942 «

In this uncertainty tha Traasury had to try to strike a balance 

between financing armaments now and maintaining sufficient aoonosdo 

strength to finanoa a war later* Simon suanad up tha dilemma wall 

in Karen 1933, after tha Anschluss had brought tha possibility of war 

Buoh nearer:

'At tha prasant moment wa are in tha position of a 
runnar in a raoa who wants to rasarra hia spurt 
for tha right time, but does not know where tha 
finishing tape is. Tha dai^ar is that wa might 
knock oor financa to pieces prematurely '2.

It waa this neud to maintain tha capability of producing and main­ 

taining defence services in tha future rather than reluctance to court 

unpopularity th&t lay behind tha £ovarainent*s decision at tha ba^inning 

of 193^ not to allow tha raarnaoant pro^ranwa than agraad upon to inter­ 

fere with normal oiril trade and industry. As Chaab&rl^ln noted in 

NoTaabar of that year:

•I do not believe that /*ar7 *>• insdnant* By 
oaraful diplomacy 1 baliava wa can stave it off, 
perhaps indefinitely, but if wa ware now to 
follow .'inston ^hurohil^'a advice and sacrifice 
our con&erca to tha aanufaoturars of arms wa should, 
inflict a certain injury upon our trade froa which 
it would take generations to recover, wa should 
dastroy tha /Cusinass/ oonfidanoa which now happily 
exist*, and wa should cripple tha revenue*3,

1. Churchill College, Cambridge, Vanaittart Papars 1/10: C.P.104(34), 
p«13S CAB. 27/508: i>.C.fc. idcutes, 30 Apr. 1935, p*128.

2« CAB.2V92t Cabinat minute., 14 Mar, 1938, p. 371. 

3. N.C.18/1I Chamberlain to his sister, 14 NOT. 193**



In retrospect it may well seem to hare been aa illusion to hope 

for peaoe with Hitier's Germany, but if it was an illusion, it was 

one widely shared outside the Treasury Chambers, and there was no 

neeeasary connection between hoping for peace and unwillingness to 

rearm* These was no »ore outspoken an advocate of rearmament than 

Hr« fins ton Churchill, yet as late as -u^ust 1937 he oouldi still 

publish an essay posing the question whether or not ill tier might yet 

go down in history as the aan who brought Germany baok 'serene, helpful 

and strong to the forefront of the European family circle* 1 .

£oonomiats may assume 'perfect knowledge', and historians have 

hindsight, but Treasury officials advising on the balance of risk 

between military and economic weakness had to do so in face of an 

uneertain and unpredictable future* Ihe treasury's attempts to liait 

defence expenditure are only explicable if seen in their historical 

eon teat. Apart fro* uncertainty as to where the balance of risk lay, 

estimates of the money available for defence varied with the fortunes 

of the economy, public opinion ve&d therefore the willingness of the 

taxpayer to contribute to his own defence) and with u^ ability of the 

Government to raise loans* The next four chapters show how the balance 

between military and economic priorities moved from a position in 1932, 

when defence expenditure was entirely subordinated to the economic 

situation, to the summer of 1239* when priority for defence waa such 

that the treasury had to advise the Government that quasi-war time controls 

over the economy would be required to maintain current defence expendi­ 

ture after the autumn of that year.

, Sir Tiinston Churchill, Sreat Contettporar^cf (fhornton Butterworth, 
1937), p.225.
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CIUPTEH 15, DEFENCE WITHIN A BALANCED BUDGET

Part of tha oriaa facia oaaa for balieving that the Treasury 

rat trio ted defence dapartaants' finanoa unduly re on Chaoberlain's 

opposition in 1932 and 1934 to any immediate large-scale inoraasa in 

their expenditure. Tha rlsa in tha &afanoa Estimates in tha two year a 

after tha cancellation of tha Tan Year Fule was aarginal, while in 1934 

ministers cut tha k.K.C.'s proposals for future additional dafanoa 

expenditure froa £93 alllion to £77 Billion , This chapter looks at 

advice &ivan by tha Treasury, and actions taken by Ministers* to saa to 

what extent tha latter ware influenced by tha foraer in tha years 193?, 

1933 and 1934.

It is as wall to ranaober that tha occasion of tha cancellation 

of tha Tan Year Eula was not Caraan reamsaant - although covert 

rearaejwnt waa known to be going on in tha Wainar Republic - but tha 

crisis in tha Far East involving Japan's occupation of Kanohurie in 

1931, and attaek on Shanghai in January 1932* Tha Treasury did not 

dispute tha C,O.S,'s recommendation in iebruary 1932 that tha rule ba 

eanoalled, but contented itself with pointing out tha weakness of 

Britain's financial and economic position* Sinea tha country was atill 

in tha throes of tha crisis which tha National Uoveratant had been called 

into bedng to solve, the Cabinet was little inclined to dispute 

Chamberlain's opinion that tha risk of destroying tha country's financial 

stability was greater than tha risks of military unpraparadnass* At

1. Saa p*W and Appendix III, Table A2.
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tfc* tiaa everything was being dona to reduce the Budget deficit, and 

th« Cabinet readily agreed that the end of the Tan Year Hula «ust not 

ba taken to justify an expansion of defence expenditure without regard 

to the financial and economic position. The Chancellor of the 

Exchequer was not blind to the Military dangers, however, and he said 

that the question of solitary preparedness oust be raised again when the 

financial position had improved. Meanwhile officials within the 

treasury were agreed that work on the naval base at Singapore vast be 

allowed to go ahead, even although avary effort was being made to pare 

dafanoa expenditure to the bone .

By the tiae the B.R.C. mat in Koveaiber 1933 future defence 

expenditure could be oonei dared against the background of a prospective 

balanced Budget, and a gradually increasing yield from taxation with 

eoonoaio recovery. Economic recovery was still far from complete, 

however, and 1'ishar told the B.K.C. that it was hoped to provide 

industry with a 'psychological stimulus' In the for* of a reduction in 

what ware than consitiered the high rates of taxation sat as an eaergeney

•assure during the crisis of 1931* ?° allow this, it would be better,

ha said, for additional defence expenditure to be incurred only slowly
2 

at first, proceeding on an ascending scale .

With Oen&any rearming, but not as yet raajntsd, there still seeded 

tiaa for Britain to put her house in order, and a balanced Budget and

•neouragejuent of civil trade and Industry continued to have priority

. 4/2 1*-
C.I.B. Papar 1087&, 'Treasury Comments on C.O.S. 1932 Rwview* 
11 liar. 1932; CAB. 2V 70: Cabinet ttinutes for 10 Fab. and 23 
Kar. 1932, ••». pp.242 and 391; T.1fe1/#>Q/S.1tt9 1 7/016/1 j 
^troonengar to Pisher, 12 July 1952,

a* C^B.1^/109 1 B«^«C. minutes, 14 Nov. 1933
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over the needs of the anted foroes. The use of defence expenditure to 

speed economic recovery does not seen to have been favoured in r.hitehall 

outside the Admiralty* The Admiralty in February 1934 urged unemploy­ 

ment in the shipyards as a reason for expediting naval construction, but 

with its finance restricted within a balanced Budget the Admiralty 

itself was unwilling to plaoe orders in areas of high unemployment if 

this meant accepting tenders much above the lowest .

As noted above, the first B.R.C. Report, which Fisher signed toge­ 

ther with Hankey, Van ait tart and the C«O.S. in February 1934, put the 

coat of making up the * worst deficiencies' in the armed foroes at £95

million * a sum which oven Hankoy, the W^.C.'i chairman, thought to
2be 'staggering* . Clearly Hankey was not surprised when the Cabinet

out the j&.K.C. figure* Kor, apparently, was Fisher, who wrote in July 

1934 to Sir aralc Chatfield, the First £ea Lord, that:

'the political reactions of our own people are 
necessarily a matter of which politician* alone 
can be the interpreters; their views ••• are 
that our public is not as yet sufficiently 
apprised of the reality of our dangers to be 
ready to swallow at one gulp the financial , 
results of the recommendation* that we made* .

The political and financial reasoning with which Chamberlain convinced 

the Cabinet in the summer of 1934 *•*• olosely interlinked. The 

Rational &overnment was pledged to restore the pay cuts made in the 

crisis of 1931 sad to restore the pre-1931 rate of Income T*jc when the 

crisis was over, and such steps might provide the desired psychological

1. CAB.23/78: Cabinet minutes, 7 Feb. 1934, p.103.

2. Hankey Papers 1/7, p.57 t diary, 22 Feb.

3. Baldwin Papers, vol. 131, p.
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stimulus to trade and industry. these proposed Budgetary concession* 

would oo st the Exchequer £27 million in 1934 and £40 Bdllion in a full 

financial year, or far more than what the B.B.C. programme would cost. 

Nevertheless the Cabinet preferred Budgetary conceptions to the full 

fc.R.C. programme, and in this minister s seen to hare been swayed by 

electoral considerations. Mr. J.H. Thomas drew attention to the 

'peculiar circumstances' in which the National £ovenasent had oo&e to 

power, which, he thought, aiight lead to a big swing away from it at the 

next election • Ko minister took seriously a suggestion by Chatfield 

that more money could be found for defence within a balanced Budget if 

eiril expenditure were reduced* Indeed, so far was defence from 

enjoying priority in ministerial minds between February and July 1934 - 

that is while ministers were considering the *>.Ii.C. Report * that during 

these months over £24 million were allocated in subsidies to miscellaneous

causes, including a new Canard liner, neat, milk and beet sugar, the last
2 accounting for over £5 million in 19% alone .

The option of not attempting to meet the entire cost of defence out 

of revenue, and of resorting to a defence loan, was aired in ministerial 

circle* in June 1934, but only to be rejected by Chamberlain in doctri­ 

naire terns as 'the broad road which led to destruction*, a view supported 

by i-r. Walter Sunoiaan, the President of the Board of Trade ,

It is clvar that the D.K.C. Report had not been altogether successful

1. CAB.27/511: S.CJI. (32)120. para.3l CAB. 27/507 (vol. iii)s D«C«U* 
minutes,25&26 June and 24 July, 1934-, pp.266f», 314f., 394 and 399.

2. CAB.27/148: K.C.K.(35)10, para. 3; H.C« *eb.. 5th series, 1933-34, 
vol. 289 J

3. OB,27/507 (vol. ill) s &.C.K. minutes, 25 and 26 June, 193V, PP.27Q, 
278 and 295*
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in arousing apprehension in the Cabinet. The -eoretary of -tate for 

Foreign *,t t airs, Siaon, was inclined to the view that Hitler 1 a outlook 

was not threatening to Britain, while Mr. Saauel Hoar*, who waa later 

to auooeed aiaon, doubted whether the >er»an awnace waa quite sa aoute 

as the F. sport seea*d to assuae, Hoare, in hi a meaoira, frankly 

admitted that up to the tiae cf the Abyssinian criaia he ahared the 

general feeling of ooapl&oenoy in the country, and paid tribute to the 

'crusading fervour' of fisher and Vanaittart in oempaiijning for 

strengthening Britain's defences. Baldwin at the time see* a to have 

found Fisher *s crusading fervour rather Uresoae, and according to 

0.14. Young, when Young remarked in 1933 to Baldwin, by then Priae 

Minister, that the Permanent secretary of the Treasury seeded much 

concerned about Britain's defences, Baldwin snapped: 'batter be Binding 

his own business* .

?isher's manner rather than his message may have been what provoked

Baldwin's attitude, for, according to Yansittart, Baldwin did not approre
2 of 'passion* , and Fisher was nothing if not passionate on natter a

touching Germany and rearaament, as a passage froa a aeaorandua by Wisher 

for a G.I.L. Sub-CoBiaittee in April 1934 shows:

•Given the consistency of the attitude of these 
Teutonic tribes, wao century after century have been 
inspired by the philosophy of brute force, we should 
be wore than usually stupid if we assuaed that the 
rivet reasonableness of the Treaty of Versailles had 
converted the* to the tenets of the Seraon on the 
kount; and if we want to survive we had better think 
•ost carefully how so to economise our resources as 
to aeet the danger at Its aaxiaust point* 5.

1, CAB.2V73: Cabinet minutes, 19 ^ar, 1934, p.2d2f. ; feaplewood, 
Troubled Tears. pp»1>8» 1^6; G«K, Young, otanley Saldwin 

Hart-Davis, 1952), p.199.

2. Vans! t tart. Mist Procession, pp.443 *&& 307.

3. CAB. 29/148: N.COU(35)3» »e«orandu« by Fisher, 23 Apr. 1934.
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Aa marly aa January 1934 Fiaher had fait tha need for a white 

paper to stake tha public a war* of tha danger confronting tha nation, 

and to prepare public opinion for increased taxation, and in tha idntar 

of 195V- 35 » along with other officials, ho suggested to KaoPonald and 

Baldwin that the tiae for »uoh & white paper had come. The final draft 

of what became the frhite Paper on ^ fence in Karen 1935 waa produced by 

feacDonald, Baldwin, Chaaberlain and Kankey, and proved auch too nild for 

Fieher's taste. *riting on behalf of other officials aa well aa himself 

he told Baldwint

are BO convinced (&) of the reality of the danger 
01 war, ib> of the proiouna ignorance of our own 
people, ;c; of the uegree to which they have been 
niftlea by eo-cej-^aa paoiiiat propa^anaa, that we 
feel that if *i\y aooiunerit ia to aerve a useful 
purpose, it auat be downright, in its expression 
ana avoid all half-h«arted or unoonviricin^ phraae*-> 
°<tagy« 'ine chief treno 01 Uu» ^auArm^ variations 
/on the first draft/ ia to weaken the warning which 
i have always iroaginwa it is ooaaon jgrouna that our 
public badly needs' 1«

Baldwin, the raost powerful nan in the Cabinet although not yet 

Kinister, did not respond to Fiaher's plea to reconsider the draft* 

The need to educate public opinion had to be balanced, in the Bind of the 

leader of the Conservative Party, with the need to win an •lection* By 

hia own account, &iven in private to a deputation comprising £ir Austen 

Chaaberlain, Churchill and the fc&rquess of Salisbury, in July 193&, 

Baldwin had not thought it practical politics in 1934, in view of 

prevalent pacifist opinion, for a democracy to start rearadng freely* 

He had felt strongly in 1934 the need to win an election aa aooa aa

1. CAB. 16/109: D.R.C* minutes, 23 Jan. 1934-, and D*R.C, 12, pp.143 
and 379; Baldwin tapers, vol.1, p.80: fisher to Baldwin. 26
1935.
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poaaible ao aa to hava a fraa hand with rearmament, but tha Cantral 

Office of tha Conservative Party had wanted any election delayed until 

1936 • In tha evant Baldwin got hia alaotoral mandate for raarmaMnt 

in November 1935, but evan than much waa made of hia promise to a

naaUng of tha International Peace Society in London that there would
2 ba *no great armaments? .

Thia failure to giva tha taxpayer tinaly warning of tha sacrificea 

that night ba required of tha nation waa no fault of tha Treasury. 

?roei add-1934 Chamberlain apofca frequently in public, at laaat for a 

Chancellor of tha Exchequer, of tha need to fill gapa in tha country's 

defenoea, and ia October 1935, Juat before tha General Election, ha 

quoted Ada* Smith'a dietun that 'defence ia battar than opttlanoa 9 at tha 

Conearvativc Party Conference. In planning tha election compel^ 

Chanjbarlain had urged Baldwin to »eat paoifia* aquarely by taking * tha 

bold oourae of actually appealing to tha country on a defence programme*, 

but it waa apparently not in Baldwin9 a nature to ba bold .

In tha yeara 1932-34, then, tha Treaaury and tha Cabinet ware united 

in tha belief that economic recovery moat have priority over defence 

expenditure, and that orthodox public finance, and tax oonoeaaiona, ware 

appropriate meana to create buainaaa confidence. Bran Piaher, who 

ahowad himself to ba a good daal aora apprahanaiva aboot tha danger from 

Germany than noat miniatera, looked to eoonomio recovery to produce an

1, CAB.6V22J Printed raaord of meeting batwaan Saoret Deputation and 
Prime Minister, 29 July 1936, p.30f*

2« Charlaa i-oeh Mowat, Britain, fftffan tha fara ^Mathuen, 1955)* P

3. T.172/1526 and T.17?/1527» Chanoallor'a apaaohaa, 1934 and 1935; 
fli^f Timaa. 4 Oct. 1935, p.«i N.C.2/23A; Chamberlain 1 a diary, 2
Aug. 1935.



expanding revenue for the defence expenditure which he knew would be 

neoetaary in future. This was an entirely reasonable attitude in the 

period when defence requirements were being considered, for in the first 

half of 1934 &erman rearmament had not yet passed the blueprint stage, 

and it was not until the autumn of that year that the &erman Army began 

to equip with weapons prohibited by the Treaty of Versailles1 *

On the other hand, fisher9 s hopes that gradually increasing defence 

expenditure could be met out of rising revenue received a blow from 

Baldwin*s refusal to be outspoken about the country's danger. Fisher 

understood the nature of the Basi regime, and he wanted the taxpayer 

psyehologioallj prepared to Meet the oosdng German challenge. Given 

ministers' electoral considerations both with regard to tax and pay con­ 

cessions and to the rearmament issue itself, it would seem to be :0ust 

to ascribe to the influence of the treasury alone the cuts made in the 

level of expenditure proposed by the B.B.C. Even the Treasury*s objection 

to a defence loan in June 1934 was shared by the Board of Trade. when 

eiroumstanees changed, as they did in 1935* when the extent of German 

military expenditure became apparent, Fisher seems to have been the first 

high official in Whitehall to suggest a departure from orthodox finance 

so that Britain** rearmament might be on an appropriate scale. The 

question of government borrowing for defenoe expenditure is considered 

below, but one may oonolude this chapter by saying that to blame the 

Treasury for not approving a defenoe loan earlier than 1935 ia to blame 

ministers and officials for being men of their time in their economic 

views, and for having economic recovery as their immediate concern at a 

time when the threat posed by Germany lay in the future.

1. E.IU fcobertson, Hitler's Pre-War P< 
ILongmans, 1?fe3)» PP»35 end 45*
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CHAPTSH 16. TKE DECISION TO BORROW FOR DEFENCE

Roskill claims that, regarding 193&-37, 'the Treasury waa still 

markedly reluctant to borrow for defence, and to aocapt the arguments 

put forward by Keynes aarly in 1937 that to borrow £400 millions daring 

the next five years was within the nation*s capacity* . This version 

of tha daoision to borrow to finance raarnanent has been accepted by 

Lord Kahn, who, with reference to the Defence Loans Bill of February

1937 has quoted ftoskill aa saying that 'the Treasury waa atill markedly
2 

unwilling to accept tbe arguments put forward by Keynes' . This picture

of Treasury opposition to Keynes and the idea of borrowing for defence 

in 1937 i* not, however, upheld by the Treasury papers quoted by Koskill 

in his footnotes*

According to Koskill a file fro* the Chancellor of the Exchequer's 

Office shows thats

•In February 1937, the month when Keynes expressed 
publicly his views on borrowing for defenoe ... 
Treasury officials adeitted that borrowing eight 
be possible, but considered any atteapt to assess , 
the SUB which could be borrowed "too problematical" '

The file in question shows that by the tine Keynes first 'expressed 

publicly his views' the defence Loan Bill of February 1937 nad been 

worked out, and the figure of £400 million aa the majdmua sum to be

1. Hoskill, Hsttkey. iii. 251*

2. Sunday Telegraph. 22 Sept* 1974, p*23

3. Koekill, oju^oj^., p. 269, footnote 4«
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borrowed over the next five years announced to Parliament* The file 

also contains a newspaper cutting of a speech by Keynee to the National 

Mutual Life Association Society on 24 February 1937, with comttents on 

the speech by Hopkins and lltillips which show an attitude to Keynes and 

to borrowing quite different from that iaplied by Roekill, and which 

also suggest that the figure of £400 million was reached by the Treasury 

unaided by Keynes* Phillips wrote that Keynes:

'Bakes the point that borrowing £400 milli m over 
five years is well within our capacity and that 
it is in the power of the Chancellor to get his 
money without producing conditions of inflation. 
He puts ^*he savings of the oountrw as being 
something like ^400 million a year*** This is 
all to the good and what we have said* 1*

Hopkins observed that:

'JLeynes' figure of £400 Billion is the sua he 
regards as being saved by the gain sources of 
savings, but It is not comprehensive; if he 
took account also of repayments of foreign loans* 
growth of life insurance, the savings of wealthy 
individuals and Many other items, he would very 
likely put the total at £500 ad 111 on. But we 
cannot ourselves give a figure; it is too 
problematical' 2.

It was the annual savings of the country, not the SUB which could 

be borrowed, which the Treasury felt to be 'too problematical*. There 

is another error contained in Roskill's work - Treasury officials 

accepted the need to borrow for defence in 1935, not in 1937 when the 

I/efenoe -oans Bill was presented to Parliament*

As noted above, the Cabinet rejected the idea of a defence loan in 

June 1934, and although the idea was put forward by -ir Hoger Keyes in

» *<>** *? Phillips. 25 Feb. 1937*

2. ibid* note by Hopkins, 25 Feb. 1937*
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the House of Comaons the following month, the Cabinet does not seen 

to have felt that support for the idea warranted further consideration 

on their part • As yet most support for a Ksynesian solution to the 

country'a difficulties seeas to have had civil expenditure in aind.

Chaaberlain began to waver in his defence of financial orthodoxy 

in January 1935, when *'r. Lloyd George, long a critic of the Government's 

economic policy, advocated 'a great Prosperity loan1 * The former Prime 

Minister's scheme was to finance industrial and agricultural activity 

from a government-controlled fund to cure unemployment, and there was 

sufficient public support for the Idea for Chamberlain to contemplate 

some form of capital expenditure with borrowed money. The Chancellor 

asked Hopkins to consider whether the principle of loan expenditure might 

not be applied to parts of the defence programme, notably the ori&tion 

of reserves of industrial plant, to be used for armaments production in 

the event of war. Hopkins replied in the negative, explaining that, 

according to the accepted principles of public finance, sueh expenditure 

would be 'capital* only if it was designed ultimately to produce a 

revenue which would pay off both principal and interest on the loan - 

investment in a public telephone system being cited as an example*

Idle war reserve factories did not, in Hopkins', or in Bridges9 , opinion,
2 come into this category .

About the end of January, 1935, however, fisher received intelli­ 

gence reports of German state borrowing* He wrote to Sir Brio Phipps,

1. Ht C» Eeb.. 5th series, 1933-34, vol. 2925

2. T.161/645/S. 19907/04J Hopkins to Fisher, 21 Jan. 1935,
For Lloyd George's proposals see The Times. 13 Jan. 1935, pp.7 and 
13} 19 Jan., p.14; 21 Jan*, p«13« i'or orthodox criticism of
same, see P.K.O., Leith-Hoss Tapers, T.188/117.
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the ambassador in Berlin, of having!

'heard froa two distinct sources a 
report that Gersiaay ia increasing her internal 
floating d«bt secretly as a oeana of finding 
•oney for accelerated rearmanent (&* well aa 
for subsidising exports 1)!.

According to the firat report ^eraany'a internal floating debt waa 

increaaing at one milliard marka a month * the equivalent of £80 million 

or £50 ail lion, according to whether one used the official rate of 

exchange or the old gold par of exchange, but Ropkine thought rather 

nearer the latter figure if thought of in terwa of goods and services. 

According to the aeoond report Germany 9 a internal floating debt had 

already been secretly increased by nine and a half Milliard oarka, of 

which fire to aix were aaid to have been spent on r»araa»ent. PkLppa9 

inreatigationa in Berlin eonfiTBed the broad outline* of theae rt orta, 

but Phipps thought that the fi^irea were v in all probability exaggerated* , 

ar:d

•Further I do not think that it ia possible for 
thia rate of commitment to be continued much 
longer without risking a budget crash* 2.

Hopkins agreed that 'the figure* appear to be incredibly high', but 

no ted t

'At the same tiee the experience of Italy ... shows 
that very large aaounta can be raised over a period 
of years bj truveraaent guarantees to private under* 
takings without substantial daaage to the Budget 
being for the aoraent openly revealed* The expen­ 
diture ia no doubt Minly internal, so that the 
exchange ia not directly affected, though ultlaatsly 
such aethoda auat, of oourae, assist to make the 
devaluation of the nark inevitable 1 3*

1. T.172/1837« naher to Phippa, 21 Feb.

2. ibi d.. Phippa to naher, 27 ?eb. 1935*

3. OJ*14*» Hopkina to Fiaher, 7 Her. 1935.



Fisher brought the natter to the attention of the Prime Minister, 

KacDonald, and Baldwin as veil as Chamberlain, and by April 1935, *h*& 

emergency measures to increase the Air Force* s expansion programme were 

under consideration, it is dear that there was a move within the 

Treasury to depart froa the accepted omnons of finance for defence. 

After talking to Fisher, Pergusson, Chamber lain's Principal Private 

Secretary, wrote to the Chancellor in connection with Air Foroe 

expansion:

*If the increases are to be euergency measures, 
and in a» far as the expenditure is for aero- 
dro&es etc*, is there sufficient justification, 
on the ground that the expenditure would be 
abnormally large and concentrated in an abnormal 
degree is* one or two years, for the coat to be 
apreau over a period of say five or 10 years by loan? 
This is no doubt a very heterodox suggestion, but 
obviously there is a point when the argument which 
is valid as regards r.oraml capital expenditure 
ceases to be conclusive* 1.

Fisher realised that a decision on so great a departure froa peace­ 

time precedent could not be expected froes Ministers at short notice, but 

he did suggest, and ministers agreed, in July 1935 that the defence

departments should be authorised to examine defence requirements on the
2assumption that a defence loan would be forthcoming . Chamberlain

asked Bridges for an estimate of how much the defence departments would 

require, and was told that ^106 million over and above the then estimated 

1935 level of defence expenditure <^130 million), or a total of about 

£$00 sdllion, would have to be spent in the next three financial years 

if the £«H»C. programs of 193** was to be oonplete by January 1939*

1. ?«1 73/1 830: Fergusson to Chaaberlain, 27 Apr* 1935*

2. CAB.1^/112i £.*.C. minutes, 11 July 1935* p.79f«, an* 19 July, 
p.92.
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This was the figure which Chamberlain had in mind when he noted in his 

diary on 2 August that an extra £120 million might hare to be spent in 

the 'next four or five years' . In the event, prompted by Fisher and 

Kankey ir the £.K,C., the defence departments asked in November 1935 for 

about ^417 Billion over and above the original 1935 Estimates (£124 

sdllion), or a total of --1038 million, to be spent over five years . 

This total, for what Hankey called a 'policy of perfection', was tri&nad 

by £22 Billion by ndrdsters in the !>.P,K,C. in February 1936, but so far 

was Cha&berlain fross placing financial restrictions on rearmament at that 

date that oinistera decided to accelerate the defence departments' 

programme - tiiat is to spend woro money than suggested by the J).K«C» - 

in 1936-383.

keanwhilw, within the Treasury, Hopkins was reviewing the i ;.:ea of 

a defence loan from the point of view of public finance* He wrote to 

Chamberlain in October 1935s

*»,« should delude ourselves if we looked upon the 
expenditure facing us as capital in nature*

- on which Wisher commented: 'I should have thought this SOM thing of 

an overstatement*. Hopkins' aenoranduat continued!

**e shall in fact be engaged both in paying for 
stores, equipment, etc*, which should have been 
provided out of past revenue, in Baking the pre­ 
liminary outlay for bringing up the sise of the 
forces to a new standard (especially the Air ?or«e), 
and in paying the current co«t of that new standard* 
but however the expenditure aay be divided into 
these categories, it is most of it epheneral and 
all of it unproductive of any aoney return, and

1. T.161/78J/S.48431* note by Bridges, 27 July 1935* Felling, Ufa

2. C;JJ.16/112: 2.R.C. 37, Table 4*

, C4B.16/123S »*P*K*C, «inutee, 13 Jan. 193&t P*9& and i>.P.K. 
p.11.
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therefore all of it in nature revenue expenditure, 
bo far as I can see the only ground for borrowing 
* though it Bay be a sufficient one - is that the 
expenditure placed the Exchequer seriously in 
deficit when the country is taxed to fu34 
cap a 04, Vy- and the measure of the reasonable 
borrowing is provided bj the amount of the 
deficit. It would be unfortunate if the country 
began to think of a Defence Loan as a comfortable 
ULoyd*!*eorgian device for securing not only larger 
forces but also lower estimates, Budget surpluses 
and diminishing taxation1 1.

Hopkins, then, was very far from thinking in modern 'Keyneaian* 

terms when he accepted the need to meet defence expenditure out of 

borrowing. A balanced Budget was still regarded in the Treasury as 

normal and desirable. To understand the doubts felt by the Treasury 

concerning borrowing for defence one has to bear in mind the experience 

of 1914 - 19, when about 64 per cent of total government expenditure 

had been met by borrowing, and the National l»ebt had increased from 

£650 million (on 31 fcarch 1914) to £783? million on 31 March 1920. 

Prices had risen sharply during the war, bringing about social unrest 

and industrial disturbance, and so much short-ten* government debt had 

come to be held by the public, especially the banks, when peace came 

that there had been an inflationary boom, fed by ban* credit. At the 

same time the Budget had been saddled with an unprecedented problem of 

debt servicing. Orthodox opinion inclined to the view that in 

1914 - 19 too much had been raised by loan and too little by taxation,

1. T.173/1332; Hopkins to "isher and Chamberlain, 7 Oct. 1933-
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end It was the experience of that period which the Treasury was 

bound to have in Bind while considering the financing of rearma»ent. 1 

in 1935-39 the Treasury seeas to have been determined to avoid 

borrowing from ooaneroial banks in such a way as would expand the 

latter* s liquid assets end, potentially, bank credit to the public* 

By the i- in* teen-Thirties the Treasury had begun to think of expenditure 

rather less in terms of the prospect of spending so nuch public noney, 

and rather more in terms of employment of resources, and the financing 

of rearmaaent down to 1939 seen* to have been guided by a desire to 

secure the use of industrial resources for rearmament. A note on 

inflation by Phillips in * pril 1939 gives a clue to treasury 

thinkings

'Up to a certain high point the £overa«ent can 
borrow savings subscribed out of investors' 
incomes which would otherwise have been 
applied to Meet the capital outlay of private 
enterprise. The lender9 by foregoing the 
use of his own income, not only releases 
purchasing power but releases also productive 
capacity which the borrower can then take 
up..., it is when the Government either 
cannot, or will not, raise enough money 
through this channel and resorts to ... 
borrowing from banks that inflation occurs* 
That latter course is what we shall avoid. 
ive have already borrowed over £200 Billion 
for rearmaBent and the investments of the 
clearing banks are slightly ^ower than in 

.2

1. 5ir J.A.K, Harriott, Modem ^n^land (fcethuen, 19^3 - first published 

Britain- 1919-56 ^Cambridge U!P., 1975), pp*9ff.

2* T.208/201: note by Phillips, 29 Apr. 1939, baaed on notes by 
Hawtrey on 'Borrowing and Inflation', saune date.
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Whether or not expansion of bank credit would be inflationary 

depended upon whether labour and industrial capacity were available 

to meet demand, but, at will be seen in the next chapter, it waa by 

no mean* certain that the labour and industrial capacity required 

for rearmament were immediately available at the time borrowing for 

defence was bein# considered in 1935- 37.

It should be stressed, however, that for Treasury officials 

inflation was a 'bad thing*. The Treasury's experience of 1914-18 

had been that inflation hud evil social effects, and created diffi­ 

culties in the collection of revenue and in the allocation of resources. 

Hawtrey in particular was outspoken in advocating what he called 'a 

monetary policy of stabilisation of the purchasing power or wealth- 

value of the money unit* .

Treasury officials distinguished between * genuine savings* of the 

public, and the purchase of long or medium term government bonds by 

firms or commercial institutions with idle balances, who thereby lent 

to the Government, at higher interest rates than they could otherwise 

safely obtain, money which would not otherwise have been spent. This 

accounts for the modest interest rate * 2? per cent - offered on 

the first issue of Defence Loan in 1937* As Phillips observed in 

fceceaber

'All the big industrial companies have large 
deposits, for which they would cheerfully 
substitute a Government loan of 3 per cent 
or upwards on which they could borrow from 
their banks in future** 2

1. iitr Kalph Haw trey, A Century of Ban^ >ate (rrmnk Casa and Co, f 
1962), p. xi»

2. T.175/94 (*>art 2)s Phillips to ilopkins, 31 £«o. 193$, P*r*. 11.
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The Tre&aury aeei&a to have hoped that 2^ per cent, plus, possibly, 

patriotism, would Bean that the aoney for the Defence Loan would COB* 

'aa far aa poaaible froB the genuine aavinga of priTate people, 1

The problem of funding new debt b.y Baking fresh iaauea of gilt- 

edged stock had been nuoh reduced by the successful conversion in 1932 

of the large block of 5 per cent War Loan to a 3j per cent basis, ao 

that whereaa in 1931 the amount required for annual interest on the 

National I>ebt had been £232 Billion, in 1935* it atood at £210 adllion. 

Even ao, Britain* a per capita burden of National Debt waa the greatest 

in the world, mainly beoauae Britiah governaenta aince 1918 had eschewed

inflationary policies, and <ts late aa 193& the interest paid on the
2

Rational 1/ebt exceeded the total defence i stimates «

Hopkins, while not wishing to iwpede rearmament, clearly wiahed to 

put off the hour of borrowing for defence until the poasibilitiea of 

taxation had been exhausted* writing in October 1935 of the 193& Budget, 

he told /iaher and Chamberlains

'Kuoh depends on figures not yet known, but if 
it be possible 1 thin*, there is s&uoh to be said 
for presenting next karoh ^atii&atea which can 
be &at without a deficit inside &n optimistically 
constructed Budget, Iheae -stiiaates could be 
accompanied by & at&teB«nt tli&t Supplementary 

would al«oat certainly be neoeseary;

. 175/94 (Part 2): Phillipa to Hopkina, 31 ^«o. 193^, para. 11.

2. T. 175/96: Kopkina 1 notes on the Borrowing bill, 23 i-'eb. 1937* 
A table in T. 175/1 15 givee Treaaury tlgurea for national debts 
per head of population at July 1339 aa:

£ Billions. 
United Kingdom.. .......... 172
United States.............
i ranee,. .......«........*•
Italy.....................
Gernany. •••••••••••«•«••••
Japan.*, .•........•••••••• 11
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and the introduction of the Supplementary Kstinatet 
ni£ht be the occasion lor the ooBuenoeateat of 
borrowing ' 1.

To maintain public confidence in the financial systea, and to aeet 

the constitutional requirement that defence expenditure should be TO ted 

in advance year by year by Parliament, Hopkins suggested that the Budget 

for each defence department should take the foms

Votes for fighting senriees

Less SUB authorised to be borrowed

Net *vx - y

It would be 'of the essence 1 , he told Chamberlain and Fisher, that £x - y 

should always greatly exceed the 1935 defence Estimates, or, in other 

words, that the amount raised from taxation should be increased. Even

so, AS Phillips observed later, this fora was only a 'pretence at

2 
producing; a balanced Budget* .

At first Hopkins and Phillips assumed that there would be no Befenoe 

Loan as such, but that borrowing for defenoe would be set by Treasury 

Bills, funded occasionally by 4 per cent Consols* AS it happened the 

revenue was so buoyant in 1936 that all that the defenoe departments 

could spend in that financial year (since nee armane&ts factories had 

yet to be ooapleted) was «et out of taxation* At the end of 193&» 

however, Hopkins wes advised by Phillips that world prices were rising, 

and that within two years interest rates would also rite. Bank Rate, 

Phillips believed, might have to be doubled in 1938 to k per cent, and 

the Government should borrow while cheap aoney lasted* 'We had better

* T.172/1832J aopkins to Jfisher and Chamberlain, 7 Oct. 

**l77/25t Phillips to Fraser, 27 Kov.



oontamplata a fairly larga long-tara loan, £100 million or £130 Billion, 

aarly naxt yaar 1 , Fhillipa wrota .

Thee* figuraa rapreaanted possible borrowing in 1937, not a 

•axiaua for tha whole pariod of tha rearmament programme. As we have 

teen Hopkins believed th&t tha amount to ba borrowed should ba determined 

by tha difference batwaan what was necessary for defence, and what could 

ba found out of revenue 'when tha country was taxad to full capacity 1 , 

la February 1936 tha Cabinet had approved a P,iuC. prograwse which

envisaged total defence expenditure in tha five financial yaara 1936-40
2of about A, 1038 million . By keoeaber 193&, however, tha dafanea

departments' return* to tha T,1«£«C« showed that tha many additions to 

tha i'.R.C, progr*uB»a authorisad in that yaar showed that that total would 

ba far axoaadad, ana Hopkina observed that:

'It ia not at present possible to datarnina what 
wilx ba tha peak year oi i*efanoa axpanditura: 
that must dapand on circumstances which cannot 
at pr«^eut b« lortettttwii, «uua upon decisions to be 
taken in future >&*r&. It would ba prudent, 
however, to cobta&pliita that tha total ejcpenui- 
ture on dafanoa over the naxt five .years may 
wall ba of tha oruar or 4,1^0 sdllion to -1600 
Billion* 3.

1. T.17^'94 CP»rt 2): iMilips to Hopkina, 31 ^«o. 1^36.
believe a that in tha long run tha factor which told in establishing 
worla prices w«is Ux« aupply oi* ^old* kaasurad in pounds or 
dollars, tha supply of gold aTailabla for nonatary purposes at tha 
and of 1»&> w»s twioe as i&r«*t aa bafora the 4>epressionf and 
Germany ana China wara unabla to absorb gold for politioal reasons, 
AS it h^psaed, 193^ aaw Britain eoperidnoin^ *» sharp recession, 
and Bank Kate continued at 2 par cent until August 1939* «hen it waa 
raised, briefly, to 4 par cent. Bank Kate returned to 2 par cent 
after tha outbreak of «*arv and continued at that level until 1951* 
In 1936 rtiillips regarded 3? par cent as 'normal' for Bank Hate,

See p. 147. 

3. T, 175/96: namorandua by Hopkina, 29 2ac, 1936.



Some idea of what such a figure meant at the time can be obtained 

from the faot that total central government revenue for the financial 

year 1*36 was £797 Billion, of which £185 million was spent on defence1 , 

In June 1937 the Treasury was to give the Cabinet a figure of £1100 million 

as the CUB available for defence out of anticipated revenue in the quin- 

quenium 1937-41, at prevailing rates of taxation2 , and it seems likely 

that the figure of £400 million given to Parliament on 17 February 1937 

as the maximum sum to be borrowed, as and when needed, for defence over 

the quinquenium simplj represented the difference between estimated 

revenue and expenditure*

The figure of £400 million had already been decided upon when 

Hopkins wrote to Fisher on 4 February 1937 that:

*/the Defence i*oan«7 &111 is extremely important 
and quite unprecedented in tois country*
public opinion is prepared for borrowing on a 
considerable scale* i imagine the *4GO million 
will create a great stir* (itfhat immediate effect 
it will tiMVw on Wovern*tent credit a. i'intt it very 
difficult to Judge, but tuc iluanoellor will, I 
understand, sound the governor ^of the Bank of 

ncV today* 3*

The next day >oods, Chamberlain^ Principal Private Secretary, 

reported to Hopkins that:

•The Governor thought that the figure would be a
auoc* *&CL th^t iw would have & aapr«asiii^ alfect 
on our credit. He *&s not prepared to measure 
uiw ei'fect. ae r«&ainwd ^ui-vw oa-ut ou the 
subject* 4*

1. Appendix III, Table A2.and K.C. Dcb«. 5th series, 1936-37, vol. 
1602.

2. 0^.2^270: C,^.165(37), p.271.

3. T.l75i/96i Hopkins to Fisher and Chamberlain, 4 #eb. 1937.

4. T. 173/1&53I ^ooda to Kopkins, 5 ^«b* 1937*
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was neoesabry to induce an upper limit in the Bill to reassure 

the financial public that the uovernoent was not embarking on a policy 

of unlimited deficit financing, and, as a further reassurance, Hopkins 

persuaded the defence departments that their annual Votes should bear 

interest on the debt they were incurring, and also, froa April 1942, a 

sinking fund to pay off the principal over 30 yesrs. Hopkins thought 

that the Governs ant's claim that rearmament was * capital expenditure* to 

»ake up exceptional deficiencies in the country's defences was a thin 

pretext for borrowing to meet what was in fact recurrent expenditure* 

But, he felt, at least the fora of the 1937 Defence Loans Mil would 

show that borrowing was according to a definite plan with & promise of 

redemption, unlike the 'hand-to-mouth' borrowing on behalf of the 

Uneaployment Assistance Board, which had done so «uoh to discredit the 

Labour G-overnnent in financial circle a in 1931* Hopkins noted that:

•in financial quarters throughout the world (where 
perhaps more than awyw&ere else tu<* credit of a 
nation is uade or Barred; borrowing for a current 
purpose wnicii merely provides for oten in idleness 
is regarded as one of the worst forms of borrowing, 
but borrowing for ttmuuaents ... is regarded as un­ 
fortunate, no doubt, but still respectables and 
of course the history of the last few years has * 
reinl'oroed the latter attitude by many precedents' »

However nodes t the sun of *^X)0 »illion in the Defence Loans Bill 

of 1937 oay seem in retrospect, the fact reomins that at the tine the 

proposed borrowing powers were widely criticised not for being too 

snail, but for bein& too extensive. The -oonoroist in March 193*> had 

frankly denounced the idea of borrowing for defence as 'unsound finance*

Hopkins to woods, 1o ieb, 1937*
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ftnd when the ^efence Lotus Bill waa presented to Parliament on 17 

Febru&ry 1937 the Labour Opposition was able to quote one of the 

fcovenuBer-t' a own economic advisers, Henderson, as saying that to meet 

government expenditure out of loans instead of taxes would be to risk 

credit inflation. '<fhe Labour spokesman on economic matters* 

Kr, F,&, Pe thick-Lawrence, pointed out that prices were already rising, 

and predicted that the pumping of new purchasing power into the economy 

on the proposed eoale would lead to a boon followed by a slump .

This was not riopkins' view, he told Chamberlain on 23 February;

'Few authorities «•• would put our net national 
inooae at less than *^*UA) million a year, asja 
it is rapidly increasing,.*. This expenditure 
o! **1;>OG billion uu u«i«iio<* in live years, 
treaendoua AS that sum • «• undoubtedly is, 
oaxuaot ow re|uc'«»4M»£tte4 a« ll*ely u> over* train 
our economy. 1 oreover, of this expenditure 
not mure than <M*UJ million will be borrowed* *.• 
It is pure nonsense to say that we cannot borrow 
4*60 iiiiixion * year without causing inflation* 
It is a sere fraction of our annual savings' 2.

Kopkins and Phillips were glad of J>.eynes' support when in his speech 

of 24 i ebruary he told member a of the Kational Mutual Life Association 

that he felt 'no doubt that the suns which the Chancellor of the 

Exchequer proposes to borrow are well within our capacity 1 , especially 

since, as Keynes hiaself said, the effect of the Defence Loans Bill on 

the gilt-edged market had been 'severe'. But &s Phillips noted: 

•This is ... what we have said'* ireasury officials and the Governor 

of the Back of England were quite calm on the subject of borrowing £400 

million for defence over five years, while being concerned, as Keynes

1223-9
» 5th series, 19j-37, vol.>20t

2* ?«1 75/9&I Hopkins* notes on the Second I eading of the Borrowing 
BiU, 23 i'«b. 1937.



hi*self waft, to reassure the financial public that the ae&sure would 

not letd to inflation .

The picture of a reluctant Treasury being prodded by Keynes into 

borrowing for defence in 1937 is co»pletely misleading. Borrowing 

for defence was proposed by . ieiier, and accepted as inevitable by 

Kopkins, in 1955, as a measure which was necessary, although not in 

itself desirable. There remains the possibility that Hopkins and his 

advisers imposed too narrow a limit on borrowing, but, as will be seen 

in the next chapter, there seems to have been a surprising amount of 

agreement between the Treasury and Keynes in 1937 tiven on the figure of 

£400 million as the licit of borrowing for the quinqueniua 1937-41.

1. T.l7-!/ia5J» pass!*, including out, ting fro» The Tiae«» 25
1937t °^ ^ynes* adaress to the National Vutual Idfe Assooiation 
booiety.
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CHAPTER 17* *HE RATIONALE FOR RATIONING 

(1) SHADE AHD IMDUSOT

If Hopkina thought in February 1937 that expenditure of £1500 

million on defence owar five years waa not 'likely to overstrain our 

economy', and that it vaa 'pura nonsense' to any that £400 Billion of 

that sum could not ba borrowed, why did tha Traaaury inaiat latar that 

same yaar that tha defence dapartments* programmes ba worked out anaw 

on tha baaia that tha figura of £1500 million would ba a maximum? 1 

Part of tha axplanation haa baan given already, in Part Ii rationing 

of defenee expand!tura waa a device to re-astert Traaaury control at a 

tiae whan departments were oonatantly proposing additions to tha rearma- 

aent programme whloh had been adopted by tha Cabinat In Fabruary 193^* 

Tha Traaaury wished in 1937 to persuade ministers and departments to 

'determine priorities', and to persuade tha Cabinat that 'new projects

of major importance ahould ba postponed' walla defence policy waa being
2 refiewed in relation to tha nation* a resources . Once this had been

done, by Inaklp in tha autumn of 1937* Hopkina waa prepared to relax tha 

figure of £1500 Billion to £1570 million, or something even higher, 

depending upon tha Cabinat'a view of tha need for higher taxation in tha 

light of tha international situation ,

Nevertheless, there waa an economic and financial rational* to tha 

Treasury*a action, and it ia tha purpose of this chapter and the next to

1. See pp*1of and p.

2. CAB*2V"270t C,P.165(37), p.273*

3. Sea p.78.



exaaine that rational*, firstly from the point of view of trad* and 

industry, and than froa a aore purely fiscal angle, It will bo 

recalled that in 1937 *«r «*s not yet an iaaediate prospect, and tho 

aia of rearaaaent, and tho aalntenanoe of Britain's financial and 

coonoalo strength, was to da tar aggression while tho oausos of war wore 

removed by diplomatic means. Accordingly, it was assumed in the Treasury 

that the rear»a»ent programme as a whole should not grow so largo as to 

aia at defence services which oould not bo Maintained without weakening 

tho economy.

lot by tho end of 193& there were clear signs that rising rearaaaent 

expenditure was accompanied by rising prices and a current balance of 

payaents deficit. On 31 Seoeabcr Phillips drew attention to tho fact 

that tho Board of Trad* index of wholesale prices had risen over 3 per 

cent on the previous four weeks , and Leith-Koss, in a Cabinet Paper 

prepared the saae aonth at the request of the President of the Board of 

Trade, warned that rearaaaent, coupled with increased doaestio civil 

demand was already diverting industrial activity away froa export markets, 

so that a balance of payaents deficit was in prospect* Leith-Koss 

warned:

"*e oust at all costs avoid getting involved in 
the vicious spiral of increased prices, increased 
wages, increased costs and increased depreciation 
of currency. •••*2.

Chaaberlain shared his advisers' concern, and wrote In April 1937 

of his fear of 'a sharp steepening of costs due to wage increases, leading

1* T. 175/94 (Part 2): Phillips to Hopkins, 31 &•*. 1936*
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to tiie loaa of oar export trade, a feverish and artificial boom 

followed by a disastrous slump, and finally the defeat of the Government'• 

Fisher noted in June, just before rationing was suggested in Cabinet, 

that 'we are *.* in danger of undermining ouraelves before the Boohe 

feels it desirable to move', and Bridges commented upon Inskip's report 

in December that 'we simply cannot afford another 1931 |1 .

The connection between goverxaaent borrowing, an increase in the
2money supply, and rising prices has already been noted , It may sees

odd that the Treasury should have been concerned about inflationary 

effects of rearmament at a tine of high unemployment but it was a concern 

shared by Key net in the spring of 1937* ?b* view expressed by Keynes 

in March of that year, in an artiole entitled 'Borrowing For Defence: 

Is It Inflation?', was that:

'The Chancellor' s loan expenditure ,/of £80 million 
a year/ need not be inflationary* But unless 
care Is taken it may be rather near the limit. 
This is particularly so in the near future* It 
ia in the next year or 18 months that congestion 
is most likely to occur* For ordinary invest* 
ment is still proceeding under the impetus of the 
recent years of recovery.*•*

'The number of insured persons who are atill 
unemployed is, indeed, as high as 12j per cent. 
But ••• we cannot regard even half of those 
unemployed insured persons aa being available to 
satisfy home demand* For we have to subtract 
the uoemployables, those seasonally unemployed 
etc., and those who cannot reaoily be tu^ioyed 
except in producing for export ^e.g* textile 
workers/.

1. K.C.18/1/1003: Chamberlain to Hilda, 25 Apr. 1937| T.161/78V 
£.48431/03/1: Fisher's marginal comment on Hopkins to Chancellor 
of the Exchequer, 1 June 1937) T. 161/85V3,4343V 01/2 j note by 
Bridges, 17 *>«o« 1937.

2. Sew p.148-151.
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'Thus it if not plain sailing* If we auppoae 
the full rate of Government spending to begin 
immediately, without any improvement in the export 
industries or any reduction in other Activities, 
unsupported by organised overtime, by oareful 
planning and an interval for the planning to take 
effect, there is a risk of what might fairly be 
called inflation*...' 1.

Keynes' article suggests that, according to the best economic 

advice available at the time f greater and more rapid rearmament than in 

fact took place involved the risk of inflation in 193& and 1937. The 

risk was also implied in the reports of the A.A*C*'S Committee on Economic 

Information which, for example, told the Government in February 1936 - 

that is before the rearmament programme had begun - that the steel

industryf s output in 1935 bad been its highest ever to date, and that
2the industry was approaching its full capacity to produce . fteynes

went so far as to suggest, in January 1937, that the Chancellor should 

'meet the main part of the cost of armaments out of taxation, raising 

taxes', since, 'just as it was advisable for the Government to incur 

debt during the slump, so for the same reasons, it is now advisable that 

they should incline to the opposite policy*

Britain's army of unemployed could not readily be used for rearmament 

work* During the long years of depression the number of apprenticeships 

had been reduced, while new industrial processes had rendered obsolete 

the skills of some of those men who had served their time. Time was 

needed for training, or retraining* Ministers considering the rearmament

1* |^e Times. 11 K*r. 1937, P«17f*

2. CAB.2/i/260i E.A*C.(&.C.) f Keport, 10 Feb* 1936, p.28$*

3« Shf Times. 13 J*»« 1937, p»13«
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programme in the D.P.K.C. early in 193* were told by Lord Weir, the 
industrialist who acted as their adviser, that the lack of highly- 

skilled labour was the worst bottleneck in industry1 .

the bottleneck could be eased by putting aemi-akillad aen on work 

normally done by skilled aen - if the trade unions would agree* But 

even during 1914-18 the governaont had not dared to impose industrial 

conscription, and the unions' experience of 'dilution* then, followed by 

unemployaent and attempts to reduce wages in peace, did not make autual 

trust between Government, employers and labour eaay* The Cabinet 

expected in 193& that eaployaent arising out of rearmament would be 

temporary, and that therefore it would be difficult to enlist the support

of the trade unions, who were expected by Mr* Erneat Brown, the Minister
2 of Labour, to be 'auspicious and obstinate* .

How far individual trade unions were suspicious and obstinate in 

their dealinga with eaployera ia beyond the scope of this thesis, but it 
may be noted that as early aa the autumn of 193& some Trades Union 

Congress leaders, notably iiir Walter Citrine, were thoroughly alarmed at 
event a in Abyaainia and Spain, and invited the Government to rely on their 

wholehearted collaboration in rearmament* The following September the 
T.U.C* adopted by an overwhelming majority a National Council of Labour 

atatemeat committing a future Labour goYtrnm^t not to reverse toe policy

1. CAB.l6/123t minutes. 13 <?*&• 193&» p«36f* *eir, a Glasgow
businessman, had been appointed Scottish director of Munitions in 
1915 and thereafter had risen ateadily in the organisation of 
war-tin• production, before being appointed Secretary of -tate for 
Air in 1913.

2. CAB*2Vrt6lt C.P.?6(36}* p«522. and CAB.23/83, Cabinet ainutes, 
8 Apr. 1936, p.4£2*
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of rearaaaent until international relations had improved . ttcabora 

of the National tfovernaent, on the othor hand, aeea to have feared 

eloae collaboration with the unions, believing that the latter* a prioe 

for auoh collaboration might be a leaa flexible stance in foreign 

polio/* Aa late aa Maroh 1933, after Hitler had occupied Austria, 

Inekip, the adnister aoat responsible for the industrial aspects of 

rearmament, argued against the further expansion of the Air Force on 

the ground a that auoh expansion would require an approach to the trade 

unions, with a view to * dilution*, and auoh an approach waa likely to 

be badly received.

•The sort of difficulty he anticipated froa the trade 
unions w&a that they would auue conditions: for 
example , they might demand that the uovernment under­ 
take the uae of anas in support of Chechoslovakia, or 
insist on the question feeing dealt witn by the League 
of Rations' 2*

At that late date, despite Xnakip'a doubts, the Priae Minister 

invited the General Council of the T/u.C. to oeet him, but found that 

organised labour waa deeply suspicious that employers were trying to 

exploit the situation for their own advantage* Undoubtedly trade union 

atandarda were anioh relaxed, but the process seems to have had ao&e way 

to go at the beginning of 1938 .

At all eventa, the reality which Treaaury offioiala had to take 

into account in 1936 and 1937 w*a that, according to the Ministry of 

Labour, there waa a tendency in the South £*at of England, even before

1. pew Statesman and Nation. 26 Sept, 1936, p.4l6f . j Mowat, 
Britain Between the '^ara. p*&32| fi-tPtH* Cole, H^a^ory of th 
Labour Party Fro* 191JI> (JCegan Paul, 194fi), pp.321«-35«

2« CAB. 23/9 2 1 Cabinet minutes, 14 ttftr* 193d, p. 372*

3. Sew Alan Bullock, Life and TJMS pf Irnef t Bevin (Heineaann, 1960), 
i« 624ff* end 633.
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tht rearmament programme had begun, for employers nho could not obtain

•killed labour from elsewhere to raise wagea in competition with each 

other. The Ministry suggested that wherever possible defence contract! 

ahould be placed in the Special Areas, where the country's reserves of

•killed labour were to be found, and fron 1936 one finds Chamberlain, at 

the ministerial level, and Barlow,in the Contracts Co-ordinating Committee, 

urging defence departments to place orders where there was unemployed 

labour, and steps were taken to encourage tenders fron fires in these 

areas which had not been contractor* to defence departments hitherto . 

It would be difficult, however, to say to what extent the fact that most 

new armaaent factories were built well away from the Midlands and South 

of England was a result of treasury influence - the fact that the 

Midlands and £outh would be the areas most exposed to Geraan boabing 

did such to enforce a 'regional policy 9 on employment.

On the other hand no effort was made to control industrial activity 

so as to prevent civil trade competing with reamaaent work. Ministers 

were told by Lord --eir in January 1936 that the rearaaaent progress could 

not be carried out in five years, as recommended by the &.K.C*, without 

affecting exports - unless quasi-wartine controls were imposed on 

industry, as in Geraany. Yet not one minister in the D.P.B.C., which 

included Baldwin, fer. Anthony &den, the Foreign Secretary, and the three 

service ministers, as well as Chamberlain, was disposed to disagree with 

Weir's belief that such controls would be impossible politically in

Britain, and the Cabinet agreed that rearmament was not to interfere with
2 noraal civil trade « KaturaJUy the Treasury supported this principle,

C,P.57(36), P«3fc9| CAB,16/136| &.P.K.C. minutes, 
26 Kov* 1936, p.35tf.; r.i6l/73V^2l843/035» C.C.C. minutes, 
17 See, 193^, p.S

2. CAB.16/123: ainutes, 13 <?*&• 193*, pp.87-98.
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but it was the policy of the Government as a whole, and when in 1937 

Swinton tried to have the policy changed, he found that the Print 

Minister (Chamberlain) , and the Board of Trade were the moat atrenuoua 

opponents of any peace-time direction of induatry . The whole ethoa 

of the National Grovernment inhibited any oonai aeration of taking power a 

to prevent finua engaged in civil work from competing with rearmament 

work* In the words of a Government statement in Ear oh 1936:

*Kor the Government in a competitive country like 
Great Britain, which depends on the profita of 
industry, to put diffioultiea in the way of 
induatrial enterprise is to place on ita ahouldera 
a great responsibility. The oourae of wisdom and 
truth ia that the Government muat at all coats 
avoid compulsion. ,. f 2*

One fora of labour shortage which had a particularly detrimental 

effect on rearaaaent was that of building labour, sinoe for want of it 

armaaent factories, barracks and other worka were delayed* The Kiniatry 

of Labour warned in the aumaer of 1936 that unleaa there was a decline in 

apeoulative housebuilding the ahorta&e of building labour could be 

expected to be serious for at least 18 months. By 1936 there had been 

a consumer boon for two yeara and a total of 530,000 private houaea had 

been built in 1934 and 1935, compared with less than 200,000 in 1932 and 

1933. At the end of 193& i*ith~Roea, in m analysis of the oauaea of 

the reappearance of a deficit in the current balance of payaenta, assigned 

only a email part of the blame to rearmament* and pointed to other 

significant factora, including the increased demand for imported manu­ 

factured timber caused by the continuous development of building

1. £wintonf I Eemember. p.118.

2. B.C. Deb.. 5th serias, 1935-36, vol. 309» 1094*
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activity • Nothing, however, was done by tha Government to bring 

about A decline in house-building, principally, it would seen, because

sdni stars feared what Inskip called 'tha political reactions 9 to such
2a step .

with tha benafit of hindsight, Phillips in June 1940 could describe 

the failure to put the country's productive capacity on a war basis in 

1936 as 'an initial error', the large rearmament orders producing no tiling 

for a year or acre while industrial bottlenecks sprang up on every side • 

As it happenedthe consequences of a radical departure from the policy of 

non-interference with civil trade were considered by the Treasury and the 

Board of Trade following a suggestion by Churohill in July 1936 that 20 

to 30 per cent of the value of the country's industrial production should 

be devoted to munitions. Xba &oard of Trade estimated that such a 

policy sight enable a seven-fold increase on the 1936 level of expenditure 

on warlike stores, but warned that such a change would be inposBible 

without restrictions on the production of goods either for the hone aerket

or for export, laplying 'a. much reduced standard of living or a heavy
^ adverse balance of payments' • The Treasury officials* view at the tine

1. CAB.16/140: &.P.R. 107, p.314j CAB.2V85J Cabinet sdnutea, 29 
July 19^6, p. 1705 CAB.2V262* C,P,117(3b), p.43j 

, P'277,

2. P.K.O. Phillips Papers, Series t«177» *!!• 37 (Psrt 2)i Inskip to 
Brown (Minister for Labour), 14 June 1937« $•• *!»<> CAB. 2V 1 00 1 
Cabinet minutes, 3 July 1939, p«131» for alara expressed by Lord 
Haughan, the U>rd Chancellor, even at that date, at a suggestion by 
Hopkins that housebuilding might have to be restricted through 
control of building society loans.

3. T. l77/56i Phillips to Hopkins and Wilson, 20 June 1940,

4. T.161/720/S.49175S H.P. Hamilton Ooard of Trade) to Hopkins, with 
enclosure, 17 Oct. 1936.
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waa that extensive raatriotiona on tha horn* market would arouaa ao mueh 

resistance aa to undermine public support for rearmament, Moreover, 

thay noted, export markets, onoa lost, would ba vary difficult to recover 

even in tha long-term, while in tha short-term tha effect would ha to 

waakan tha country's financial strength whioh 'at praaant ia our 

daci siva advantage 1 vis-a-vis Germany1 .

Moreover, tha threat from Germany waa not aaen aa an exclusively 

military one. At tha and of 1936 Leith-Hoss warned that with G-er»»n 

exports in 1933 *t only 34 par oant by volume of their 1929 level, 

compared with 73 per cant in tha case of Britain, serious trada compe­ 

tition could ba axpacted in tha markets for engineering and other
2 industries no at likely to be affected by rearmament . The Department

of Overseas Trade could offer no suggestions in 1936 on how to combat 

unorthodox methods used by Germany to increase her exports, apart from 

trying to obtain the co-operation of German government department£ in 

advance of discussions between representatives of British and German 

business organisations. Waley's comment waa that 'It does not seem to 

•e that any action to protect our exports can usefully be taken (apart 

from cartel arrangements): it is part of the wider problem of getting 

Germany out of her lunatic asylum into the fresh air* . The possibility 

of imposing exchange controls or other direct government intervention in 

organising overseas trade was repugnant to Whitehall officials, who, 

with their liberal economic views, tended to associate controls with

1. T.161/720/S.49175, memorandum by Bridges, Phillips and Hopkins, 
10 Kov. 1936.

, p.280. 

3* T.160/729/IM2829/2 ' ^«l»y to Laith-Ross, 23 Oet. 193$, a
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dictatorship, Whitehall officials held to the traditional oonoaption 

of Britain** role In tha intamational economy, and at lata aa tha and 

of 1938* whan starling was under savara pressure, <*alay notad that tha 

adoption of exchange controls by Britain would ba 'a sarloua blow at 

intamational trade, whioh is a vital interest to us' 1 .

Tha loss of overseas markets in 1914-13 had had grave repercussions 

on Britain's stapla export industries, and in tha aarly and mid- 'Thirties 

British exports were still losing ground in some traditional markets, 

due to severe Japanese competition, the effect of which oould only be 

Increased if the pace of rearmament raised the level of British prices* 

The actual diversion of production to rearmament also raised problens 

in the case of Britain's more successful export Industries, and in 

February 1936 Wilson and Fisher, through Inakip, arranged for a quota of 

the machine tool industry's output to be reserved for exports, tha 

balance of rearm* men t requirements being met from imports until domes tie 

production oould be expanded. Even before the end of 1936, however, 

Treasury officials believed .British firms were slackening in their efforts 

to obtain export contracts, since rearmament offered an easier and more 

lucrative field, and in December 1?3& the President of the Board of Trade, 

Runoim&n, felt constrained to give businessmen a public warning that the

high level of orders due to the defence programme must be considered
2temporary, and that they should not allow their export trade to be lost .

There was ra easy escape from the constraints of industrial capacity 

and the need to aud.nl ale Britain's competitiveness in world markets.

1o056t 3aley to Hawtrey, 16 Kov. 1938.

2. T.161/720/S,49175: uei&or&ndum by Bridges, Phillips and Hopkins, 
10 Nov. 1936; CAB.2V265J C.P.339(36), p.281.



169.

The effects of doaestio inflation on export prices oould be offset only 

if the exchange rate of sterling in relation to foreign currencies was 

allowed to fall, out it was doubtful if the benefits of auoh action 

would laat any longer than after 1931* On the other hand, depreciation 

of sterling would lead to higher price • for essential import*, while 

once key industries auoh as steel and machine tools were fully eo»«iitted 

to the rean&a&ent programs*, it would be difficult for aany exporters to 

respond to the stimulus of a lower exchange rate, and the effect of 

devaluation would be sinply to drain the country of its gold and foreign 

exchange reserves. Broadly speaking this is what happened, even with 

war- tin* a controls over foreign exchange and doaestio oonsuBptian, after 

depreciation in August 1959 raised the sterling price of iaports from 

^aerica by about 20 per cent •

In any case Aaeriean neutrality legislation aeant that Britain would 

have to rely more on her own industrial resources than in 191V-18, even 

if her ability to purchase abroad had not been reduced by the running 

down of her financial reserves in that war. failure after 1933 to Make 

any repieyaents on war uebts to th« United states, meant that, under 

American neutrality legislation, Britain oould raise neither public nor 

private loans in the United ; tates, and, in the event of war, she oould 

buy eras only on a dollars-draining 'cash and carry' basis. Fisher 

in July 1937 had thought that the question of settlement of the *ar i>ebts 

sdght, with advantage, be re-opened, and he wrote to oiaon that 'final 

•ettleaent in about 18 months froa now of, say, £150 million (transferred 

in gold) adght well have an incalculable value in its influence on

. Hanooofc and Cowing, British Jfr ar ; CQHQBY. p«1l4«
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Kiddle -e»t opinion as against a future when we were in a European 

•eta 1 . Hopkins, however, advised the Chancellor that there waa no 

prospect for the tine being of negotiation* for a settlement being 

successful, as it would be impossible to reconcile British public 

opinion to what voulu be acceptable terns to the Aaerioana - that is 

the re-institution of payments on a scale similar to those made before 

regular repayments had been discontinued in 1931* Simon, after 

consulting Chamberlain, accepted Hopkins* opinion, and i'iaher had no 

option but to acquiesce .

It was the potential effects of unlimited rearmament on Britain's 

economic competitiveness * and, therefore, ultimately her military 

strength - which provided the sain rationale for the rationing of 

defence expenditure* As early as October 1936 Bridges, commenting on 

the constant additions bei&£ oade by departments to their prograswes, 

noted:

*Clearly it is desirable, if practical, to increase 
the aeasure or insurance provioed by our defences, 
and to provide against being caught short on soae 
vital itea* But it ia essential to retaeaber that 
there are physical limits to what can be provided 
in a limited period. If the defence departaents 
all try to force the pace at once there will be a 
JAB'2.

This Jam, Bridges noted would lead to a rise in wages and costs of 

raw materials, affecting both the rear&aaent pro^ramae and exports* 

for this view caae in the following »onth when the ^.u

1. T.175/9V (Part 3): Hopkins to Omon, 2 £ept. 1937, and Vioods to
Hopkins, 9 bept. 1937. British debt to U.S. was about £950 million,

2* T.l6l/a41/S*41106i ueaorandua by Bridges* 20 Oct. 193*.
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reported that tiiere wee not auffioient skilled labour available to 

•aintain all of tht projected defence forcaa in war. Bridge* observed:

•tie rcuftt faoa the fact that the full programs* a at 
preae&t leir^ planned by all three -ervicea &ay 
ba bayond the reaouroea of our industrial organi- 
aation 1 1.

The naad to work out priori tie a in the dafanca departaaxxta*

ao that the profiramaa a a a whole did cot aaaken the economy 

provided tha background to Tre&sury offioiala* calculations aa to «hat 

finance waa av&ilabla for dafanca* It ia to thaae celculationa that 

va now turn.

1. T.161/877/S. 19907/4! nota by Brld«»» on P.S.O.C* - 1275B,1936.
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CHAra« 18. TOE RAT101ULE m RATIONING:

(ii)

IB many ways thia chap tar aiBply looka at the same subject aa tha 

laat, only from a diffaraat aaglo. Simon, when asking tba Cabinet to 

'fraese' major BAY dAfa&oa projects in Juaa 1937, AOBfiaad bimaalf to 

comparing tha ooat of dafABoa programmes to ijtchcquer raaouroea out of 

taxAtioB or loans, but aa hi a Cabiaat papar oonoludad:

9 thia ama only OBO aspaot of tha problem. 
Ultimately our raaouroaa had to bo maaaurad 
in tarma of manpower, productive capacity, 
and tha maintenance of our geaaral trad*, 
without which our import a of aaaaatial raw. 
malarial* and food could not ba obtained* ,

By 1937 it waa apparant that tha dafaaea proerammaa wara gattin« 

Ahaad of manpower end produotivo oapAoitgr* At tha aamo tima tha 1937 

ftudfmt ran into diffioultiaa of a nature which aucgaatAd that tha buainaa* 

eommunity waa not yet ready to make aaarifioaa for national dafanoe. 

Ihia laat Budget by Chamberlain oontained an unpreoedanted tax, euphemia- 

tioally daaaribod aa National Dafaaoa Contribution, or N.£.C. f OB buaiaoaa 

profita. Tha tax waa to ba graduated according to the growth of profit A, 

and ChambATlain believed it would help prevent unrest outaide tha businaaa 

oommunity, whan the inevitable big profita ABd riae iB the ooat of living 

accompanying rearmament provoked acouaationa of profiteering. The City 

and buai&oaa organisation!, however, ware shocked at what aoamod a aooialist 

moaauras Stock jbzohaBga values slumped, and discontent iB tha Conservative

p.273
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party was such that Chamberlain felt that he had 'risked the premiership*. 

In the end he and his successor, Simon, had to come to terms with the 

business community, and a straight 5 per cent tax on profits was substi­ 

tuted for a graduated scale. 1

The slump in confidence on the Stock Exchange aroused by the N.D.C. 

scare had unfortunate repercussions on government borrowing. An issue 

of £100 million of 2^ per cent National Defence Bonds in April 1937 was 

a complete fiasco so far as subscriptions from the general public were 

concerned, and £86J- million had to be taken up by the Issue Department of 

the Bank of England - a then semi- secret procedure for underwriting 

government loans. By way of comparison the Issue Department had had to 

take up only £60 million of a £100 million issue of 2j per cent Funding 

Loan in November 1936. The bonds taken up by the Issue Department had to 

be peddled out to the public as and when possible - at a discount as it 

proved - and by the end of 1937 it seemed clear the Government would be 

forced to increase its reliance on Treasury Bills for future borrowing. 

A decline in public confidence in gilt-edged values was to be avoided 

because between 1940 and 1945 large blocks of government bonds would fall 

due to be repaid or converted into new issues, and if these conversions 

had to be made at a discount the Government's cheap money policy would be

threatened at a time when a slump in industrial activity was expected
2 following the end of rearmament work *

Treasury officials advised not only that the rate of rearmament 

should not be such as to weaken the economy, but also that the aise of the

1. Failing. Neville Chamberlain. P. 292; T. 17^1 8$6

2. T.175/94 (Part 1): note by Phillips, 28 July 1937? T.175/95
T.161/855/S.48431/01/3* not« b^ Hopkins, 11 Feb. 1938, para. 27.
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defence forces ultimately to ba oraatad should not ba such aa oould not 

ee maintained permanently, fcefenoe loan expenditure was seen aa * 

temporary expedient, to ba followed by a ratura to a balanced Budget 

aftar tha completion of tha rearmament programme, which waa plannad for 

tha and of tha finanaial yaar 1941. At flrat glance tha budgetary 

poaition aftar 1941 Bay seem an obscure worry for tha Treasury In 1937* 

But given that rearmament waa to involve capital axpanditura over a 

liaited period, and that tha Government*s policy waa to aacura paaea and 

not to naka war, tha Traaaury'a foraaight waa raaaonabla* Sinilar fora- 

sight waa being axarciaad in Caraany by Ganaral 7roant haad of tha 

Organisation Dapartmant of tha Garnan Amy High Cowaand, who, in 1936, 

had raalisad that tha cost of  aintai&lng tha araad foreas which Germany 

was building up would ba 'unbearable for any langth of time'* Froam 

began to wonder whether there waa 'a fixed intention to sand the armed 

forces into action at a definite point in time* . Hitler oould esoape 

from the eeonomio difficulties of rearmament by going to war at his chosen 

moment, but the British Government did not wish to plan ita rearmament on 

such a basis.

The essential point in the Treasury's arguments relating to the 

Budget after 1941 **» that there waa bound to be some kind of recession 

then, and that this would reduce revenue at a time whan there would be 

increasing calls on the Kxohequer for unemployment relief* N,D,C», 

being a temporary tea would have been repealed with the end of the 

rearmament programme. Hot only would the Government's borrowing powers

, Robertson, flitier's Pre-tfar Policy, p.84.
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under the 1937 i*fenoe Loans Act have ceased, tout repayment of the 

principal as wall a* payment of Interest on tha sum borrowed for defence 

would have begun - a total charge of parhapt £20 million on tha Budget* 

Hopkins and Phillips also believed that to maintain tha Government's 

oradit tha proriaion of * Sinking Fund over and above that £20 million 

would ba necessary, aa 10 years would have passed tinea thara had baan a 

ragular prograwia to r«daan tha National Dabt as a whole ,

According to Admiralty and Air Mini a try flfuraa tha future normal 

annual aaintenanoe coat of these two Sendees* en the basis of their 

approTad prograones, would be £68 Billion and £73 million respectively, 

while, the Treasury told the Cabinet in June 1937, it would be 'moat 

unwise to asauma 1 that more than £150 million to £170 million could be

found for all three defence departments after the axpiry of the Government's
2borrowing powers in March 1942 • Privately Hopkins and Phillipa believed

that as much as £220 million might be found out of revenue for defenee 

after 1941, if there were no recession, and if there were no Sinking Fttnd 

for the National I>ebt , and no doubt the lower figure was put forward 

because the main object of the exercise was to force the defence departments 

to moderate their demands* But Treasury officials genuinely believed that 

unbalanced Budgets after 1941 were to be avoided, and the Cabinet was warned 

solemnly that:

1, T*l6V78ys.48431/03/U •emorandum prepared for Ch.of £r. ,May 1937 
(no day)*

t. CAB.2i«/270j C.P. 163(37), paras* 3t 14 snd 13.

3. T. 161/783/8.48431/03/1» note by Hopkins, 19 Jan. 1937.
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9 it will be appreciated that there it no surer way 
to bankruptcy than to all >w temporary borrowing 
for a capital purpose to merge Into permanent 
borrowing for current needs, and that solution 
must be ruled out at once 1 1.

The implications of the contemplated level of defence expenditure 

after 15*41 were spelled out by the Treasury at either 'an intolerable

level of taxation or a startling reversal of accepted policy in regard
2 to social expenditure* . The aecond option vat hardly an option at all,

at the Cabinet had agreed In March 1936 that rearmament wat to be carried 

oat without restriction on social services* That same month had seen the 

march of the unemployed fro* Jarrow, and later, in 1938, Simon was to 
conjure up for his Cabinet colleagues the spectre of revolution, if the 

Government should be unable to meet the cost of unemployment assistance 
in a posWearmament slump .

As for the first option, taxpayers in the 'Thirties, when the standard 
rate of Income ¥ax was auoh lower than today, do not seem in retrospect to 
have been near 'an intolerable level of taxation*. But ideas of what was 
acceptable then were formed by what had gone before* the highest standard 
rate of Income Tax adopted in 191V-19 had been 6s* in the pound, and the 
adoption of a 5s. rate in 1931 had been a crisis aeasure (two years 

previously the rate had been 4**}. ?ne reduction to 4s«6d« in 193^ was 
intended as a sign that the crisis was past* To raise the rate again 
might be taken as a sign by investors that the country was back on the road

1. OAB.2A/270* C.P.165(37), para* 1*«

2* &14*
3. CAB. 2V83' Cabinet minutes, 2 Mar, 193&» p*206{ CAB.2J/94* 

•inutes, 20 July 1938* p.
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1931* Accordingly it ha4 be*m, by cautious, three-penny steps, that 

ChaBberlain approached the 5a, level in 193$ and 1937, end a gaap went 

UP fro* the House of CoBaons when Simon announced a rate of 5>a«6d« in 

193d* Earl Winterton who, before taking office aa Chancellor of the 

Duchy of Unoaater in 1933* waa aaaooiated with Churohill in advocating 

faster reamament^ recalled in his memoirs how he (tinterton) waa * a tunned' 

by SiBon'a ^ar Budget of 1939* when a standard rate of 7a. waa iBpoaed. 

Within the Treaaury official! wondered at what point in raising the level 

of taxation the law of diminishing returna would Bake itself felt1 .

Advised by the Treasury, the Cabinet instructed the defence depart* 

•exits to re-estimate their future annual maintenance coata, which they did 

in the auBBer of 1937* end theae totalled £255 Billion on the basis of 

approved prograBaea, which the departaienta described aa inadequate, and 

±,301 Billion on the basis of the programmes which the departments wanted* 

The enormous gap between theae figures and the Treaaury* a Procrustean 

figures for what eould be afforded, compel led Treasury offioiala to relax 

their assumption* aoBewhat by the time Inakip aade his review of defence 

in the autumn of 1937* ^he figure of £200 million for annual defence 

expenditure waa now admitted to be possible, but it waa stressed that the

difference between the yield of taxation in an exceptionally *pod year and
2 a year of severe depreaaion Bight exceed £100 Billion .

It Bay be asked why the Treaaury did not take steps to avoid a poet­

London and Cambridge koonomio Service, _____________ 
s^tiatiaa. Table H| B,£.V« Sabine, Britiah Budgeta in Peaee and War 
(Alien and Unwint 1970), p*123j £arl Winter ton, Ordara of ^ie Day 
(Caaaell, 1953). p.2i^9i X.l6l/78ys,4a^31/OVl« Bridge 1 note« on 
C.?.165(37). 29 June 1937.

C.P.316C37),
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rearmament dapraaaion. In artiales in Tb« ?i»«j in January 1937 on 'How 

to Ayoid a .jluap* iteynes notad how rearmaiBent waa 'naithar permanent nor 

larg* enough while it laata to sustain prosperity af itselff f and 

advocated tha establishment of a Board of Publio Investment. This board 

would regulate publio investaent ao aa to even out tha trada eyele, and, 

in particular, just aa 'thraa years ago it was important to usa publio 

policy to increase investment, it Bay soon be equally iaportant to ratard 
certain typas of investment 1 *.

Within tha Treasury fillips agreed that to try to run both civil and 

military expenditure at full blast over the naxt four yvars would ba to 

oraata oonditions for a gra&t slusp^ and that civil dajuand should ba post- 

ponad as far as waa practicable until aftar raaraanant waa ooaplata. It 

wasf ha obsanrad to Hopkins^ too lata to postpona tha aaoond Cuaard Linar 

(tha future xuean ^lisabath; 9 but aoaa roads and fcovern»ent housing soheaaa 

could ba dona away with* and 'we oould tall tha Miniatry of iiaalth to 

obstruct looal authorities' prograsubas*. Hopkins thought that, polities 

apart, tha practical difficulties in using publio capital expenditure in

thia way would not ba vary great, but ha anticipated that the political
2 difficulties would certainly be very great . An intar-o^parttaental

oo&nittee waa set up in June 1937 to consider civil publio expenditure 

froa the point of view of evening out tha trade oyole, but by the tine a 

Cabinet ooftoittee was set up in January 1936 to oonaidar Phillips* raport 

a decline in activity in the eoonooy had eada tha problem an academic one.

1. Tha ?*•»••» 12 and 14 Jan. 1937, both p.13f»

2* T.l6l/78ys«^31/Wli ihillips to Iiopkinaf 19 Jan. 1937; 1.177/381 
Uopkina to Kowan, 13 Mar« 1937, *nd Phillips to Hopkins (undated;.
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for the moment, and the Cabinet Committee see&s never to have Bet1 ,

The Treasury did not press the issue, for one leaaon which it had 

learned froa 1931 wa* that a radical economy campaign with regard to 

•ocial expenditure waa unlikely to be worth the political upheaval. To 

Chamberlain 1 s credit, too, no Ban could have felt core disgust than he 

that the country's resources should be devoted to armaments rather than 

to improving the condition of the people. Treasury officials were aware 

of this, and, for exaople. Barlow, while casting around for ocononies, 

wrote to Hopkins in 19>8 that:

* public/ physical training is a thing on which progress 
Bight E« slowed down, but it is so dear to the Jrriae « 
kizdster's heart that it might be imprudent to raise it.

The politioal difficulties of i&pleaenting Xeynes* public investment 

policy left the Treasury in 1937 con teapla ting the problem of balancing 

the Budget in a post-rearBaBent slump when unemployment relief might cost 

£100 Billion a year. i^ven in the 'Thirties the figure for unemployment 

relief had not fallen below £55 million in any one year, in contrast to a 

figure of £20 million in 1929* SBall wonder the Treasury oould not give 

Inakip exact figures for the amount available for defence, out of a 

balanced Budget in 1^423.

Inskip, indeed decided,in November 1937? the uncertainties of the 

Budgetary position after 1941 were such that expenditure on rearmanent 

Bust depend on what was necessary to Bake the country secure, and on what

1. CAB«27/6408 P«C.E.(37) 10, addandua to the report, 20 I»ee. 1937, 
and papers of Cabinet committee.

2* T. 177/42: Barlow to Hopkins, 22 June 1938*

T.161/855/S.43431/Q4: »*«»*•» of Inskip review, 25 Nov. 1937*
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oould be afforded out of revenue and borrowing in the next four years, 

and not upon what oould be afforded out of revenue after 1941 1 . Thia 

decision removed a major part of the Treasury 1 ! argument for rationing 

of defence expenditure, but, as will be seen in Part III, the Treasury's 

argents had made ministers sufficiently aware of the danger of national 

bankruptcy as to persuade the Cabinet to decide upon major changes in 

defence policy in December 1937 • Moreover Inskip accepted the Treasury*a 

armament that financial strength was a • fourth arm of defence 1 , and he

fixed rations of finance for each oefenoe department for the quinquenium
21937*41 • Although these rations were not strictly adhered *o, the

Treasury was able to draw attention to the need for financial restraint 

by referring to the effects of rearmament on the balance of pay&ents, and, 

therefore, upon the 'fourth arm of defence' , r~

The current balance of payments deficit in 1936 had been of modest 

proportions - £18 million - but in 1937 it was £$6 million, or rather more 

than in 1932, and it was natural to suppose that unlimited expenditure on 

armaments might raise the deficit to the crisis proportions of 1931 (£104 

million), causing a collapse of business confidence and public credit* 

One bright feature we a the continued inflow of foreign gold, which was 

attracted by Britain's political and economic stability, and which resulted 

in a rise in Britain's gold and convertible currency reserves from juat 

under £500 million in Warch 193* to £325 million in Kerch 19383* The

memorandum by Inskip, 23 Nov. 1937*

2. See pp«7Bff•

3. London and Cambridge feoonoaio Service, British Loonomvt Key
. Table K.
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trouble waa that a fall in oanfi enoe in Britain* a stability, finanoial 

or otharwiaa, oould just aa aaaily raault in an outflow of gold, aa 

a*PP«nad in 1936-39* Keynea, in aa artiala in January 1937, commented 

that 'above all it ia daairabla that wa ahould view with equanimity ... 

tha proapaetiTa worsening of our trada balance.,.. Ma have today a 

plathora of gold* . But this waa, perhaps, tha oounaal of perfection. 

Tha Treaaury had to think in terms of tha faara, raal and imagined, of 

businessmen and rantiara.

Ona way in whieh domestic demand, and tharafora tha strain on tha 

balanoa of payments, eould ba relieved was to rely more upon taxation, 

and la as upon borrowed money, for rearmament* Accordingly tha Treasury's 

adTiee eontainad in Insxip's report of December 1937 waa not that defence 

expenditure in 1937-41 ahould not exceed £1500 million in any circum­ 

stances, but that if, in view of tha international situation, a greater 

sum was required,

•it would probably be found necessary that tha excess
should be found by an increase in the level of taxa­ 
tion, rather than by increasing tha total sum mad*
available for defence froe borrowed more.;, 1 2.

Hopkins said ha had been impressed by seme parts of the defence 

departments 1 case during the review of defence, and by December he waa 

considering the possibility of raising 'what till recently was thought 

to be the top level' of taxation* By February 1933 he waa advocating 

*a solid increase in taxation hare and now. Against this advice to

1. Th« Time*. 13 Jan. 1937, P«13f.

20 CAB.24/273J C.P.316(37), p«rae. 23

3, T. 161/855/S.48431/01/2J note by Hopkins, 17 Dee. 19371 
T.161/8M/S.48431/01/3* note by Hopkins, 11 Fab, 1938.
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Simon, fisher oommented that ha U'&aher) hadi

'some difficulty in coving to a oonoluaion whether 
«• should start up now increasing taxation, »ould 
that discourage the now fortunately favourable 
prevalent ajod in favour or rearmament* would it 
affeot business psychology and help to bring about 
a depression? It is art/one's guess ... the world 
is a lunatlo asylum, and unorthodox measures nay 
be unavoidable for a tiae 1 1.

Hopkins, however, successfully argued against an inorease in 

borrowing powers, pointing out to Simon that underspending by the defence 

department a in 1937 meant that almost £340 million reaalned of existing 

borrowing powers for the next four years* The 1933 Budget allowed for 

£90 ailllon to be borrowed, and for an inorease in revenue of £30 million, 

involving a 6d inorease In the standard rate of Income Tax. The Ke,w 

Statesman was hostile to this inorease in taxation when it was Announced, 

but support for Simon* a Budget eame from the goonomflft. the Manchester 

^uarfllan and The Times*2 Even before the Budget had been presented to 

Parliament, however, as will be seen in the next chapter, events abroad 

suggested that the assumption of a peaoe-timo ^oonomy might be invalid*

1« *.l6l/855/S*43431/01/2J Fisher to Simon, 18 !>•«. 1937.

2. T. 175/971 Simon to Hopkins, 1& Mar. 193&, and Hopkina to Simon, 
17 Mar* 193& Sabine, British Budgets, pp.120-125.
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CHAPTER 19* MOVING TOvVAKDS iAit-TIME PIKAItCE

Inskip, in hit Saoond Raport of February 1938, had advocated 

rearmament to the fullest extant compatible with a peace-time economy, 

with a further review of defence before March 1940 'in the light of 

improvements in the international situation which it la the object of 

our foreign policy to bring about' 1 . Over the next 18 months, however, 

the riafc of war Increased, and a transition occurred whereby instead of 

rearmament being rationed by finance, financial policy had to be reviewed 

in the light of the needs of rearoanent.

Hitier*a occupation of Auatria in March 1938 provided the C.O.S. with 

an opportunity to attack the policy of non-interference with normal civil 

industry, and on 23 March the Cabinet approved a statement, to be made in 

Parliament, that 'the Coveraaent will henceforward aak that full priority
**

ahould be given /oy industry? to rearmament work' . In fact, for some 

time a gradually increasing degree of priority had been aooordad to defence 

contracts, to the detriment of exports, but, as Inakip pointad out, the 

difficulty was to induce firms which were carrying out remunerative civil 

contract! to release skilled labour for armament work. This, rather than 

finance, waa the heart of the matter, and Brown, the Minister for Labour, 

warned the defence departments that an attempt to produce all their 

requirement a at a apeed greater than labour supply would allow would lead 

to delays and unoo-ordinated deliveries, and would thus defeat ite own 

ends .

1. C^B. 16/1821 C.P.2U38), P*?** 43* 

2* GAB.2V93s Cabinet minutes, p,73«

3. CAB.2J/92S Cabinet minutee, 12 Mar. 1933* P»353, and 14 Mar. 1938, 
p»3*9«



The problem of acceleration could be solved only by allocating 

priorities within the rearmament programme or by diverting resources 

from civilian use, reducing British living standards (which were higher 

than those in Germany)* Defence expenditure by Britain at the &erman 

level, Simon advised, would require government powers similar to those 

of the Aasi government to control wages and enforce loans, if the result 

was not to be inflation* The Cabinet had agreed in February 1936 to 

limit the defence departments* expenditure in the quinquenium 1937-41 to 

4;1,570 million, and, the Chancellor thought, 'higher defence expenditure 

could not be reached unless we turned ourselves into a different kind of 

nation* . Ihe Government of the day was not disposed to increase state 

control over private inoome and property, and there was no conscious 

decision by ministers to move ia that direction* Instead ministers 

drifted with events, and were saved from h&ving to impose quasi-wartime 

controls in peace by the outbreak of war.

Simon wondered whether the recession which had begun late in 1937* 

by reducing revenue at a tine when defence expenditure was increasing, 

might not shake the foundations of his Budget. But he was answered by 

Hopkins that whatever new factories night be laid down, and whatever 

arrangements might be mate for the dilution of labour, industrial factors 

would still limit the amount of money which the defence departments could 

spend in 193d. The problem, so far as finance was concerned, lay in the 

prospects for 1939 and subsequent years, when industry would be geared for 

arms production, and when there would be far wider limits to what the

1. e*B.2V93» Cabinet minutes, 6 *.pr. 193$, p«125«



defence departments might spend •

On the other hand, Hopkins told flmon, the Anschluss had provided 

an opportunity of winning over publio support for rearmament, and this 

should make it possible to raise more noney by taxation, and possibly by 

borrowing, than had hitherto seemed possible, without Impairing financial 

stability. Although Hopkins did not say so, much would depend on the 

country's political leadership to take advantage of this new situation. 

He added a caveats

'Time is needed for the position to crystallise* 
As 1 see it tne budget as now settled is, on the 
whole, adequate for present needs, and sufficien­ 
tly forthrig&t for the temper of the people* i 
doubt if urQvernment credit would at the present 
time stand up against severe proposals* *o 
should, 1 suggest, stand upon the /rsanoamenV7 
programme as settled, and give financial circles 
tine to recover their breath after the political 
and general alarms to which they are now giving 
way rather than think of a more rigorous pro­ 
gramme. Any less rigorous one is clearly 
unthinkable* 2.

The G-overnment* s domestic credit, so far as the funding of debt 

incurred for rearmament was concerned, stood uj well in the crisis suaaer 

of 1938* Simon was able to tell the Cabinet in June that a new issue of 

Defence l*oan had had a very good press, and had been well received* This 

was not due entirely to an upsurge of patriotism, however, as the terms 

were very favourable to the publio, the issue being at a two per cent 

discount, with three per cent interest (compared with 2£ per cent in 1937) «

1* ?•175/97* Si»on to Kopkins, 1& Mar* 1936, and Hopkins to Simon. 
17 »ar. 1938.

2. Ibid. Hopkins to bimon, 17 Mar. 1938*

3. CAB.2V94: Cabinet minutes, 15 June 1938, p. 12.
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ahen propoaal* were made after Munioh to increase the Air Force 

prograaae, however, Hopfcins estimated that if the *ir Ministry were 

given everything it aakad for, and the other departments were held to 

the Inakip ration, £620 million would have to be borrowed in the last 

three years of the quinqueniua to March 1942, allowing for the fact that 

revenue was drooping due to the recession* About £180 million would 

have been borrowed in 1937 and 1938, so that total borrowing for the 

quinqueniu» would coae to £1000 million, ooapared with the £400 million 

authorised by the Defence Loans --ot. The Cabinet waa warned that 'it 

was quite certain u*at tnis enormous su& could not be provided out of the 

savings of the country* - that is to say, Uopkina believed that borrowing 

on such a scale mist tend to be inflationary .

fcuoh an opinion seess to have assumed that Bank Kate would remain 

fixed at two per cent* Why there should not have been a credit squeese 

through raising Ban*. Kate is not clear, but Keynea and the Treasury seen 

to have been agreed that dear money waa to be avoided* In April 1939 

Keynea gave three reasons why 'in no circumstances* the Treasury should 

offer 'any loans at a higher rate of interest than, say, 2jr per cent.' 

Constant low interest rates kept down the burden of the National Debt; 

gave security and stability to financial institutions, and kept down the 

cost of necessary investment, Hawtrey for his part eeens to have regarded

the need for over-all expansion of demand aa beyond dispute, at least ao
2 long aa unemployment remained high •

1, T. 161/949/2. 4^094/2i notes by Gilbert, 4 Kov., and Hopkins, 5 K 
1938$ &A£,23/96s Cabinet idnutes, 7 Kov, 1938, p-155f.

2, T.208/196i note by iiawtrey, 13 *"«b. 1937, on article by Keynes in 
£fre llaes. 13 «**»• 1937 1 T*206/2018 note by Hawtrey, 28 Apr. 1939, 
on letter by Keynei to The iiaes. 26 Apr* 1939} 1.175/115* Havtrey 
to Hopkins, 20 June 1959; Hawtrey, Century 7f ft*.gt ^l^f i P»



187.

Hopkins* opinions as to the inflationary effects of borrowing 

£820 million over three years nay appear at first sight to be unduly 

alarmist. But his judgement receives support from the view of 

Mr. Roy (now Sir Koy) Harrod, in 1939 that even with war-time controls 

on the eoonoay, and on credit in particular, the limit to non-inflationary 

government borrowing would be between £300 million and £500 nil11on a year 

- and in 1938 the Treasury could not count on war-tiao powers* Harrod 

shared Hopkins 1 preference for taxation over inflation, noting that 'the 

idea that the bur own /of arnaBMmtsj? 0&& b« lessened by resort to inflation 

is illusory11 .

Amon£ Cabinet ministers, Mr. .alter Elliott, Minister of Health, 

faced with the Treasury's arithmetic at the beginning of November 1938, 

still thought that in the light of Munich it might be necessary to make 

a supreme effort to achieve air parity, even if it meant borrowing ^1000

million. But he appreciated that it ai&ht be hard to do this 'without
2soct radical changes in the organisation of this country* , and as yet

neither the mood of the Cabinet nor that of the wealth-controlling parts 

of the community was prepared for radical steps to enable the state to 

control the country* s resources wore fully. On 7 Noveaber the Air Ministry 

was told to scale down its new proposals.

Expansion of the G-overament's borrowing powers was considered by the 

Treasury and the Bank of England in December 1938. Leith-Roas thought 

that increased borrowing for armaments would raise domestic prices, but

1. T.173/1910? article sent by Harrod to Simon, $ July 1939*

2. CJJ3»2V96« Cabinet minutes, 7 HOT. 1933, J>.162,
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Phillipa ooaaontod that tho oxiatonoo of 1,800,000 unaaployed - aany 

of thoa perfectly employable * waa a auffioiont gttar*&too againat 

iaaedlate doaeatio inflation. Hopkina, vho expected tho figuro for tho 

unaaployod ahortly to pa a a tho two aillion mark, agrood with Phillipa 

that tha altuation waa quite different froa 1936 and 1937, and adfiaod 

Siaon that tho oxiating MOO aillion borrowing powora could bo inoroaaod. 

A figuro of a further £400 million waa put before Parliament in February 

1939, Making £800 Billion in all for tho quinquanioa 1937-42, or 20 par 

oont loaa than tho £1000 aillion figuro which Hopkina had aaid in Ootobar 

would bo inflationary *

What tho roooaaion of 1933 did show waa tho extent to which tho 

aoonoay, and rovanuo, waro dependent on world trado tronda* Phillipa 

notod that whilo advocates of rearmament woro inolinod to claim that hoary 

expenditure on dafonoo mutt rodaoo uno»ployBantf and raiao rwranua, in tho 

yoara in which tho oxpondituro waa incurred, tha faot waa that in tho 12 

•ontha to 30 Saptoabar 1938 £310 aillion had boon apont on dofonoo - 

£120 aillion aoro than in tho provioua 12 aontha - and unewployaant had 

riaan by 450,000* frofonoo axpondituro mat oroato amployaont, but it waa

not, Phillipa thought, a factor of tho firat aagnituda, and oould eaaily
2 bo outvolgbod by othor f aotora •

Othor factora inoludod a doolino in axport trada, roflooting 

unfavourablo oonditiona abroad, aapooially in tho Unitod Statoa,and oyalioal 

faotora at hoaa, notably aoouaulation of atooka and a daolino in houao

1. T, 175/104 (Part 1): Hopkina to 3i.on, 23 &•«• 1938) T, 175/1 04 (Part 2): 
Phillipa to Hopkina, 15 Dot. 1938) Parl. £Mtt£l 193B-39f "i, C»d. 3944.

2* T. 161/949/S. 4909V2i Phillipa to Hopkina, 4 Nor* 1938*
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building. On tha supply adda, 'cheap money' could not of itaalf 

compensate for shortages of industrial raw material* ax-d of oartain 

categories of skilled labour* Iran aora ominous for tha future waa tha 

affaot of 'war talk9 on buainaaa confidence in fields othar than araaaanta. 

Aa aarly aa fcaaaabar 1937 tha Times 'City Notes' had commented on how 

ahara prieaa roaa and fall with hopes of a auooaasful appeasement of 

Europe, and at tha beginning of 1938 Wilson had lookad to progress in 

talki with Caraany and Italy to revive business confidence . Parhmpa 

ainiatarial atataaaata in 1936-39 on tha iataraational situation might 

ha?a baan aora frank had it not baaa fait naoaaaary to sooth tha sensitive 

nerves of tha City of London*

In tha aireuBfttanoes tha revenue position for future Budgets aaaaad 

uneartain and avan disooursgin^f with a lower return quite possible even 

with higher rataa of taxation* The gold and foreign exchange problea in 

193&»39 *** *van aora depressing. The current balaaoa of payaents dafioit 

had baan £50 million in 1937* and in tha autumn of 1938 Phi Hip • expected 

tha figure for that year to ba £100 million* An adrersa balance had baaa 

tolerable, ha felt, while foreign confidence in Britain, and laak of 

oonfidanca in aartain Contiaantal countries, had lad to an inflow of foreign 

gold to London, aa in 1937* But in the six aoatha between tha Anschluss 

aad Munieh Britain's gold reserres fall from a paak of £800 Million to 

£630 million, and tha outflow continued unabated even aftar tha Munich 

settleaant, tha lattar evaat quite failing to steady financial nerves. 

Sarioua difficulty waa experienced in tha autuan of 1936 ia maintaining 

tha value of tha pound, aad in tha laat quarter of tha year sterling fall

1* fha Times. 1 Dec. 1937, p«22( Grigg Papers 2/2^/2: *ilaon to &rigg, 
31 Jan. 1938*
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on tha opan aarkat to a figure of just over 4.60 against the dollar, 

ooaparad with a top figura of 5»0 aarliar in tha year. By January 1939 

Hopkina, through Simon, waa warning tha Cabinet that 'it auat be aaid 

that recent conditions hava baan painfully reminiscent of those whioh 

obtained in thia oountry immediately prior to tha finanoial oriaia of
1931 f1 .

Whan, in tha aontha after Munich, tha defence departments demanded 

fraah addition* to their programmes, tha Treasury waa plaoed in an awkward 

position if, at it did, it wanted to maintain tha 'fourth ara of defence'. 

Aa Hopkina, through Siaoa, told tha Cabinet, there waa on tha oaa hand a 

peraiatent fear abroad that war waa coming, and that Britain might not be 

ready for iti on the other hand, further anxiety waa created by tha obvioua 

worsening of Britain* a finanoial position, by tha growth of armament 

expenditure, and tha aaaooiatad heavy inoreaaa in tha adverse balance of 

trade. Further more, while Phillips and Hopkina ware agreed that borrowing

for defence waa not, for the moment, likely to create domestic inflation,
2 they alao agreed it waa likely to undermine foreign confidence in tha pound .

a result of thia dileama tha Treasury's viewa on defence polioy became 

more and more centred on the need for selective expenditure to put tha 

oouatry'a defences in auoh a state aa to aaka it clear that Britain could 

survive tha opening round of a war, while keeping total expenditure at a 

level whioh would not weaken further confidence in Britain* a financial 

stability.

T.161/949/S.49094/2' Phillipa to Hopkina, 4 MOT. 1938| CAB.2V97* 
Statement by the Chancellor of the Exchequer, 18 Jen. 1939t P»32ff. 
(Hopkina' draft ia ia T. 175/104 (Part 2)).

2. CA*.2i/97i Chancellor's statement, 16 Jan. 1939, p,J2f.j 
1.175/104 (Part l)s Hopkins to Simon, 23 $«•• 193d.
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Above all tha Treasury •ought to persuade mini start not to lat 

thamaalvaa ba committed publicly to •> **et programme o, expenditure after 

March 1940. For if tha &overnment wara to make §uoh AD announcement, 

and it waa later found that tha continued financing of rearmament waa 

daatruotiTe of the country's economic and financial strength, tha result 

would ba a debacle, in whioh defence plan* would ba seen openly to have 

been frustrated by financial and economic factors. Hopkina advised 

Simon in October 1938 that whatever could be spent over tha next 18 months 

to make the country safe from air attack, and parhapa in some other respects 

too, should be spent, and that the Treasury must be prepared, 'by hook or 

by crook', to borrow the requisite money. But, Hopkins addad, the 

emphasis should be on acceleration of the existing programme, and new 

programmes in whioh the bulk of expenditure would come after March 1940 

should be resisted aa far aa possible *

Despite the lack of a Cabinet decision in 1938 regarding quasi-wartime 

measures to finance rearmament, new government powers were under considera­ 

tion at the official level* An £,A«C, paper of 31 October 1938 concluded 

that, £iven time and new government powers, peace-time expenditure on 

armaments could be raised by between £400 million and £500 million per 

annum, or more than enough to meet the defence department's needs, without 

inflation* The paper, drawn up by Mr* P.K. (later Sir Piers) Debenhaa, 

a young Cambridge economist who waa assistant secretary to the E,A.C.'a 

Committee on aoonomio Information, assumed that the bulk of the unemployed

1. T. 1^1/949/3*49094/2: Gilbert to Fisher and Wood*, with note by 
Hopkins, 5 Nov. 1938; Ht£K.1/236s Hopkina to Simon and Barlow, 
29 Oct. 1938*



oould be put to work; that finance could be diverted from investment 

for civil purposes to rearmament, and that consumer expenditure oould 

be reduced. Dividends would have to be limited, and new issues an the 

Stock Market controlled, while price controls would also hate to be 

introduced. Debenhan thought the best way to utilise unemployed labour 

would be to reviva the old export industries, but he adaitted the American 

slunp was setting off world trade trends which might make this difficult* 

He also thought there was such to be said for acquiescing in an adverse 

current balance of payments while British industry re-adapted itself to 

the new conditions* but he had to admit the danger was that a persistent 

adverse balance night well impair confidence in sterling* Exchange 

controls, he thought, would be one of the first steps that the Government 

would have to consider, and export nonopolies and import boards for raw 

materials might follow later, together with the measures to control 

domestic Investment ana consumption .

£ebenham himself was too junior to wield influence on his own account, 

but his figures and arguments demanded attention in the Treasury* His 

paper was circulated for comment to two economists, Henderson of the E*A.C*, 

and Mr* Henry Clay, economic *»<*viser at the Bank of England, both of whom 

agreed with ^ebenhaa in almost every respect, offering only a few detailed 

comments* ftaley, however, commented that the * present tendency to believe 

that all the things which Germany and Japan are forced to do are the beat 

things for us to do is a very dangerous one*. Vtaley felt that exchange 

controls and the like would set a trend in international trade which, in 

the long-term, would be detrimental to Britainf s interests, and he preferred

. 201.
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allowing the pound to fall in relation to the dollar as a measure to 

correct the balance of payments* He was inclined to reverse fcebenham's 

order of priority, and to take measures to control the domestic economy 

before tampering with trade. Control of the new issue market would, he 

thought, be the first thing to be considered in the event of an upturn in 

the trade cycle, *hen non-essential industries might compete for capital 

with essential industries and with government borrowing* If, later on, 

rearmament 'not only cures our present deflation but threatens us with 

indescribable inflation, it seems to me*, he wrote to Hawtrey, 'that a 

policy of high taxation is a much better cure than plans for limiting 

dividends and controlling prices* »

Treasury officials and £»A»C. economists were agreed that the balance

of payments was, in the words of a report in December 1938 by the Committee
2on Economic Information, *the key to the whole position* • It was Keynes

who contributed most of what was novel in the December report, although 

the document itself bore the signature of Lord Stamp* Phillips thought 

the report was 'tough reading* , and commented that *any one member of the 

Committee could have produced a much clearer and better statement of his 

views, but, as always happens, an endeavour to reconcile in one draft 

different shades of opinion has produced a document which •.. in places is 

hopelessly obscure*''. There was general agreement that time had to be 

bought until British industry had re-adapted itself to the new conditions 

of demand caused by increased rearmament - there was no suggestion that

1, X. 164/87^?. 16056: waley to Hawtrey, 16 Iferr* 1933, et oassiq»

2* CAB.58/23J E.A.C.(I.I.) 209, 16 Dec. 1938, para. 9.

3, T.17^104 (Pert 1): note by Phillips, 21 Pee, 1938.
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the Government itself should direct the re-organisation of industry - 

and that this could be done only by continuing to run * current balance 

of payments deficit* Unlike laley, the Committee conducted that a 

depreciation of sterling would be of little benefit, since currencies 

based on sterling would follow suit, and exchange controls and other 

barriers to tradw would reduce the effect elsewhere, as after 1931* 

Instead it was suggested that government control of oTerseas investment 

and other steps within the existing financial system would enable Britain 

to stand an annual balance of payments delicit of £50 million 'for a 

considerable period* •

At a time when the deficit on the current balance of payments was 

about £100 million any suggestions were of considerable interest to the 

Treasury. Phillips discussed Keynes' ideas with the Bank of lyagland, 

and both he and Hopkins recorded disappointment when the authorities at 

the Bank told them there was little of practical importanoe in iteyaas' 

suggestions* The Bank opinion was that Keynes underestimated the volume 

of 'bear* speculation against the pound* On specific points, the Bank 

pointed out that restrictions on overseas investment had already been 

introduced} and as for Keynes' suggestion of direct borrowing in Canada, 

the Bank noted that Treasury Bills issued there with a U.S. dollar option

would find their way on to the London market, where they would be taken up
2greedily as a hedge against sterling depreciation •

If the weapons with which the pound could be defended seemed limited.

E.A.C*(l*I.) 209, para, 6.

2. 2,175/104 (Part 1)1 'Views of Treasury and Bank of England on 
suggestions made in para* 23 of £«A.C« Report of 16 Dec, 1936'.
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the alternative of allowing sterling to depreoiate was not, as the i. 

Committee had noted, likely to provide an anther to the balance of payments 

problem either - unless other countries eould be persuaded to lot Britain 

reap the benefits of depreciation. The nost important other country was, 

of course, America. As early as 27 October 1338 Waley had received from 

the British &aba&sy in «'aaidngton 'very advance warning' that if sterling 

were to fall ouch below its present value there would be very strong 

pressure from the farm bloc in Congress for a corresponding out in the 

dollar, as in 1933*34* The .o&erio&n Ireasury itself w*» opposed to dollar 

devaluation, so long as it was satisfied that the pound was not being 

driven down deliberately by the British for competitive purposes, but it 

was believed that Roosevelt might give way to pressure -from the farmers, 

who had an eye on export markets at a time ihen American dome a tic prices 

for farm produce were low .

sterling continued to fall against the dollar it became necessary 

to sake & *rand gesture to convince Americans that everything possible was 

being done to defend the pound, and in January 1939 it was decided to 

transfer froo the Bank of England to the Government's Exchange equalisation 

Account all the gold put into the Bank since the ccount had been brought 

into being by Chamberlain's Finance Act of 1932* this would give the

operators of the Exchange Equalisation Aooount the maximum resources with
2which to combat bear speculation against the pound • The Aooount itself

was under the ultimate control of the Treasury, but was managed on a day- 

to-day basis by the Bank of England* The Account had been established to

1. T.160/871/BM 37771 letters to *ml«y, 27 Oct. 1936, and 2 Nov. 193&.

2. OB.2V97i Cabinet minutes, 18 Jan, 1939,
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be invested in securities or gold as the Treasury thought best 'f?r 

checking undue fluctuations in the exchange valuo of sterling 1 • The 

Bank sold Treasury Bills from the .•' ooount waen it needed sterling to 

pay for gold or foreign exchange, and bought Treasury Bills when it 

acquired sterling by selling gold and foreign exchange* The purpose 

of balancing transactions in #old and foreign exchange with transactions
*

in Treasury Bills was to insulate the domestic market's supply of cash 

and the coisiDercial banks' liquid assets from the effects of influx and 

efflux of foreign speculative funds. But froe tine to time in the period 

up to 1933 gold had been transferred i'roa the /^c count into the Bank of 

rngland1 .

In January 1939 the advice to the Treasury from the Governor of the 

Bank of Kngland, Kor»an, was that Bank .-ate should be raised to support 

sterling, but the Treasury was reluctant to take a deflationary step at 

the tin. a, and Bank Kate was held at 2 per cent* The transfer of gold 

into the Kxohen^e Equalisation Account did little, however, to check 

speculation against the pound, and with the fears arising from the Gerraan 

occupation of Chechoslovakia in March, the Account began to lose gold 

uninterruptedly. By June the gold stock was £$QQ million down on the 

£800 villion figure of 15 conths before, and the operators of the Account 

warned Korean that, as Hopkins had feared five months earlier, patriotism 

was not enough to prevent British as well as foreign capital fron leaving

the country, and that holding the exchange rate only facilitated
2 withdrawals •

1. Clay, Lord Foraan. p*4Q2f.

2. C-&B.23/100I C.F.149C39), p.138. T.175/104 (Pert 2): note by 
Hopkins, 3 J«u 1939 1 Clay, op, 9^**' PP-435 and 441.
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It only regained to be decided at what point the *overnaent was no 

longer prepared to l«t the nation's gold reserve* be turther diminished* 

That point osioe on August 22, when it xas announced that further sale a 

of gold and foreign exchange by the Account would be suspended, and that 

the value of sterling would be left to market forces. At the sane time 

the public was a*.kad to refrain from transferring capital abroad, and to 

reduce deoands for foreign exchange* Two days later Bank Kate was raised 

to 4 per cent, but formal exchange controls ware not introduced until the 

outbreak of war,

Towards * Conscription _of -Itea

While currency speculators were pushing the Government towards taking 

new powers regarding foreign exchange, the Exchange equalisation Account's 

operations n&de possible a delay in interfering with the done a tic credit 

structure, although the proposed level of borrowing for defence continued 

to grow* Receipts of sterling by the Exchange i^ualisation Account as a 

result of the drain of gold had made it possible to reduce the normal 

volune of Treasury Bills in the hands of the market by about *;ij>0 million 

by Kay 1939* The Treasury proposed to meet a large part of loan expend!* 

ture incurred in 1939 with these Treasury Bills - but, the Cabinet was 

warned, this operation could not be repeated in 1940 without inflation, 

if, *i expected, the slack in the economy had been taken up meantime .

This factor, together with a drooping revenue following the recession 

of 193d, accounts for the modest nature of Simon's taxation proposals in 

his last peaee-tiee Budget* Fisher urged in January 1939 that heavier 

taxation, including a standard rat* of Income Tax of 6§* (the highest level

1. CAB.2J/99S C.P.118(39), 23 *•/ 1939, p.235.



198.

reached in the ^irst ®orld War), should be imposed so as to 'introduce 

a nev and »ore realistic psychology1 in the nation • &ut the architects 

of the £uoget, tiopkins and * hillips, chose to keep the st&no&rd rate at 

£s* 6d* Of the £&30 million forecast in -pril to be spent on oefenoe 

in the financial year 1339, *«H over half (£380 million) was to b« 

borrowed* The increase in the Government's borrowing powers, by -^400 

million Tor the ^eriod up to march 1>42f announced in .ebruary 1939, had 

been a deliberate understatement to prevent too violent a reaction on

government credit, and it was folly intended to obtain further authority
2from Parliament when necessary •

The press, with the significant exception of the Daily Herald, made 

favourable comment on tho (tovernment's decision to depend on borrowing* 

The Tiaea* City -ditor noted on 22 February that fear of increased taxation 

had weighed more heavily with the market than fear of heavy borrowing . 

Toe labour .arty, however, was critical, pointing out that the effects of 

inflation would fall nost heavily on the poor, while the rich wore to be 

spared taxation which they could well afford* ^specially after the 

Goveraaent announced its intention to introduce conscription taere were 

increasing demands frott the Left for conscription of wealth as well, so 

that sen conscripted to the anoed forces might be properly equipped* 

The leader of the Opposition, kr. Clesent ^ttlee, called for 'proof that 

the wealthy classes of the country are devoted to daaocraoy and to

~^ i Fisher to Siaon, 3 «**»* 1939.

2. agiaJjbo 5th series, 1938-39, vol«346t 976, 978, 987-9 j T.175/112:
Gilbert to Hopkins, 4 Jan* 1939, and Hopkins to xiaher and 
6 Jan* 1939*

3* T, 175/112: press cuttings.
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resitting aggression'* Chamberlain had anticipated such a demand, and 

had already asked the Xreesury to investigate 'conscription of wealth 9 

as a corollary of oonsoription of manpower .

The natter, however, was far from simple as the Treasury wished to 

wait until a stare of full employment - that is when all labour that 

could be employed in the short term had been employed - had been reached 

before introducing quasi-wartime controls over private investment. Such 

action at an earlier stage, Hopkins thought, would be dangerous, as it

would be regarded as a deflationary measure and would be a shook to
2 business confidence . Opinions were divided as to the effects which the

increased 1939 defence programmes would have on employmentt Keynes was 

predicting in the spring and early summer that rearmament and conscription 

combined would shortly absorb most of the unemployed who were capable of 

being employed on the jobs on offer in 1939t Mawtrey, on the other hand, 

advised that the assumption that Britain was moving towards full employment 

was optimistic in view of the set-baok in the economy in 1938. Norman 

confessed that he had never felt so confused and baffled, and did not know 

which way to turn .

But daring the late spring and early summer of 1939 the Treasury had 

the adoption of quaai-wertime powers in peaoa time under consideration* 

The state of the 'fourth arm of defence* demanded no less* As early as

1. H.C. Deb.. 5th series, 1936-39, vol. %6i 999 *nd 1355- 
Cabinet minutes, 24 Apr. 1939, pp.6 and 10.

. C4B.2V100S Cabinet minutes, 5 Ju3jr 1939, P«117*

3. T.208/20U note by daw trey, 20 Apr. 1939, on J.fe. Keynes, 'Crisis 
Finance', The Times. 17 and 18 &pr. 1939i Keynee, f »ill Rearmament 
Cure Unemployment'^ ', The Ustener. 1 June 1939} T*175/115i Hawtrey 
to Hopkins, 20 June 1939| Clay, Aiord Norman, p.441.
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6 April a fctratesio Appreciation Sub-Committee of the C.I.P. was warned 

by Barlow that the C.O.S. in their planning could not safely assume that 

the country1 a financial strength would support a long war. There were, 

he said, three ways in whioh Britain oould finance purchases abroad: 

with gold and foreign exchange, of whioh, for the monent, she held nore 

than in 1914; with foreign securities, of which there were far fewer in 

British hands than in 1914, and by borrowing* But the first two were 

threatened by the continuing adverse balance of payments, and it did not 

seem likely that America would be keen to lend to a nation whioh had not 

yet paid off its debts froa the last war. Yet without credit Britain 

oould not araw on America's resources on an appreciable scale in war, and 

already there was cause for anxiety regarding purchases for whioh dollars 

were required .

The attitude of America was crucial* Roosevelt's unsuccessful attempt 

in June 1939 to attend the Neutrality Aet left British *orei«n Office

Intelligence with little hope that the Senate would ever agree to major
2 amendments in tine of peace • In the event, the Act enabling Lend

Lease was not passed until 18 months after the outbreak of war, after 

Britain's gold reserves had all but vanished* Until Roosevelt could 

persuade enough senators to change their mines, Britain's arned forces 

must depend upon British industry both to produce arms and to produce 

enough goods for export so aa to finance the purchase of raw materials. 

But under the existing rules of running the economyf British trade and 

industry were failing to withstand the strain of rearmament without also

1. CAB.16/209: S.A.C. minutes, p.75f.

2. CAB. 23/100; Cabinet minutes, i> July 1939, p. 8?.
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running a heavy current balance of payments deficit, thus further 

reducing the country's reserves of purchasing power.

When, after the &ermen occupation of Chechoslovakia, the Cabinet 

approved major additions to the rearmament programme, which would produce 

amed foroea of hitherto unprecedented siso in peace time, the tine had 

clearly come to reconsider the existing financial and economic rules. It 

was estimated by June that once the rearmament programme was complete, the 

defence departments would require £450 million annually aimply for main* 

tenanoe, and such a figure, the Treasury believed, was unattainable on 

anything reaeabling the 1939 scale of taxation (which waa expected to 

produce only £250 million for defence* But from March 1939 the political 

atmosphere was ripe for draeonian measures). Chamberlain remarked that it 

was a mockery to call conditions thereafter 'peaoe* . Once decisions to 

increase the aise of the armed forces had been taken, the economic and 

financial means had to be found to translate these decisions into reality 

without inflation*

On 5 July Hopkins appeared before the Cabinet to explain why it was 

likely that shortly the i*overnment would hate to take powers to prohibit 

new issues on the Stock Exchange; to control companies' dividends and 

Investment of their reserves, and to control building society loans aa 

well aa bank advances . The key to the timing of these measures was not 

to be the outbreak of war - for in July it waa not known if and when 

war would come - but inflationary pressure whenever the economy should

1. CAB.23/100: C.*M49(39), p*138j CAB,2J/99J Cabinet minutes, 
24 Apr* 1939, p*8.

2. CAB.2J/100: Cabinet minutea, 5 July 1939, pp.11?ff- and C.P.149(39), 
para*40, p«138*
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reach a stage of full eaployaent. The defence departments were by that 

date free of financial 'rationing* and it was anticipated that altogether 

£750 Billion would be spent on defence before the end of the financial 

year, of which £500 million would have to be borrowed. Only £150 Billion 

could be raised on Treasury Bills from the Kxchange Tqu&lisation Account, 

and as for the remaining £550 million, Hopkina had told Wilson (who was 

now Permanent Secretary) and Biaom

9 it is quite obvious that the loans required cannot be
raised out or savings by ordinary Beans, 4*110. it sews* 
dear that some measure of inflation is pressing us 
very soon 1 1*

Treasury Bills and some slack in the labour supply would enable 

rearaaaent to be financed without inflation or resort to extraordinary 

powers until the late autumn, but thereafter it would no longer be practi­ 

cal to continue to meet what Mounted to a war strain with the practices 

of peace* Simon was already contemplating an Autuan Budget, with large 

increases in taxation, and, as one Treasury official noted ruefully: 'if

present trends are not changed, «e are heading for a permanent standard
2 rate of Income Tax of 7s. 6d, in the pound' .

Hopkina warned the Cabinet on 5 July that undoubtedly the situation 

grew sore difficult with every nonth that passed* If war should break 

out in the near future, Britain would have in its war chest the existing 

gold stock, less short-tent foreign balances which would be renoved*

1. T. 175/115* Hopkin« to Padaore (Private Secretary to Wilson) and 
Wilson w«ith ^.V.i>. to ^iaon), 3 July

2* fbid«. Host "*eret Paper &o« 2, 13 Jw* 1939, *&d resigned, undated 
DaaoranoAim (for Income Tax quote}} CAi.2jS/100i Cabinet minutes, 
^ July 1939, pp.114 »nd 117,
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if war occurred, cay a year hence, the gold reserves would have been 

further diminished by the drain due to the adverse balance of payments, 

and Britain would be that much less able to finance the long war which 

the 0,0.S, envisaged. The adverse ourrent balance itself would be 

increased if the production of armamenta was further stimulated, so that 

the more prepared the defence services were, the less able the country 

would be to support them .

Similar conclusions were being reached in Sermany, after Germany* s 

current balance of payments moved into deficit in 1938. By the winter of 

193&-39 Hitler faced a pressing ohoioe of slowing down rearmament, cur­ 

tailing civilian consumption or going to war* Fear of inflation was, if 

anything, greater in Germany than in Britain, and in November 1938 (taring, 

who was responsible for the Carman eoonosty, said:

There is a tremendous shortage of skilled workers.... 
iMs cannot fee relieved through closing oo»n tae 
fmelories which produce seemingly unimportant eon* 
sutter goods* Jror wae& tibe workers oan BO longer 
buy consumer goods for their wa^es ... that is the 
begijuujBg of inflation, and that is the beginning 
of the end* 2.

Hitler did not believe any more than the British Treasury that the 1939 

rate of rearmament - broadly similar in Germany and Britain expressed 

as a percentage of gross national product - could be sustained 

indefinitely, and on 22 August 1939* the day the British abandoned defence 

of the pound, he told his oomnanaara-in-chief! 'Our economic situation

1. CAB. 23/100 1 Cabinet minutes, pp,119f*

2. Berenice A. Carroll, Dasifn for Xotal aar (lh« Hague and Paris; 
Uouton, 1968), p.159.

3. Carroll, QD» cit.. p*1&%*
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is such that we can only hold out a few core years,... We have no 

choice, we must act 9 •

The British Foreign Office had anticipated such a situation, in 

January 1939* when Lord Halifax, the Foreign Secretary, had advised the 

Cabinet that in the course of that year Hitler must either reduce the 

level of his armaments expenditure, so as to reduce German inflation, or 

9 explode in some direction', so as to divert the German people from their 

deteriorating economic position, and by conquest to secure the raw materials 

which the Keioh could no longer obtain through trade . Therefore while not 

challenging the Treasury's calculations about Britain's future economic 

position, he urged that no financial restrictions be placed upon rearmament

for what could only be a temporary period of tension, ending either in war
2 or the fall of the Kasi regime . Hopkins saw no reason then or later to

believe that the German economy was about to break down, but, as rumours 

of Impending aggression increased, Simon found himself forced to admit in 

Cabinet by the end of February 1939 that finance was outweighed by other 

aspects of Britain's situation . This realisation, together with the 

decline in Wisher's personal influence, account* for the decline in the 

Treasury's influence on government policy in 1939*

1. Parker, Europe. 1919-4.5. p.238»

2. CA£.2V97t Cabinet minutes, 25 Jam and 2 Feb. 1939, pp*6bf. and 
132*

3. CAB.2yiOO* Cabinet ninutes, $ July 1939, p.124. 
CAfl.23/97: Cabinet minutes, 22 *eb. 193*, p. 311 •
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CHAPTER 20. SOOUSX

Ho* far th* Treasury* a views on the danger of inflation and aa 

adverse balanoo of payments - and the possibility of 'another 1931 9 - 

made the Government more determined to stand up to Hitler in 1959 ia 

beyond tha aoopa of tbia thesis* Bat it seems clear that rearmament on 

tha aoale of 1939 oould not bo auatainod indefinitely by either Britain 

or Germany, and oertainly addition* to tha Britiah rearmament programme 

after March of that year aeant that oontemporary Britiah methods of public 

finance were no longer sufficient* It aaama to follow that had Britain 

reamed at the 1939 rate in earlier years there autt either have been 

inflation - union Koynes warned waa a riak in 1937 * or the Govenmicnt 

would have had to impose heavier taxation or greater oontrola over invest- 

•ent than ita aupportera would have been prepared to contemplate, except 

in direst danger*

Inflation waa an unattraotive alternative. It would have increased 

balance of payments difficulties! aroused fears in financial and business 

circles, and exacerbated social tensions by placing tha burden of tha cost 

of rearmament upon the leas wall off* Government borrowing for rearmament 

waa opposed in 1937 by the Labour Party on too grounds that it would bo 

inflationary*

the Treasury did not accept that borrowing for defence must bo 

inflationary, but, on the other hand, a balanced Budget continued to be 

regarded in tha Treasury aa an ideal. In retrospect, the Treasury seems 

to have boon unduly cautious about borrowing for defence in 1934, but this 

mould not have delayed borrowing for more than about a year, since, even 

once a decision waa taken to borrow in 1935, laok of industrial capacity
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••ant that all defence expenditure could be met out of revenue until 

1937* i» *ay case, the real cause of delay down to 1933 ••«•» to hart 

boon a laok of awareness in tho Cabinet of the country's danger* 

Groator loan expenditure on rearmament than in fact took plaeo from 1937 

would have worsened tho balanoo of payments position*

Tho alternative to greater borrowing was 4roator taxation* Phillips 

no tod in 1939 that *ono of tho vain factor a explaining tho ability of 

Germany to ip«nd larger mm* on armaments than «• do* «aa tho rolativo 

product of taxation* tthcroa* Britiah industrialists insisted on a 

wataring down of N.I),C. to a 5 por osnt tax on profits, &onMn industrialists 

paid a 40 por oont tax on profitst in addition to inooM tax • Crroatar 

saorifioa by tho wall-off might ha?o onoouragod groator and oarliar roadi- 

noss on tho part of trad* unions to rofom industrial practices, so as to 

'dcskill1 4obi and absorb aorc of tho sami-skillcd unemployed* Instead 

British society continued, in fisher9 s wordst

9 to amble along in our old and well-tried and (for 
the snail minority) very comfortable economic 
paths* ahioh means •*• business ••* profiteering 
out of the occasion of the country9 s need, and, 
with this patriotic example before him, the work­ 
man ••• stimulated to insistence on some improvement 
of his rather shabby lot in life 9 2*

Underlying financial problems there were economic, social and political 

problems* Treasury officials had to take society - cad prevailing 

economic beliefs - as they found them, and give advice accordingly* 

Kven had society been more ready to substitute guns for butter, the limits

1. T*175/1l5s Phillips to Hopkins, June 1939 (undated)* 

2* Fisher Papers «Vl1t Wisher to Simon, 3 J*&« 1939*
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set by geography, and Britain's need to earn a living by trade, would 

hare remained. Hitler oould escape his balance of payments problems 

by seising resources of neighbouring countries, but unless the British 

Government was prepared to sake a pre-emptive strike against Crcrmany, 

and risk Japanese and Italian intervention, British defence had to be 

planned on the basis, at least down to 1939, of long-term deterrence*

These faetors go far to explain the font that British defence policy 

took in the 'Thirties, which is the subject of the next part of the thesis. 

As to the extent of rearmament, there can be no doubt of the importance of 

the Treasury's view as to economic and financial limits* at least down to 

about February 1?39. As Chamberlain told the Cabinet after Munich, he 

had been 'oppressed with the sense that the burden of armaments sight 

break our backs9 ever since he had been Chancellor •

1. CAB. 23/95» Cabinet minutes, 3 Oct. 1938, p.304*
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PART 111 

THE TREASURY »S INFLUENCE OK THE ^ORJiATION OF DEFACE POLICY

CHAPTER 21. INTRODUCTION

In addition to deciding what proportion of Britain's economic 

resources should be devoted to defence, the Government had to apportion 

ailitary resources between various dangers. Xhe Treasury had no pro* 

fessional expertise on strategic questions, but since defence policy 

•ust affect what departments would demand from the Exchequer, the Treasury 

had an interest in strategic debate*

The traditional problems facing British strategists were defence of 

the United Kingdom; protection of trade routes; protection of the Empire 

and overseas interests, and prevention of the domination of Europe, and in 

particular of the Low Countries, by any single power . So long as the 

Koyel Navy could protect Britain, and her trade routes and Empire, the 

British Amy oould be used to support European allies. But the effective­ 

ness of British sea power before the Twentieth Century had been partly due 

to Britain* s position athwart Europe's sea links with the rest of the world, 

and a new situation developed with the rise of the Japanese Kevy as far as 

could be from the Royal Kavy's home bases, but uncomfortably close to 

important parts of the British Empire. Again, by the Nineteen-Thirties, 

developments in aircraft meant that the Navy alone could no longer defend 

Britain, and resources had to be devoted to the creation of an air force

1. Parl. Papers 19J^-35, *lii, Csjd.4827.
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and anti-aircraft defences. Inevitably quaationa arose aa to how 

Britain could baat allooata raaouroaa batwaan sea, air and land power.

In addition to quaationa of how military raaouroaa should ba 

allocated, thara waa tha question of whan Britain'a dafanoaa should ba 

ready, Since it waa assumed that war would oome aa tha raault of anothar 

powar'a aggreaaion, questions of preparedness wara ralatad partly to 

estimates of Aen potantial ag&reaaora would ba ready for war, and partly 

to eatiaatea of how long Britain could maintain a given level of 

praparadnaaa* Governaent polioy waa to rearm whila maintaining financial 

stability, ao aa to datar aggreaaion while diplomacy raaoved tha oauaaa of

Apart firoa atratagy and finance, tha Cabinat and ita adviaara took 

public opinion into account * both popular faar of air attack and 

raiulaion againat tha proapaot of a rapatition of tha horrora of tha Soi 

and Paaaohandaala. Laading critici of tha GoYarnaant, lika Churchill and 

Mr* Laopold Aaary, wara oonoarnad ohiafly with tha Air Forea, and plaoad 

littla importanca on tha Army aa lata aa 1936* Tha Nayy'i praatiga, on 

tha othar handv waa such that * auggaation by Chaabarlain in 1^34 that tha 

Adadralty*a propoaad axpanditura ba out waa raaiatad by othar ainiatara on 

tha grounds of probable praaaura froa tha Navy League . But whila tha 

Tre*aury took publia opinion into account, tha dapartaant'a own arguaanta 

wara oonoarnad with prioritiaa in allocation of induatrial raaouroaa, and 

in tha need to maintain financial stability, and it ia in terms of Ita own 

arguaants that tha Traaaury'a influanoa on dafanoa polioy auat ba traced.

1. H,C. Dab,. 5th aariaa, 1937-38, vol.332t 1600-8 and 2169.
CAB.27/507 (rol.iiij: aizutaa of Disarmament Coaaittaa Ministerial; 
^nanoaforth cited aa KC.M.7, pp»276 and 3l8f.



210.

CHAPThK 22. THB POSITION Uf 1932-33

Hiatoriana seem agreed that ratranohaant had raduoad Britain* a defences 

and armaments industry to a dangerously low level by 19321 , But raduetion 

of tha services from their 1918 peak had alao craatad saw possibilities for 

raahaping dafanoa policy* Had Britain maintained a higher dagraa of 

praparadnaaa it might have proved hardar to altar tha proportion* of finance 

allocated to tha Army and Air Force* A powerful Any in 1932 would hare 

coat more to aaintaln than waa the case, and auch of ita equipment would 

have had to be replaced, or would have become obsolescent, by 1939* There 

might well then hare been leaa finance available for the Air force, 

especially aa defence polioy would have tended to be formed on the basis 

of existing armed forces, and would probably have involved preparing the 

Army for the defence of France and Belgium rather than concentrating on the

Air Force* If official strategic doctrine under the Ten Year Vole had
2 been 'essentially negative* , then at leaat one result had been something

in the nature of tabula raaa upon which new policies might be written.

There could not be complete tabula raaa* since protection and policing 

of a world-wide commerce and Empire made demands upon defence services even 

when it waa assumed no major war would occur for ten years* Tha Treasury 

view in December 193? was that expenditure on these everyday problems should 

be favoured, rathar than expenditure related to what an internal treasury 

memorandum called 'the contingency of a hypothetical war'. The Navy

1. See p. 13.

2. Norman Gibba, 'British Strategic Doctrine, 1918-39* in Theory aqd 
Practice of War, ad. kiohael Howard (Caeeell, 19^5), p.194.

3. T.161/580/S.351W33* •kofcnoe expenditure 1933 1 .
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deployed only light patrol forces out aide European water a, and, tha 

memorandum pointad out, * events in tha far £est ... do not suggest that 

British commercial interests could look after themselves in the absence 

of ^suojj? forces. 9 The efficacy of light forces depended upon the 

power of the main fleet held in reserve, and no further reductions in 

naval expenditure seeaed possible*

The sane was true of War Office expenditure, where hone and 

Mediterranean establishments were understrength on account of the need 

to detach battalions for Iaperial garrison duties* Among the functions 

of the Army was listed the provision of an expeditionary force capable 

of operating overseas, but the writer of the memorandum noted that:

'it haa been characteristic of all economy "moves'1 
in the sphere of defence that little atteapt has 
been nade to deal with the "commitaent"* Policy 
has reaained substantially unchanged; the means 
for carrying it out have been reduced almoat by 
rule of thumb. 1

The Air Ministry alone had increased its annual expenditure in the 

last decade, and this was due to acceptance of a hypothesia of a war with 

a first-class power possessing large numbers of aircraft capable of bombing 

Britain* In addition to what the writer of the memorandum called the Mr 

/oroe'a 'primary function 1 of providing array co-operation squadrons and 

policing parts of the Middle East, the Air Force had been building up a 

Home Defence Force whioh, despite its name, consisted largely of bomber 

squadrons designed for a counter-offensive against a continental power

whioh, *so far as can be seen', could only be France • Despite Baldwin's
2 notorious 'the bomber will always get through' speech in November 1932,

1. T. 161/580/S.35164/33* 'Defence Expenditure 1933 1 .

2. H»C. Deb*. 5th series, 1932-33, vol.270: 632.
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it seems that in Peceaber 1932 the Treasury held the expansion of the 

Home I>efenee Force in little favour until a more convincing menace 

appeared*

After the *ar East crisis of 1931-32 Treasury officials were agreed 

that work on the naval base at Singapore Bust be allowed to go ahead, but, 

despite the rescinding of the Ten Year Kule in March 1932, Treasury opinion 

continued to be averse to preparations for a major European war. When a 

year later the P.S.O.C. raised the question of planning future industrial 

mobilisation for suoh a contingency. Fisher approved a suggestion that the 

Treasury should 'go slow* on suoh planning and oppoae any increase in the 

P.S.O.'a staff for the purpose. the reasoning behind this was thatt

'our problem is not in the least like that of a 
continental power.... Our regular Machinery 
/ror/ policing the Empire ... is necessarily 
costly and it seems doubtful if we should add to 
our liabilities. As at present laid down policy 
does not include intensive preparations for war 
on the continental scale' 1.

Governaent policy was indeed slow to change after Haroh 1932. Twenty 

months passed before the C.I.D. set up a sub-committee to survey Britain's 

defence requirements. It is true the Cabinet had decreed total defence 

expenditure must not rise in 1932, but planning in the C.I.D. need not 

have been inhibited by that factor alone. Hankey himself blamed the 

Geneva Disarmament Conference, which lasted from February 1932 to October 

1933, fo? the delay, but, in retrospect, it seems odd that the conference 

had not been preceded by an interdepartmental enquiry into Britain's

minimum defence requirements, for such an enquiry had been suggested by a
2 Treasury official as early as February 1931*

1. T.175/47: Grieve*s memorandum, 30 Mar. 1933*

2. Letter to The Times. 9 Nov. 1948. T.173/281 A.F. ft aterfield to 
&.C. Upeott, 5 Feb. 1931 (daterfield was then in charge of 5b).
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23. sm ja&jaBG&itGE oi'- &&, UUFU

Despite Hitler's rise to power there was considerable lack of 

urgency in government circle a when isher returned to duty in September 

1933* fcaowonald, had written to Baldwin the previous month that: 

'there are some troublesome affaira developing in Iraq, Germany and 

Ireland *.« /tut/ t&ere is nothing to worry inordinately about' • 

Fisher took a soaewhat different view and joined iiankey and the C*O.S. 

in pressing for a review of defence requiraaents*

On ) Kovtaber the C.I.L. approved not only the setting up of the 

D.R.C. but also that the P.S.O.C, should have a 'hypothetical time limit 1 

of five years in whioh to nake plans for industrial nobillsation* The 

latter decision <1U not iwply preparedness for war in five years, but only 

that within five years the P.S.O.C. would have completed a soheffif of 

industrial Mobilisation in connection with munitions. The Treasury in 

January 1934 refused to aooept a claia by the Secretary of State for ar,

Hailsiiaai, tn&t the ^.l*!** decision implied 'the adoption in principle of
2 what is virtually a five year plan of preparation for tht* defence services' •

fisher insisted that before any sohene of defence preparedness could 

be drawn up the ^•K«C« should fora a clear conception of where the major 

danger lay* The C.o.i>. in their annual review in October 1933 had identi­ 

fied Britain* & commitment a as defence of her territory and interests in the 

Par &ast; her European treaty obligations, and defence of India a&slnat 

Russia, and it was in the light of these commitments that the w.l-. .C. had

^ ____ _ ___ uMUiiiBKWJWi ii i ••MUM ••!••• i iii m^i •in -LiimLuatfUJUj^-L-uwiL-i ja^uiiiMMLa juMLuui-ijinLia-iinn -ULutJBi «u- iMujjLuij- . *m u*»i • 1 1 iiMJi jmn mmu IL _ -

1. Baldwin Papers 163/190: MacDonald to Baldwin, 10 Aug. 1933*

2. CAB.2/6(1)' c.l.I*. minutes, p.110j T.1b1/620/S.35l64/3^J Hailsha* 
to Chanberlain, 2 Jan., and Grieve to y*rgusson, 17 Jan., 1934*
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worst deficiencies in the defence services. Fisher found the Admiralty 

thought in terns of a war with Japan, while the War Office thought in 

terms of a war with Germany • Ho department, apparently, waa ouch con­ 

cerned with the ^usaian threat, which disappeared quietly from the D.lt.C.'e 

discussions.

Fisher and Vansittart had little difficulty in persuading the I>.K.C. 

that Germany must be regarded aa the ultimate danger, but, as noted in 

Part 11, neiabera of the Cabinet were slow to awake to the full implications 

of a Kasi Germany, Fisher believed failure to recognise where the greatest 

danger lay night well result in Britain*s downfall, and he preached consis­ 

tently that Britain should concentrate all her strength against Germany. 

He saw the Far &ast as Britain's 'Achilles 9 heel', in that, if for the sake 

of her interests in China, including Hong Kong, Britain were to commit her 

resources to a war with Japan, the United Kingdom itself might be attacked 

and overwhelmed by Germany, for Britain, he believed, could not fight two 

powerful antagonists on such widely-separated fronts* The argument 

developed by Fisher iu the 3,K,C, f and supported by Chaaberlain in minis­ 

terial deliberations on the ^.H.C.'s report of 28 February 1934, waa that 

a re-armed Germany could 'knock-out* Britain by air attack, whereas Japan, 

whatever the damage she eight da to Britain's trade and interests* could 

not do fatal injury to Britain* Moreover, since the mo st opportune tine 

for Japan to strike would be if Britain became involved in a war with 

Germany, deterrence of German aggression was the best long-term safeguard

1, CAB.16/109* C.0.3.310, p.295, and DJR.C.9,
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in the far last, and it was against Germany that the bulk of Britain's 

preparations should be made .

Germany was not yet rearmed and in the breathing space thus allowed, 

Fisher argued, Britain should *show a tooth* in the Far &a*t by going ahead 

with defensive measures which could be made effective in the next few years* 

Japan would respect strength more than weakness, and if Britain ceased to 

combine with America at naval conferences in attempting to set a lower 

limit of naval tonnage for Japan than for Britain or America, Japanese 

pride would be mollified and the way cleared for a bilateral non-aggression 

pact between the two '* mpires. i'his was no blueprint for weak-kneed 

appeasement, and indeed in the ^*H,C. Fisher successfully urged the 

Admiralty to advance by a year, to 1933* the date when it was intended 

that the Singapore naval base should be ready. Chamberlain took it for

granted that Britain oould not give Japan a free hand in China or the Dutch
2£ast Indies, or against Russia ,

The Foreign Office had no doubt that a restoration of the Anglo- 

Japanese Alliance, after whioh the Treasury hankered, was quite outside the 

realm of practical politics, if only because of the need not to offend 

American public opinion (which was hostile to Japan) and of the difficulty 

in achieving satisfactory commercial relations with Japan . Fisher found 

himself in a minority of one in the i,!UC c when he claimed that good 

relations with Japan would be more valuable than good relations with

1. CAB.16/1091 D.K.C. papers, esp* pp.71, 76, 433 and 444ff.

2. CAB,l6/109i fc.R.C. papers, pp.107, 109 and 432f • 0/^.29/148: N.C.k!.(35)3. 
C*i».23/79i Cabinet adnules, 25 «>ept, 1934, p. 335.

3* For obstacles to ^nglo-Japanese understanding see Ann I rotter,
Britain ano £ast <v»ia> 1955-57 (Cambridge U.P., 1975).
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America. Fisher believed that ;-a.ericans were 'basicl^ hostile* towards 

Britain, and claimed that rooerioa had 'more than once between August 1914 

and April 1917 shown a readiness to stab us in the back, Kot surpris­ 

ingly, these sentiments were too extreme for his 1>«&*C« oollea^es to share*

On the other hand the suggestion by Kiddlemasfi that the policy of 

'mating eyes at Japan* had its roots in the Treasury somewhat distorts 

the position in v»hitehall. Fisher was able to quote in February 1934 a 

memorandum by lord kilne, dated 23 October 1232> Just before Milne's 

re Ural as C«l,&,3«» on the advisability of getting back to friendly 

relations with Japan, as ieraany was the itain danger, and Kilne's successor, 

wir ^rohibald kontgoniery-Massingberd, held that the abrogation of the Anglo* 

Japanese alliance in 1922 had been * insensate folly*. As for differences 

of opinion between ^isher on the one hand, and Yansittart and Chatfield on 

the other t this concerned not the desirability of improved relations with 

Japan, but the importance of not offending *jserica .

lithin the treasury itself Chaoberlain was less inclined than Wisher 

to discount the danger of Japanese u&gression, which the Chancellor thought 

in January 1934 to be *by no means negligible* f and, while regarding the 

Americans as 'a nation of cads'» he seems to have been ouch less inclined 

than ifisher to regard the United States as basioly hostile. Nevertheless 

Chamberlain and Wisher were at one in deploring the abrogation of the 

Japanese alliance, and in their concern about the implications of the

1. CAB.29/148: N.C.*.(35)3, P«M Baldwin Papers 131/193.

2. Liploaaov of Illusion, p.80*

3. GAB. 16/109: D.B.C.2 and &.H.C.19* CAB. 21/369: Montgomery 
kassin^bard to Hankeyf 11 a«pt» 1933* Uhatfield Papers 
Chatfield to Fisherf 4 June 1934*
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Kami take-over of Germany .

With Chamberlain's support, Fisher beeaaa a member of tha British 

delegation for tha London Naval Confaranoa at the and of 1934* Fishar 

was careful to oraata an undarstanding with Chatfield bafora tha conference, 

and in Juna 1934 tha First baa Lord concurred that if Japan would not aooapt 

a ranawal of th« five-to-threa ratio in capital ships agreed in 1922, than 

it would ba battar to bag to differ without quarrelling rathar than to 

combine with America to insist on tha ratio* By October 1934 Chatfiald 

expected tha talks with Japan to fail, which they did two months later,

whan Japan gave notice of her intention not to renew tha Washington and
« 

London naval treaties after their expiry at tha and of 1936 .

As late as 1937 Wisher was still urging that policy should ba to gat 

on tanas with Japan, but tha 'China incident* in July of that year confirmed 

doubts, which had baan growing sinoa 1931» about tha ability of civilians in 

Tokyo to control tha Japanaaa armed forces. By December 1937 Bridges was 

endorsing tha Foraign office's view that Japan's future actions wara 

'incalculable', a view which Fishar saams to have shared .

Meanwhile, as if tha dual danger from Germany and Japan wara not 

enough, there suddenly appeared in 1933 a third potential enamy in tha form 

of Italy* Tha so-called Strata 'Front' had hardly baan announoad in April 

1935 wfeait Mussolini's impending aggression against Abyssinia found tha

1. 7.161/62A/S.36130/34: Fishar to Chamberlain and Chamberlain to 
Fishar, 15 Jan. 1934. N.C.1G/1/815: Chamberlain to Hilda, 4 Fab. 
1933* CAB. 2 1/3691 Chamberlain - Hankay correspondence, October 1933*

2. ?.161/621A.35171/35S Fisher to Chamberlain, 14 Kov. 1934. Chatfiald 
Papars 3/1 : Chatfiald to /isher, 4 Juna, and /ishar to Chamberlain, 
12 Nov., 1934; y2: Ch&ti'ield to Sir Charles Jcaddan, 4 Oct. 1934*

3. T. 161/779/5.41815: Bridgas' nota of 1 X>ac. 1937; T.i6l/d49/S. 42779: 
Fisher's comment on nota by Bridges, 12 Jan. 1933*
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British Government caught between its own desire for Italian support in 

Rurope, and the British public's deaands for support for Abyssinia and 

collective security through the League of Nations* Fisher, like almost 

every official out with the foreign Office - and many within the Foreign 

Office • was opposed to antagonising Italy, through sanctions or otherwise, 

arguing that the League was powerless, having »in varying degrees ill- 

disposed to it Germany, Japan, Italy and the United States of America* • 

The possibility of aggression by Italy had been excluded explicitly 

from the B.R,C.'» purview in 1933-34, and, although ad hoc defence Measures 

were taken in the Mediterranean and had Sea areas during the Italo- 

Abyssinian emergency of 1935-36, Italy was not itanediately included in 

over-all strategic planning* The wrangles within Whitehall over how best 

to come to terns with Italy have been recorded elsewhere* Suffice to say 

that within the .Treasury the breach in .^agio-Italian relations vras not 

regarded as permanent, and at the end of 1937 Bridges commented that 'in

a few years' tine the alarms felt about Italy in 1936-37 will seem one of
2 

the oddest episodes In our history* . Italy's attitude over Spain and the

Middle -eat had moved the Cabinet sufficiently by July 1937 to endorse a 

C,X,D, recommendation that 'Italy cannot be considered as a reliable friend' 

and must be omitted froa the list of countries against whom no defence 

expenditure was to be incurred. But this guideline was interpreted by the 

Treasury in the light of the belief, expressed by Chamberlain shortly after 

he became Prime Minister, that while there was little doubt that Italy

1* Fisher Papers 2/2* ?isher to Baldwin and Chamberlain, 5 July 1935)
Hankey Papers 1/7* diary entry, 2? fcov. 193J>»

2. T.161/779A.41*15' note by bridges, 1 £M,
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would join in on Germany's aido in war, there waa no need to foar Attack 

by Italy if Britain*a foreign policy and defence preparations leapt peace 

between herself and aermany . Xha boat military •aaauroa to deter Italy, 

in tola view, were those taken to d*tor Uermany*

Britain thug found herself i- the pariod fro« 1931 oonfrontod 

successively by Japan, Germany and Italy, until ah* found haraolf in a 

position whereby if aha became involved in a war with ono of these powers, 

the other two would probably intervene when it suited th«a. To «ak« 

•attara worao th« power* which adgfet have oountorbalanood Britain*a 

potential «n«Biei wore undopondablo, for on* reason or another. Aaerioan 

iaolationiam proclaimed itself oore loudly than ever through the Neutrality 

Aota of ta« •id>*Xhirtiea« Buasia^ distrusted in any ease on account of 

world Goaaunisa, impaired her military efficiency through the purges of her 

officer corps in 1937-33* -r»noe too waa rent by internal troublea, and

C.I.D. reports on the French Air i-oroe after 1935 vere described by Bridges
2 as 'intensely depressing* •

The empire and Cowmonw< alth itself was more a souroe of liabilities 

than of immediate military strength* India was in a state of political 

turmoil, while troubled Palestine absorbed an increasing number of British 

troops from 1937* The Dominions themselves adght represent reserves of 

military manpower, but they were dependent upon British aea powerf to which 

they contributed little, for their protection.

It ia small wonder that in the course of the 'Thirties >.hitehall 

increasingly oame to share the view, expressed by ither in 1934* that

1* C;JB.2/6(2)i C.I.&. minutes, 5 July 1937, P*517. 

2. X
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Britain mist concentrate on her own defence against ttermany* and avoid 

other commitments. In 1934 Chamberlain toyed nitfa a fora of collective 

security whereby each nation would contribute to an International police 

force} in 193& he was the first Cabinet Minister to advocate publicly 

abandonment of sanctions against Italy . In 1934 the Chancellor talked 

of the possibility of financing Belgium*s defences in lieu of sending an 

expeditionary force; in 1933 Bridges advised -inon that Belgium f s 

requirements for armai&ents should not be allowed to entail any expense for 

the taxpayer, directly or indirectly, through the expansion of British 

'shadow factories*. By 1936 British industry was fully stretched by 

rearmament, and the Treasury view, in Fisher*s words, was that only * snail 

packets' of armaments could ba 'doled out* to foreign countries ' to keep 

then sweat* 2.

The economic strain of rearmament was bound to raise the question of 

anas limitation pacts, but the treasury did not seek to retard rearmament 

on that account after the failure of the Geneva Disarmament Conference in 

1933* ?hc whole lesson of that conference, Chamberlain thought, was that 

'security came first, and disarmament second* . The signing of the .tuogio- 

£erman Naval Treaty in 1935 inspired hopes of an air pact, but this proved 

to be a 'ttill of the <*isp', and in any case the Treasury seems to have seen 

the possibility of an air pact as a reason to get ahead with >-ir

1. K.C* 18/1/86$ and 9<>5» Chamberlain to Hilda, 24 kar. 1934 and 
June

2. CAB.27/507Uol.iii)J KC.M. mlcutes, 3 ^ay 1934, p.30;
T.161/8W».41622: note by bridges, 8 Feb. 1938; CAE.?/8: 
C.i.iU. minutes, 1 i*eo* 1936, p. 91.

3. CAB.2V78: Cabinet minutes, 19 Mar. 1934, p.284.
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expansion quickly, ao aa to strengthen Britain's hand in negotiation* ,

In considering the Treaaury'a influence on the formation of defence 

policy nothing can be more certain than that Treasury officials were 

under no illusion* aa to the dant"*" poaed by G era any, Japan and Italy, 

whatever hopes nay hare been harboured in reapeet of the last two. 

deterrence of (*erttany waa seen aa the key, but a world-wide ><&pire and 

dependence on oozuueroe inhibited total concentration of defence resources 

against Germany*

1. T,l6l/^ys.4a4>1/01/>i Bridges* note, 14 *eb.
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CHAPTER 2V, KA.VAL POLICY,

The Treasury's chief concern in naval policy was to ensure that the 

Adniralty did not use so otuoh industrial capacity that not enough was left 

for essential parts of other dep&r *ents* programmes* There were major 

disagreements between the ^oniralty ana the treasury over strategy, and, 

although the Admiralty went its own way, the Treasury* s views are of interest 

in that they provided the rationale for limiting the Admiralty's finance,

After a long-tern cruiser replacement programme had been agreed upon 

in 1933» debate between the departments centred upon the battlefleet. 

Central to that debate was the question of against whom should Britain 

prepare. Aa noted above, th< Treasury view was that Britain should 

concentrate her available resources against Germany; the Ada£ralty, 

however , insisted that sea power was indivisible and that the Eavy. in 

addition to commanding hone waters, must be capable of defending the Far 

Eastern Empire and denying the Japanese Navy access to Britain's trade 

routes*

At the i'oraal level naval policy was discussed in terms of * standards' » 

or definitions, of what the strength of the fleet should be* ?he one- 

power standard adopted in 1925, as re* stated in 1932, laid down that the 

Kavy should be able to retain in European waters a 'deterrent force', to 

prevent the strongest European naval power eoaoaanding the seas around 

Britain, until such time as the Navy could take up a defensive stance in 

the tfar i.est and bring back the units required for hone defence* The 

growth of European navies, however, led to a new standard being proposed 

by the k.R.C. at the era of 1935* Under this stanaard the Navy would 

have been able to send a fleet to Singapore adequate to act on the defensive
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and to serve as a deterrent, while in all circumstances maintaining In 

hoae waters a force able to meet the requirements of war with Germany at 

the save tine. By 1937 this D.K.C. standard was calculated by the 

Admiralty to require 20 eapital ships, instead of the existing strength 

of 15, and in that form it was r«i ^red to as the 'ftev Standard*, or a 

two-power standard •

Under the London Naval Ireaty no new capital ship could be laid down 

before 1937, but as early as 1934 a major inter-departmental battle was 

raging over the role of the battlefleet. The &•**•£• Report of February 

1934 gave a figure of £25 aillion for the additional cost of naval 

construction - that is the cost over and above the 1933 rate of 

replacement - in the quinqut/dim 1934-33* this was twice the cost of 

the proposed pro&raswe for the rdr iorce in the sa&e report* Although

Fisher signed the report, he &i«ide it clear he could not be committed in
2advance to the lt,ft»C. v » figure for naval construction . Fisher was far

fron convinced that the Admiralty recognised where the major danger lay. 

•then he asked Chatfield in «anuary 1934 about uer&any'a 'pocket battleships', 

which ver® designed to attack conneree, Chatfield remarked that new French 

warships could look after these vessels. Britain's three battiecruisers 

were her only warships individually capable of outsailing and outrunning 

a poeket battleship, but, according to Chatfield, the battlecruisers &ight 

have to be sorapped and replaced by slower vessels, depending upon what 

new eapital ships were constructed by Japan after 193&* Wisher observed 

that by then the ueraax, not the Japanese, fleet would present the sain

1« T. 161/780/3.42000i 'Admiralty Memorandum on Kew Standard* and 
Bridges 1 note, 27 Apr. 1937.

2, CAB. 16/109: fc.iuC.14, Table A2, and I>.R.C.l6, p.433.
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danger, and when Chatfield countered by saying that only a two-power 

standard oould overcome the problem, Fisher remarked that it was doubt­ 

ful if the taxpayer was yet willing to meet the cost - a view shared by 

the Cabinet* As long ae the modernisation and replacement of capital 

ships were measures designed against the Japanese rather than the (reman 

•enaoe - and in 193V (ieratany, for practical purposes, had no battlefleet * 

Fisher placed these measures in a lower priority than cruisers or 

destroyers for trade protection, or measures for countering the threat of 

the (reman air force « The Navy's role, iisher believed, should be to 

defend home waters and Britain's trade routes .

•hile agreeing with Fisher as to the desirability of an entente with 

Japan, Chatfield refused to let that wish father the thought that a Far 

Eastern battlefleet could be dispensed with* whatever oould be done to

prevent air attacks on Britain would be in vain, Chatfield argued, if the
2 Japanese Navy were left free to interrupt Britain's trade routes , The

Treasury tried to Beet this criticisa by suggesting in June 1934 that the 

approaches to the Indian Ocean be protected by submarines and light craft 

based on Singapore. Xhe trade routes themselves would be protected by 

cruisers. Uankey suspected this proposal reflected fisher's influence on 

Chamberlain* Fisher in turn seeias to have picked up his ideas on 

Singapore from Trenohard, who was then advising him on defence questions •

Hankey discreetly added his voice to the protests of the Admiralty 

that a maritime empire oould not be protected by submarines and light craft

1. CAB. 16/109J &.K.C. papers, pp.H3 *nd 365-9.

2. Chatfield Papers Vl: Chatfield to Wisher, 4 June 1934; Baldwin 
Papers 131/198ff.

3. CAB.27/511J P.C.M32) 120, para«1^J CAB.27/507(tol.iii) : D. 
minutes, p.2?9f* Hankey Papers 1/7: diary entry, 9 Aug. 193*«- 
Boyle, Tren chard. p. 681.
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alone. Chamberlain suggested to the Cabinet committee considering the 

D.R.C. Kaport that capital ship replacement be postponed, but this 

proposal shocked not only ^yrea-Konaell, the First Lord, but also 

Hao£onald, Baldwin, Simon and fcden, all of whoa were mare impressed by 

the imminence of the Japanese rather than the &eraan manaoe. At the end 

of July Chamberlain had to settle for an agreement to differ, whereby the 

Cabinet endorsed his financial argument a, but questions of naral deficien­ 

cies and shipbuilding were left over for subsequent negotiation between the 

A imiralty and the Treasury later in 1934, and, as it proved, year by year 

thereafter «

Hankey believed in the summer of 1934 that the German menace would 

take much more than five years to develop and he urged Baldwin to counter­ 

act the influence of #isher, who, Hankey claimed, had * never been sound

about the Navy*, and who, in Hankey* s opinion, was not *a fit man*, nor
2

was Fisher* s judgement 'at its best* . In fact the Treasury proposals

ware a good deal less revolutionary than their opponents seemed to suppose* 

Chamberlain pointed out that a battleship took three and a half years to 

build, so that even if the Japanese laid down capital ships in the coming 

year these would not be ready until the latter part of 1939* Until that 

date the existing British battlefleet would be sufficient to defend the 

Par Sast and there need be no abandonment of the Far kast, If the situation 

were to change in the interim there would still be time to change policy, 

perhaps at the expense of home defence. Meanwhile what the Treasury was 

proposing was that naval expenditure outlined in the l.K.C. report be

. CAB.27/$07(*ol.iii;t D.C.M. sdnutms, pp. 260-71, 298 and 391-7. 
CAB«2j/79* Cabinet minutes,

. Baldwin Papers 1/40: tiankey to Baldwin, 23 Aug. 1934.
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spread over a longer period than five years . As it happened Japan 

did not complete any new battleship until after «>e&rl Harbour, by which 

time Britain had three new battleships in service.

It has been said of Chamberlain that he hated battleships because 

they were expensive, and this Bay have been true, but Chamberlain told 

Kyres-Monsell in July 1934 that if the Admiralty were to advise that 

capital ships would be needed in a war against Germany then he (Chamberlain)

would accept that advice, The Admiralty could not so advise in 1934
2 baoause Germany had yet to lay down a full-scale capital ship . A« for

the rtnglo-Serman Naval Tre&ty of 1935, it was the Admiralty, not the 

Treasury, which was keen to sign. Chatfield believed that if &eraany 

restricted herself to a fleet ft per cent the tonnage of Britain's, then 

sufficient capital ships could be made available from the Home i'leet to 

deter Japan. Britain might not be able to station as many capital ships 

in the Far £ast as Japan had, but Chat field believed the Royal Navy to be 

superior in quality, and, therefore, able to accept some inferiority in 

quantity^.

As late as October 1935 the Admiralty was coy about asking the I>«H,C« 

to recommend a two-power standard outright. As it was the function of a 

C.I.D. sub-commit tee to make a full statement of requirements, Fisher and 

Hankey pressed ChatfieId to ask for all the ships he needed. Thus invited

1. CAB. 27/5071 vol. iii): D.C.K. minutes, 25 June 1934, p.280j 
CAB.27/51*: i>.C.M.(A.F.) minutes, 6 July 1934, p.1.

2. Pownall diary entry, 30 July 1934, quoted in Uiddlemass, idftloaaoy of 
Illusion, p.83. CAB.27/5Q7(vol.iii; J B.C.*. minutes, 24 July 1934,

3. T.161/920/S.40150S note by Bridges, 6 June 1935i 
C. I.fi, minutes, p.
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the Admiralty put in a claim for the D.K.C, standard referred to above, 

although without jet stating how many capital ships would be required, 

and while admitting that laok of industrial capacity would prevent suoh 

a standard being reached until sometime after 1939* In subsequent 

ministerial discussion Chamberlain warned against setting up a higher 

standard than could be implemented, since the effeot might be to induoe 

other powers to build more warships than they night otherwise have done. 

Accordingly in January 1936 the Admiralty was authorised only to work 

out the programme necessary to give effeot to the proposed standard .

Fisher was not opposed to tome increase in naval strength, to enable 

a defensive stand to be made in the #er ^ast while Britain was at war in 

Europe* But when in April 1937 the Admiralty, in Bridges words, oame out 

in favour of a two-power standard 'naked and unashamed*, fisher insisted 

that it waa impossible to prepare for every eventuality, for then logically 

Britain ought to have a three-power standard, to take account of Italy* 

The Admiralty* s calculations, which did not take Italy into account, put 

the annual Maintenance cost of the optimum New Standard fleet at £104. 

million, eoapared with *dd million for the D.K.C. fleet authorised in 1936. 

Bridges felt the new Admiralty demands 'really forced the issue of what 

permanent standing defence charges we can afford', and as the Treasury at 

this time hoped to keep total annual defence eosts down to *>150 million or 

£170 million onoe rearmament was complete in 1942, the Chancellor was

bound to oppose approval of the ftew Standard pending a general review of
2defence .

1. CAB.16/112: &.R.C. minutes, pp.132-155; CAB*16/123* fc 
minutes, p.l4l*

2. T.l6l/755/t».36l3Q/37J fisher's comments on Bridges' note of 8 Feb. 
1937) T*161/78C/S»42000I Bridges' notes of 27 Apr* and 8 May 1937*
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Subsequent delay in polioy~Baking did not prayant a oommitaant 

being aada at tha Ir.parlal Confaranoa in *£ay 1937 that even if Britain 

wara involved in a war with Gamany tha Kavy would ba capable of acting 

on tha defensive in the far &aat until tha iaaua with S-erBany had baan 

aattlad . Tha Maw Standard waa not daalt with conclusively during tha 

Inakip Review, Inakip recoBBcnding in his Intarln fceport of JPeceaber 

1937 that tha Adsiralty ahould not incur axpanditura whioh ooBoitted thaa

to a flaat bayond tha approved standard, and that a decision whether to
2 adopt an increased standard should be deterred • With tha waning of hi a

hope a of an understanding with Japan Fisher bin self felt by than that soae 

increase in tha authorised standard might ba necessary. Hopklna, however, 

drew attention to Cabinet policy, which called for reanuueent to create a 

BaxiBUB deterrent over the next two years, and noted that none of the

warships proposed to be laid down in 1933 could have much bearing on what 

tha Japanese night do in 1933-40^.

A compromise was hasusered out, with Chamber lain and Inakip acting aa 

brokara between the Admiralty and the Treasury, between April and July 1933, 

whereby the Cabinet decided egainat ooauiting itself to the Kew ^ tender d, 

but did not repudiate it, and a 'ration* for Adsdralty expenditure for 

1939*42 was negotiated between the First Lord, liuff Cooper, and Sinon. 

Tha figure agreed, £410 million, exceeded that required for the existing 

standard, *<39$ aillion, but fall abort of the *U»43 Billion required for tha

1. hoskill, lifin&x, iii. 260f.

2. CAB.5V273: C.P.316(37), pwa.57.

3. I'.l6l/6$yb.48431/01/2i Fisher to biaon, 18 i>ec. 1937;
Hopkins to risher, 19 Jan* 1938-
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Hew Standard . As win be seen In Part IV, financial rationing had no 

effect on the building of major fleet unit» within existing industrial 

capacity* Thd **ew standard waa once more the subject of C.I.D. and inter­ 

departmental discussion in 1939* but the oapital ship programme waa atill 

under Treasury review when war broke out*

Meanwhile, in the Spring of 1939* * change waa taking place in naval 

policy. -yen after Munich the Naval Staff had continued to plan on the 

basis that the main fleet would proceed to Singapore in the event of a Far 

Eastern war, but by Key 1939 the Naval Staff waa emphasising the political 

impact which an evacuation of the Eastern Mediterrane&a would have on 

Greece, Turkey and the Arab world. In the C.I.D. Chatfleld, by then 

Minister for the Co-ordination of Defence, commented that a decision would 

have to be taken when war oaae which enemy fleet * the German, the Japanese 

or the Italian * could be knocked out most quickly* The Italian fleet, 

he thought, seemed the easiest victim* No decision was taken by the 

Government before the war to abandon the #ar Eaat, but In May the 

Admiralty's Director of Plans recorded that only four oapital ships would 

be available for the Far East if Britain were at war with uermany and

Italy, aa against seven oapital ships if Italy were neutral or eliminated,
2 This order of priorities, he noted, was *a new departure in policy* .

This change in policy was not directly due to the influence of the 

Treasury, but represented recognition by the ^ dairnlty of what the Treasury 

had argued since 1934 - the likelihood that the threat in European waters

1. yftK3^l/^6 passim; T.161/909/3.36t3<V39: Ivowan's note, 3 Jan. 1939.

2. ^,116/3363* memorandum by Captain V.H. Danckwerts, I>. of P., 
5 key 1939. C;£.S/3i C .L2. minutes, p,207.



230.

after 1939 would not permit the despatch of the main fleet to Singapore, 

The importance of aea power w a not underestimated, however, either by 

the Treasury, or the Government, and down to 1933 store money was spent 

on the N&vy than on either the Air *orce or jrmy . What the Treasury 

sought was balance between priorities* During Inskip's review of defence 

fisher showea he shared the view that sea power was essential to enable 

the resources of the -mpire to be mobilised, and economic pressure to be

put on £ermany* Fisher was just as convinced that sea power should not
2 be sacrificed to air defence, as vice versa ,

The Admiralty, for its part, r^c^gnised the importance of finance, 

at least by fcoveaber 1937, when Chatfield and Captain T.8.V. Phillips, 

then Director of Plans, noted that 'present proposals for expansion of our 

armed forces are leading us on the direct path to national bankruptcy* and 

when Chatfield began discreetly to advocate a reduction in the ray's 

rearmament programme « The chapters which follow deal mainly with 

alternative foras of deterring Germany, but while reading them it is 

important to remeober that the finanoial limits to the Air Force and Army 

programmes were set by the expensive requirements of the Navy as well aa 

by the Treasury* s wish to maintain Britain's economic and finanoial strength,

1. See appendix 111, Table A2,

2. T.161/855/S.48431/04! minutes of Inskip review, 2 l*o. 1937.

3. ;,i#. 11 6/3631: 'Kotes on i>ei'enoe bxpenditure Papers 1 , by Phillips, 
with note from Uurtfield to ^uff Cooper, 10 tiov. 1937.
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CHAPTER 25. AIR DETERRKNCK, 1934-36.

The inter-war years saw the passing of the age when sea power alone 

oould proteot Britain. The First World War had provided a foretaste of 

what air warfare aitfht «eao» an<i aevelopBents in air transport thereafter 

brought a conoomit&nt increase in the potential of boabers* By 1929 the 

Treasury official in oharb-e of 5*>, Kr. A,P, Waterfield, could write that 

'the laynan la inclined to believe the next war is likely to be chiefly a 

war in the air, with the possibility of c mpletely annihilating the «n«my 

at a single blow' 1 . The belief in the possibility of a 'knock out blow* 

froio the air was to dominate Treasury, and much other, thinking on defence 

policy in the 'Thirties.

In 1923 Baldwin, then Prise Minister, had stated that Britain mist 

have a 'Home . efenoe Air Force of sufficient strength adequately to proteot 

us against air attack by the strongest air force within striking distance 

of this country*, and although disarmament talks gave Baldwin a public 

excuse as late as 1 arch 1934 for the non-performance of this pledge, in 

Koveaber 1934 he gave the Government's word 'in no conditions to accept 

any position of inferiority with regard to whatever air force may be raised 

in Germany*. But what strength would be sufficient adequately to proteot

Britain if, as Baldwin had stated in 1932* the boaber would always get
2 through?

1. T. 175/28: fcaterfield to Lt.-Coeu Kaund, C.I.D., 5 Apr. 1929.

2. H.C> l;eb.. 3th series, 1922-23, vol.165: 2142; 1933-34, vol.286: 
207B; 193^-35, vol.295t 383i 193^-33, vol.270: 032.



That the bomber was a decisive weapon was an article of faith with 

the ^ir Staff. The Chief of Air ::taff, Kllington, went so far as to say 

in 1935 that Fleet Air Arm, army co-operation, and even fighter squadrons 

had no place in measuring the relative strength of air forces . The Air 

Ministry consequently aia<*d at 'parity* with Germany either in cuabers of 

bombers, or in the weight of bombs which could be dropped, so that Germany 

would be deterred by the threat of ooun tar-bombing.

Watt has stated, without reference to dates, that Wisher was in 

* profound disagreement with the policy of deterrence advocated by the ^ir 

Ministry*. But in 1935 Haher enuorijed advice to Chamberlain that the 

best defence a&ainst air attack was 'to cake abundantly clear to the 

Germans that we intend to be able to give at least as good as we get 9 ,

and Fisher expressed his anxiety that 'nothing should divert our activities
2and resources from the completion of a fully adequate striking force* .

Fisher *s support for a bomber deterrent at that tine was not surprising, 

since his chief mentor in defence matters was Trenohard, who certainly 

believed in the offensive ^ower of aircraft*

Surveying the &»&«C« Keport early in 1934, Trenchard advised Fisher 

that one of the (tost urgent needs was the creation of a metropolitan air 

force of 100 squadrons, two- thirds of which would be bombers. During 

the D.H.C.'s deliberations Wisher hud ur&ed greater expansion of the -~-ir 

Force than the -ir Ministry had asked for, but the Air otaff had stressed

H.U.*. ainutes, 30

2. watt, f-frsonalities ai^d PolXoii.a. pp.102 and 114. t.172/1830:
>'erguoson to Chamberlain, 9 &ay 1935; T.1b1/77C^S. 404^7: i'isher** 
note, $ June 193i>«

5. See p



tha taohnioal diffioultiaa of rapid expanaion, acd Rankay and tha C.O.S. 

had atood firm on tha figures of 10 additional Home I>efenoe aquadrona 

(to complete tha £2-squadron scheme of 1923), 10 additional ovaraaaa 

aquadrona and 20 additional *leat Air Arm aquadrona. It waa atatad in 

tha £>»K.C« Haport that to meat 'all eventual requirements' a farther 2$ 

aquadrona would ba naoasaary, but taese wera not part of tha 'worst 

dafioianoiaa* to ba remedied by 1939 • *'iahar wan tad muoh greater 

priority given to air preparation! against Germany, and ha would hare

signed a dissenting report asking for tha additional 25 aquadrona if
2Vanaittart had supported him •

In fiaher'a view the order of Britain'a strategic prioritiaa should 

be i first, tha Air «orea and oiTil air raid precautions j second, the 

Army's expeditionary force for aarvioa in tha Low Countries, and third, 

tha Nayy for service in the Far i^aat* He aad* it his business to see 

that tha ir J^oroa waa given due priority whan tha i**K»C. Kaport waa 

discussed by ministers, and whan in May 1934, after two aontha* diaousaion, 

Ghaabarlain waa invited by hia colleagues to review tha i>.k.C.'s reoowsen- 

dations, Fiahar and Chamberlain worked togathar to produce new proposals .

Chaaberlain also wanted a strong Air Force to deter lieraany, and in 

June 1934 ha submitted to ministers reviewing tha i>.R.C. Keport a paper 

suggesting that 38 squadrons, inataad of tha i>«H.C.'a tan, snould ba addad

1. Boyle, ^Ttntlir^- P«63lf. CAB.16/109: D*K.C. minutes, pp. 182-198, 
257*58 and 28^9} 1>.H.C.14» pp.10 and 35*

2. Vanaittart, iflat Prooaaaion. p.443-

3. Baldwin Papers 131/l95fs Fiahar to Chatfiald, 11 July 1934. PREK. 1/252: 
Fisher to Chamberlain, 1 Oot. 1938f CAB.27/507(Tol.iil)t P.C.M. 
minutes, p.124*
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to tha Home Lefenoe JP orce, but that no new squadrons should ba formed 

overseas, except for tha thraa propoaad by tha £*K.C. for Singapore, 

and that *leet Air Arm requirements should ba mat by making Home Defence 

and Fleet Air Arm unita interchangeable* In total this amounted to only 

one more squadron than that recommended by tha S.K.C., but it allowed for 

almost tha whole inorease to be concentrated against Germany* Although 

Chamberlain recommended that the Army's and Havy's proposed financial 

allotments for 1934-39 should be out dreatioaUy, he recommended an 

increase for the Air *oree, proposing £18,200,000 instead of £15*700,000 . 

Hankay dascribed Chamberlain's proposals as 'panic measures 1 in that 

they negleeted the Fleet Air Arm and the Par fcest, and it was probably due 

to Hankay'a influence that the Cabinet committee set up a sub-committee on 

the Allocation of Air Forces, without any treasury member, and with Baldwin 

in the chair. This sub-committee concluded that for technical reasons 

Fleet Air Arm and Home defence squadrons could not be interchangeable, and 

recommended that instead of Chamberlain's 38 interchangeable squadrons 

there should be 33 for Home ^efenoe and four*and>a*half for the #leet Air

Arm, but otherwise the treasury principle of locating the Air Force
2centrally instead of in penny packets around the Empire was observed •

The one major difference of opinion between the Treasury and the Air 

Staff arose over the question of reserves* The Air Staff demanded that 

sufficient aircraft should be provided to enable squadrons to maintain

1. CAB, 27/311 1 P.C.M. (32)120. N. 0,1 an/877 1 Chamberlain to Hilda, 
1 July 1934* Chamberlain suggested a cut in the Army's programme 
from *40 million to ^19 million, and in the Kary's from *£8 million 
to ^68 million*

2. CAB.21/434J Hankey to Baldwin, 29 June 1934. CAB. 27/5141
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their firat-Hne strength deapite losses in var, but the Treasury argued 

that for financial reasons war reaerrea oottla not yet be provided* 

Hopkina, who conducted the Ireaaury'a oaae before the sub-com! ttee on 

the Allocation of Air forces, played skillfully on the question of 

obsolescence. Air craft stowed in reserve in 1934 might veil be out of 

date when war oaae, and the sub-ooaadttee aeetsa not to have been wholly 

convinced by the counter-arguments of EHington that typea like the Hart 

biplane would be good for another five years yet, and that 30 squadrons 

with reaervea would be better than 40 without. In any event the sub­ 

committee, and the Cabinet Conmlttee, recommended that the bulk of var 

reaervea should be provided only after 1939* end merely rounded up 

Chamberlain's figure of ^13,200,000 for the Air Ministry for 1934-39 to 

£20 Billion • Hankey observed privately that new squadrons without war 

reaervea amounted to 'a politicians* window-dressing scheme*, but on 

balance there aeems ouch to be aaid for concentrating on building up the 

first-line strength of the Air Force, and with it the number of ita 

pilots, at a time when the machines available for production, like the

Hart, would soon be useless except aa training machines* This was the
2 policy being pursued at that time by the German Air Force •

One undesirable consequence of interdepartmental differences of 

opinion waa that the Cabinet'a approval of the ^.K.C.'a report was not 

given until the end of July, and,in retrospect. Chamberlain thought that 

the delays in drawing up and revising the deficiencies programme in 1934

1. CAB.27/314: minutes, 6 July 1934* pp.9-15, and D*C.M32)123* P* 8«

2. Hankey Papera 1/7* diary entry, 9 Aug. 1934* Marqueaa of 
Londonderry, ainga of ^estinv (Haomillan, 1943)» P*139*
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had contributed to tha loaa of air p*uj.l/ with £ar«any* i>e that as it 

•ay, whan in Kovember 1934 it waa propoaad in tha Cabinat to accelerate 

tha air expansion scheme ao that tha bulk of it would ba completed by 

April 1937 inataad of *pril 1939. Chamberlain1 a firat inatinot aa Chancellor 

waa to object on financial grounds, although ha allowed himself to ba 

overruled •

It waa not until the Spring of 1935, after intelligence had bean 

received of Carman borrowing for defenoe, and after Hitler had claimed 

that tha iaiftwaffa waa alraaoy equal to Britain 1 a metropolitan Air tforoe, 

that the Treaaury became enthuaiaatio again regarding air expansion. 

Fisher and ^erguason aoouaad the Air Ministry of ooiiplaoanoy regarding 

the relative productive oapaoitiea of the British and German aircraft 

industries, and the quality of their respective prouuots* Fisher aooepted 

Xrenohard's advice that drastic re-organisation of the aircraft industry 

and iaoediate expanaion of ita productive capacity waa necessary, and that 

Lord ..eir waa the nan to supervise this task. The import anoe of tha 

industrial factor can be seen froa the fact that Chanberlain waa prepared

to fcive the ^ir ministry «ore money in a ^uppleaentary i*atimata than the
2

Air Ministry felt it eould spend before the end of the financial year *

&eir did undartake to advise tha Air Ministry, but, for another three years, 

aircraft production continued to lag behind orders.

Meanwhile the Air £>taff continued to dive priority to boabera. The 

new expansion scheme approved by the Cabinat in May 1935 increased the

1. Foiling, I'evffle Chamberlain. p»313l CAB,2J/80i Cabinet tdnutos, 
p.238.

2. T.173/18301 Fargusaon to Chamberlain, 9 May 1935! T.l6l/671/S.40019i 
Hopkina* comment on note by bridges, 4 July 1935*



proportion of boBbere ta fighters, waile a furthar acheae drawn up in

November 1933 added only to the figure for bombers, so far as the 

metropolitan air force was concerned . The latter scheme, known aa 

Scheme £, became the baaia of the -ir Force's rearmament in 1236 and 

1937* *ndy prior to the latter year, the -*ir Staff's counter-offensive 

strategy was not questioned in the Treasury. in a speech in Ootober 

193^ Chamberlain spoke of his 'enthuaiasB' for an air force which, when

fully developed, would possess 'terrific striking power', and be 'the
2 most formidable deterrent to war that ooula be devised' •

As for defence against air attack, Wisher's Interest down to 1937 

centred on Air Kaid Precautions « Subsequently he olaiaed that although 

ministers had not been much concerned with A«E,P. before the Munich crisis, 

he had advanced A.E.P. measures 'by guile* * with regard to measures 

involving fighter aircraft and anti-aircraft guns, Fisher* s only positive 

contribution down to 1937 seems to have been made in the B.ii.C, early in 

193Vf when he allied himself with ^llington in insisting that the War 

Office work out its programme for anti-aircraft guns and searchlights on

1« Slessor, Central Blue. p«1&4«

2« The Tiaea. 3 Oct. 193*>, p.7.

3* Hereafter referred to aa A.K.P.

4, Sir larren Fisher^ 9 Besinnin6S of Civil Defence', Pubjlift A<
•tration, xxvi* 214* A«K.P. was the responsibility of the Hoae Office 
and local authorities, and is beyond the scope of a thesis dealing 
with the Treasury and the defence departments. There were wrangles 
over how such of the cost of A,K*F« should be borne on the ixohequer, 
and how such on local rates, but large SUBS were voted for A.H.P. 
following the Air Kaids Precautions Act of 1937* Ta« manifest 
deficiencies in A.ft,P, in September 1936 were due, at least partly, 
in the Treasury view, to the Hoae Office's preoccupation with gas 
attack, to the neglect of preparations to deal with high-explosive 
boaba (T.161/916/&.39299/053' Kowan to Gilbert, 28 Jot. 1938, and 
note by Gilbert, 29 Oct. 193S).



a five-year baaia, inatead of the *i£*»t-y«ar period propoaed by the ^ 

Office . &van aof both Fiaher and Chamberlain down to 1937 aeaa to hara 

regarded boabera aa the moat coet-effeotive form of defence, and in 

October 193^>> for axa&ple, Chaaberlain wondered aloud in the C,I»D. whether 

aua\a being aakad for air dafanoa might not ba better spent on offensive 

foroea »

1« CAB. 16/1 09: D.K.C, reinutea, 23 Jan* and 16 F«b. 1934>» 
and

2* I'.1b1/b>3/b. 40760/1: ^iahar'a and Chaabarlain* a oonsenta on Bridgaa* 
note of 10 Sept. 193*. CAB.2/6(2;i C.I.I>« ainutea, p
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CHAPTM 26. THE EOLK OF THS AKIi¥ f 1934-J&

Vhila ffiaher was advised by tranahard early in 1934 that the creation 

of a powerful boaber force waa one of tha most urgent defence n«eds, tha 

former Chief of Air Staff did not adfiaa neglect of tha *r»«y. Indeed, 

aftar tha i>*K.C. draw up ita report in February 1934* Xrenohard suggested 

that tha Ar»y *ot» in effect, aa an auxiliary to tha Air force. In tha 

firtt priority of dafioianaiaa to ba repaired, along with tha Home I>efanoe 

Air tforoe and Singapore'a defences, ha placed provision of anti-aircraft 

gun* and aearohllghta south of tha Waah, and 'tha "spearhead" expeditionary 

foroe for securing continental air bases' . Tranahard aaauaad that tha 

Air Force would operate froa continental bases, beoause in 1934- Britiah 

boabara could hardly reach tha Kuhr froa hoae bases*

Xha rtar office itself did not aak for an *rmy on tha scale of 1918 -
2 soaa 70 dirisions • Indeed, in D*K«C« discussions in tha winter of 1933-

3V, tha C.i.G.S., Mont«o«ery-teassinsberd, resisted pressure from Fisher 

to state tha full eoat of mora than what would ba required to equip four 

infantry dirisions and oaa horsed cavalry division, and a tank brigade, 

although tha C.l.&.S. admitted that four Territorial Army divisions would 

ba raquirad to support these Ke^ular unita four nonths aftar tha outbreak 

of war* Little or no aoney waa asked for tha Territorial Ar»y, tha C.I.G.S. 

aaid, beoause tha bill for ita equipment would ba 'enormous'. Fownali, 

than in tha C.I.I;, secretariat, thought th&t if tha full bill for equipping 

both tha Regular and Territorial Armiea ware known, ministers adght wall

1. Boyle, TrenohajPd. p«66l«

2. CAB«6V52s memorandum by Hankay, 18 Jan. 1937*
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declare that the Army vat too expensive, and turn to the Air Force, which 

claimed to be a§ effective, or more affective, an instrument of defence 

at much less oott . Be that at it may, the iar Office bald its peace on 

plant for the Territorial Army until October 1935, to that until that date

debate centred on what could be don* with five Regular division*.
2 There was tome doubt when the Field loroe oould be ready for service

in Europe. In 1933 e military correspondent of The Times had pointt : out 

the dichotomy between imperial requirements for an Amy suited to 'police* 

work in India or Palestine, and the requirement* of modern European warfare 

for a mechanised Army. Cutting* from The Times were filai by Treasury 

officials, and seem to have been used subsequently to brief Wisher for 

discussions in the i;.K.C A Wat the ..ar Offloe satisfied, Wisher asked 

in January 1934* with the Cardwell system, whereby colonial garrisons 

received their drafts from units which in the event of war would fora the 

expeditionary force? The C.I.a.S. apparently was, and he denied any 

intention of forming a mechanised force designed solely for European 

operations, and stated that the tanks necessary for a mechanised force ware 

still at the experimental stage. fisher believed that tanks and mechani­ 

sation were necessary concomitants of modern warfare , but, on the C, !•&.£• *t

1. CAB.16/109*. i'.H.C. minutes, pp.149 and 153f«, and *uE«C,14, para.99; 
Pownall iiaries. i. 29.

2. The tern 'Field force* wat used in the 'Thirties for the ^rmy's field 
formations which would form an expeditionary force* The term 
'Expeditionary Force 1 seems not to have been used in official documents 
before 1939» possibly because it evoked memories of 1914*

3. The limet. 28, 29 and 30 Aug. 1933 (all p.11f.) f filed in 
T.161/J71/S. 30040.

4. CAB.16/109: ^.H.C. papert, pp. 153-55 *nd 371} T.17V48: Fither't 
comment on memorandum by Grieve, 14 Mar. 1932.
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evidence, it seemed that some time oust elapse before tha iar office 

could, or would, prepare what Trenohard called a 'spearhead1 foroe, as 

opposad to a shield of infantry divisions based on tha Cardwell systaa.

Subsequently tfiaher argued that air defence, for which tha taxpayer 

would bo most willing to pay, should come first, and, once tha publio mind 

had been 'introduced to realities':

'We oould than prooaed to what, in ay opinion, is 
tha second priority, and thai is tha publio 
affirmation that tha integrity of tha .uow Countries 
is a vital ±sritiah interest.... in hostile hands 
tha Low Countries are a fatally dangerous advance 
baa& for air attack on ^ngland*... The second 
priority lopliea the provision of ground forces 
adequate in number and celerity of expansion for 
maintaining tha integrity of tiie Low Countries, 
and by so doin& c-mvertiz^j than into an advance 
baaa for air attack by ouraelvea on Germany' 1*

%

On 20 June 1934 Chamber lain, in his recommendations to tha Cabinet 

committee oonsidaring the i>.K.C* report, reduced tha Army*a fLnanoial 

allotaent for 193^-39 from £40 aillion to £19.1 million, but what this 

meant was not thmt tha Army's deficiencies war* not to be repaired, but 

only that tha tima taken to do so would ba longer than tbe five years 

envisaged in the ^*K*C. programete* At the time Chamberlain did not believe 

that Germany would ba ready for war in 1939, and, in any oaso, there was an 

element of bargaining in his proposals, whioh, ha noted privately, ha had 

pitched *a little high' 2.

According to Howard, Chambarlain 'dismissed1 the L.K.C.'s arguaents 

that an expeditionary force was necessary^. It is true that in a Cabinet

1. Baldwin Papara 131/1 95« Piahar to Chatfield, 11 July 1934.

2. CAB. 27/51U D.C.fe. (32)120, para.13; N.C.5/23AI Chamberlain's diary, 
6 June 1934) J*.C. 16/1/^77* Chamberlain to Hilda, 1 July



committee in kay 1934 Chamberlain challenged the need for another 191V- 

style expeditionary force, but one Bust reaeober than he was speaking in 

committee, (riven hia belief that it was the proper function of ministers 

to 'see that strategical problems are fairly and thoroughly worked out by 

the strategists' , it seems probable that in referring questions about the 

role of an expeditionary force to the ^.0.3. he was acting as the 'devil's 

advocate' rather than voicing his own fixed opinions. The doubts 

Chamberlain expressed * suoh as could an expeditionary force reach the low 

Countries in tine to prevent them being overrun? - were reasonable ones, 

shared by other ministers* ^ven the C.O.o. did not claiir that Holland 

could be saved, and as zyres-&onsell, the First Lord, pointed out, the 

Gemans could attack Britain just as well from Holland as fron Belgium* 

ft&s not the proper answer to the German air force, Chamberlain asked, aa

overwhelming H«A,?»? He said he had no objections to rearming the Army
2if it was to have a useful role •

Chamberlain seeas to have been impressed by the argument that 
possession of Belgian bases would place the K«A*i<«'s bombers as close to 
the huhr as German bombers would otherwise have been to London* At any 
rate his balanced opinion, as given to his ministerial colleagues in June 
1954, emphasised that the major danger facing Britain was air attack, and 
that 'the exclusion of Germany from the Low Countries is essential to our 
security', Priority must be given to the Air ioree to deter ftermany from 
going to war at all, but, 'should that deterrent fail 1 , Britain's defence

1. See p.29.

2. CAB.27/507Uol.iiiJ: 1>.C.M. minutes, May, 1^54, pp.20ff. f JOff., 
107,
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would be found partly in an enlarged Air : ore*, partly in the eoapletion 

of anti-aircraft defence*, and ' finally, in the conversion of the Army 

into an effectively equipped force capable of operating with allies in 

holding the Low Countries' . It will be noted that his ideas accorded 

closely with Fisher's* The Cabinet, no doubt conscious of public support 

for the Air Force and Kavy, and of the lack of such support for the Army, 

accepted Chamberlain* s proposals for the Army, and his figure of

million for deficiencies in the quinqueniun 1954-39 was only rounded up 

to £20 million2 .

Some historians have drawn attention to the ideas of Captain Liddell
3Hart as a possibly important influence on Chamberlain , but there seems

to be no evidence of any direct influence on Liddell Hart's part in the 

first half of 1934. hen Liddell Hart sent a copy of his book ^urope in 

Arms to Chamberlain in ^ arch 1937 the Chancellor wrote to say that he had 

found Liddell Hart's articles in The TJiaea on the role of the Army
^L

'extremely useful and suggestive , but Liddell Hart's articles did not 

appear in The Times before 1935* An article by Liddell Hart was published 

in the i>eJ.ljy Telegraph on 25 June 1934, suggesting that the role of the 

expeditionary force in opposing an invasion of the Low Countries might be 

more rapidly carried out by the French, assisted bj the K.A.P., and that 

the Army would then 'not need to be equipped for action on foreign soil in

1. K.C.1$/ 1/877: Chamberlain to Hilda, 1 July 1934} CAB. 27/511 1
, paraa.^ and 10.

2. CAB.2V79* Cabinet minutes, 31 July 1934, pp.357ff,

5« Howard, Cpptinental Commitment. p«107) i^ennis, Incision by Default* 
p.113.

4. Liddell Hart Papers 1/159* Chamberlain to Liddell Hart, 8 Mar. 1937 
in ^ras was published in 1937 by /aber and ifaber.
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4
the early stages of a Continental war* * Chaaberlain had n&de his oaae 

in Cabinet ooa&dttee before 25 June, however, and Liddell Hart dost not 

seem to have suggested previously in print that an expeditionary force 

Bight be dispensed with altogether in the early stages of a major war*

Be that as it aay, iiankey had no doubts as late as January 1937 

that the principal exponent of the view that the Air Foroe oould replace 

the Amy was Trenchard, and the esteem in which Chaaberlain held Trer chard's 

opinions can be judged from the Chancellor's surest! on to In skip in

December 1936 that the latter invite Trenchard to return frou a visit to
2 Africa to advise him on the role of the 'nay . Liddall I art, it would

seea, was not at this sta^e the most influential advocate of Uniting 

Britain* s land forces in the light of priority for air and sea forces*

Having said that, one nuat add that Liddell Hart's articles in Tjhj 

Times reinforced, and probably clarified, Chaaberlain's views at the 

beginning of 1936. By October 1935 the ftar Office had produced proposals 

far greater than those of 18 months before, adding 12 Territorial divisions 

to serve as reinforcements for the five Regular divisions already being 

prepared, as well as providing for additional tank and anti-aircraft units 

for the latter. Fisher allowed these proposals to go forward unchallenged 

in the Third i-'.I-.C. Report of the following aonth, along with proposals for

larger Wavy and Air Vorce

in ^eoeaber 1935* however, a report by the -".S.u.C. ahowed how these

1. I/ally *ele<&raph« 25 June 1934, p»11«

2. C^.63/52; note by Hankey, 13 Jan. 1937} GAB.U»/3$s Chaaberlain to 
Inskip, 24 I/ec. 193*.

3. CAB. 16/112: I>.K.C. *inutes, p
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proposals would increase the strain of maintaining the services* and in 

particular the Aray, in war, and Bridges wrote to Fisher that it was doubt­ 

ful if Britain's resources would enable her to make a maximum effort in 

aaoh of the thraa services . A month later the £overnment's most respeoted 

industrial adviser, Aair, frankly told ministers that British industry oould 

not meet the demands of all three services within the time stated * fire

years • without Government oontrols orer industry, which ha and ministars
2 believed to be unacceptable in paaoa tima •

lair believed the Army was the least effective way of helping allies, 

and this opinion saams to have bean based, at least partly, on Liddell Hart's 

articles, which Weir had filed in November 1935* At any rate Weir had 

underlined passages which stated that 'the affensive is ^now7 as muoh at an 

advantage in the air as it is at a disadvantage on land*, and that it was 

worth considering reducing the role of the Army's field units to that of 

garrisoning the impire 'with the possible addition of covering the overseas 

basas of our Expeditionary Air Force' . Whether or not Chamberlain read 

the articles in question, Liddall Hart's ideas would have reached him through 

Weir* and it seems significant that the first mention in Pownall* s diary of 

Liddell Hart's influence on ministerial thinking was in January 1936, after 

lair had questioned the need for an expeditionary force if a substantial 

air deterrent ware built up* It saams certain that Chamberlain valued

1. T.161/876/S.19907/3* Bridges to Fisher, 19 i*o* 1915.

2. See p.164.

3. CAB.16/123i D.P.R.C. papers, p.2&3ff* ieir's papers contain 
cuttings of Liddell Hart's articles In The Times of 25, 26 and 27 
HOT. 1935 (Churchill College, Cambridge, «cir Papers 17/10).



W«ir'a opinion, for ha wrota to fair in December 1936 asking for tha 

latter's viawt on tha relative iaportanoe of air and land forces, and 

ftair repeated hi a aarliar via we •

Chaabarlain' a own opinion in January 1936 waa that even with apaoial 

aeasurea it would taka a long Una to aatoh up with fteraan rearaaaent, 

and ha oonaidarad it vitally important to find a deterrent. Man, newly- 

appointad foreign Secretary, agreed that from tha point of via* of 

datarranoa tha Air -w orot would assuae fir at place. If Britain waa to have 

tha air and aaa powar aha needed, and if there waa to ba no aobiliaatioa 

of induatry, soae part of tha ^«E«C«'a prograaae had to ba laft out, and 

Chaabarlain or gad, and his Cabinat colleagues agreed, in January 193^ that 

tha twalva Tarritorial divialona ba oaittad, panding a final daeiaion in 

thraa yaara, or until auoh tlaa aa tha indua trial and politieal situation

ohan^ad* Tha Ka^ular ^xpaditlonary Foroat howarar, waa to ba aa ooaplata
2 as poaaibla, with war raaariras, within fiva yaara •

It haa baan au^aatad by Howard that during 1936 Chaabarlain *raaainad 

iaplaaably hoatila to all idaa of inrolvaaant on tha Continent* , but this

saaas soaathin^ of an ovaritataiaant. Chaabarlain apoka publioly in

of raaraaaant providing a Britiah Aray * trifling in numbers basid* tha vast

oonscript araiaa of tha Continant, but equipped with tha moat aodarn weapons
4. and aaohanioal devioas that science can give us* • Where Chaabarlain saaas

1* Pown&II £>iarias. vol.i, p.xx and 2? Jan* 193^ entry. T.161/1071/ 
S*425d€/1t «yair to Chaabarlain, 7 Dec.

2. CAB.16/123I D»P.R.C. ainutes, pp.97, 102f., 119f., 16^66 and 173* 
H,C,3/23&t Chaabarlain 1 a diary, 19 J*n* 1936.

4. t^ >ria>* <t ' 3 Oct. 1936, p.7.



to have been misunderstood by his orities is that he differentiated aore 

sharply than they have done between the role which a standing army oould 

perform at the outset of a war, and the role of the larger aray which, 

with the assistance of allies, would be required to defeat the &eraan aray. 

Chaaberlain concentrated on what oould be done in peaoe tiae to deter 

Germany, and to avoid defeat at the outset of war if deterrence failed* 

He opposed proposals to build up in peaoe tiae an Aray on a scale which, 

he believed, aust impinge upon Britain* s air, sea and economic power, but 

he did not exclude the possibility of enlarging the Amy in war* As he 

told Inakip in Key 1937*

9Y<here we aay be led in the course of a prolonged 
war •••is impossible to forsee..«» The ultimate 
role of the ^ray /!•/ a thing which we oannot now 
determine* 1,

In April 193<>» after the German occupation of the Khineland, the
•

Treasury raised no objection to an acceleration of the %ar Office*s 

programme, so that the tegular field Force could be ready by 1939, instead
o

of 1941 . But while there was soae urgency regarding the Aray in 193&* 

there was much greater concern about air defence* British Industrial 

Intelligence Centre reports suggested that German industry oould not equip 

an aray larger than the combined French and Belgian armies ouch before 

1940, but C.I.D, reports on the oonteaporary strength of the German, and 

the weakness of the French, air foroea provided, aa Fisher remarked, 'all 

the aore reason for ^Caving7 * strong air force our selves .

1. CAB.21/509: Chamberlain to Inakip, 13 May 1937* See alao C*B. 24/2^5: 
C.P.334(36), by Chamberlain, 11 Dec. 1936.

2. T.161/71 fi/S,40780: Hopkins to Fisher and ^ergusson, 2 Apr. 1936.

3. T, 161/929/S.41671: note by Bridges, 27 Jan. 1936. T. 161/84^5.411 $2: 
iisher's comment, 28 July 1936, on C.I.D. - 1247B.
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In September 1936 lemey, than a deputy aeoretary of tha C.I.D., 

prepared a memorandum auggeating that ainoa the Germans would be unlikely 

to achieve rapid auooeaa on land, they night try to prevent a repetition 

of 1914^18 by 'knocking out* Britain by air attack before large-scale 

British land foroaa oould be built up, While it waa important to prepare 

an expeditionary force with which to deny the $eraana air baaea in the Low 

Countriaa, latcay argued, thia waa only a means to the security of Britain, 

and not an end in itaelf. If the Genoana oould attack Britain without 

occupying the Low Countriea - and the increasing range of aircraft *ade 

thia poaaible - than the pro vial on of efficient anti-aircraft defence a muat 

have first priority* But the >ar Office, lamay noted, seemed to be giving 

'even the ultimate reinforcement* of an expeditionary force, that is the 

Territorial Army'a field unita, *a higher degree of priority than the 

JiMt^lfttf neceaaitiea of Home defence* f that ia the Territorial Amy'a 

anti-aircraft units. In hi a memoira lamay aald thia strategic apprecia­ 

tion never got further than Hankey 'a desk, and, therefore, 'did no ham 1 , 

but in fact Hankey forwarded lemay'a memoranda* to Inakip with the ooautent 

that it 'vary eff*cti?ely aet out the oaae which you and i disouased at 

our laat two aeetinga*, and auggeated that laakip take up the question of 

War Office prioritiaa at ministerial level .

Once ministers were aware that a choice had to be made whether to 

devote the oountry'a limited gun-»aking capacity to field guns or to anti­ 

aircraft guns, large queationa of priori tiea regarding the role of the 

Aray were raised, and by November 1936 ministers in the */.P.R.C., including

1, CAB,6V 3' laaay's aasjorandua, and Hankay to Inakip, 21 Sept* 193&*
iM»* * p*d4f*
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Chamberlain, were showing a clear preference for anti-aircraft $ins • 

If anti-aircraft guns were given priority, it was doubtful Aether much 

eould be done for the Territorial Arab's field artillery for tone time, 

beoause, in oosmon with other aspects of the rearmament programme, plans

for anti-airoraft defence were being f emulated on an ever-growing scale*
2The Air Defence of Sreat Britain scheme of 1935 would not have been

complete until 1950, and would have provided only 136 3-inch guns by 1940* 

In October 1936 the C.I.J. approved plans for 608 heavier guns (3,7-inoh 

and 4«5-inch) as well as 600 barrels for light anti-airoraft guns for use 

against low-flying aircraft. By February 1937 the Home Defence Sub- 

Coasdttee of the C.I.L. had drawn up what it called the 'Ideal Ccheme*, 

providing for 1264 heavy guns and 1200 light barrels ,

Chamberlain was not a aaa to burke issues* Although the Cabinet had 

decided eight nonths earlier to defer a decision on the '-Territorial Arsy 

until possibly 1939, the Chancellor told In skip in October 1936 both that 

there mist be an early decision on the future of the Ar»y, and what he 

(Chamberlain) thought that decision should be* Chamberlain took the view 

on 19 October that five Kegular divisions was all that Britain 'could 

provide for a European war if it came', and that Territorials should be 

•nlisted liable only for service at home for A.D.G.B, work ,

Chamberlain put his officials to work on the question, and four days 

later fisher drew up a memorandum suggesting that the 17-division Field 

Force (including 12 Territorial divisions) recommended a year earlier by the

extract iron i>.r',K.C. sdnutes, 26 ftov.

2. hereafter referred to as A.U.ft.B.

3. T.l6l/8#>/S.4909V'02.

4. K.C*2/2&t Chamberlain's diary, 25 Oct. 193*.



P«R.C, should ba 'our aajdLamai war standard*. Koting that 'our people *•• 
will never again consent to ba conscripted by Billions for Military 
servioe* in Kurope, ^iaher argued that, avan if thay were, batter use 
oould be Bade of Britain* a eeonosdo raaouroaa by building up tha Air 
Force, Shareaa a continental power, Ilka &eraiany, oust devote a large 
proportion of her resources to Maintaining an arvy, Britain*a inaularity 
enabled her 'to concentrate to a greater extent on thi new arm* whioh 
was 'of firat-rata, and possibly even decisive luportanoe*. Since 'army 
deaanda for swnitiona .*. are proportionately far greater than tho; s of 
the aea and air,* Britain*a problem of aeeuring foreign auppllea would 
be reduced by Had ting her *r»y, and thi a, Flthar noted, had 'special 
aignifioa&ce in view of the ieolation!at policy of the United St*tea and 
their ban on munitiona exporta* ,

There reaiained the question of when a 17-division ara\y should be 
prepared. Chaaberlain wrote to ^iaher a month lateri

*I think we shall find there are two separata queationa 
to consider*

1) Should we oarry out the ^,K.C. plan and prepare to send 17 divisions to the Continent on or within a limited tioe after the outbreak of a major war?*
To whioh Fiaher anaweredt

'As an ultiajate policy I think yes*

*2) j/ChAaberlain wrote? If the answer is yes, should 
we use our re source s~to advance the equipstent of the Terriers rather than in expanding or strengthening 
the Air coroav'

?o whioh Fiaher anaweredt

*Ko* Air strength should be an abapiuto priority* 
acoompaniad by naval developaent' 2«

1. T.161/1071/3.42^60/1: Fisher to Chamberlain, 23 Oct. 19>6.
2. |bid> i ohajDberlaln to ^isherv 30 Nov.
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Clearly, then, the Treasury view on the scale and tisdng of 

preparations depended upon progress being made in building tap an Air 
Force which would deter &er»any, and it is necessary to break off fro* 
the story of the field Force to look at air developments in 1937-38*



2$2.

27. A I&f AIH POLICY, 1937*36.

than, in Ootobar 1936, Chaabarlain opanad what proved to ba a 

lengthy dabata on tha rola of tha Army, it was still assuaed that Britain 

could build up an air foroa which would datar German aggression. '*&• 

Treasury view was that Britain should ooncantrata bar rasouroaa on building 

tip a 'striking ^*i£? force', as 9 tha most formidable deterrent to war that 

aould ba devised* . But during 1937 it became apparant that such an air 

forea was bayond tha capacity of British industry, at laast in tha immediate 

future, and a naw air policy had to ba formulated so aa to make Britain 

aaoura against air attack whila a diplomatic settlement with Garaany was 

baing sought.

As alraady noted, tha dafanca programmes wara reviewed in 1937, at tha 

insiatanca of tha Ireasury, with rafaranoa to financial limits and to tha 

affaots of rearmament upon tha economy. «»hile considaring future dafanca

policy Inskip took advioa froa Fishar, Hopkins and Bridges, aa wall as from
2 Hankay, Kobinson, Wilson, Vincent and member i of tha defence departments «

In his Interim Keport, accepted by tha Cabinet on 22 December 1937, Inskip 

recoaunonded that 'our first and main effort should ba directed ... to 

protecting this country against /air? attack , and this ohaptar shows how 

Treasury support of a policy of air datarranoa based on bombers was trans­ 

formed into strong pressure in favour of priority for fighter aircraft.

There was no hint of change in Treasury opinion whan tha Secretary of

1. See pp.232 and 237.

2. aea p.76f and ohaptar 16, and 2.161/855/S.48431/04.

3. CAB.V273* C.P.3l6t37). para.42.
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State for *ir, S win ton, submitted a new expansion scheme, Scheme Ht to 

Chamberlain in November 1936 . The Air Staff believed Germany might 

have 1700 bombers by 1939, and accordingly Scheme H proposed emergency 

measures to increase the Air force's first-line bombers to over 1600 by 

April 1939 i compared with the proposed 1000 by that date under the authori­ 

sed scheme (Scheme ?). First-line fighter strength, however, was to be 

increased by a mere 50 machines to 476. On receipt of this information 

Fisher wrote to Swinton, addressing him as 'Dear Tom', saying he was 

'relieved that the Air fetaff is apparently becoming aware of G-eraany'. 

Bridges, on examining Jcheae H, remark8d he believed it 'would give us a 

greater degree of security than we should get froa corresponding expenditure 

on the other two services' - to which Chamberlain agreed.

On 20 January 1937 Chamberlain and bwinton discussed what was meant 

by air 'parity', to which Baldwin had pledged the Government in 1934* 

The Air Ministry, in a draft Cabinet paper submitted to the Treasury, had 

suggested the definition:

' a) A bomber foroe not inferior to that of Germany* 
b) A filter foroe of a strength requisite to meet 

probable scale of attack* (italics added).

But following discussion with Chamberlain Swinton suggested a revised 

definitions

' i) A defensive foroe adequate to meet any anticipated
scale of attack (italics aUdedj* 

ii) As a) above'*

Whether or not there was any significance in reversing the order of 

defensive and offensive elements in the definition of parity, it seeas 

that in January 1937 Chamberlain was more inclined than the jdLr Staff to

1, What follows is based on T.l6l/777/L.41o48 and Slessor, Central Blue.
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stress air defence.

By the ti»e Soheae K was due to be discussed by the £,!.&, in 
February 1937 the initial weloosie afforded by the Treasury to the Air 

Ministry's proposals had cooled considerably. The reason for this was 
simply that the existing behove lf was already in arrears, and there 
seeaed to Bridges, who was briefing Chaaberlain, little wistion in en­ 
larging plans which eould not be oarried out* In the event, Sohene H 
was approved only in respect of personnel and aero drone a, and none of its 
successors, prior to ^oheae I of April 193$» were approved by the treasury 
or Cabinet,

As will be shown in Part IV, the Treasury had given the Air Ministry 
all the finance it had asked for* but, because of technical and Industrial 
factors, the ^ir lids try found it hard to spend the money. The Air 
Ministry* s progress reports in 1 936-37 *how &o* production deliveries of 
aircraft continually fell below expectations « Boaber deliveries tended 
to lag even further behind those of fighters, and there see»ed little hope 
of building a boaber force on the seale outlined by the .air Ministry in 
tiee to be an effective deterrent to Geraan aggression in the years 
immediately ahead* One alternative mi^ht have been to expe iite production 
by transferring labour and machine tools fro* civil industry to the aircraft 
industry, but the Governstent was not prepared to take the neeessary powers.

fcven before Inskip began his review of defence policy in October 1937 
the Air Ministry had ad&itted, in response to an enquiry by Chamberlain
that Month, that Boaber Cosuoand would be in no way fit for war at the

2 beginning of 1936 • Fortunately, as Bridges observed in a note two

1. CAB. 16/140 and CAB. 16/141

2. CAB.6V9* Air Ministry note, 22 Oct. 1937*



days before lnskip*s review began, the signs were that the technology 

of defence in air warfare was catching up on that of offence. The signs 

to which Bridges referred were those being Interpreted by the C.I.D. Sub- 

Coaaittee on Mr V-arfare in Spain, from whose reports Hankey the previous 

•onth had drawn the inference that the combination >? fighters, anti­ 

aircraft guns ana searchlights 'night prove very ouch rore effective than 

we have hitherto assuaed* •

This reaction at the official level against the tendency to assusve 

that the boaber would always get through may also have been strengthened 

by the knowledge that radar woula eventually oake the task of intercepting 

bombers much easier* &• noted in Part i, the possibilities of radar had 

been brought to the attention of the Treasury as early -s Kerch 1935, end 

by July 1937 the Air Ministry had been ready to submit proposals to the 

Treasury for a chain of radar stations at the remarkably cheap cost of one 

sdllion pounds* Significantly, perhaps, the Air Ministry's note of July

1937 on radar was filed by Treasury officials along with other papers
2relating to In skip 'a review of defence .

The *-ir Ministry itself, by the autuan of 1937* regarded fighter 

squadrons in a more favourable light than hitherto. tehen I akip opened a 

discussion on 2 J^ov ember on the strength of the * ir force Swinton told hiu 

that, if parity in bonbers was unobtainable for financial reasons, it 

would be a question whether a facade of first-line bombers without war 

reserves would be the best oeterrent* But. Swinton added, there could be 

no choice in the case of fighter squadrons. I"heir scale of operations

1. 1.161/776/3.41764J note by Bridges, 26 Oct. 1937- CAB.64/3* 
Hankey to Inskip, 27 i*pt. 1937*

2. 7*l6l/855/S.4S431/01/2i Swinton to oiaon, 12 July 1937* £•• also



would be dictated by the enemy from the outset of the war, and these 

formations must accordingly hare sufficient reserves to keep their strength 

at 100 per cent in sustained operations . In other words, the Air Staff 

believed that, if economies had to be found, these must be at the expense 

of bombers, and not fighters*

wwinton still felt strongly that Britain should continue to aim at 

parity in bombers, but inskip wrote to him two days later arguing that air 

parity was not so vital as sea power* The Navy must have first eall on 

the finance available, Inskip said, because if the Navy were unable to 

keep ^ritain's trade routes open, Britain could not long survive, whereas 

if the Air Force's bo»ber strength were inferior to that of Germany, the

British people would suffer more than the enemy in war, but the result
2•ight not at once be critical .

Meanwhile the C,0«S« were reviewing, independently, Britain's pre­ 

paredness for «var, and on 16 November Bridges noted that the C.0.3. had 

concluded th&t the only reason which would be likely to tempt Germany to 

attack Britain in 1933 would be to gamble on the effect of air attack. 

Defence against air attack was thus the most pressing of priorities, and 

on 23 November Hankey prepared a memorandum recommending that the Air 

Force, the Army's anti-aircraft units and \.R.P. should have first call 

on finance. r£he Navy was given second priority, but only because of 

Britain's relatively favourable position in sea power, and it was made 

clear that air expansion was not to be at the expense of sea power ,

^______________I muni i 11 iii i »m in«i null i in irimr- " Ti—— '—————— '—————————————————— I—r~i vrmim mum in .••....!__

1. T.l6l/8$5/i»«48431/Q4: minutes of Inskip review.

2. CAB,b4/30t Inskip to 5winton, and swinton to Inskip, 4 HOT* 1937*

3. T.161/7T9/S.4181 5» note oy Bridges, 16 Nov. 1937> T.161/855/ 
3.48431/01/1: memorandum by Hankey, 23 &ov. 1937.
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This was certainly the view of fisher who, at In skip's next neeting 
dealing with air policy, on 2 December, urged that 'we nust frame our 
policy so as to survive the Initial period of a war; thereafter the 
weight of our naval strength would operate*. Behind Britain's naval 
strength would be her financial strength, which must not be weakened by 
pre-war rearmament .

Hankey, at this same meeting, seeking to reconcile the requirements 
of defence and counter-bombing, suggested that medium bonbers could be 
used to reinforce the home fighter squadrons at the outset of a war, 
before taking up their offensive role (in 1937 a type like the Blenhein, 
which later was used as a twin-engined fighter, was rated as a medium 
boater). It was agreed that Inskip should discuss this suggestion with 
Swinton, and Hankey was clearly at the former 'a elbow in the ensuing 
strategic discussion*

Kosklll, indeed, olalns that Hankey was the first person in authority
to propose that the Air Force's boaber strength night be reduced, and ita

2 fighter strength increased , The document cited by Roskill does not,
however, support this claim. The doouaent, dated 3 December, is unsigned, 
but it is clearly prepared by Hankey, and it served as a basis for an aide 
aenoire sent by Inskip to Swinton on 9 Deoeaber. ?«r from suggesting an 
Increase in fighters, Hankey wrote:

'I an not even suggesting an alteration in the ratio 
between boabera and airoraft ;aic;. My idaa ia 
rather that the numbers of heavy bombara should be 
reduced..•• The general suggestion I want to naka 
is that ... we might substitute a larger proportion 
of light boabera and medium bombers for our vary 
expensive heavy bombers* 3*

1. X.l6l/a>yi».48431/04» aim tea, 2 £•»• 1937.

2. Hoakill, i&flfc&l* ii:L - 2*5«
3* £iB.6V!>2; 'Future Prograoaaa of Our defence Services'.
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ihat Hankey was aug&esting can, indeed, be seen as a means of 

avoiding an Increase in fighters, by utilising multi-purpose machines 

to reinforce, for a limited period, these purely defensive aircraft. 

The C*G,S« had reported that German aircraft on the ground would not 

present very satisfactory targets, and that the use of counter-bombing 

to reduce the scale of air attack on Britain was *faute de mieux*. In 

the draft aide a empire Hankey suggested the best strategy would be to 

concentrate the K.A./, over British territory, to prevent the Luftwaffe 

striking a decisive blow, and to inflict as nany losses as possible in 

the air, so as to reduce the German pilots* a or ale. After that the R.A.i?, 

might adopt a more offensive role, although the smaller bombers would have 

to operate from French bases •

Fiaher supported Hankey*s strategic ideas with enthusiasm, as they 

accorded with the Treasury's principle of maintaining the 'fourth arm of 

defence* as a deterrent to Germany, while making it clear to the latter 

that she could not hope to win by a 'knock-out blow'* Even Trenohard, 

the arch-advocate of the bomber, speaking in the Lords on A,R«P«, said on 

13 December that 'if we can hold out for the first ten weeks we win* *

by which he meant Britain must avoid being beaten by air attack, so as to
2 win time to mobilise the resources of the Empire • The Air Staff denounced

the idea of concentrating the H«A»J?» over Britain as 'a surrender of 

initiative', but Fiaher thought that deterrent action should not be regarded 

as being limited to bombing operations* He noted on 6 December that:

1. CAB.6V52t Hankey's draft, 3 &•«• 1937. T.161/855/S.48431/01/1 
Aide Memoire.

2. H.L« I>eb. 1937-38, vol.107J
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'A high concentration of the greater part of our 
military machines on the destruction of enemy 
*i*»*n f n route to and over this country during 
the first few days would, by impairing their 
morale, be a very effective deterrent 1 1.

In his Interim Report of 15 keoeaber Inskip disclaimed any qualifi­ 

cation to dictate tactics to the Air Staff, but at the same ti»e 

recommended that while the full increase in fighter squadrons asked for 

by the Air Ministry in their latest proposals, Scheme J, should be granted, 

there should be only 'some increase in the present first-line strength* 

of bombers* To emphasise the defensive role expected of the Air ?oree 

at the outbreak of war provision for bomber reserves was to be reduced in

favour of concentrating on creating industrial oapaoity to produce bombers
2 onee war had begun • It will be notieed that Inskip's proposals eehoed

Swinton's remarks on 2 November about what would be necessary if financial 

restraint prevented a policy of bomber parity being pursued* Nothing was 

said in Inskip's Heport about Bankay's idea of using medium or light 

bombers instead of heavy bombers, and it may fairly be said that any changes 

in Air Ministry policy wrought by the report were the result of the 

Treasury's financial restrictions rather than any conversion on the Air 

Staff's part to Hankey's views on tactics or strategy*

Slessor, who headed the Air Staff's Plans Branch in 1937-40, candidly 

admitted in his memoirs that fighters were not really given priority by the 

Air Ministry until the autumn of 193& * The Air Ministry's Scheme K, which

1. T.161/855/S.4B431/01/1: Fisher's marginal oomments on 'Defence Review 
Draft Copy Ro.8' f 8 See., and note by Air staff, 11 i>ee. 1937*

SU CAB.24/273* C.P.316(37), pare.93.

3* Slessor, flfmflral alue. pp*1o6 and 130.
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appeared in February 1938. was still based, Bridges noted, on a hankering 

after parity in bombers* Bridges advised his superiors that 'the Air 

Ministry should have all they ask for in the way of fighters (indeed 

probably rather more than they ask for; 1 , but as for bosbers the real 

need was for consolidation through more rapid construction rather than 

plans for expansion alter 1939* Fisher agreed . The difficulty, as 

Bridges observed, was in knowing how far civilians were justified in 

pressing the Air Staff to change its views on the proper proportions be­ 

tween fighters and bombers. The Air &taff had no such doubts* Swinton 

roundly told toe Cabinet that while ministers were entitled to say that 

not enough money could be found for a given scheme, the Air Staff could

not accept that the character of the Air Force should be dictated to them,
2and it was up to the /dr Staff to determine the Air Force's composition .

Thus, although between ^oheoe K of February and Scheme L of April 1936 the 

Air Staff made an adjustment in favour of fighters, increasing the proposed 

first-line strength from 532 to 60S, the proposed first-line strength of 

bombers remained the sane (13^0) • Swlnton carried the day, and the 

Cabinet decided on 27 ^prii to go for the maximum production of aircraft 

possible in the next two years, broadly on the baais of Scheme 2*«

It seems to have required the Munich crisis to bring hosts to the Air 

Staff the possible imminence of war, and therefore the need for immediate 

air defence* &t any rate, when, at the height of the crisis, the Air

1. T.l6l/855/S.4fl431/01/3* notes by Bridges and fisher, 14 and 15 
1938.

2. T.l6l/92ys.407«>Q/oyii note by Bridges, 5 Apr. 1938$ CAB.2j/93» 
Cabinet minutes, 6 Apr* 1938* p.121*

3. Slessor,
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Mini t try asked Fiaher for Treasury approval for an order for 1000 

Hurricane fighters, Fisher gave it at once, with tha comments

•I hopa 1 nay infer that tha Air Staff ara 
seriously raeonai daring tha relationship 
between bombers and fighters from tha point 
of view of thia country being tha aggreaaee 
(aio).' 1

Greater priority for fight art waa given in Scheme M f which waa 

proposed by tha Air Ministry aftar Munich. This scheme sat a tar gut of 

800 fighters in tha first Una by April 1940 - 200 more than in Schema 

L, fcven so Scheme L's target of 1360 first- line bombers was retained, 

albeit not to ba attained until 1942, and, moreover, tha boabars in 

Scheme M ware to ba larger, and aora axpansiTa, than those in Sohema L» 

Tha heayy boabars in Sohaaa K *tra estimated to eost £175 nillion, as 

against £45 adllion for fighters2.

Hopkins told Siaon on 29 October that an attempt to carry out Scheme 
V in its entirety would * probably bring down the general economy of this 
country1 , and advised that while financial risks must be taken orer the
next id months to remedy ueficienciea in the country's defences, heavy

*commitments aftar 1940 should be avoided * Fisher agreed, and commented

thats

•The Air Staff still oling in reality to their 
mill-of -the-wisp of "parity" - an objective 
which we cannot attain and don't need* ^hat 
we do need is to be a sufficiently unattractive 
hedgehog ••• /*> that7 the Germans will think 
many times before they ignore, and still more, 
attack us 1 4*

1. T.161/92VS.40760/03/2J *ift&*r to Air Marshal Freeman, 30 Sept. 1938*
2. Sleasor, ot>. cit«. p.1d4| HiEK.1/236t Hopkius to Simon, 29 Oct. 1938.
3. See pp.131 *na 1Q6*«

4« Fisher Papers 3/10: ?iaher to Chamberlain and Simon, 5 Kov, 1938.
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. Fiaher aaw the 'defensive essential to deter invasion by air 1 aa 

being the ooabi nation of 'anti-aircraft defence and A.K.P., ... with the 

necessary strength in fi^htere* . lie had abandoned his earlier ylewa on 

deterrence by boiubera because, aa he remarked in July 1938, ' "Parity" in 

the aenae of exaot equality with Germany la unobtainable in peaoe 

conditions 1 «

Even after fcunioh there waa, within the Priss Minlater'a Office at 

leaat, etill the greateat reluctance to put the aircraft industry on a 

war footing - the only way in which Wilaon, the Government f s Chief 

I'uUsfr J Adviaer, believed Britain eould match German aircraft production* 

Thia had been Bade clear to the Treasury when Wilaon wrote to Simon 1 a 

Principal Private Secretary on 1 Noveobar that newa of a major mobilisation 

of industry could not be withheld from G-ermany, who:

'would feel bound to increase her own capacity. 
She would, moreover, take it aa a aignal that 
we had decided at once to aabotage the Munich 
Declaration. The Chancellor will remember that 
we know from Herr Hitler himaelf that there ia a 
danger that he nay feel himeelf forced to denounce 
the /Anglo-German/ --aval Treaty t the existence of 
which ia only Justiciable, in his view, on the 
hypothesis that Kngland and Germany do not Intend 
to be at war* 2.

Chamberlain and Wilaon a till elung to appeasement aa well aa to 

rearmament aa a aeana of maintaining peace, indeed they hoped that appeaae- 

•ent could prevent an unending araa raoe . Chaaberlain waa still in favour 

of maintaining the * fourth am of defence ', and he and Sir Kingaley Vtood,

1. H0*.1/2$2t Fiaher to Chaaberlain, 1 Oct. 1938} 
Fiaher's comment on note by fcrid*ea, 19 July 1938

2. *fcEK. 1/236: «lleon to tiooda, 1 Nov. 1938*

3. CAB*2V96s Cabinet ainutea, 7 NOT* 1938, p«1&4.



the ±>eoretary of »tatc for Airf accepted ilopkine* argument that if 

Scheme ii were revised to concentrate more on fighters and to go slowly 

on bombers, the a train on the economy would be alleviated* One heavy 

bomber cost the equivalent of four fighters, and this was a powerful 

argument, given the Government's political assumptions, for adopting the 

Treasury view that the Air ministry should aim at defensive security in 

1939 rather than boaber parity in 1942. This was the effect of the 

Cabinet decision of 7 Noveaoer, whioh approved the whole of Soheae & 9 s 

fighter proposals, specifying maximum production possible before April 

1940, but whioh stated that only sufficient orders for boabers were to 

be placed to ensure that labour and plant were not unemployed *

As win be seen in Part IV the desire to utilise industrial capacity 

to the full, combined with technical difficulties in producing new fighters, 

aeant that boaber production exceeded that of fighters until 1940* 

nevertheless, the Cabinet* s decision of 7 November 1933 gave the Treasury 

the power to attempt to enforce the principle laid down by Inskip almost 

a year earlier, but ignored by the Air Staff, that fighters should have 

priority* The decision was a success for the Treasury view, as expressed 

by Wisher since December 1937* *nd for the effectiveness of financial 

restraint in forcing the Air Staff and Cabinet to allocate priorities 

batwean different parts of the rearmament programme* The Treasury's 

opposition to a bomber deterrent was not *, priori, but represented recog­ 

nition that military policy must be formed according to financial and 

economic means, the latter themselves being determined, in part, by the 

Government*s ideas on domestic and foreign policies.

, CAB.2j/96i Cabinet minutes, 26 Oct. and 7 &ov. 1933* pp*33 and
147-172; T.161/923A.40760/OJ/2: Hopkins to iimon, 31 Oct. 1933, and 
note of conclusions reached with the Prime Minister, 3 NOT* 193&*
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CHAPTU* 28. A mm AKiiY POLICY, 1937.

Developments with regard to the Amy in 1937 can be understood only 

in the context of increasing urgency felt about the danger of air attack, 

and of the ooat of maintaining and expanding the largest navy in the 

world* The Cabinet*a decision on 22 December 1937 to accept Inskip's 

recommendation that: *our first and Main effort should be directed ... 

to protecting this country against fi&*7 attack, and to preserving the 

trade routes 1 followed the ireasury's insistence that aggregate defence 

expenditure be limited, and was in line with Treasury views as to what 

priorities should be* The sane cannot be said of Inskip's recommendation, 

also accepted by the Cabinet on 22 December, that:

'Our third objective should be the maintenance of 
forces for the defence of British territories 
overseas ••• ^and/ our fourth objective, which 
can only be provided for after the other objec­ 
tives have been carried out, should be co­ 
operation in the defence of the territories of 
any allies we nay have in war 1 2.

Certainly Treasury insistence on there being a limit to defence expenditure 

created a need to define priorities, and the Treasury believed that air 

strength should have priority over the Field i'orce, but priority for 

Imperial defence ran counter to Chamberlain's and Fisher's earlier belief 

that measures to deter Germany were the best answer to threats from) Japan 

and Italy . As this chapter will show, priority for Imperial defence was 

the product of influences other than that of the Treasury.

1. CAB.2V273' C.P.316I37), P*r».42.

2. J-bifi.. paraa.43-44«

3« see chapter 23*
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Even priority for alt* defence required little influence on the part 

of the Ireaeury. At noted above, adniatera, adviaed by the C.I.D, 

secretariat, had been ahowing concern about War Office allocation of gun- 

aaking capacity between anti-aircraft and field guna alnoe late 1936 , 

and on 8 November 1937 a meeting of ministers authorised Hore-Belisha to 

inatract hia department to give anti-aircraft defence *abaolute priority 

over all other foraa of war material*. A fortnight later, Inskip, while

preparing hia report, aaid it was difficult to imagine any rationing of
2 finance for A.fc.G-.B. .

In these circumstances the treasury's function waa to reatrain 

ministerial enthusiasm. A Cabinet decision on the * Ideal Scheme* for 

A.I>.Gr.B. of February 1937 had been held over, pending Inakip'a review of 

defence, and in February 1933 Bridgea advised that not all the scheme 

should be adopted forthwith, aa it was beyond the »ar Of floe'a ability to 

carry out in the immediate future, for want of industrial capacity* The 

War Office itself did not wish to devote all ita efforta to A.C.G.B., and 

when the Horn* wefence Sub-Committee submitted a reviaed A.w.G.B. scheme to 

the C.I.D. in April 1938, calling for 640 heavy anti-aircraft guns, instead 

of 1264 in the * Ideal 1 scheme, it waa Hore-Beliaha who opposed it aa 

•unfair', in that if the Army waa held to ita ration of finance, the 

increase in A.D.G.B. expenditure proposed for the next two years nuat 

impinge upon the i?ield *oroe« Nevertheless the C.I,i>. and Cabinet 

approved what lisher called the 'good and practicable 1 revised soheae .

1* See p.248f.

2. CAB.6V7J C.I.D. Paper No.27l-4> T. 161/85VS. 13^31/01/11 
Inskip's aesiorandum, 23 Hov. 1937*

3. T.161/855/S.48431/01/3J »e«oraiidu« by Bridges, 14 *'eb. 1938j
CAB.2/7J C.I.D. mintttes, 7 Apr. 1938, p*^f. ^or A.P.u.B. schemes 
see p .249*



It is against this background that the /ield force's story oust be 

understood* .hat Chamberlain had called for in October 1936 was a 

decision on whether the Territorial Amy's 12 infantry divisions should 

be prepared for service in £urope, and if so, what priority should be 

given to their equipment. The »ar Office itself, by November 1936, 

wanted a decision, beoause of the stand taken by Treasury officials in 

the T.I.S.C. The ftar Office's plans for explosives factories, for 

example, were based on the needs of both Regular and Territorial contin­ 

gents of the /ield force, but as preparations for the Territorial divisions 

had not been sanctioned by the Cabinet alon^ with the rest of the rearaaBent 

prOfeTaoae in February 193&» Treasury officials would approve only proposals 

based on the needs of Regular divisions. The War Office found it difficult 

to reoost its plans accordingly, nor indeed was it willing to do so, and 

delays resulted •

In memoranda in December 1936 on the role of the Army the Secretary 

of State for <<&r, Duff Cooper, argued that in war the maximum effort must 

be made with the minimum delay, and that therefore the 12 Territorial 

divisions should be equipped so as to be available to support the five 

Kegular divisions as rapidly as possible. Although no more than a small 

part of the Territorial Arwy's equipment oould be produced by industry by 

1939* the knowledge that the Territorial A nay was to be equipped would 

encourage firas to expand output and new arguments factories oould be 

designed and built to thu required scale* The &ar Office had no doubt 

that in war an expeditionary force would be required to support France and 

Belgium* as in 1914, and the experience of the autumn of 1914 had been

1. CAB.2/6(2)i C*I.D* sdnutes, 19 Nov. 1936, p.370.
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that such an expeditionary force must be backed by reinforcements if it 

were not to be overwhelmed . Duff Cooper wa« supported by the C.O.S., 

and in February 1937 Inskip felt unable to reject professional advice on 

the need to support the Regular expeditionary force with Territorial 

contingents .

Chamberlain himself agreed in December 1936 that there was much to 

be said for Luff Cooper's case, if it were taken in isolation. Chamberlain's 

difficulty was that he could not see that the War Office's proposals for a 

17-division Field Force were within the capacity of industry, or that, even 

if they were, that such a force would represent the best use of Britain's 

resources at the outbreak of war, whatever night be needed as the war 

progressed •

The Treasury wanted defence policy to take into account what was 

possible as well as what was desirable* Throughout 1936 and early 1937 

the defence departments constantly petitioned the T.I.S.C., usually 

successfully, for ad hoc additions to their authorised programmes, with 

the result that the estimated total cost for all three departments had 

risen from £245 million in February 193&* when the rearmament programme 

was authorised by the Cabinet, to *k26, million in January 1?37\ But, as 

Bridges pointed out, this process of allowing the defence programmes to 

grow willy-nilly was likely to lead to a slowing down of the rearmament 

programme as a whole, as industry fell behindhand with orders* If the

C.P.326(36) and C.?.337(3<>).

2. CAB.2V267* C.P.46(37).

3. Italics added. OAB.ZV^Si C.?.334(36), p.266

4. CAB.2V2701 C.P.165(37), p.272.
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combined pro£Ta»*es outlaw Britain's resources there was a real danger, 

Bridges thou^t, that 'money and effort would be wasted in building 

isolated parts of a structure planned on so gigantic a scale that it oould 

not be completed 1 •

What was essentially an interim decision was taken bj the Cabinet on 

5 *<ay 1937* while Chamberlain was still Chancellor, so as to let *ar Office 

planning get ahead after it had been held up for six months by prolonged 

ministerial debate on the role of the Army. The Cabinet agreed that the 

Regular Aray and the anti-aircraft units of the territorial Army should be 

provided with their couplets equipment &. d war reservea, but that the 

Territorial Army 1 a 12 infantry divisions should receive only sufficient 

equipment to allow them to be trained in peace* Ho decision was made as

to the speed with which this programme should be carried out, however, and,
2as usual, it was subject to Treasury approval in detail •

It is hard to say at what point the idea arose that an e-xpeditionary 

force prepared for Continental service might be deleted altogether from the 

rearmament prograns&e* By October 1937 Chamberlain had read Liddell Hart's

Europe in ^ras. and had been sufficiently impressed by its conclusions on
3the ~noy to recommend the» to Kore-Seliaha . Liddell Hart argued that

Britain should 'eschew the idea of landing an army on the Continent * f and 

should develop an air force which could intervene from its own shores at 

the outset of a war. 'The promise of such help 1 , he wrote, 'would be 

more comfort to a threatened neighbour, and more deterrent to a would-be

1. T.161/780/S.419991 Bridges to Barlow, 19 Apr. 1937.

2. CAB. 23/83t Cabinet minutes, pp.178 *»d 183.

3. Minney, Private Papers of Hore-Be^laha* p
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aggressor, than any force of the 1914 pattern - a aere drop in the 

bucket of & Continental struggle between mass armies' • f\>wnall nay 

well have been ri&ht in thinking that Liddell Hart's writings were 

'pounced upon' by Chamberlain and Simon to justify what the Treasury 

wanted on economic grounds .

Certainly* prior to Inakip's review in October and I' ov ember 1237> 

Treasury officials did not themselves challenge the need for an expedi­ 

tionary force* Hopkins, in February 1937, while advocating rationing 

of defence departments' finance, noted;

'No one denies that we must have as soon as may 
be a very strong navy, a very strong air force, 
and a fully-equipped regular army.... 1 2.

Treasury officials concentrated on arguments why the Territorial divisions 

need not be prepared to take the field at the outbreak of war* Bridges 

questioned whether Territorial divisions oouldi

9 be kept trained in peace tine up to the required 
pitch of efficiency »*« when soldiers have to 
handle not merely a rifle and machine guns £as in 

*° aany aouern contraptions.'

He also thought that wastage in Kegular units early in the war would mean 

that territorial a would be better used as drafts, rather than in their own 

formations . whatever may be said for or against Bridges* arguments* 

such arguments assumed that the Field Force would serve on the Continent* 

The strategic rationale for not preparing the ^ield Force for Continental

1. Europe in Arms. p.7Sf.j rownall friaries» i.

2. T. 161/1071/S.42580/2: »»U by Hopkins, 2 Feb. 1937.

3* Ifrld*« Bridges to ;voodsf 15 $eo. 193$, passages in typescript 
underlined by Chamberlain.
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service oaae from out slue the treasury*

By 10 Koveaber 1937 Jhatfield, who was chairman of the C.0,3. 

Committee as well as -'irat ^ea Lord, had accepted that ever-growing 

rearmament programmes would lead to national bankruptcy, and he endorsed 

the Tiew of his Director of Plans that:

'Can we, faced with the maintenance of a Navy 
and Air .coroe essential for our security as a 
Nation and as an -impire, afford to maintain a 
ileld i'orc* for service overseas? It is sub­ 
mitted th&t we cannot honestly maintain that 
such a force is vital to our security ••• 
/ancj7 that the Field ^orce should be reduced 
and our Army limited in general to those forces 
essential for garrison purposes' 1*

It will be notice 1 that, in this Admiralty view, preparation of an 

expeditionary force to support potential uropean allies was placed lower 

in priority not only than national finanoe, mfcioh reflected the Treasury's 

influence, but also than Imperial defence*

Hankey, who seams to have been the adviser closest to Insklp during 

that minister's review of defence* formed the sa&e opinion as Chat field 

in November 1937* Hankey had previously been a defender of the ~ield

Force and, as recently as January 1937* had criticised Wisher's proposal
2 to limit its war strength to 17 divisions • ^utf faced with the Treasury's

financial calculations, Hankey observed on 23 November that 'the dangers of 

the financial crisis of 1931 *r* ao fresh in our memories that I cannot 

advise a course which would bring them once aore within range of probability.' 

Accordingly, he recommended that:

1. AlA. 11 6/36 31 i 'Notes on Defence Expenditure Papers', by Phillips, 
10 Nov. I957t p*rae,33» 34 and

2. CAB.6J/52: 'Hole of the British Arsyr', note by Hankey, 1fl Jan. 1937.
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•In future the roiU of the Field Force should be 
to proviue for the military requirements of the 
Empire, and the additional provision made in 
previous programmes to equip it for service on 
the Continent of Burope should be cancelled.*

As * concomitant the Territorial Aray should no longer be regarded 

as a reserve for a European oompaign .

Hankey 1 * advice on 23 ftoveaber seems to have been decisive, so far 

as Inskip was concerned, for a memorandum written by In skip on the same 

day, and independently of Hankey's, showed that the minister had not yet 

formed a clear order of priorities, and that he was still open-minded on 

the question of an expeditionary force* Inskip merely noted that 'a

decision is required as to the scale of the Field 'orce which we Bust
2provide fully equipped . •• for dispatch to the Continent* . Despite

Hankey's arguments that Imperial coacitraents - the defence of the Far East 

and £&ypt, and the growing problem of maintaining order in Palestine - 

threatened to absorb the whole of the -'*my*d resources in a major war, and 

that the V-aginot Line meant that France would not need assistance by land 

forces, Inskip seems to have been unhappy about placing the *Continental 

hypothesis* last in priorities, and wrote into his Interim eport of 15 

December 1?37 that:

'If France were again to be in danger of being 
overrun by land armies, a situation sight arise 
when, as in the last war, we would have to 
improvise an army to assist her. Should this 
happen, the Government of the day would most 
certainly be criticised for having neglected to 
provide against so obvious a contingency 1 4.

1. T. 161/855/S .48431/01/1 1 'The Oost of Defence 1 , meawrandum by Hanltey, 
23 Nov. 1937.

2* ibid«t memorandum by Inskip, 23 #ov. 1937*

3. T.I61/855/3.48431/01/1: Hankey's memorandum, 23 &ov. 1937> 
T.161/855/S ,4#431/04s minutes of Inskip - eview, 16 Nov. 1937»

V. CAB.2V273J C.P.31^(37), para.75.
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Kerertheless the report was received by the Cabinet on 22 ^ 

with what Hankey modestly described as 'general congratulations' . 

The Government laid down that the my'a Kstimates were to be drawn up 

on the assumption that the Field Force would not be committed to a 

European campaign at the outset of war. This was a more drastic reduction 

in the /.ray's role than anything contemplated by Chamberlain, while 

Chancellor, in 193&-37* although Chamberlain's arguments about the Field 

Force in 1934 suggest that it was a step which he was not unwilling to 

take* The outcoae of Insicip's review of defence was partly a result of 

the Treasury's financial strictures, partly the product of fears of air 

attack, but also, so far as priority for Imperial defence was concerned, 

partly the result of Chatfield's and Hankey's advice.

1. CAB.23/90A1 Cabinet minutes, p«35&*
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CHAPTER 29* IttPSUAL 3EF£IiCJi«

Any doubts that it was the advice of Chatfield and Hankey, and not 

that of any member of the Treasury, which placed Imperial defence before 

support on land for European allies can be removed by a study of the 

Treasury's attitude to Imperial defence in the 'Thirties. From the 

B.h.C.'a first meetings in 1933-% Fisher argued for concentration of 

resources on the defence of the United Kingdom itself, excepting only 

Singapore, which he believed should be built up as a deterrent to 

Japanese aggression .

The C.O.Ii. were inclined in 1934 and 1935 to argue the merits of 

particular projects, such as the renovation of Hong Kong's defences, but 

by 193&-37 the -ar Office and the ^±r Ministry were as anxious as the 

Treasury to concentrate on measures against Germany, and the Admiralty 

alone continued to take a wider view* As Chatfield wrote in November 

1937 to Admiral ludlay Pound, then commanding the Mediterranean Fleet:

*I_find it very difficult to move my two colleagues
£the C.l.G.i;. and the Chief of Air ;>taff/ on the 
subject of the aefenoe of ^gypt, and we'have been 
hampered by the absolute priority ^iven by the 
Government to the anti-German problem.... The 
Air Force and anti-aircraft guns for ,>,i..G.B. ... 
are behindhand, and as anything sent out to -&ypt 
means a weakening of our position at home, there 
has been general obstruction in the C.I.b, to 
measures which the three Commanders-in-Chief /In ^ 
£gypt7 have so frequently represented as essential* .

Imperial defence, so far as British land and air forces were concerned, 

was, on the whole, a matter of what could be spared over and above home

1, See p .214f •

2* Chatfield Papers i*/10J Chatfield to Pound, 23 Nov. 1937*
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requirement*. To return to the example of Hong Kong, only Chatfield 

in C.G.S.'s discussions in 1933 and 1939 was keen on the colony 1 a 

defence .

The financial principles upon which Imperial defence rested were 

that the i/oolnions were responsible for their own defence, as was India, 

but financial adjustments were made in the case of India to allow for the 

facts that India utilised a large portion of the British Army, and that 

Indian forces might be used by the British Government outside India*

Crown colonies contributed to the cost of their defence according to their
2 •eans . Since each part of the -apire was responsible for its own local

defence the inference .rawr. by many of the dominions w< s that the United 

Kingdom was responsible for the defence of the rmpire as a whole. One 

result of this was that, in the first Instance at least, plans had to be 

aade for the reinforcement of Singapore from Ureat Britain, rather than 

fro* Australia, which was at least as interested in the defence of the 

naval base. if there was one thing which the C.O,S. and Treasury could 

agree on with regard to Imperial defence it was the need for a greater 

contribution from the -opinions.

£ven in the case of Crown colonies there might be long bureaucratic 

wrangles over how much a given colony could be expected to pay towards 

local defence* lor example, in 1930 the uovernor of Kenya offered to 

raise a local coastal defence unit if two guns could be handed over from 

lar Office stores as a gift to the colony* For five years there was

1» CAB. 53/9: minutes of C«0*S« meetings, 4 Apr* and 13 June 1933, 
pp. 9-12 and 116-123.

2. T.1 61/90Vs. 34388/4* note on Imperial expenditure on military 
defence, 27 K*y 1932.
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spasmodic interdepartmental correspondence and discussion in the Overseas 

Defence Sub-Committee of the C*I*D» over who should pay for the setting 

up of the gun emplacements, the «ar Office seeking to place the cost 

(£9000; on the colony, the Treasury defending the Governor *s opinion that 

this was beyond Kenya's oteans* By 1935 the »ar Office was willing to 

settle on the Governor's tenas, but Treasury officials withheld approval 

for months more while they investigated whether these favourable terms 

would set a precedent for other colonies and territories* Tinal Treasury 

approval was granted only as an emergency easure during the Italo-Abyssinian 

crisis of 1235-36 * & period when not a few long-delayed Overseas defence 

Sub-Committee schemes were implemented in the neighbourhood of Italy and 

her colonies .

The greatest 'who pays what* battles, however, involved the War Office, 

the India Office and the Government of India, and the Treasury, and an 

adequate study of the defence of India and India's contribution to Imperial 

defence would require another thesis. The Treasury's attitude was that 

by the 'Thirties India, with its frontier and its internal political 

troubles, had become a defence liability, whatever her contribution to 

Imperial defence in the past, and that, financially, that liability should 

be kept to a minimum* *hen in 1233 a tribunal under Sir Robert Crarran, 

the eminent Australian lawyer, recommended that Britain should make some 

contribution towards Indian military expenditure, mainly on the grounds 

that the Indian iurmy could serve outside India in an emergency, the treasury 

successfully had the Secretary of 3tate for India* s claim for an annual 

£) million cut by half^.

1. T.161/71 5/S.39869.

2. T. 161/688/S.21 566/06/1 to S.21566V06/5.



276.

The whole ^uestion of subsidies wan re-opened in 1937 by two separate 

but related issues* the cost of mechanizing British units in India, and 

the cost of iaprovinfi the conditions of serrioe for British troops* The 

first oost was incurred because of the Cardwell system whereby British 

units in India were interchangeable with those earmarked for the Field 

lores for uropean service. The second cost was incurred as a result of 

the War Office's attetapts to improve recruitment in Britain* The 

U-overnaent of India claimed that it would be financially and politically 

impossible at the time to raise the necessary money, especially for 

improving the conditions of looally unpopular British troops*

Bridges' advice in July 1937 was that while modernisation mist go 

ahead, and while soae contribution might be necessary from the British 

Exchequer, the real answer to India's problem was to reduce the nunber of 

British troops there* It seem a hardly a coincidence, given Kore-Belisha' s 

friendship with wisher, that later the same month Hore-Belisha embarked on 

a major battle with the C.I*G.S*, Deverell, when he asked the latter to 

investigate whether British troops serving in India sight be released for 

service elsewhere *

India and Burma in 1937 absorbed 45 of the 133 battalions of the 

British : e&ular Army* Whether any reduction would have been achieved if 

the Treasury had allowed subsidies to flow freely to Delhi is problematical. 

Deverell himself simply adopted the position that a heavy commitment of 

troops to India had always been accepted as necessary, while the #ar Office 

was acutely aware that the Indian Aruy, as organised before 1939» could not

1. T.161/931/S.42339/1: note by bridges, 1$ July 19375 Minney, 
Hore-bellsha* pp.53ft and 93»
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be relied upon completely to aeet its Imperial oooftitaents in the kiddle 

and >'ar Hast in the event of war * The Treasury* however* waa careful 

to withhold subsidies for modernisation until after Indian defence had 

been reviewed in 193$, first by a C,l t j>, sub-ooirdBittee under Pownall* 

and then by a mission to India under Cnatfielu. Hopkins noted in July

1938 that 'in t&ese timea India is our eastern outpost and we have got 

to make up our minds to larger subventions than we had till recently 

contemplated' * but unlimited cubaidiea would not encourage India to use 

her resources efficiently* Fisher had ro doubt that Chatfield would find 

the higher direction of defence matters in India to be f quite incompetent', 

and in fact Ch&tfield found that, in addition to four , ritiah battalions 

already transferred from India to Palestine and &alta, following Pownall* s 

report, a further three British* and 17 Indian battalions would be surplus 

to Indian requirements* if* as townall had reooeiaended, greater use were 

nade of aircraft instead of -Xiny units for policing the Korth* -est 

Frontier .

Although the Cabinet did not approve Chatfield*s report until June

1939 it is doubtful if the modernisation of India's defence forces was 

such impeded by the delay, British industry was unable to meet all 

British military requirements* far less those of India* and India's 

ability to produce her own arma or to import then froa foreign countries 

was negligible* Moreover, on the promise that sooe subsidy would be

1. I a« indebted to Mr John Aawson of i»t» John's College* Oxford* for 
this information.

2. T.161/949AA909V4: hopkins to fisher* 25 «*uly 1938;
T.161/931/S.42339/1* Gilbert to Kr S.K. Brown, India Office* 11 Got, 
1936; T.161/'949/S.49096/6: note by iiaher, 24 Oct. 1933; 
T. 161/949/.:j.49096/3J Pownall G omit tee report; CAB. 2V 287:
C.P.133O9).
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forthcoming, the C*overnnent of India embarked upon the moat urgent 

defence deficiencies four months before the Ghatfield Report was adopted 

by the Cabinet • On the credit side, Treasury 'meanness* forced a choice 

to be made, and the i ownall and Chatfield reports in 1938-39 precipitated 

a decisive shift in India's defence policy, froze guarding the Korth-uest 

Frontier to facing up to the Japanese uien&ce. The Indian battalions 

rated as surplus in 1939 wore not disbanded, but were aade available for

overseas garrison duties, and such duties were not hard to find in the fr'ar
2£ast and in I'.gypt even before war broke out «

Singapore, which was the key to British defence policy in the Far 

Bast, was certainly more in need of troops than the Korth-West Frontier. 

When early in 1934 i-isher had urged the completion of the .''aval base at 

Singapore in 1533, instead of in 1239 » it had been assuaod by the defence

departments concerned that Singapore coulu be attacked only by sea, and 

its defences had been planned accordingly. It was not until October 1937 

that the ar Office learned from the Army commander on the spot that 

landings on the east coast of Malaya would be feasible between October and 

fear oh, and, therefore, that the defence of Singapore involved the defence 

of the whole of Malaya; and it was not until February 1939 that the -ar 

Office learned that the Admiralty expected that, because of the situation 

in • urope, it would take )09 instead of the previous estimate of 70, days
L

for the i'lest to reach Singapore . i'hese new conditions entirely altered

1« T.161/949/U4909V7? Sir Findlater *>tewart, India Office, to Barlow, 
4 Way 1939.

2, CAB. 23/100: Cabinet minutes, 28 June 1939, pp.5>1 and 63ff. 

J. Step. 21$.

4. fljatorv of the Second World >»ar..U.K. Military Series: *&jor-&eneral 
S. rtoodburn liirby, >»ar ^gainst Japan (1957)» i« 15$ Ppwnall Idaries. 
i. 190.
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tha scale of garrison required, so that although Fisher had envisaged 

Singapore as the main deterrent to Japan, the defences were in fact 

planned on an inadequate scale, which seems hardly to have been the 

Treasury* s fault*

The Treasury's own records suggest that froa April 1933, when the 

Cabinet decided that Singapore should be made secure against any Japanese 

coup da main by the end of 193*>> the treasury approved readily all pro­ 

posals which could come under this heading* Indeed the only provision 

for the defence of Singapore at which the Treasury seems to have baulked 

concerned soce anti-motor torpedo boat oafenoea, proposed at the C,I,]}« 

in January 1937, and about which Chamberlain expressed 'strong views' as 

an instance of the defence departments constantly adding to their defence 

progranmes. Even so, once the *ar Office had worked out its proposals 

for these defences in detail, and submitted then to the T.I.S.C. in 

September 1937, Treasury officials ensured that there was no further delay, 

by allowing the V»ar Office to place orders for guns and lights, and to 

acquire land, even though a strict interpretation of C«I«D« and Cabinet 

decisions Bight have enabled Treasury officials to delay approval until 

after Inakip had ooapleted his review of defence in ^camber •

It will be recalled that * the italo-Abyssinian crisis apart - the 

War Office and Air Ministry had not shown an inclination to give priority 

to the defence of £gypt, down to hoveeber 193f • But Inskip's Interia 

Keport of ieceieber 1937 placed defence of Britain's overseas territories 

aud interests before support on land for European allied, and this gave

1. T.l6l/105VS.1b*9l7/019/1 and s, 1891 7/019/2 

P,2?3«



260.

Egypt and tha Suaa Canal a higher priority than Iranco or tha Low Count: let, 

At thia point tha atory of Imperial defence leads one back to tha question 

of tha aisa and role of tha Field tforoe.

Inskip's Kaport of February 1938, and a paper by iiore-Belisha on tha 

rola of tha Aray tha tana month, sug&ested that tha Regular Field Jtaree 

ahould ba equipped for what was called 'an Eastern theatre 1 , which meant 

Egypt • Thii, it was claimed, enabled 'aubatantial reductions' to ba 

effected in tha provision of tanks and ammunition, oomparad with tha sane 

sise of force equipped for European operations. Nevertheless Treasury 

officials ware hostile to tha suggested new basia for Army praparationat 

Hopkina commented that tha Army had been relieved of tha requirement to 

fight in Europe only for tha Foreign Office 'to conjure up a terrifying

piotura of an equally arduous African campaign', and Fisher dismissed tha
2 idea of a 'desert arey' aa 'sorely silly' « Bridges notad that tha

assumption of a desert campaign,

'if not quashed, ia likely to result in our spending
considerable sums 01 money on equipment etc* which 
ia really only needed for a aesert campaign* Purely 
what we want is a "^eneral purposes" Field force* 3*

Accordingly Sision suggested to the Cabinet that tha phrase 'for an 

Eastern theatre* be replaced by the phrase 'for general purposes', and he 

received support fro* the Foreign secretary, Ldan, who argued that the 

words 'for an eastern theatre* ware 'politically undesirable'« Respite 

objections by Hore~Beliaha and Inskip that some basis was required for

1. CAB.2V274« C.P.2U38) and C.F.26(38).

2* T.161/853/S.48431/01/3J notes by hopkins and Fiaher, 11 and 13 *eb. 
1938.

3. fbid>> note by Bridges, 14 *eb.



281*

planning, the Cabinet decided that in future the phrase 'for general 

purposes' should be used •

Behind the form of words lay the question of the scale of equipment 

and reserves with which the Field Force should be provided* The question

of the Army's role and organisation was considered by a sub-oomnittee of
2the C.I.1>, under In skip, and its report was ready by 6 fcareh * While 

briefing Simon for the C.I.D. 1 * consideration of this report, Bridges 

noted:

February7 the -ar Office stated that the Field 
jcorce Y as "assumed to oo&prise ^Uiree divisions? 
••• maintained with a full scale of war reserves 
on the basis of an Eastern Campai&n"* it now 
appears from ••• the present paper that the reserves 
of ammunition in tuese divisions would, as it so 
happens, be to all intents on a Continental scale!

iM» is what we always suspected and feared, namely 
that the '**r Office in putting up their Kastern 
hypothesis haven't *iven us the savings which we 
expected**** They are still, in effect, clinging 
to an *-rmy capable of fighting in the Continental 
role*...' 3.

that the »ar Office wanted, and what the C.l.i>. approved on 17 War oh, was 

a Field /ore* of two infantry and one mobile division, with equipment and 

war reserves on a Continental seals, but for defensive purposes only* 

A further two infantry divisions would have half the war reserves on that 

scale, and would be ready to embark in forty days, and there would also be 

a pool of equipment with which to despatch two further divisions, which 

might be ^egular or Territorial, after 4 months* Ine equipment of such a 

force would make heavy demands on gun*mafcing capacity, already strained by

1. CAB.2J/92J Cabinet minutes, 16 Feb. 1938*

2. CAB.2A/275: D.P.(P.) 21*

3* T.161/1071/S.425BO/JI note by Bridges, 10 Mar. 1938.
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A.D.G.B. requirement*, for, aa Sort explained to ministers, the Army's 

existing field artillery waft outranged by that of foreign powers, and 

'in these circumstances it would be murder to tend our ?ield Force over- 

seas to fight a first-class power* 9 and as Hore~3elisha remarked: 

'It «ust be recognised that if the Field Force had to fight in Libya 

(sic) it would meet a first-class enemy' . In other words, the «ar 

Office wished to reserve some gun-making capacity to equip the Field 

Force for action, presumably offensive, in Libya, even though the Cabinet 

had directed that priority be given to A.&.G.B,

In approving the aiae of field Force which the War Office wanted, 

however, ministers did not approve the purpose for which it was intended. 

Simon's phrase, 'for general purpose*', waft retained, and furthermore the 

Cabinet, in agreeing to the C*I.l>. 'a recommendations, made plain that the 

priorities as laid down in Inskip'ft Report of December 1937 held good,

and that expenditure involved had to be found from within the /army 'ft
2 'ration* of finance •

Accordingly, when Bovenschen, the ^ar Office's Deputy Permanent 

Undmr-Seoretary, wrote to Bridges in &ay 1938, asking whether the ftar 

Office waa authorised to plan the equipment of the Field Force on the 

assumption of an f i as tern theatre 1 , Bridges replied that:

'After looking through the more reoent records of 
decisions of the C.l.i,. and other committees of 
Ministers.**, I fear that I cannot put my finger 
on any uefinite pronouncement in favour of an . 
Army organised to fight an Eastern Campaign . ...

1. CAB. 2/7 1 C.I. B. minutes, 17 ^ar. 1938, pp.V-6, and conclusion 18.

2. CAB. 23/93: Cabinet minutes, 23 Mar. 193d, p«6l.

3* T.161/1071/S.42580/3* Bridges to Bovenachen, 31 «ay 1938.
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proposals for heavy expenditure on equipment necessitated, whether 
AS to type or scale, by the hypothetical requirements of an Eastern 
campaign, Bridges warned, would be resisted by the Treasury. The 

significance for the Ara*y of Inskip's report of December 1937* so far 
as the Treasury was concerned, lay in the priority given to A.L.&.B., 

and not in that given to Imperial defence*
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CHAPTER 30* CONTINENTAL COMWITKJ&T, 1938-39.^f w ^ ̂  ^ ̂  w

The General Staff's reluctance to give absolute priority to A.D.G.B. 

seems to have been founded on a belief that, if war came, the Cabinet 

would not long adhere to its decision not to send the ^ield Force to 

France* *<hile giving evidence to the C.I.D, sub-committee on the 

organisation of the Army in February 1953, Gort, the C.I.G,S., explained 

that:

'If everything was to be sacrificed to A.D.G.B., 
we might find ourselves without any force at all 
to send to the Continent to help France if she 
were in danger of being defeated on land* 1.

By April 1938 (tort thought the Cabinet was slowly coming round to the

view that an expeditionary force must be sent to France in the event of
2 war with Germany . No such decision had been taken by September, however,

when war over CseohoSlovakia seemed an immediate prospect, and when 

defence departments were asked to make proposals for immediate steps to be 

taken*

Treasury officials' response to different departments 1 emergency 

proposals brought out clearly their view of relative priorities, at that 

time, as between air defence and assistance to Continental allies* 

Substantially the whole of the Air Ministry's emergency proposals placed 

before the T.I.b.C. on 9 September were sanctioned at once, as proposals 

involving only the acceleration of the Air kinistry's approved programme* 

But sanction was withheld by Hopkins from some 40 per cent of the >*ar

1. CAB.16/1961 minutes, 28 *ob. 1938, p*7*

2. Ironside D^ariesr 1957-40. ed* Roderick Kacleod and Denis Kelly 
(constable.
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Office 1 * emergency proposals, on the grounds that tae items in question 

were designed to prepare the Field £"oree to fight a European campaign, 

and that:

'so far as he was aware, no decision had been 
reached by ministers that there was a necessity 
to make special additional provision against 
the contingency that the i'ield >oroe sight be 
engaged in a war on the Continent forthwith* 1*

Fisher spent 11 September, a Sunday, with Hore-Belisha, and discussed 

with him 'the question of the expeditionary force', and, according to 

Fisher, Hore-lelishai

'agreed with the view that the whole idea was 
purely academic at the present time in view 
of the fact that the (Germans would be good 
enough to come here. He appreciated the fact 
that the soldiers would remain here' 2.

Fisher believed the German air force would attack Britain at the outset of 

war, and tuat, until that attack could be contained, the **ield Force would 

be unable to leave, and would be employed 'as general handymen* for A.D.Cr.B. 

and maintaining public order .

Fisher had either sdsunderstood Hore-Belisha, or Hore-Belisha had had 

second thoughts by the next day, for then he raised in Cabinet the matter 

of the T.I.S.C* holding up War Office emergency Measures* Simon seems to 

have felt that his offioials had misjudged the occasion, for while he agreed 

with them that 'emergency provision for a winter campaign abroad cannot be 

regarded as the most urgent requirement in the existing situation', he 

refused to take up the Cabinet's time in squabbling over the disputed items,

1. 1.161/949/2.49094/1* T.I.S.C. minutes, 9 S«pt, 1938* items 1 and 11.
i

2. ibid.i Wisher's consent on memorandum by Compton, 12 3ept. 1936*

3* &bid. this belief was not peculiar to Fisher - see CAB, 64/3* 
Ismay*s memorandum, 21 3«pt. 193&*
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which would oo 61 only £200,000 , Treasury sanction was duly greeted.

While soae tei^ht feel instinctively that 'never again 1 should British 

troops be oonnitted to A renewed >estern Front, Fisher*s opposition to an 

expeditionary force at the time of Munich was based on his fears arising 

from German air superiority* In discussions, in October 193$, on the role 

of the Army in the U&ht of the crisis, Fisher noted that there was 'too 

such talk9 from the $ar Offioe about the Field Force, and not enough 

realisation that A.D.&.B, should have 'supreae priority'. At the sace 

tine, provided industrial capacity was not diverted frost A.D.&.B* work. 

Fisher had no objections to sending qe,n to France* He noted:

'I oan see no reason why we should not call on 
the i'renoh for field artillery, tanks etc., for 
the force they would like us to land in France* 2.

Hor, apparently, did Wisher think that field formations need be restricted 

to Regular units* At any rate, he *ade clear in the C,I«i), that he 

•depreo ated any reduction in the strength of Territorial infantry 

battalions' 3 *

On 31 October 1938, in the light of what Hore-Belisha called the 

'very marked desire of the *'reach for the assistance of British Arsy 

formations on the Continent 1 , the «ar Office asked for additional equipaent 

at a cost of £200 Billion, to equip the Regular and Territorial Armies on 

a higher soale than under the authorised prograaae* This would enable 

two aobile divisions to be created out of the existing one, and a force 

of six divisions (including the mobile divisions) to be ready 14 days after

1. T.l6l/949/S«4909VU note by Siaon, 13 S«pt. 1938*

2. T.161/877A. 19907/5* Wisher to tii»onf 25 Oct. 1938.

3. wAB.3/8; C*I*I>. idnutes. 6 Oct. 1938.
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the outbreak of war* A further two infantry divisions, equipped on a 

lower scale, would be ready one month after the outbreak of war 'to 

support overseas garrisons', and the Territorial Army, organised into 13 

divisions, including one mobile and three notorised, would be available 

in from four to eight months after the outbreak of war • 

Hopkins commented to Wisher that:

have been thinking that it would be right 
(subject to financial exigencies) to agree to 
some extension of army preparations, but cer­ 
tainly not on any such scale as this, nor for 
suoh a purpose as this* .

Fisher agreed, noting that air defence and an adequate Navy were essential
o 

but that 'nothing else natters at this stage* •

The War Office's proposals made no headway at Cabinet level before 

1939, but this did not reflect ^i slier* a influence, for his close relation­ 

ship with Chamberlain had been broken by Munich* The Cabinet was no less 

concerned than Fisher about the danger of air attack, and the failure of 

appeasement was not yet apparent* Discussions were held with the French 

at the end of November on co-operation in defence, but in these Chamberlain 

adhered 'to existing plans as to what would be available at the outbreak* 

of war - which meant two divisions •

ID tec ember 1936 and January 1939, however, the C.O.S. made out an 

overwhelming ease for supporting France with a larger expeditionary force 

from the outbreak of war* France could no longer look to the Czechs' 35 

divisions for assistance, and the French Army was now outnumbered by the 

fcensan. It would be difficult, the C.O.S, reported in January, to say

1. CAB.27/64S1 £(38)3.

2. T.l6l/107l/i>.42p80/3« Hopkins to Usher and «oods, with Fisher's 
comments, 31 ^>t. 1936.

3, CAB* 2V 96: Cabinet minutes, 22 Nov. 193#» P»24*>, and ^
Grand Strategy, i. 493*
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how the security of the United Kingdom could be aaintained if France 

fell, and, therefore, a contribution on land to the defence of franca 

Bight be necessary for the defence of Britain .

Fisher's ooaments on this C.D.S* report - which he described as 

'sheer ooauaon sense* * suggest that progress with .*&«*),(»•&,, and the 

immediate prospect of war, had made him believe that the time for pre­ 

paring the Artsy for European service had cone. He notedt

'To have no Aray at all is doubtless a possible 
policy. To have a avail thoroughly efficient 
ar.-i equipped Tmy of the size favoured by the 
Ctuefs of Staff is another possible policy* 
But to have a collection of human beings, numeri­ 
cally aqual to the Chiefs of Staff proposal, 
unequipped and unready for any military purpose 
of value is no policy at all, but Just fatuous 
extravagance* Be it noted that the Chiefs of 
Staff are not proposing an Amy on a continental 
scale; they accept the size and numbers of the 
existing *rmy (Regular and Territorial) practi­ 
cally as they are, but recommend that this shall 
be put into a position to function as an Army. 
I hope their report will be adopted* 2*

It will be recalled that Fisher had always advised that the preparation 

of the Kegular and Territorial Armies for European service should be an 

'ultiaate objective' . .hat the -ar Office and C.O.J. were asking for in 

January 1939 was a Kegular force only six divisions strong, including two 

mobile divisions, equipped on a Continental scale, with an immediate reserve 

of four Territorial divisions, and full training equipment for the rest of 

the Territorial Aray, A further two divisions should be formed out of
L

Kegular units serving overseas, and equipped on a 'Colonial* scale *

1* CAB.5V441 C.O.S.827. See elso CAB.53/V3' C.O.S*d11.

2. T»l6l/l071/S.42580/4: Wisher to Siaon, 1 Feb. 1939.

3. See chapter 26,

CAB. 24/282* C. P. 27(39;.
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Froo a departmental point of yiew the Treasury was bound to be 

interested not merely in the siae of the proposed Aray, but also in its 

cost* More elaborate equipment, and rising costs due to inflationary 

pressures on industry, meant that the cost of an expeditionary force for 

Continental service had risen steadily over the years, and indeed the cost 

of the Field Force had been barely checked by the change in its role in 

1938. As Coapton pointed out on the same day as Fisher applauded the 

C.O.S.'s paper, the cost of a Kegular expeditionary force for Continental 

service had been estimated at £?2 Billion in October 1935, end * 97 Billion 

in October 1937* In January arid -arch 1938 the cost of the same sice of 

force had been estimated at £98 Billion on the hypothesis of an 'Eastern 

theatre*, and ^9& million for * general purposes'* The revised estimate

for the continental role in January 1939 was ^126 million *

Hopkins and Phillips, in their advice to Siaon, took a much aore 

critical view of the C.O.S.'s paper on the Army than Fisher had done* 

The C.O.L'. had taken the view that as 'only* about 30 per cent of British 

engineering industry was at present employed on arsia&ezits work, there 

shjuld be anple capacity for increased Army demands, even after the full 

needs of the other services in war had been met* Hopkins and Phillips 

argued, however, that in war there would be enormous deaand on engineering 

capacity for general repair work 'if destruction by air raids assumes any 

such magnitude «a has been envisaged'* Moreover, if it were not possible 

to borrow from America, engineering capacity would be needed for increased 

exports to pay for the war, while warfare itself was more complex than in

1. T. 161/1071 /S.42$80A» note by Coapton, 1 Feb. 1939» A» an example 
of how the price of an individual ite& Bight rise, the cost of a 
light tank was given by the <*ar office in fcarch 1938 as ̂ u+000, as 
against ~3250 in October 193* (T.161/822/S. 351 77/38: Ora* to 
Compton, 23 Mar. 1938).
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and required eore industrial resources. 'It is true that we 

have left behind the time when we were attempting to out our coat 

according to t&e cloth 1 , Hopkins remarked, but a change in policy with 

regard to the Army 'may well prove the last straw', and the Cabinet should 

be warned of the seriousness of the country's financial position •

After ministers had discussed the V<ar Office's proposals on 2 February, 

however, blmon had to report back to his officials that no one in the 

Cabinet! except the Prime Minister, now placed much importance on finance 

as the fourth arm of defence, ana when the &ar Office proposals came 

before the Cabinet again twenty days later the Chancellor had to agree 

that 'other aspects in this matter outweigh finance '• kven so, the 

Treasury, by pressing the financial issue, had been able to secure the 

deferment of some Mb million worth of the War Office's original proposals

(eosting £31 million altogether) mainly by delaying a decision on the
2 formation of the two 'colonial* divisions •

The Army programme was greatly increased after the German occupation 

of Cseohoslovakla. On 28 March Chamberlain was discussing with More- 

Belisha the necessity of taking some action which would show European 

countries that Britain intended to resist aggression, and iiore-Belisha, 

without first consulting the Army Council, suggested doubling the territorial 

Army • ftilson volunteered to discuss the proposal with the treasury, and 

found Hopklns and Barlow very hostile to it* Simon, however, took the 

view that the matter must be looked at from a wider point of view than that

1. T.1 73/1 04( Part 2): note by Hopklns and Phlllipa on G.O.S.827.

2. frfrid. . note by Simon on Cabinet of 2 Feb. 1939; CAB.2j/97r Cabinet 
fllnutes, pp.l73ff., 306f., 311.

3. kinney, Hare-Bell aha. p»1d6f*
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of the Exchequer, and offered no opposition, 20 that a public announce­ 

ment of the measure could be to*de the next day •

In the circumstances Kopkins* and Barlow's objections had no impact, 

but had binon been prepared to argue their case in the Cabinet it is 

possible that a less ambitious, but more easily attainable expansion of 

the Army ^i^ht have been adopted instead* Barlow pointed out that the 

immediate military value of the new territorial divisions would be nil, 

and far from deterring Hitler, they would be sore likely to encourage him 

to strike before they were ready* Barlow would have preferred the money 

required for doubling the Territorial --Tory to be spent on the '-egular ..ray. 

Hopkins observed that Hore-Selish&'s plan had been invented in a few hours; 

was unrelated to any strategic plan, and was an * important new step towards 

a commitment to fi&ht the next war, like the last, in the trenches of 

I ranee' ,

The final step towards that corned taent oame three weeks later when 

the Cabinet approved in principle a plan by Chatfield to increase indus­ 

trial capacity and reserves of equipment to enable Britain to have a 32- 

division /.ray in the field twelve months after the outbreak of war* In 

the sane nonth of April compulsory military service was introduced, partly 

to provide f jr a speedier Banning of the country's anti-aircraft defences 

than was possible with the existing Territorial anti-aircraft divisions, 

and partly to iapress foreign opinion. In the months of crisis in 1939 

the previous limits set to rearmament no longer applied, and the Treasury 

had lost its powar to force ainisters to ohoose between strategic priorities*

. 1/296: Wilson's ae»oraudu«, 29 ****• 1939.

2;; Barlow's aemorandua, with iiopkins' cofiaent,
26
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As noted in Part II all that Cimon and Hopkins could do in these 

circumstances was go to the Cabinet at the beginning of July and 

advise that in order to maintain the new scale of rearmament quasi- 

wartime controls over finance capital would be necessary before the 

end of the /oar. 'Conscription of wealth* , as Chamberlain had 

remarked, was the * corollary of conscription of manpower* •

1. CAB.2V98J Cabinet minutes, 19 Apr. 1939, pp.SMff.J 0/iB.2J/99* 
Cabinet minutes, 24 and 2$ Apr., pp.6-10 and 26. ior Treasury's 
adTioe in July see pp.201ff.
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CHAPTER 31. SUMMARY.

The Treasury influenced defence policy, in the first instance, 

by drawing attention to finaneial implication* of unlimited rearmament, 

and persuading ministers to stake choices which «ight otherwise have been 

avoided* 'Rationing' of finance led to Inskip's review of defence in 

1937, And nemories of 1931 were sufficiently recent to persuade not only 

the Cabinet, but also Chatfield and Hankey, that the coat of polioy must 

be cut according to the cloth of finance* Not until 1939, when fear of 

war outweighed fear of a financial oraah, did the Cabinet ignore Treasury 

warnings about finance*

Treasury advice on finance was in turn Influenced by the object of 

goverment policy * which was to prevent war by appeasement and 

rear&a&ent* So, too* was Treasury advice on what polioy should be* 

Chanberlain and Fisher persuaded the Cabinet in 1934 to adopt a polioy of 

long-term deterrence, based on air power. Down to 1937 the Treasury 

supported the Air Staff's policy of boaber 'parity'; but once it was clear 

that the aircraft industry was failing to match German output* the Xreasury 

advocated a policy of making Britain eeoure against a 'knock-out blow* froa 

the air. so that Germany would be deterred by the prospect of a long war in 

which britain* s financial and Imperial resources could be mobilised* Such 

a policy required sea power to defend trade routes* and while building up 

her air defences Britain maintained and developed the world's largest navy*

The heavy Inroads on industrial capacity Bade by air and sea require­ 

ments dictated the extent and tining of Britain's military preparations* 

No doubt ministers wished to avoid a repetition of the western Front of 

191V-18, and in 1937 Chatfield and Hankey preferred laperial defence to
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assistance to i-uropean powers, but the preparation of the Field Force 

for Continental service remained, at least for risher, an ultimate 

objective to be carried out once Britain was secure against air attack* 

Chamberlain concentrated on what could be done in peace time to prepare 

forces for use at the outbreak of war, and both he and fisher, down to 

1939* believed that available industrial capacity would not be sufficient 

in peace even for the 17 divisions which could be raised by voluntary 

recruiting, far loss the 32 divisions projected by Chamberlain and Hore- 

Belisha after the occupation of CsechoSlovakia*

It was the function of the Treasury to ensure that service planning 

did not go beyond the bounds of finance or industrial capacity, and by 

1937 there was, as Bridges remarked, a real danger that 'money and effort 

would be wasted in building Isolated parts of a structure planned on so 

gigantic a scale that it could not be completed* • Since defence 

departments were constantly seeking to expand their individual programmes, 

the Treasury sought to influence both policy-making, through financial 

rationing, and execution of policy, through detailed control of expenditure, 

to ensure that what it, and the Cabinet, considered to be the «oat important 

items received priority and were completed first* After Inakip had 

reviewed defence in 1937 this meant items designed against air and sea 

attack*

1* See p*a67f.
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PART IV

TU& XR^ASlOiT'S INFLUENCE Oft ttffi EXECUTION 
OF DEFKMCE POLICY

CHAPTER 32.

The Treasury1 a success In obtaining Cabinet decisions on defence 
priorities had to be followed up by Treasury control of expenditure to 
ensure that defence departments adhered to Cabinet decisions while 
carrying out different parts of the reanoaieent programme* Cabinet 

decisions were usually expressed in general terms, which left ample room 
for varying interpretations, especially when looked at from different 
departmental viewpoints. As noted in Part III, the admiralty aspired 
to build up to a two- power standard even when only a one-power standard 
was authorised by the Cabinet; the .ir otaff continued to aim at building 
up a strategic boaber force even after the Cabinet had given priority to 
air defence, and the <ar Office was reluctant to allow priority for air 
defence to extinguish hopes of creating an expeditionary force* Part IV 
is an attempt to show how far Treasury o ntrol of expenditure, as outlined 
in Part I, was effective in keeping departments to priorities agreed by 
the Cabinet (recorded in Part III), interpreted by the Treasury in the 
light of the need to maintain financial stability (as explained in Part II).

Execution of growing reamanent pro^ramm** required creation of 
industrial capacity, and departments were obliged to subait for Treasury 
approval all contracts where public money would be used for this purpose* 
As already noted in t'art III, where new Industrial capacity was proposed 

for a purpose not approved by the Cabinet, such as equipment for the
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Territorial Army's field formations, Treasury approval would be withheld1 . 

By limiting industrial capacity, the Treasury oould restrict & department's 

ability to spend even after financial control through the annual tstimates 

or through 'rationing* had weakened*

The Treasury influenced the outcome of the rearmament program&e by 

Applying* or relaxing, Treasury control. Except where proposals 

threatened to be a particularly heavy strain on the balance of payee? ia, 

the Treasury tended to relax its control over those parts of the programme 

to which the Cabinet had given priority, but not to relax control over 

other parts. ;'-t the same time, however, different departments were more 

or lees subject to Treasury influence according to their need to expand 

industrial capacity. Broadly speaking, what happened was that Treasury 

control was most relaxed in the case of the ' ir ministry, especially in 

1935- 3Q« ?**• j-dniralty, however, had least need to build up new industrial 

capacity, and was correspondingly less subject to Treasury control* The 

war Office ca&e off worst, as it had the greatest need for new productive 

capacity, while the Field ^orce was given a low priority by the Cabinet 

and Treasury down to 1939*

This generalisation can best be tested by examining the treasury's 

influence on each department's prograaaae in turn. In studying the 

Treasury's influence one must bear in Bind that Britain's resources were 

Halted compared with her defensive responsibilities. There were bound 

to be gaps in the defences of Britain and her Empire, and It cannot be 

assumed that each and every one of these gaps was due to the malign 

influence of the Treasury. AS the . irst Sea Lord, Backhouse, observed in 

November

1. See p. 266.
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•The trouble IB ... that we are now trying to 
take on wore than we are really able to ,*. 
and we limply cannot produce more than we are 
doing' 1.

Defence departments themselves had to establish priorities, which 

night in turn nean leaving gaps* The best examples of Treasury 

influence are those where different courses of action were desired by 

the treasury and the defence department concerned, for thereby one c ,n 

see where Treasury Influence aade a difference to the execution of defence 

policy*

. ABK.205/,38 Backhouse to Sir Percy ftoble, 14 HOT. 1938.



298.

33. XHfc AJK FOBC&'S

The Air Ministry faced a wide range of difficulties while expanding 

the Air Foroet «en had to be recruited and trained; sites had to be 

selected for aerodromes, and men &nu aircraft had to be accommodated on 

these sites, which were usually far from conveniently situated froa the 

point of view of securing building labour* The Treasury could have added 

greatly to these difficulties bj maintaining strict standards of Treasury 

control. For example, down to 1934 the -ir Linistry had been required to 

subttit to the Treasury details of proposed new barracks, or renovations, 

right down to beating arrangement s , and delays sees to have resulted* 

But fron 1934 Fisher made it clear to his officials that they were not to 

hold up expansion, and ir Ministry finance officers were given much wider 

discretion . Again, the Ireasury did not even attempt to exercise effec­ 

tive control over establishments, for, aa Bridges observed, there was not

'any danger that the supply of personnel will ultimately outrun the supply 

of machines* •

The Treasury's influence on - -Ir .oroe expansion is best told with 

reference to 'the supply of am chinos*, for it was upon aircraft production 

that Treasury officials concentrated. One of the paradoxes of rearaaaent 

was that, while Chamber lain and fisher advocated an 'air deterrent', the 

Ministers responsible for expansion of the - ir .oroe found they had not a

1. Treasury Supply files, esp. T,161/77C/S,404&7: Fisher's note, 
5 June 1933.

2. T.l6l/923/S«40760/OVlt Bridges' note, 12 Apr. 1936J
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free hand to spend as »uoh money as they would have vdshed . The key 

to this paradox was that priority for the Air Force was subject to the 

need to maintain Britain's economic and financial strength* By a 

Cabinet decision of -'eferu&ry 1936 rearmament *as not to interfere with 

normal trade and industry, and until that rule was revoked in March 1933 

the Air Ministry had to compete for industrial resources not only with 

other defence dep&rtuents, but also with civil induetry, which w&s erJoying 

growing consumer demand down to late 1937* In 1937 the Secretary of State 

for Air, Swintozi, thought that this policy of non-interference - which was

government, and not simply Treasury, policy - would delay completion of
2 the Mr Ministry's current programme from 1939 to 1941 •

A good example of how the Treasury sought to reconcile the needs of 

the 'fourth arm of defence* with those of the Air Ministry, and sound 

administration, is provided by the case of the Aluminium Company of Canada. 

On 15 I'arch 1939 the Air Ministry requested Treasury sanction, at 24 hours 

notice, of an agreement reached with that company for guaranteed purchase 

of aluminium. Given the guarantee, the company would set up a factory at 

its own expense. Waley took the view that the proposed cost in foreign 

exchange of aluminium purchase - *:>} million or more - would be such 

that the alternative of spending £600,000 on creating equivalent industrial 

capacity in Britain would not be unattractive. The Treasury refused to 

be rushed, and consulted the Board of Trade, and it was not until 4 April 

that agreement was reached, on the basis of another alternative scheme

1. Swinton, I Kemeabfr. p,Hd} .interton, Jrders of the !>&y. p»233-
winterton, as Chancellor of the Puehy of Lancaster, acted as -winton's 
deputy in 1937-38*

2. bee p.1o4f. and Hancock and Crowing, briti&h V**r zcanomy. p*69f •
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whereby a shadow factory for the British Government woula be set up in 

Canada* This factory would be operated bv the Canadian company, but 

equipment would be sent out from Britain so as to reduce the drain of 

foreign exchange •

For the B0»t part, however, Treasury control on Air Ministry spending 

had only a gentle braking effect, and Treasury records sake clear that 

fron May 1935 finance flowed freely into the Air i'oroe programme. The 

Air Ministry was allowed to place Ion--tern contracts in advance of 

Parliamentary approval, provided the Treasury was informed, and the sise

of Supplementary Estimates, in Bridges worda, 'depended on the extent to
2 which aircraft manufacturers kept up to date with their contracts* •

No money was refused the Air Ministry in the Kstimates or Supplementary 

Estimates of 1935 and 1936, and swift Treasury approval of proposals for 

expenditure led Swinton to write to Chamberlain at the beginning of 1937:

'I would like to express my very grateful thanks 
••• to the departmental Treasury for their un­ 
failing readiness to help us in the unprecedented 
oil fioulties oi the tii&e* 3«

A £3 million out was made, at Bridges' suggestion, in the 193? Sketch 

Estimates (for over £8$ million), in respect of a proposed increase in 

bomber strength which had not yet been submitted to the C.I,J>» or Cabinet. 

But Bridges said it would be made clear to the Air Ministry that this cut 

need not debar the® from obtaining a Supplementary Estimate for the 

proposal later. Barlow thought that 'a gentle brake will not hurt 1 , and

1. T. 161/950/S.53066.

2. T. 161/671/^.40019 » Bridges to Barlow, i* July 1935-

3. T.161/75VS. 351 70/37* Swlnton to Chamberlain, 13 «7an. 1937.
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indeed for three years the /dr tfiixUtry had been unable to spend all 

the money voted for aircraft •

It was a good deal easier for the Air Ministry to draw up a paper 

programme than it was for industry to carry it out, and, as noted in 

Part 111, it was the fact that the current programme - Scheme i' * was 

in arrears that led the Treasury to resist proposals for greater schemes 

in 1937-33, prior to Scheme L of April 193$. ?he reasons for difficulty 

in spending Money on aircraft were a subject of controversy at the tine, 

but the Air Ministry's problems may be divided broadly into those relating 

to the development of new types, and those relating to production. 

Swinton recalled that 'there were not wanting manufacturera who would like 

to have built a lot of old Hinds and Harts' /Biplane light bombers/, 

'death*traps which coulc have been turned out in quantity and would have 

produced a nice fraudulent balance sheet 1 * He, however, made a deliberate 

decision in 1935 to go for quality rather than quantity, waiting for new 

types, often ordered off the drawing board, and he suffered much criticism

as a result because 'few people realise (or did then) how heartbreaking
2 are the aelays in getting out a new type* *

Row far was the Treasury responsible for the lack of suitable types 

to order in 1933, or earlier? A memorandum by Swinton*s successor, Sir 

Kingsley Wood, in October 1933, following Wisher's attacks on the *ir 

Staff's competence, claimed that during the period of the Geneva 

Disarmament Conference of 1932-33: 'all development work on the larger 

types of aircraft had been discontinued in deference to the views of the

1, T.l6l/7%/£»35l7Q/37J Bridges to Barlow, 1$ Jan. 1937. For 
underspending see Appendix XI 1» Table B«

Swinton, Sfoty lo&rs of ffow«r« p. 11 9, and I Re.at.aber* p. 110
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Treaaury and the Foreign Office'. In the early Thirties the oreign 

Office entertained hopes of liaitin$ the slse of bombers by treaty, and, 

in 1935* Ellington explained that the <dr ^taff had not proceeded with 

new hoary types *owing to the faot that the limited money available had 

had to be spent on aircraft falling within the ^proposed three-ton? 

restriction* • The absence of mo-Jem heavy types meant that the 

expansion scheme* of 1934 and 1935 provided for more light bombers, and 

fewer heavy bombers, than the Air -taff would have wished*

Undoubtedly the Treasury mist take its siiare of the blaae for this 

state of affairs, but the Persians also n&d problems wtiile bringing modern 

boaber types into production. At first they had to rely on converted 

commercial aircraft, and, according to one recant estimate, almost half 

the J*rman output of bombers in 193& was of obsolete or obsolescent types* 

Air r'orce expansion came at a time of revolution in aircraft design, and 

another way of puttie^ financial restrictions on research before 1934 into

perspective is to note that almost none of the nvodern types of 1937-39 in
2 Britain or Germany appeared on the drawing board until 1934 •

. .ircraft deliveries were delayed by more than ^winton's policy of 

waiting for modern types* deliveries even of established types were 

behindhand in 1936, and it was not until September of that year that 

Svinton felt he could say that so important a firm as Vickers 'were at 

last fully alive to the necessity of a training every nerve to carry out 

their orders • The position was worst with new types from new factories.

1. PRJES. 1/2^2: *ood to Chamberlain, 14 Oct. 193Q; C^B. 27/508* 
Ministerial i/.K.C. minutes, 10 kay 1935* pp.147 and 150.

2. Koikill, Hankav. iii . 320. iilllaa Orean, ft iff Plants 9^ the 
VVrld UaJT (teao^onaldt 19^0-68), vols. 1,2,6,9 and 10.

3. ACU&/26: BinutfcS of ^eoretary of state's progress meeting, 
15 Sept. 193*>» p.1.
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and here again the *»ir Uiniatry was inclined to blame industry. One 

report in 1937 to /<ir Council members regarding production at l-airey's 

new Stockport Factory of that firm1 s new Battle bomber spoke of:

'Bad organisation...* There was so much finished 
and partly finished worjc in the shops taat unless 
aircraft began to ooiue out very shortly there 
would be no apace lett in which to mark* 1,

Delays in that case were so bad that the Air Council cancelled part of 

the order.

Aircraft manufacturers, however, blamed the Air Ministry for delays, 

and by i.arch 1933 their representatives haa persuaded Wilson that:

9 the chief difficulty arises owing to what the 
lira* feel to be a persistent habit on the part 
of quite a large number of individuals in the 
*dr kinistry to cuta« uown to the »«orks ana give 
directions to quite minor changes to be made in 
planes that are uoa«r construction1 *

A month later criticism in Parliament and the Press moved lilson to point

out to Chamberlain that 'a wave of dissatisfaction with the Air Ministry
2 is developing fast* . In May Svinton resigned.

in the midst of all these recriminations no one attempted to blaae 

Treasury officials for delays* Swinton later described Bridges as a 

'good ally 1 , who, while making sure of value for coney, also Bade sure 

Boney was made available* Indeed, »a alreaay noted, the Treasury allowed 

Air Ministry contractors to receive rather more favourable terms than other 

departments' contractors • It was well understood in the Treasury that

1, Air.6/30: minutes of Secretary of -tate's pro&resa meeting, 
8 June 1237, item 1.

a. PfcEU. 1/236j Wilson to Chamberlain, 15 &«**• 1938 and again, no 
date, after 21 *pr.

3, See Chapter 10. Swinton, Sixty Years of Power, p. 118.



Air Force expansion involved expanding the aircraft industry* It waa 

known from the beginning that Scheme C of 1935 would absorb the whole 

of existing capacity, and that there would be no Margin for increased 

production should the scheme prove inadequate, aa it did, to match 

German expansion* £or that reason Trencherd had advised Wisher before 

Scheme C was adopted that drastic re-organisation and immediate expansion 

of productive capacity waa necessary, and that >eir was the man to carry 

this out, and that advice waa passed on to Chamberlain* At the time the 

Air Ministry seeme to have given ministers no hint that it was thinking 

in such terms •

Even when Weir was edviaing the Air Council it waa found there was 

a limit to what could be done, for private firms were reluctant to expand 

plant at the risk of having surplus capacity once the expansion scheme 

was over* By Key 193& Swinton had decided the time had come for the 

formation of a government-owned shadow industry for aircraft and engines* 

Ihe Air Ministry originally estimated that it would spend only £530.000 on 

ahadow factories in 193&* but Bridges made sure that additional money was

forthcoming through a special Supplementary estimate when the Air Ministry
2 found it could spend £2 million •

while creating a government-owned shaaov industry the Air Ministry 

and the Treasury were not unsympathetic to the needs of private industry* 

for example, in may 1937 the firm of ftaah and Thompson, which was respon­ 

sible for most turrets for new aircraft, was in financial difficulties* 

The Treasury agreed to the cost of certain additional plant recently

1* T.172/1330: Fergusson to Chamberlain, 9 X«y 1935*

2. T» 161/778/3.41735* Bridges to G. lamay, Treasury Officer of Accounts, 
3 Feb., and to Banks, 24- *'eb. 1937*



installed by the lira being borne by the Air *dnistry, and this, 

together with other advances, eased the firm's position * That was 

a step designed to maintain the paoe of the expansion programme* Then 

early in fcaroh 193$ the Air Ministry asked to be allowed to negotiate a 

formal subsiay for a private aero-engine lira, Alvia, even though there 

was BO need for Alvit capacity for the expansion programme* The firm 

was in danger of bankruptcy and of being broken up, and it was argued 

that it would be cheaper to maintain Alvis capacity than to build a 

government-owned war reserve factory* barlow recognised this as a 

departure from the Kobinson Committee's recommendation that the Grovernnent

should own plant it paid for, and deferred decision in the T.I.o.C., but
2 after a fortnight's delay the Air Ministry received approval to go ahead •

On 27 April 1936 the Cabinet authorised the Air Ministry to accept as 

•any aircraft as it could obtain from the British aircraft industry, up to 

a maximum of 12.000 machines in the next two years* Following upon the 

Cabinet's decision the previous month to relax the assumption that rearma­ 

ment should not interfere with normal trade and industry, this marked a 

new departure in the history of the expansion of the >dr Force - and it 

was one much desired by the Treasury* On 2 April Fisher had written to 

the Prime Minister, drawing attention to the 'appalling facts1 that 

estimated British output of aircraft in 1938 »*» 2.100 to 2,230, whereas 

the estimate for German output was 6.100* for 1939 the fibres were 

5,000 and 7*250 respectively. fhe situation was discussed by Chamberlain

1, AIR.6/301 minutes of Secretary of State's progress meeting, 1 June 
1937, item 2(iii).

2* T.161/850/S.42994*
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and Svinton, and before 27 April they and Simon had agreed that an Air 

Council Coonittee on Supply should be set up, with a Treasury official 

as a aeabar. This official, Bridges, would have full financial authority 

to sanction expenditure on the 12,000-airoraft programme, including 

expenditure on necessary builoings ana plant, ami the Committee*s deci­ 

sions would be reported only subsequently to the T.I. i.e. .

Bridges was authorised to reserve a decision when he felt that a 

case had not been Bade by the Air £*inistry, or that a setter required 

further investigation in detail by the I.I.S.C, But he understood well 

that speed was of the essence, and he risked P.A.C. disapproval in his use 

of his power to authorise expenditure. He suggested, for example, that 

the Air Ministry pay a price for a service depot so ouch higher than that 

estimated by a valuer that the normal coarse would have been to go to 

arbitration* This gave the Air Ministry immediate entry instead of wait­ 

ing for long drawn-out arbitration procedure• He agreed to an order for 

500 snail dlenentary training machines not being counted among the authorised 

12,000 aircraft, thus in effect increasing the number authorised by the 

Cabinet* He agreed to an approach being made to a firm to act as sub­ 

contractors to Kolls Koyce, even though the firs, the British United Shoe 

Co* Ltd*, had been allocated by the C.I.D.'a supply organisation to the

War Office and Admiralty lists of Industrial capacity for use in war*
2 The Supply Board was to be asked to change its plans later *

1. CAB.23/93: Cabinet minutes, pp,215-221; FREK.l/2*>2i Fisher to 
Chamberlain, 2 Apr. 193Qj T.161/92Vs.40?60/oyi; Siaon to Wisher,
25 Apr. 1933} AIB.6/34: ainutes of Secretary of State's progress 
meeting, 24 Apr. 1938,

2. T.161/923/S,40760/OA/1* minutes of Air Council Comnittee on Supply,
26 May, p.1> 9 June, P«15» and 1J June, p.3 (all 1938).
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had to do this work while still carrying the full load of 

his other departmental duties, involving every other aspect of defence, 

Although not given to expressing personal feelings he did write to one 

ciril servant at the tisve:

'Many thanks for your aanuscript note about the 
Cabinet Committee on the defence of India* 
This happens to be one of these horrible days 
when I alt all da/ on the >dr Council supply 
Commit tee , and 1 have only Just seen your note 
whan looking in at the office at lunch-time; 
consequently 1 a&i afraid I shall not give you 
a very satisfactory answer*... 1 1.

As a result of the Air Council Supply Conmittee's work orders worth 

£43 Billion were placed for aircraft, including over £6 million for 

contracts in the United states, in the two months from 29 April, but less

than £? million had been devoted to new industrial capacity in the sane
2 period • Prior to the adoption of chaiae L Bridges had tried to encourage

the ir Ministry to spend Ktoney on expanding Industrial capacity for use 

in war, r&ther than on building up reserves of aircraft. But the Air 

Ministry had preferred in ^oheme L to pile up orders so as to encourage 

manufacturer* to carry out their promise of producing 12,000 aircraft in 

two y**ra with existing capacity. By July, however, deliveries had fallen 

behind promise a, and the Air Ministry wanted to create now industrial 

capacity. The trouble, as Bridges told Fisher was that by then it was 

so late thatt

'I aa bound to say that I think the r»us»ber of 
machines to be produced out of the new capacity , 
now proposed by War oh 1940 will not be vary large* .

1. T. 161/949/3.49096/4: Brides to »ilkie, 21 July 1938.

2. 2.161/923/3.40760/0.3/21 T.I.S.C. - A.H. Ueao. No.242, 25 July 1938*

3. T.161/950A>.53066| &rid«as to Fisher and »oods 9 18 July 1938.
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<»uite apart iron the question of going beyond what the Cabinet had 

authorised, Bridges knew the Supply Board was seriously perturbed at the 

extent to which Air Ministry demands would impinge on other department6 

in war tine* Bridges asked:

'If it is impossible to find the aon&y and resources 
to put behind the first line Air rorce v to which we 
are now building up] adequate reserves and war 
potential, does it not look rather as though we are 
allowing ourselves - under stress of the parity 
argument - to be persuaded into an attempt to build 
up too big a force; and that we should really be 
stronger if we had a rather scalier force with 
adequate resources behind it? Ana, incidentally, 
a force with a larger proportion of fighters?' 1*

Aa noted in Part 111 the Treasury and Air Ministry had been in

dispute aa to the proportion of fighters to bombers since Inskip's Keport
2 eight conthe earlier . Low, bj refusing authority to proposals which

could not be justified under tht existing programme the Tr*asury could 

force the Air Ministry to put new proposals for a balanced expansion 

scheme before the Cabinet*

This action did not affect the Air Ministry's ability to spend in the 

iaoediate future. As the Air Ministry's reoorda for October 1938 noted, 

the lack of Treasury sanction for some £2 million-worth of war potential 

propoaala was causing no delay aa 'none of the proposals covered by this 

sum were quite ready for action* • The Treasury continued to be liberal 

in 1936-39 towards propoaala for increasing industrial capacity, and it

1* T.161/950/S. 53066: Bridges to Fisher and ftooda, 18 July 1938 

2, See

3, AJLK.6/3i>: odnutea of ^eoretary of State* a progreaa meeting, 
18 Oct. 1938, lte» 2(b).
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has been estimated that floor space for aircraft production rose by 

about 60 per cent between August 1933 and September 1939. As a result, 

in September 1939 British monthly production of aircraft overtook 

Germany's •

Nevertheless the stand taken by Treasury officials towards part of 

the unauthorised war potential helped to force the Cabinet battle in the 

autumn of 1933 OB priorities between fighters and bombers* As described 

in Part III the Cabinet's decision was a success in principle for the 

Treasury view, for the Cabinet authorised Scheme K's fighter proposals,

but laid down that bomber orders were only to be sufficient to ensure
2 that labour and plant were not unemployed •

Hitherto the Air Ministry had not really given fighters priority, 

as the Inakip Report had recommended* This is reflected in the orders 

approved by the .-ir Council Committee on ^apply. In its most productive 

first two leonths the Committee placed orders under Scheme L for 334 

bombers compared with only 5&1 fighters. Bridges could not challenge 

this policy on the Committee because ~>«inton had arranged that the Committee 

would be concerned only with the aeana of giving effect to decisions in 

principle taken beforehand by Air Council members alone* Of the 561 

fighters ordered initially by the Committee 300 were Gladiator biplanes, 

and the Air Staff's reluctance to order more of an obsolescent type was 

understandable* The remaining 261 were Spitfires and l>efiants« and as 

both types were still under test some reluctance to risk ordering large

_ _____________^^^^^^^M^^^M^^MMMafc^a^^^-ttlMMMaa^a^a^MfcMJMMaMMB^MfcMM^aMfcfc^MMMMIM^^

1. Postan, British Vifar Produqfoon. pp.40, 471 and 434*

2. S«* p.263.
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nuebers of possibly unsuccessful aircraft was also understandable. Leas 

understandable was why it took the Munich crisis in September to move the 

Air Staff to place an additional order for 1000 Hurricanes, the best type 

in service at the time .

The Cabinet's decision in November 1938 gave the order of priorities 

that the Treasury wanted, but Treasury officials rightly anticipated 

difficulty in enforcing the Cabinet's decision. As Gilbert, Bridges' 

successor at D«fc*, observed:

'The Cabinet*s approval of the programme gives the 
Treasury the right to watch commitments in bombers t 
which were away with the lion's she re of the money 
in the Air* I ac not sure that wt shall be able 
to do much, unless the political outlook /abroad7 
changes.*.' 2*

Gilbert's doubts were justified* A month after the Cabinet's 

decision the Air Ministry presented proposals for its new heavy bomber 

programme. The Air Ministry anticipated that the new aircraft would be 

ready for production iron" August 1939» and planned icrstdiate creation of 

all the productive capacity required for the full programme in Soheee H, 

within the original tinescele (oonplotion in 1%2). At an interdepart­ 

mental meeting on 9 December 1938 Gilbert observed that this plan *oade 

no concession to the views of the Cabinet that the increased fighter 

programme should be approved, and the current one accelerated, at the 

expense of SOB© retardation of the bomber pro^racme ' . the Air Ministry 

representative admitted that 'the original objective renained unchanged*,

1. See p.260f. T.l6l/92ys.40760/0;5/2j T.l.S.C. . A.k. Memo. Wo,242; 
Al*i«6/3*t* Minutes of Secretary of State's progress Meeting, 24 Apr., 
p.2, and 11 July, 1938, p*7.

2. T.161/°4$A»4£09V'2| Gilbert to *.R. Kraser (Treasury), 12 fcov. 1938,
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but explained that the Air Ministry*s finance Branch waa retaining 

control of financial commitments ao that a further approach would be 

made to the Treasury when orders for aircraft came to be placed. 

Gilbert waa persuaded, and told Barlowt 'we have got to accept *., 

that control at /That/ stage can be real control,

On this basis the Treasury agreed on 20 December that the Air 

Ministry should order jigs to provide for peak production of the new 

bombers. The question of aircraft orders too was soon settled, although 

not without a rearguard action by Fisher* ^ilson thought it * somewhat 

difficult to argue *.. against experts' on the technical merits of the new 

bombers, and Barlow believed the Treasury could not carry its opposition 

to the new bombers further. Fisher, however, attempted to argue against 

the experts, pointing out that the Air Staff reached its conclusions in 

favour of big bombers by comparing the performance of a heavy bomber, the 

Stirling, which was not yet in production, with an older type of medium 

bomber, tha Wellington, which was already in service* *ls it necessarily 

the case that a Medium Bomber must be slower than a bigger site?* he asked* 

Fisher's challenge seems to have carried no weight in the Prime Minister's 

Office, however, end in January the Treasury sanctioned the Air Ministry's 

proposed orders •

Since jigs and materials approved in .ecesber were still being 

assembled no delay resulted from Fisher's challenge* On the other hand 

the Air Ministry had been too optimlatic as to when the new heavy bombers

1. 1,161/923/3.40760/03/3* note of meeting at Treasury* 9 £«o», and 
Gilbert to Barlow, 15 *>tc., 1933.

2. FKiSM, 1/236i ftllson to Chamberlain* 13 i>eo*, and 'Note on the Sis* 
of Bomber Aircraft', with Wisher's comments, 22 Dec*, 1933; 
T.l6l/925A.¥)7oG/03/3J £«**ow to Mopklns. 19 *eo. 193®» *n<* Gilbert 
to Barlow and ttopklns, 10 Jan, 1939*
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would be ready for production - in July 1939» when production should 

have been about to begin, these types were already nine months behind 

schedule. Technical factors imposed delay where Fisher could not, and 

for the tine being the Air Ministry had to be content with continuation 

orders for existing types .

Similarly technical factors made it difficult for the Air Ministry 

to carry out the Cabinet's policy of priority for fighters. The Treasury 

approved promptly all orders for fighters, but industry found it easier 

to continue producing existing types of bombers than to introduce new 

types of filters on to assembly lines* Air Ministry figures showed 

that at the end of 193B deliveries of obsolescent medium bombers were 

ahead of schedule, whereas those of fighters were behindhand* As a

result it was not until February 1940 that fighter production exceeded
2 that of bombers •

On balance, it must be said that technical problems of bringing new 

types of fighters and bombers into service did more than Treasury control 

to dictate how Scheme fc was carried out* At the sa$e time, the Air 

Ministry was not icpervious to the Cabinet* c instruction that fighters 

should have priority, and whereas in October 1938 Britain had had 406 first- 

lice fighters, most of then obsolescent biplanes, in September 1939 the 

figure was 608, and most were monoplanes* ?irat~line bomber strength 

increased in the sane period from 492 to 536% In September 1939 

the Air Force was further than ever from the goal of 'parity 1 with

1. T.l6l/923/S.40760/OV3i Self (A.M.) to Barlow, 21 Mar. andl3 July 
1939.

2. i&.J Gilbert to Barlow, 15 ^«o* 193$» Postan, British *ar

3. Gibbs, Grand Strategy, i.< 598f .



Geraany in bovber strength, but &t laat ^ritain had adequate protection 

against air attach, so that -ritiah industry could realise its war 

potential - and enough industrial capacity had boon created so as to 

enable the British aircraft industry to outbuild the &eman in war.

Xhls state of affairs was due to the considerable efforts of the 

Air kicistry and the aircrait industry, out credit is also due to the 

Treasury, which had both urged the re-organisation of the industry since 

1935, and which, by relaxing Treasury control asore in the case of the Air 

Ministry than of other departments, had gi?e& the .*ir Ministry a distinct 

advantage in securing scarce industrial resources* ^ir ministry expendi­ 

ture rose both absolutely and relatively aore than either other defence 

department between 1933 &&d ^a outbreak of war, so that between 193& and

the Air Ministry moved from bein^ the least to the &roatest spender 

aiaon* the defence departments *

1. i>ee Appendix III, Table A2.



CHAPTKR %. THE KAVT'S PftOG&AiaiK.

The importance of a department's access to industrial capacity is 

further illustrated by the case of the Navy. The Admiralty had enjoyed 

pre-eminence aaong the defence departments before 19 5k, and the effects 

of retrenchment, although drastic enough, had nevertheless left the Navy 

with fewer production problems than its sister services • The Admiralty 

was correspondingly less subject to Treasury control, which concentrated 

on the creation of new industrial capacity, and, therefore, the Admiralty 

was better able to pursue its own policy without Treasury interference* 

It will be recalled that the Admiralty wished to build to a standard of 

naval strength which would enable the Mavy to oppose the Japanese and

Canaan navies simultaneously, but the Cabinet avoided authorising the
2 Admiralty's proposed two-power 'Kew-£tandard ( • This chapter shows how

successful the Admiralty was in building towards the two-power standard, 

despite Treasury control*

The Treasury supervised proposals for industrial capacity by the 

Admiralty, as in the ease of other departments, and there was the 

occasional check to the Admiralty's plans* For example, in 193& the 

Admiralty tried to break away fron a well-established policy whereby 

filling factories (for explosive shells) were a oonmon service to all 

three services, administered by the War Office. The dniralty wished to 

establish its own factory, but the Treasury - and the Secretary of State 

for «ar - were opposed to the idea, and inakip adjudicated against the

1. See Chapter 10.

2. See Chapter 24.
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Admiralty. By way of contrast when, in the same year, the Air Ministry 

proposed to negotiate a contract with I.C.I, for filling bombs, and the 

War Office objected, Barlow persuaded the l.I.S.C. to Agree to the Air 

Ministry's proposal on the grounds that * immediate provision ... of bombs 

was of paramount urgency* .

Nevertheless the Admiralty had, or planned to acquire, sufficient 

industrial capacity to enable it to GO bark in 193& on a programme greater 

than that required for the authorised one-power standard* Detailed 

Treasury control, although irksome to the ^doiralty, was not a wholly 

effective brake in this connection* For example, in April 1936 the 

Treasury approved an Admiralty proposal, Bade to the 'f.I.S.C., whereby 

the rearaaBent of the aain fleet with anti-aircraft equipnent was to be 

accelerated, so aa to be complete by the end of 1936 instead of 1945* 

In June 1937 the Admiralty submittad a further programme, to the D.P.H.C., 

to equip trade protection vessels with similar equipment, and this was 

approved by ministers subject to Treasury sanction of the expenditure 

involved* When Treasury officials looked at the proposals they discovered 

that the admiralty had already provided for the necessary industrial 

capacity when placing orders under the earlier main fleet programme* It 

was pointed out to the Admiralty that it had not referred specifically to 

the inclusion of the trade protection requirement when it had put forward

its earlier proposals for productive capacity, and the Admiralty agreed it
2had been at fault in this • The result was that even although the traoe

protection requirement was considered a major addition to the authorised

« T.161/719/S.41109. T.l6l/13l6/S.¥>70Q/7* T.I.S.C. minutes, 
9 Sept. 19>, pp.5ff.

2. T.161/989A*42212: memorandum by Kowan, 25 Aug. 1937.



rearmament programme, and therefore, by tha Cabinet decision of 30 June 

1937, subject to delay until after Inskip had completed his review of 

defence. Treasury officials found thay had to approve orders for anti­ 

aircraft equipment undar this requirement to prevent industrial capacity 

standing idle in the meantime.

The Treasury did restrict the Admiralty's finance through the 

Estimates more strictly than the --ir kirdstry's. Although the Admiralty 

benefit ed from the general relaxation in strict Budgeting from late 1935, 

the Admiralty's sketch ^stiaates continued to be out by the Traasury - by 

about £l£ Billion from £107 Billion in 1937* and *U4 aillion froa

Billion in 1933 - forcing the Admiralty to eliminate soae items in tha 

usual Banner • Rationing of finance was also iaposad on tha Admiralty in 

1936-39, as it was not in the case of the Air Ministry*

In considering the Treasury* s influence on the execution of naval 

policy one has to bear in Bind that Cabinet decisions on naval standards 

ware not always crystal-clear. while avoiding authorisation of a two- 

power standard the Cabinet did not deny its desirability or prevent steps 

being taken towards implementing it, Fisher himself did not believe that 

naval rearnaeent should be limited to the authorised one-power standard, 

although he thought a two-power standard too much* and it cannot be assumed 

that any ship-building in excess of the one-power standard represented 

either defiance of the Cabinet's wishes or weakness on the part of the 

Treasury.

. T t lb1/75V*.35l71/37t Chamberlain to Hoare, 9 £•». 1937. 
T. 161/822/3. 35171/38s Bridges' note, 10 Feb. 1938.
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The ./.dmlralty' s D,K,C, programme for the financial years 1936-39 

inclusive, approved by the Cabinet in February 1936, was supposed to 

represent what was possible in these years with available industrial 

capacity. The Admiralty was asked to do no «ore than work out the 

programme required for the new standard of naval strength proposed by 

the ])«K,U,, and to make suggestions as to any Items in that prograame 

that could be put in hand before 31 ^arch 1940 «

Four months later, however, Adairal R.&.H, Henderson, the Third Sea 

Lord, called at the Treasury, asking for approval of an acceleration of 

the 1936 new construction programme, and he left papers which showed 

Hopkins tuat tne increased rate of construction would be continued in the 

following three financial years* Hopkins discussed the natter later on 

the phone with Mender son, who claimed that acceleration in the Thirties 

could be balanced by reduced programmes in the 'Forties. This 'seemed 

a little thin' to Hopkins, and Henderson himself seems to have had doubts 

about the wisdom of his aTj^iaents, for he called at the Treasury the next 

day to withdraw all previous statements and papers. What ienderoon then 

proposed to do was to lay before ministers in the D.P.H.C. 'for their 

information* the total acceleration which oould be achieved over the next 

four years and 'to reserve the right to discuss with the Treasury the 

substitution of new programmes for the existing S.K.C. programmes* for

1937, 193Q and 19392 .

The Treasury wished to know if the acceleration would imped* the 

progress of the other services' programmes, for example by taking up

^ _______________ _, - . _-.| | ...-.;- .J. !!.___. ___ . . . I IT ir- III" I Illll r" " ' ——— - ' •'• ———— —————————————————————————————————————

1. CAB,16/112J D.H.C, 37, P.40J CAB, 16/1 23i D,?.K.(U.R.) 9*

2, T. 1 61/71 3/S, 361 30/36/01: Hopkins to Bridges, 24 June, and to 
i'isher anu ->ergusson, 25 June,



318.

gun-Baking capacity. The *irst Lord, Hoare, at the *>.P.K.C. meeting on 

2 July, said he thought not* The Treasury also wished to know whether 

the acceleration meant any increase in the naval programme. Hoare said 

9 he wished to sake clear that it was only a speeding up of the existing 

approved programme'. On this assurance the tf.P.R.C. approved the 

acceleration of the 193& &** construction programme, but, on Chamberlain1 * 

suggestion, deferred consideration of the rest of the proposed acceleration 

for when individual year's programmes came to be examined •

Th« 1937 new construction programme which cane before the Treasury the 

following January amounted to a 50 per cent increase on the original tt.K.C, 

program* » Bridges observed:

1 We know that the Admiralty do not went to force 
the issue of the new standard ».« and that they 
want to go on as long as they can with building 
programmes which can be regarded as sisiply 
acceleration of the already approved programme. 
My own impression is that it is becoming more 
and more difficult to regard the Admiralty's 
proposals as simply acceleration of the approved 
programme* 2.

Hopkins and Barlow shared Bridges' suspicions, iisher felt 'sure 

that there can be no conscious intention to conceal on the Admiralty's part* 

Bridges made enquiries at the Admiralty, and elicited the information that 

the Naval Staff wished Hoare to press for a two-power standard, but, it 

was said, the First Lord preferred to burke the issue, during 1937 at least, 

on the grounds that if it were known that Britain was to aim at a larger 

fleet the G+rsans sight plan a corresponding increase in their fleet* 

Bridges commented that: 'I am bound to say that I cannot avoid a suspicion

1 0 CAB. 16/1361 D,?.H.C. minutes, pp.2$6f and 260. 

2. Tt l6l/755/S.36l30/37» Bridges' note, 6 Jan. 1937.
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that the Admiralty have not been altogether :ran* with us in this Batter* .

Bridges* belief that the tdroiralty had already decided to exceed the 

authorised pro/jraame was well-founded* A secret internal note by the 

Admiralty's Head of estimates Branch in November 1936, for example, stated 

clearly: 'The Defence Programme to union the Admiralty is now working is

generally larger than that waioh was laid down in D,iuC. 37* ^the programme
r\ 

approTed by the Cabinet in February 193^7 * As late as December 1937 the

Naval Staff was in no hurry to tell the Treasury, or the Cabinet, that an 

increase in the authorised programme was planned* Aa Phillips, the 

Director of Plans, observed:

'All our proposed 1933 Building i^rograaoe can be 
justified on the basis of the £.B*C* Fleet except 
one Flotilla of destroyers and three submarines*

admittedly auch justification assumes that 
after the 1938 Building Programme we should 
almost have to have a "Building holiday" for 
several years in *., all main categories except 
aircraft carriers*

It does not sees necessary, however, to 
stress this point now* Sir T. Inskip ^h«n 
reviewing defence expenditure? ia veil aware of 
it* 3.

So, of course, were Treasury officials* iiopkins had never been 

impressed by admiralty arguments that an increase in construction in 

1936-40 would be balanced by reductions later, and following Bridges' 

enquiries in January 1937 Hopkins felt that 'the true nature of the 

Admiralty construction programme has crystallised* • The Treasury did

1. T,161/755A« 361 30/37* Fisher's note, 11 Jan., and Bridges* notes, 
18 Jan* and 15 *«b., 1937*

2. AJ»i*1l6/3596: note by C.B. Coxwwll, 27 Nov. 1936.

3. AD*. 116/36311 Pnillips1 note, 22 !>ec. 1937.

4. T,l6l/78y£*43431/03/1» iiopkins' note, 19 Jan. 1937.
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not wish existing industrial capacity to bo idle, but on the other hand 

it was felt that naval orders should not be allowed to grow to the point 

where they drew scarce supply factors such as skilled labour and machine 

tools away froa the programmes of the other servicea, or interfered with 

merchant shipbuilding* The Admiralty's finance was limited accordingly*

After prolonged negotiations the admiralty's 1937 pro&raime was 

accepted subject to a reduction in the cost to fall on 1937 itself* In 

other words the Adairalty were to start so&e ships later in the financial 

year than proposed, and, as the Adsiiralty found that in any case it wished 

to postpone orders for five cruisers so as to incorporate recent technical 

improvements, financial stringency did not bear very hardly on the 

programme •

A bigger battle was loosing by the tine the 1933 programme oaae to 

be considered* The Cabinet had aooepted Inskip's recommendation in 

December 1937 that for the present the Admiralty should not incur expendi­ 

ture which coBioitted them to a fleet beyond the I>»K*C. programme, leaving 

the decision as to an increased standard to be taken in a year's time* 

But the Admiralty's new construction proposals for 1938 took then to

within *20 million of the whole £225 Billion planned by the D»lv.C. for the
2 seven years to 1942 «

Hopkins, realising the implications for the trade cycle, told 

Fiaheri

1. T,l6l/75S/3*36l30/378 Bridges' note, 17 June 1937.

2. CAB*16/112: D.R.C. 37, p.31| -.175/97* Mopkins to Fisher, 
19 Jan* 1938.
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•A perverse fate has led the Admiralty to propose 
a prograame which of all possible programmes is 
one which suits anticipated circumstances least 
well, A heavy programme of ships to be laid 
down in 193$ will involve heavy expenditure in 
1939 and 1940, and a good deal still in 1941, 
and only a small remnant after that..,. So 
great a decrease in an important section of 
industry, added to the anticipated falling off 
in house-building and in expenditure on aircraft 
factories and the like, can only be described as 
calamitous 1 1,

The Admiralty was well aware of these reasons why there could be

no ' building holiday* after the 1933 pro&ratuae - the point had been
2 put to their representatives by ««ilson during Insklp's review * - but

of course the Adairalty had no intention that there should be a building 

holiday* As a memorandum by its Director of I'lans in November 1937 made 

clear:

fA Kavy capable of fighting Japan and Germany 
simultaneously is our present definition of 
adequate strength 1 3.

Reviewing the 1933 new construction programme Hopkins observed to 

Fishert

*I think it is clear that the Admiralty have not 
sincerely and honestly accepted the Cabinet* a 
decision that substantially they are to work on 
the P*K,C, Programme unless and until it is 
decided in a year's tine from now that a greater 
programme can be sanctioned***'

The sise of the new construction programme to be sanctioned for 1933 

should not, Hopkins thought, be such aa to prejudice ministers' decisions*

__ _ __.^^p^.^^^^^^^aa*^,****''^^*^*"**'1^****^*^^**1^**"*'*^**'^^^^***^"*^^"1**^ i riTirn—m in —m———-——•""-""-~~————"——'——'————'——————————i————I————rr~

1. T.175/97J Hopkina to Fisher, 19 Jan, 1938»

2. T.l6l/855/S,48431/OV* minutea of Fourth Meeting, 12 Nov. 1937,

3. AD«, 116/3631» Pnillips' note, 10 Nov. 1937»

4« T,175/97» Hopkina to Fisher, 19 Jan, 193Q»
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Feelings were aroused in the interdepartmental battle whioh followed, 

with Hopkins describing one proposed Cabinet Paper by the First Lord, 

Duff Cooper, as 'outrageous in its nisstatements of facts' . No 

agreement could be reached between Duff Cooper and Simon on the sise of 

the 1938 new construction programme before the stieatea were due to be 

presented to Parliament, and the Estimates had to go forward without the 

programme, whioh was presented in the summer with a Supplementary Estimate. 

The Admiralty had proposed in i>eoenber 1937 the sum of £3,100,000 as the 

cost of new construction to fall on the finaiioial year 1933* Siaon in 

February 1938 had said that the amount he had in mind was about £1 million 

less. By May 1933 the Admiralty had found that for industrial reasons

it would be able to spend only £1,773,000 * or less than the Chancellor
2 was willing to give!

As already noted in Part III a compromise was hammered out in the 

summer of 1938 whereby the Admiralty's ration of finance for the next three 

years was fixed at an intermediate level between that required for the 

D.K.C. Fleet and that required for the haw Standard . The 1939 new 

construction programme was in accordance with financial rationing, but, 

at least so far as major fleet units were concerned,industrial capacity, 

not finance, continued to be the real limiting factor. As the First lord, 

now Lord btanhope, wrote to ^i»on in 1/eomaber 1938s

'Two capital ships represent the largest programme 
it is possible for us to undertake in 1939* having 
regard to ... the limitations of our productive 
capacity for heavy guns, gun mountings and armour.,.'4*

1. PREM.1/346* liopkins' note, 28 Apr. 1938.

2. 1.161/852/5.43240: Howan to Bridges, 27 K*y 1938.

3. See p.228f.

4. T.161/909/S.36130/39i Stanhope to Limon, 22 Dec. 1938.



323.

*hat, then, *aa the influence of the Treasury on the exaoution of 

naval policy? It is, of course, true tlw*t the industrial limits imposed 

on the Admiralty owed much to the effects of retrenchment on the Navy's 

suppliers before 1934, ana finance continued to be an important Uniting 

factor until 193&- But onoe rearmament proper had begun the Admiralty 

was able to lay down almost all the major fleet units it planned to lay 

down in 1936-39 for the Kew Standard. Industrial factors determined how 

quickly money was spent*

Turning to the various categories of ships one finds this to be 

particularly true of capital ahips, even though Chamberlain had argued in 

1934 for postponing capital ship replacement, and Hopkins in 1933 had 

questioned the value of further orders for ships which took four yeart to 

build, when Cabinet policy called for concentration on defence preparedness 

before April 19401 . <*hen building up to the Few Standard the Admiralty 

planned to ley down no more than 10 capital shipa in the financial years 

193^-39, *nd although, under rationing of finance, one capital ship was 

dropped fro* the 1939 programme, industrial factor* would have imposed that 

decision anyway*^ The other nine were sanctioned by the Treasury, but only 

the five laid down under the 1936 and 1937 programmes were completed in 

time to take part in the war* The other four were postponed or abandoned 

when the War Cabinet decided to give priority to vessel* which could be 

brought into service a&ainst Germany sooner* Hopkins* doubts as to the 

value of these vessels proved Justified*

1. See pp*224-226 and 228.

2* T.161/909/S.36130/39* Rowan's note, 3 Jan*, and Gilbert to Barlow, 
28 July. 1939.
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Under the London *%aval Treaty of 1930 tae first new capital snipe 

of the 1936 programme could not be laid down before January 1937, ana far 

from being obstructive the Treasury agreed to steps to speed their con­ 

struction* In 1942 Clhurchill and Chatfield quarrelled over the causes 

of delay in bringing these vessels - the Kin^ George V class - into 

service, the argument turning on decisions and design delays regarding 

the ships* guns. Chatfield daisied the guns had not caused delay because 

he had 'obtained special /ercdasion of the Treasury actually to commence 

their construction six aonths in advance of the London Treaty date* Far 

from there being delay, therefore* we gained six months by this step 1 . 

The Treasury also agreed to tenders for capital ship? of the 1937 programme 

being invited in advance of Parliamentary approval of that prograane, so

that oruers could be placed in April 1937 instead of later in the financial
2 year • nhatever delays occurred, they were not the result of Treasury

control*

Again, in the case of cruisers* although only 13 were to be laid down 

in the tnree financial years 193&-39 under the l.i .C. progra&iae, all 21 

cruisers wtiich the ndiciralty wished to oroer while aiming at the hew 

wtanctaru were approved. This was a priority which must have given 

Chatfield some satisfaction, for on taking over as first ^ea Lord in 1933 

he had aade one of his three »ain tasks an increase in the Davy's authorised 

cruiser strength iron ^0 to 70* His other svain objectives, by his own 

account, were to rebuild the battlefleet and to have #'leet Mr Arm trail** 

ferred fro* Air Ministry to A&siralty control •

1. Chatfield Papers* **/3t ChatfUld to Churchill, 10 fear. 1942* 

a. T.161/755/S. 36l30/37i Ch«sb«rlaia to Uoare, 11 Beet
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Wot included among these main priorities, but a task to which 

Chatfield gate some attention in 1232, was the formation of a nucleus 

on which to build the huge anti-submarine force needed in war. This 

received a low priority, however - in 1932 it wag planned that future 

annual building programmea should include three cruisers but only two 

anti-submarine escorts • In 193^ ministers considering the B.K.C* pro­ 

gramme were told by the .L'irat Lord, Sir Bolton ^yres-4'onsell, that 'the 

Admiralty thought submarines had not today the sane importance aa in the 

past 9 , and, when the 193& Estimates were presented, Parliament was told

that modern equipment meant that * fewer destroyers could do the work
2formerly done by many 1 .

/ron all this one nay infer that the small numbers of anti-submarine 

vessels ordered before 1939 reflected not so much financial restraint, 

but -dmiralty priorities, for such vessels cost a mere Traction of the 

SUBS being spent on main fleet units, such as aircraft carriers, designed 

primarily with a war with Japan in view* Large-scale orders of anti­ 

submarine vessels only began to be placed after "unioh, and were then 

approved by the Treasury readily enough *

In fairness to the admiralty, Geraany was slow to rebuild her U-boat 

fleet, and as late as ^eptember 1939 had as few as 26 submarines suitable 

for operations in the Atlantic'% The dairalty did not Juiow that froa

1« Chatfield Papers, J/1; 'Kaval Volley and the iiceteh -stioates 1 , 
30 Au«. 1932.

2* C*B.16/123! IJ.P*£«(£.K.) minutes, 20 Jan, 1936, p*144? H nC» l>e,b.. 
$th Series, 1935-36, vol. 310:

3. T.161/909/S.3&1 30/39* Treasury Letter, 1$ Dec. 1938* Fisher's conoent 
on note by Gilbert, 10 Jan* 1939> Gilbert's note, 13 July 1939.

4* kilward, Crerman ^oonoav at >ar. p. 24*
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1940 German submarines would be able to operate froot the coajt of /ranee, 

Kor was the Admiralty alone in underestimating the career from submarines* 

The Air Staff thought it desirable that the largest proportion of aircraft 

possible should be employed in strategic boo-bin^, ana Bridges was told by 

his friends at the Admiralty that they thought plans put before the C.I.D. 

for what was later called Coastal Command were 'of exceptional modesty* . 

What the neglect of anti-submarine warfare does seem to show is that 

despite the efforts of T'isher and Chaaberlain to concentrate the Adrairalty* s 

collective mind on war with Germany, the /dcdralty persisted in giving at 

least e.ual priority to preparations for & war against Japan before 1939. 

In this respect the Treasury's influence was quite unavailing* Kosklll 

blames 'financial stringency* for the deficiencies in an ti- submarine

defences at .3 cap a * low which taaue possible the sinking of the Loyal Oak in 
2 Yet the Aumiralty .spent large SLJLB on cafeujes at Lingapore and 

elsewhere, and neglected .'capa low, lahioh it decided was to be the stain 

fleet base only in January 1939 • It is all too easy to aiake 'Treasury 

aeanness' an excuse for failure to give priority to what Battered most* 

Part of the reason why the 1-avy was not altogether ready for war with 

Germany in 1939 w&s that the Admiralty had pursued a policy of building 

a fleet capable of fighting Japan and Germany simultaneously.

The Treasury's financial restraint was designed priaarily to ensure 

that naval reanowaent was kept clown to a scale which did not threaten the 

economy or draw scarce industrial resources away 1'rona the other services'

1. T.161/76J/S.42663: Bridges to Barlow, 1 I*o, 1937.

2. Stephen I osklll. Naval Policy cetween the *ars (Collins, 1968), 
i, 109.

3. Chat field Papers, b/1t Chatfield's »eoorandu» on Koyal Oak. 20 Nov. 
1939.
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programmes, and the Admiralty, like the other department a, was not able 

to do all it wished. Nevertheless industrial capacity, rather than 

finance, was the limiting factor* An ^diairalty paper in October 1933 

estimated that aost firms engaged on the rearmament programme were 

•working their nachines about 85 P«** cent', and only 'sose snail increase* 

in production would be possible oven if commercial work were cancelled • 

The Adoiralty had not been kept on too ti&ht a financial leash, and 

Churchill, on taking over as *irst i»ord in September 1939, thought that

what was still the world's largest Navy had the situation well under
2control •

1. *£fc» 116/363?! 'fcoet Secret Draft Review of defence Measures 
Taken in the ec«nt Crisis'.

2. Sir »»lnston Churchill, Second »orld War (Cassell, 1943), i.
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OUPTUi 35. SHE /OmY^ RlOGKA«m£.

Thm war Office's problems in the Mne teen-Thirties owed much to 

the fact that, after the initial reduction of all three services after 

1918, the Army had borne the brunt of the years of financial stringency* 

The result, as Lord Hail sham, the Secretary of State for War, wrote in 

December 1932, was that at that date the Army was 'not in a satisfactory 

position either on a peace footing or as an instrument of policy in an 

emergency' - a view which the Treasury official examining the 1933
4

Estimates found 'not possible to contest* •

By 1933 much of the tier office's munitions froo the First *orld War 

had been sold off as surplus to requirements, and it was a sign of a new 

attitude when in November of that year Greedy* the Permanent Under»S«oretary, 

argued against further such sales* Althou&h, as he told the Army Council, 

'unable froc & strictly financial point of view to advocate the retention 

of stores reported to be surplus', he felt Justified on 'arguments of 

military expedience'. At the time the *<ar Office was planning on the basis 

of a 12-division expeditionary force, and the decision meant that the Army

entered the period of rearmament with enough old field guns and howitiers,
2which later proved capable of modernisation, for a larger force than that •

Equipping the /*ray with modem weapon*, however, proved to be the most 

frustrating of all major tasks connected with rearmament* In assessing 

the Treasury's responsibility for this it is relevant that the performance 

of the -i&r Office itself has been criticised such more than that of either

1. T.161/J>80/S.3516V331 Hailsham to Chamberlain, 13 *>•€•* and Grieve to 
fctrohmenger, 21 free*, 1932.

2. ^0*163/39: Army Council minutes, 20 Nov. 1933* p.48f.
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of the other defence departments* The war Office struck Ismay in 1933 

as 'hidebound, unimaginative, impersonal and overpopulated* , and 

Hore-Beliaha saw one of his main tasks on taking over in 1937 &* the 

.'vital!sation of a stagnant atmosphere* • Such ! vitaliaation* could 

take forms which antagonised soldiers and officials* and, on being 

appointed to succeed Greedy in 1939, £rig# found the *ar Office *by no 

means a happy family' •

The War Office had the greatest supply problems of the defence 

departments, and, until after 193&* the staff and organisation least able 

to cope with inexperienced suppliers* When considering changes in the 

organisation of the War Office in October 1937 ^eir noted that even 'with

organisation equal to, or even better than, that of the Admiralty, the *ar
2 Office ooula not place itself in the same favourable supply situation9 •

The Army also suffered far greater recruiting problems than either of 

the other departments* When the rearmament programme was announced in 

19>6 both the regular and Territorial Armies were well below their peace 

establishment, and recruitment wes below wasta&e* Nevertheless for 

political reasons the i-riise Minister felt obliged to pledge that there 

would be no conscription, arid the Artsy continued to rely on voluntary 

recruitment until April 1939* Duff Cooper's displeasure at the Treasury's 

refusal to give instant and entire approval to his proposals in 193& ?or 

improving recruitment has already been noted . Nevertheless recruitment

1. Ismey, Memoirs. p.68j Minney, %ore-Belishiu p.67j &rigg Papers, 9/6: 
to fisher, 25 May 1939.

2« fe*0* 1&3/47* Informal Army Council minutes, 28 Oct. 1937» P*7* 
See Chapter 10*

3, Sme p
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did improve in 1937, and, after a vigorous campaign by Hore-Belisha, 

even more so in 1938, so that perhaps the Treasury's influence was not 

too detrimental in this respect .

It is easy to understand Duff Cooper's frustration regarding the War 

Office's programme to improve barracks - a fundamental part of any move 

to improve recruitment. In September 193& Duff Cooper wanted to replace 

Raglan Barracks at Eevonport with new barracks at Tavi stock, at the cost 

of £400,000, instead of reconstructing the existing barracks for £240,000. 

The Treasury official, Compton, reviewing the proposal noted that:

'The decision to move to Tavistock is the Secretary 
of State's, arrived at a&ainst the preponderance of 
opinion at the war Office, which was in favour of 
reconstructing L»evonport . 1 have reason to . 
believe that Treasury objection would be welcomed.... 1

The Treasury did object to the proposal, and for general as well as 

particular reasons. &a Bridges observed:

e have /already/ warned the «Var Office unofficially 
that we feel the urgent pressure on building labour 
for works essential to the completion of the Defence 
programme (i.e. factories, and new accommodation for 
the increased numbers of the K.A.P., who would other­ 
wise have nowhere - not even Victorian barracks - to 
lay their heads) may lead to the postponment of 
barrack reconstruction which, however desirable, can 
at a pinch be postponed' 3.

Down to 1939 the Treasury was not prepared to agree to overtime work 

on Army barracks, and insisted on being informed before each contract was 

placed.

1t Pfrl, Papers 1937-38, xvii. Cmd.5681; 1938-39, xvii. Cmd.5948.

2. T.161/84^S,41210: Compton's note, 3 Sept. 193&.

3- ibid, t Bridges to Barlow, 22 Sept. 193&.
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The Treasury's insistence on priority for factories rather than 

barracks does seem to have been justified, since the sise of expeditionary 

force which Britain could send abroad was dictated by the equipment, 

rather than the manpower, available. During the Czech crisis in 1938, 

for example, the adjutant General suggested that personnel arrangements 

should be worked out on the basis of tha regular Army plus five Territorial 

Army divisions, but the C.I.&.o., Gort, took the view that this plan went 

'too far beyond our means ... from the point of view of the provision of 

the necessary equipment', and reduced the fitgure for territorial divisions 

to three • It ia in terms of industrial capacity and the supply of 

munitions that the Treasury's influence can be discussed oost significantly.

Since the -jnay's sources of supply had been pared to the bone by 

retrenchment much depended upon the creation of new industrial capacity. 

Here the basic probleia fro® the point of view of Treasury control was that 

the Field Force did not enjoy the same priority as the Air Force* <hen 

the T.I.S.C, came to consider the Air Ministry's proposals on 20 : arch 1936 

for placing orders for aircraft for delivery in 1937 and 1933 the «ar Offioe 

representative had to admit that:

'The war Office ware a few weeks behind the Air 
Ministry in coispletin^ their detailed plans, but 
they woulct soon be bringing before the Committee 
proposals colorable to the -ir ministry's.' 2

ilopkins and barlow oxew attention to 'a possible pre-emption by the 

Air Ministry of the available sources of supply to tha detriment of the

1. W. 0,33/10326s &ort's me»oran&iia, 18 July 1938»

2. Y. 161/836/*.4006 J/2: extract from ?,I.S.C. minutes.
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>«»r Office and ^dmirelty', «nd the 'ar Office representative said that 

•the uar Office could not agree to the Air Kirdatry programme being 

launched till they knew how the ar Office would be affected as regards 

machine tools'. Treasury officials consulted Inskip, but the Air 

Ministry were naturally anxious to uet ahead and on 1 April Hopkins 

sanctioned enough contracts to let them do so, even though the ^«r Office 

representative thought that this decision 'aeeaed to prejudice the whole 

question of priority of supply* •

The question of priority of supply nad, indeed, been prejudiced in 

part alreaoy, for the --ir Ministry had been given freedom by the Treasury 

to place additional contracts in advance of parliamentary approval since

Key 1933, whereas it was only after Larch 1936 that the -ar Office enjoyed
2 the same freedom'. The Air Ministry's rearmament pro^rara&e was already

in motion before 1936, whereas the same cannot be said for that of the ar 

Office* **• Pownall remarked in kay

•Over two months since ^£he ar Office/
authority ana contracts not placed yet* It* a 
partly due to delay in getting Treasury 
approval for the teras of contract, the Treasury 
want to put in & "break clause" which no manu­ 
facturer coulu possibiy accept* But even then 
I fear the -ar Office machine is working very 
slowly* 3*

Treasury insistence on a 'break clause* - that is provision for 

termination of production - was not restricted to ar Office contracts, 

in any oase the *r«asury relaxed this requirement in June 193&* But

1« X«161/636/^«400bJ/2: extract from i'.l.^.O. minutes* 

2* T.1 61/71 d/ii. 40801: iiria^es* note, 4 fcax.
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since the - ir idrdstry's rear»a»ent pro&ra»»e was already in motion, any 

delays in contract procedure tended to bear more hardly on the War Office* 

This was not a Treasury plot against the £rmy, but rather it was the case 

that priority for expanding the /.ir Force, which was certainly desired by 

the Cabinet* was bound to be at the expense of the other force raost 

dependent on the creation of new industrial capacity, that is the Army*

Control of expenditure on new industrial capectity, as in the case 

of the other departments, was the most effective fora of Treasury control 

after 1936, Treasury examination of proposals for the Koyal Ordnance 

Factories run by the War Office seems to have been very detailed* As late 

as tha autuaii of 1936 the war office was still cooing to the Treasury for 

approval of a comparatively ainor item like flameproof isagazine fittings 

in one factory* Sanction was usually forthcoming promptly, but where 

&ar Office proposals were greater than what was necessary for the authorised 

I>*H*C* pro&raane Treasury officials were bound down to July 1937 to withhold 

sanction - and, as already no tod, the <ar Office found this a serious 

blow to its plans to equip the Territorial .-ray • tfroa July 1937 Treasury 

officials were authorised by ministers 'to consider and sanction particular 

orders subaittwd by the *<ar Office which go beyond tho hypothesis at present

approved, if they are satisfied that they offer sufficient economic
o 

advantages* , but so general or. instruction left air.ple room for disa&ree-

•tent at the official level*

As part of the policy of non-interference with normal trade the 

Treasury tried to stop the ^ar Office from broadening the basis of its

1* i»e« p. 266.

2, CAB*16/181? D.P.(P.)C. minutes, 13 July 1937, p.26.



supply by bringing in new firms into gun production, urging that the 

work should be postponed and done later when the new JKoyal Ordnance 

factories had been completed* Ifcis, and other restrictions on the 

sane theme, meant that the Director-General of Munitions Production was 

unable to place all the orders that had been authorised •

It cannot be said that Treasury officials showed themselves over­ 

anxious that new Koyal Ordnance factories should be completed in the 

shortest possible time* In February 1936 the War Office pressed that 

contractors should be made to work overtime at nights to speed the con­ 

struction of these factories, but the Treasury would not agree, Bridges 

commented:

'I think we should oppose the night work idea 
strenuously* After ail, the dates for com­ 
pletion of the defence programme as a whole » 
still more of particular items in it * are 
not "laid up in Heaven"* 2.

The Treasury took its stand on the expense of night work, and the 

likely deterioration in workmanship, and at the T.I.S.C* extracted from 

the "ar Office representatives a promise that the Treasury would be con­ 

sulted before any special Measures were taken at any Ordnance factory. 

The Treasury did agree in April 1938 to night work on one portion of one 

factory, where delays would otherwise have put back the date of the whole 

factory's completion by two months* But this was the only exception for 

some months thereafter •

1, 1.0.163/47* Informal Army Council minutes, 20 Juiy 1937, item 2* 

2* T. 161/85Q/S.43011» comment. 3 Mar. 193$, on note by Compton*

3« jlbid*: T.I.S.C. minutes, 10 «ar., p.15, and 28 Apr., 1938» P»1; 
Compton's note, 2 July 1933*
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The priority siren from 19>6 by the Treasury to the creation of a 

shadow industry, or 'war potential* for aircraft also iaplied a lower 

priority for similar war potential for the Army. The war Office would 

plan factory sites on a soale sufficient to allow for immediate expansion 

in war, but, in general, provision for the actual construction of war 

potential had to be excluded fro» all projects for factories subaitted 

to the Treasury for approval. The Treasury's reasoning was that the 

P.S.O.C. had reported in November 1936 that sufficient skilled labour was 

not available for the full war potential programmes of all three services, 

and that there was uncertainty whether the <ar Office hypothesis - based 

on Western Front fighting on the scale of 191 8 from the outbreak of war - 

should stand without aoendaent . Uncertainty was removed when the Cabinet 

decided in December 1937 that the Arpy was not to be prepared to fight on 

the Western i'font at the outbreak of war*

The Territorial Army's field units were supposed to receive lowest 

priority of all. Nevertheless the Cabinet agreed in February 1937 that 

Territorial training equipment should be the same as the Hegular Aray's. 

Under authority of this decision the ftar Office was able to order training 

eojuipaent suf ficient to provide by April 1940 two more Regular divisions, 

thus virtually raising the authorised five*division programme to a seven- 

division one. According to the official historian of British War 

Production, successive Secretaries of State and the Direotor~<*eneral of

Munitions Production used Territorial Aray require&ents as a means of
2creating equipment and war potential, soaetiaes surreptitiously .

_ _ _ ____ ^^^^^^^^^MM^BMaBBMM^«a>M«»igi""^»«»*»*»*>M"^»«»«MMM«M^M*»^»*«»*^ ——rrfri—n—————tm

1, T.161/877/S.19907/41 Bridges to Usher and «oods, 18 Nov. 193^. 

2» Pcstan, British V.ar Production. p
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Nevertheless, Treasury control over the creation of new industrial 

capacity, together with P.S.O.C. planning, did ensure that the Air 

Ministry had priority. Moreover it was this detailed control of 

industrial capacity which largely determined the growth in the War 

Office's Estimates from 1936.

The importance of industrial capacity as the limiting factor in 

Army expansion is underlined by the fact that the ftar Office was unable 

to spend all the money made available to it through the Estimates* 

Despite talk in the C.I.D, of multi-million pound programmes the stern 

reality was that in 1934 and 1935 the War Office found itself unable to

spend p"n its modest allocations for warlike stores, because of manu­ 

facturing delays . The War Office received virtually all it could spend 

in 1936 - only five barracks improvement schemes and three churches 

being deleted from the Supplementary Estimate in July. A substantial cut 

was demanded by the Treasury of the War Office's Sketch Estimates in 1937 - 

from £97 million to £90 million - but the cut was made by the War Office

on the assumption of a lag in the erection of Ordnance Factories and in
2 production, which the Secretary of State hoped would not occur .

Supplementary Estimates could be counted upon to cover any extra cost 

should the programme be on schedule, but, as it happened, the War Office 

underspent its Vote for warlike stores in 1937 by £5*981,000, whereas the 

Air Ministry overspent its allocation for aeroplanes and spares in the same 

year by £121,0003 ,

1. T.1 61/75 ys.34B&t/35*» Greedy to Treasury, 7 Mar, 1936 (enclosure).

2. T.161/773/S.40949 and T.1 61/75^3.351 64/37.

3. Appendix III, Table B.
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At noted in Part III .financial restraint led to aajor changes in 

defence priorities in December 1937, and a net reduction in #ar Office 

plans, in 1938* But once ministers had been forced to settle priorities 

Treasury officials showed no desire to obstruct the qxecqtion of the 

Army's now programme, so far as available industrial capacity allowed. 

Indeed rationing of finance was in practice a good deal more flexible, 

even in the case of the ^ar Office programme, in 1933-59 than might appear 

from Cabinet papers* After the Anschluss the fear Office asked if 

Inskip's recent request for an £82 trillion cut in its planned expenditure 

for the four years 193&-41 still held good* At a meeting on 1 April 

Bridges told Hore~Belisha that as far as the Treasury was concerned that 

was the position, but added that he thought it was possible that Inakip 

sight agree to the cut being regarded as being made on the Army's programs

as a whole * v,hioh extended beyond 1941 - and not on the allocation for
2 the first four years . In other words if the *ar Office could accelerate

authorised expenditure with its share of industrial capacity the Treasury 

would not stick rigidly by animal rations of finance.

The reductions in ft&r Office plans after Inskip's reports in the 

winter of 1937*38 were a curious interpretation of the Cabinet's decision 

that air defence should have priority over imperial defence or assistance 

to possible Continental allies* The i'*r Office did indeed propose in 

April 1933 to cut the capital cost of the Held Force by £15$ million 

during the period of financial rationing - but that w«* less than the 

cut of £28| taillion aa4e by the War Office in provision for A»]}

1. See Chapter 28.

2. $.Q,}2/i&>M

3. CAB.6V35* C.P. 99(38).
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The explanation for this anomaly, as noted in Part III lay in the < ar 

Office's reluctance to sacrifice all gun-making capacity to anti-aircraft 

guns, at the expense of field artillery requirenents, and it was not 

until the autumn of 193B that the Treasury felt any need to question war 

Ofllco proposals for anti-aircraft gun orders*

The alarms of the Munich crisis revealed that the -ar Office was 

behindhand even with the limited 640-gun A.D»£«B« programme of April 1938, 

Nevertheless Hore-Belisha, in rownall's words, 'ran amok' et a Cabinet 

Sub-Cosadttee, on 24 October 193B and deaanded authority for all the guns 

necessary to complete the full 1264-gun Ideal Soheiae, or twice the number 

he had been advised to ask for by his professional a avis era in the v.'sr 

Office, Ministers in the CoBraittee were in general extremely ready to 

give authority, but Hopkins , through Simon, Bade the point that it was 

necessary first to create new industrial capcity and, while Hore-Bellaha' s 

proposal Bight be approved in principle, there was no need to authorise 

the actual placing of anything like the total orders asked for until their 

•anufacture could begin fiiar^y months hence. This was accepted, and, after 

consultation between the Director-General of Munitions Production and 

Treasury officials, the conclusion of the Cabinet on 7 November was that 

the -<ar Office was authorised to create capacity for carrying out the Ideal 

Soheve and to place orders accordingly, but 'Treasury approval for the 

proposals should be obtained in the ordinary way'* Meanwhile the T.l.S.C. 

had already, on 4 Noveober, approved an inter!® proposal for 320 3.7-inch 

guns - the nuiaber which, according to 'war Office representatives, would

1, 2*e p. 284.
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be sufficient to secure the creation of the required industrial 

capacity .

According to Pownall, Hore-Bellsha »as ' taken to task* by the 

Government for so far exceeding professional advice. If so, Hore- 

Belisha's understandable impatience at any further delay was perhaps 

tinged with personal feeling. At any rate he made a fuss at the C.X.D. 

on 19 January 1939* after Barlow, at a T.I.S.C. meeting two days 

previously, had withheld immediate approval of a War Offioe proposal to 

order a further 366 3.7-inoh anti-aircraft guns. Hore-Belisha claimed

that Cabinet approval had been given for those suns, and that his actions
2in carrying out the Cabinet's wishes were being delayed *

iVhat had happened at the T.I.S.C. on 17 January was that Barlow had 

noted that wnereas the Ideal Scheme of A.B.&.B., approved in principle by 

the Cabinet on 7 November 193Q, specified 1264 guns of 3«7-ineh or larger 

calibre, the 366 guns now proposed would bring total orders under this 

head to 1361. Moreover, whereas the Ideal Scheme provided for the 

replacement of existing 3-inch anti-aircraft guns by guns of larger calibre, 

the 366 3.7-icoh guns now proposed were to be in atfdfl. 14013 to the 3-inoh 

guns, which were to be retained, thus raising the total of guns of 3-ineh 

and over to 1,661, or 397 ^ore than specified in the Ideal Scheme. The 

lar Offioe representatives explained that the Ideal Scheme was now 

regarded by the *ar Office as under-insurance, but Barlow felt that so 

lar&e an addition to the authorised programme must be referred to the

1. Pownall laarlti. i. 166; T.1 61/856/S.4909V02: Hopkins to Simon, 
$ Nov. 193d; CAB. 2j/96$ Cabinet conclusions, p.170; 
T.161/132Q/S.40700/b8t X.I.S.C, minutes, 4 &ov* v item 1.

2. PftiBftll Mariea. i. 166; CAfc.^St C.I.i/. minutes, 19 Jen. 1939.



Chancellor. The available industrial capacity v&s fully employed on 

the orders placed two months earlier, and there was time for considera­ 

tion by Simon, Chatfield and Hore-Belisha, and, despite the attempt by 

the last named to rush natters at the C.I.D, on 19 January, T.I.S.C. 

approval for the 3^6 3»7-inoh guns in question was not forthcoming until 

2 February .

The incidents in October 1933 and January 1939 concerning anti­ 

aircraft guns illustrate the power of Treasury officials to delay action 

by referring matters to the Chancellor. The power of Treasury officials 

lay in their ability to advise miniatera as to what was possible, and to 

hold up departments while ministers cane to a decision. In addition, the 

Treasury's knowledge of the over-all financial picture seems to have led 

to what Pownall, while serving at the ar Office, described in December 

1938 as:

f «.. a very Barked tendency /on the part of ministers/ 
to say in effect, "yet, that's a very good idea, 
off you go and see if you can get the money out of 
the -treasury".... Admittedly the Treasury often 
play up very well, but surely it's the negation of 
Ministerial authority* 2*

The test of the power of the Treasury to delay action was the equip­ 

ment of the Kield rorce. As noted in Fart III the Cabinet , advised by the 

Treasury and others, gave this aspect of rearmament a lower priority in 

December 1937 than air or trade defence, but the General Staff seems to 

have been reluctant to give the Field Force a low priority* It is 

difficult to measure the iopaot of financial rationing on the equipment of

1, T.l6l/1329/^.40700/7bt T.I.S.C. minutes, 17 Jan. 1939, item 1; 
T.161/1329A.40700/78: T.I.S.C. minutes, 2 Feb. 1939, item 13»



the field iorce in the financial ye«»r 193B 9 but the exaaple of tanks is 

interesting us it illustrates asoat clearly the interactions of the 

Treasury's influence with other factors.

Armoured fi&htin& vehicle* bore the brunt of the ..; ar Office*s 

proposed reductions in the cost of the iielo ioroe at the beginning of 

1938» savings under that head exceeding the total of all others such as 

field guns and infantry transport, in line with the requirement of a 

North African campaign the reduction in tanks was at the expense of 

heavier - and wore costly - types designed for . e stern European operations. 

Coapared wdth the authorised D«K.C* pro&raouae ti;ere were to be 340 

infantry tanks, instead of 833* and no medium tanks, Instead of 247* 

The out in infantry tanks did raprestnt a genuine out in planning* but 

since even in * ecamber 1933 only 60 were expected to be delivered by March 

1939 the cut was hardly at the expense of current production* 1'he out in 

•edium tanks is evori laore interesting* The jaeoiuia design was not expected 

to be ready for production before rd.d-1939* whereas a lighter, but simi­ 

larly ar&ed cruiser tank was expected to be available in the autumn of 

193d* *hat the »&r Office now planned was to offset the cut in nediua 

tanks by increasing orders for cruiser tanks froa 3>0 to 385. In other 

words the -or office would be &ble to order more of the type which could 

be produced in the iid&ediate future* I -or was ultinate production of 

medium tanks sacrificed* iioro-^eliaha wrote to Chas&erlain that the 

type's development woulu continue, and preparations would be maae for its 

production in war •

1. PKiAi. 1/241: Hore-Eeliaha to Chamberlain, 31 «>an. 1938; *«0» 3^/4441: 
T.l.S.C.-'i.O. mwBorandun Ko.3^3, 2 )*ay 193^ 9 and Brown to Bovenachen, 
23 July 1937; G-ibbs, G-rand Strategy, i. 525.
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The Treasury was by no means solely responsible for the shortage 

of tanks in 19}3-39. There were a nuaber of reasons why design, 

development and deliveries of new tanks were slow, including a shortage 

both of materials ana of draughtsman, and the death in an air accident 

of Britain's leading tank designer, ilir John Garden in 1933 • Again, 

the *.ar Office's decision in 1933 to pl&n for fewer and cheaper tanks 

bore as ouoh the aark of war Office priorities as of financial restraint* 

The General i>taff sought economy at the expense of tanks while continuing 

to re-equip, and expensively siotorise, infantry divisions, and it had also 

rejected a su^estion by ilore-Baliaha, proeapted no doubt by Li doe 11 Hart,

in the sua&ner of 1937* that the implications of an expeditionary force of
2 two mobile divisions for use in a western theatre be worked out •

As noted in Part I, Treasury officials were prepared in 1233, however 

unenthusiastically, to aodify contract procedure to keep tank producers 

in business « in ono important respect, however, Treasury influence was 

inimical to tank production. On 27 April 1939 the Idreotor-Senaral of 

Munitions Production told the C.I.I>. that!

',., until recently tank production had not been 
given ft very high degree of priority. The work 
conflicted with locomotive and railway wagon work* 
The powers to be given to the Ministry of Supply 
should improve the position*...' 4*

Here in a nutshell is one of the aajor theses in considering the 

Treasury's influence on raanaaaent. The Crovernment had been attempting

1. CAb. 16/14-1 1 f •*>.&• 123) *. 0.163/47* Informal -vray Council precis 
. 8.

2. W. 0.163/47: Informal >ir«y Council minutes, 27 July 1937, item 6«

3. See p.93f*

4. C.AB.2/8: C.1.I>. olnutes, p.200.



to arm for war with the minimum of disturbance in the peace-tine economy, 

and when normal civil industrial resources began to be diverted to re­ 

armament the expansion of the Air Force had been given first priority. 

The high priority given by the Cabinet to the maintenance of normal 

economic activity and to the Air *oroe both reflected the Treasury's views, 

and Treasury control over Industrial resources, partly through control of 

finance but increasingly through control of new industrial capacity, 

ensured that departments conformed, on the whole, to Cabinet priorities. 

The low priority given to the /i*ld Force oompared with other aspects of 

rearmament is surely best summed up by the fact that until 1939 locomotive 

and railway wagon work could impede tank production.

A changed attitude was made necessary, however, by the Cabinet's 

decisions in February, karch and April 1939» which raised the requirement 

for field units* equipment from that of an £ray of up to seven divisions 

for general Imperial defence purposes, to one of 32 divisions for European 

operations • From the point of view of Treasury control the most important 

change oaae on 23 March, when a Cabinet Comodttee laid down that munitions 

production for the enlarged Artsy was to have priority over normal trade - 

as the Air Force programme had had for a year. Then on 29 March the 

Cabinet authorised a doubling of the strength of the Territorial Army, 

and when the same day a request came from the »ar Office to the Treasury 

for approval of machine tool orders Gilbert observed:

'some argument could have been put up ... a few days 
a^o, but in view of today's sanction on the .Terri­ 
torial Army it seems quite clear that our future 
requirements are such as to remove all argument as 
to the necessity for getting on with these machine 
tools forthwith1 2,

_____ _________,___t^^^^^nmc^tmaimmtm^m^^^m^mmfe^mBmf^v ••. \u im**mm**m**tmmn*^^M**m*m*i^*mtm~***^^*mmf*»~*i^~***»***m

1. See Chapter 30*

2. T.161/949/S.4909A/3* Gilbert to Barlow, 29 *ar. 1939*
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Tha treaaury showed no daaira to obatruot the War Office once 

Cabinet polioy had changed* Tha rreaaury agreed that plana should be 

put forward piecemeal and that instalments ahould not be delayed until 

the whole plan for the Expeditionary force had been worked out* An 

instalment of nearly half the *&5 Billion proposals authorised b> the 

Cabinet Coajaittee on 23 March was approved by the Treasury on 4 April •

On the other hand, the rapid expansion of the Aray caused great 

administrative and industrial problems. The administrative prooeaa 

could be speeded up in the oaae of accommodation for conscripts, aa 

happened froa &ay onwarda when the Treaaury agreed that the *4ar Office 

could use quasi-war tiae arrangements for putting up the necessary camps,

delegating authority to local Coaaanda, and dispensing with competitive
2 tenders . Industrial problems relating to the supply of equipment were

less easily solved, and the Treasury continued to keep a ti^ht rei^n on 

War Office expenditure where creation of new industrial capacity waa 

involved.

On 4 key the -ar Office oaae to the rr.I,3*C. with proposals to 

iapleoent a Cabinet deciaion of 19 ^pril to provide war equipment and 

reserves for 10 Territorial ^my divisions, at a total additional cost of 

£19 million to expenditure already authorised. Barlow said that he did 

not think that the coandttee could deal with the conplete programme before 

the War Office produced an estimate of their tieaands for new industrial 

capacity, and, aa an interim sieasure, the *ar Office was authorised by the 

Treasury only to order such equipment within the total of £19 trillion aa

. T.161/949A.4-9094/3* note, attached to Gilbert to Bovenachen, 
4 Apr. 1959.

2. T.l6l/1>33/2UAJD700/91t I.i.&.C. adnutee, 1 May 1939.
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could be placed as continuation orders with existing capacity. 

Bovenschen, the Leputy Under- Secretary of State At the <«ar Office, 

wrote to Barlow subsequently, describing himself as 9 soate«hat perturbed* 

at this limited sanction as the »ar Office could not get fines to expand 

capacity without orders •

The Treasury reply , drafted by Gilbert though signed by Barlow, 

noted that:

fully appreciate the point which you Make 
that tn« creation of extra capacity ana aruers 
for reserves go hand in hand**.* /^Uj7 in tt/ 
view ••• the proposal ••• is v or appears to be) 
starting at the wrong end, and that the right 
way to begin is to think more in terns of the 
potential to be created than of orders to be 
given**..

I nay mention that Sir Arthur Kobinson 
^chairman oi' the ^upply Boanj7 wrote to 01* 
recently and told ne that the -AT Office would 
want about *£0 million worth of machine tools 
for their expanded prograaae* This is in 
itself about twice the present annual output 
of the industry even if all aanufaeture for 
export were stopped* You are not, however, 
the only competitors in the field, as the Air 
Ministry have large orders in view.

I think you should be aware of this posi­ 
tion wxiec giving your orders for the expanded 
prograau&tu if any question should arise of 
puroh&se abroad, we should li&e to be consulted 
in advance, as there are special difficulties 
at the present time in tae wi^y of purchases 
involving foreign exchange.* 2.

The full *ar Office proposals of 4 & ay were not sanctioned by the 

Treasury until 26 June. It is hardly surprising that, from the v»ar 

uftloe 1 s point ^f view, the continued tight Treasury control of the 

execution of policy was very frustrating* On the other hand, without

1. T. 161/1072/^*425>3Q/6: T.I.c.C. cdnuttis, 4 &ay, and Bovenschen to 
Barlow, 10 Hay, 1939.

2. feaJB** ^arlow to Bovenechen. 12 Kay 1939.
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the Tre&oury'e control of expenditure, it is hard to see how, even with 

the P.5.0, organisation doing its best to keep up with changing prograaaes, 

interdepartmental competition, and confusion in industry, could be avoided.

As natters were, with the new Hoyal Ordnance factories coming into 

production in 1939, delays in preparing the Expeditionary tforoe for service 

in France were much less than might have been expected, given changes in 

Cabinet policy in 1937-39 • The authorised EJR,C. programme of February 

1936 had aimed at equipping five divisions by March 1^41. By Kay 1940, 

however, there were 10 infantry divisions and a tank brigade in France, 

and other divisions were being prepared in Britain or were serving In 

Norway* The sudden increase in the total authorised strength of the Aray 

in 1939 to 32 divisions had diverted much equipment frosa the Expeditionary 

.Force so that the now divisions sight b« trained, and inevitably there were 

deficiencies. But the combat units in France were sufficiently complete 

to be able to stand up to the German Army, never being forced to relinquish 

their main position by a frontal attack, and retreating only to conform to 

movements by their allies on their flanks • The »ar Office, therefore, 

had achieved more by 1940 than it had hoped for in 193&. But this 

achievement did not really reflect Treasury failure, for this force 

equipped for European operations had been created only after Britain* s 

air and sea defences had been made secure*

1, w. 0.32/9^611 Bartholomew Committee eport, 1940; Gort's despatches, 
SasettS. No. 3530$ (1941). 590Gff.



CHAPTER 36* SUMJUKT.

Tha Treasury's influence on the execution of dafanee policy, aa on 

tha formation of that policy, was strongest at tha level of broad 

prioritlaa batwaan departments. Selective application, and relaxation, 

of tha braka of Traaaury control anablad tha Air Ministry to become tha 

biggest spandar of tha three defence departments, tha Treasury could 

not prevent a department aiming at goals bayond what tha Cabinet had 

authorised, but tha Treasury could Unit that department's nan industrial 

capacity, and therefore its ability to achieve unauthorised goals* At 

tha same tine tha Treasury found it difficult to hold up orders when 

Industrial capacity would be made idle thereby, and alaost impossible to 

make a department order more of a particular weapon, for example fighters, 
than that department wished to order.

Treasury control did not operate in a vacuum, but conformed to 

Cabinet decisions, and was subject to ministerial supervision. Certainly 

ministers ware much influenced by tha Treasury while deciding policy, but 

a remarkable aspect of rearmament was the degree to which defence depart­ 

ments pursued individual policies whioh suggested priorities somewhat 

different from those agreed by tha Cabinet* Weaker Treasury control could 

only have increased this tendency, and the most likely result would have 

been less well co-ordinated deliveries of equipment, and less balanced and 

lass complete defence forces. Tha defence departments' ever-growing 

demands ware more than industry, or tha P.S.O.C.'a plans, could cope with, 

and tha Treasury's rationing of finance was in affect a means of rationing 

real industrial resources. Frustrating though Treasury control must have



baan aaan from within any ona dafanea department, the Ireaaury aeema to 

deserve credit for anaurin$ that Britain'a ttiniaun requireaanta for air 

and trada defence ware net firat.



CONCLUSION

This theaia has been an attempt to explain and assess the 

Treasury's influence on rearmament in the light of the department'a 

administrative funotiona and of ita financial and strategic advice to 

ministers. The Treasury had a duty to ensure that public expenditure 

conformed to Cabinet policy and Parliamentary votes, but the attitudes 

and actions of Chamberlain, risher, Hopkins and Bridges make it absurd 

to write of 'the dead hand of the treasury* in 1933-39, however apt 

that phrase may have been in earlier years.

Defence policy had to be guided by two considerations: on the one 

hand, there seemed to be a danger of attempting to spend too much, thereby 

'undermining ourselves 1 by bringing about 'another 1931'j on the other, 

there waa a danger that Britain might not be ready for war if and when 

it came* No doubt more might have been spent before 193& had the 

Treasury been lese orthodox in ita economic beliefs, but the £*K«C«, 

while drawing up what became the rearmament programme of 193&* waa not 

inhibited by financial considerations. Within a year that programme, 

calculated to coat £1038 million over five years, had grown so much that 

it waa estimated to coat £1500 million, and the level of borrowing 

necessary to carry out such a programme, £400 million over five years, 

waa thought by Keynee in 1937 to entail 'a risk of what might fairly be 

called inflation1 , if the full rate of expenditure began immediately, and 

if it waa not carefully planned . In 1933 and 1939 an adverae current

1. See p.loOf.
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balance of payments, an outflow of gold and depreciation of the pound 

againat the dollar, all indicated strain on the economy and a decline 

la foreign confidence in far! tain 'a financial stability, and while 

Treasury fears of 'another 1931* nay have been exaggerated, there seems 

to have been good reason to anticipate growing difficulty in importing 

essential raw materials and food*

For industrial reasons defence departments found it difficult to 

spend even their voted funds. Retrenchment since 1919, which the 

Treasury had advocated, and the Ten Year Kule, which the Treasury had 

strengthened in 1928, had reduced the specialised armaments industry to 

a skeleton by 1933, while Treasury obstruction had held up P.S.Q.C. 

planning for war-time mobilisation of industry . Although there had 

been powerful political demands for retrenchment down to the early 'Thirties, 

the Treasury cannot be absolved iroas much of the blame for Britain's 

inability to rearm without extensive industrial investment and concomitant 

Inflationary pressures* On the other hand, by 1935 the Treasury had 

grasped the importance of industrial capacity, and subsequently relaxed

the brake of Treasury control on expenditure designed to create capacity
2 which the Treasury believed to be essential .

Contemporary criticism of the National Government often tended to 

assume that Britain was the 'most powerful nation and Empire in the world , 

and most subsequent critics of rearmanent seem to have shared an implicit 

assumption that Britain ought to have been as powerful as Hitler's Keich.

1. See pp.50f. and 212.

2. See

3, Mr. A,V« Alexander, former Labour First Lord, H.C. Deb. . 5th series, 
1935-36, vol. 310: 79.
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and that she had the aeons of making herself so* But Part IV of this 

thesis suggests that industrial capacity set narrow limits to British 

rearmament in the short tern - while new munitions factories were 

being brought into production - and comparative figures of output in 

key industries suggest that even in the longer term Britain's capacity 

for rearmament was inferior to Germany 1 a. For example, Britain's annual 

average output of steel in 1933*39 *&* 11*3 million metric tons; that of 

Germany was 20.4 million aetrio tons* Since at the beginning of 1936 

the British steel industry was reported to be approaching its full 

capacity to produce, and since even in 1940-44 Britain's annual average 

output of steel was still only 12.9 million aetrio tons, it does not seen 

that Britain's inferiority in this respeot simply reflected Treasury 

'meanness' in 1936-39 « Another key industry was the production of 

aaohine tools, and here the disparity between British and German output 

was even more striking* It has been estimated that in 1939 British 

output of aaohine tools was less than a fifth of Germany's, and since 

Britain was a net iaporter of machine tools in 1939 the disparity seems

to have had more deep-seated causes than Treasury restrictions on defence
2 expenditure .

In the short term, that is the period 1936-39, paper pounds alone 

oould not remove industrial bottlenecks and enable British rearmament to 

match Germany's. ironically, at a time of mass unemployment, the main 

limiting factor was seen as the supply of skilled labour. At the 

beginning of 1936 the Government was advised by V.eir and the Ministry of

1. See p.161, and Fontaaa Economic History of iforoaei B.K. Mitchell,
appendix 1*20-1970 (Collins, 1974;, p

« ilaus Knorr, War Potential of Nations (Prince ton, New Jersey, 
University Press, 19$6), p.190.
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Labour that Indus try, as then organised, could cot cope with the £.K,C. 

prograssae, although that programme envisaged a maximum level of expendi­ 

ture of less than half of what Germany's current rearmament expenditure 

was believed to be, and less thtin a quarter of what Germany was believed 

to be capable of spending • i row the point of view of rearmament, the 

tragedy of the inter-war years seems to have bean not simply that 

successive government a did not provide more Budget deficits and undif- 

ferentiated public works, but rather that the unemployed were not trained 

in the skills which would have made them an effective reserve either for 

armaments industries or for new export industries to help pay for 

rearmament. There was, of course, the question of trade union standards, 

which were relaxed only gradually even after 1936*

Lack of government powers over private investment also made it 

difficult to concentrate Britain's limited resources on rearmament. Use 

was made of public funds to expand the armaments industry, and from 1937 

the Government levied taxes on income which were unprecedented In peace 

time, but which, even so, were at much lower rates than in Germany, The 

political problems in substituting guns for butter were very great.

It is in the li^ht of industrial, and related political and economic, 

problems that the financial limits set by the Treasury to defence 

departments' expenditure have to be judged* It was the P«S«O.C., not the 

Treasury, which first warned that there was not sufficient skilled labour

available to maintain in war all the forces projected by the defence
o 

departments in 1936 « Financial rationing was imposed by the Treasury ao

1, See pp. 

2* See p.1?0f.
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that decisions would have to be made as to priorities within the 

rearmament programme- The figure of £1500 million for five years for 

all three defence departments given by the treasury in 1937 was a 

bargaining counter, modified early in 1938 to £1570 minion, with both 

the Treasury and, apparently, the Cabinet believing that further upward 

revision might be necessary, Actual expenditure by defence departmenta 

in the financial years 1933 and 1939 was far above the level implied by 

a *1£00 million 'ration 1 for five years, a total of ̂ 377 million being 

voted for the three departments in 1938* and £627 million being voted in 

the first four months of 19391 .

If, as Bridges remarked, there were 'physical limits to what </oould7
g be provided in a limited period9 , then priorities had to be established

as to whioh parts of the rearmament programme should, on strategic grounds, 

be completed first. The C,0»S«, however, aeeia to have preferred simply 

to add up the different departments' requirements* Although retrenchment 

down to 1933 had created something in the nature of tabula raaa upon whioh 

a new defence policy cdght be written, it was not until 1937 that Ghatfleld 

advised that, in order to give the Kavy and Air Force sufficient priority, 

the Army should no longer be prepared to fight in Europe, Kven then he 

gave the advice privately as First Sea i<ord, and not in his capacity of 

chairman of the C.0.5, Committee, and was persuaded not only by the 

Treasury's financial arguments, but also by his desire to prepare the Navy 

against both Japan and G*rmanjr.

1. £*e pp«70*78 and Appendix ill, table A2«

2. See p. 170.

3. See pp.230 and 270.
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There was, therefore, a cmse for the Treasury forming 'independent 

and constructive views' on policy, and tnere was certainly a need to 

see that 'strategical problems /were? thoroughly worked out by the 

strategists' . Defence policy had to take into account what British 

industry, and possible enemies, could accompli ah in a given period* By 

1936 British intelligence reports suggested, accurately enough, that 

German industry could not equip an array larger than the combined French 

and Belgian armies much before 1940* But as early as 1935 Oen&an 

aircraft production, compared with British and . reach production, was

causing concern, and by the end of 1937 the C«O.S« were agreed that
2 Germany might be tempted to gamble on her advantage in the air * Again,

defence policy had to be tailored to political requirementa, which meant 

that a aeterrent to German aggression had to be found without putting 

British industry on a war basis*

The Treasury view in 19%-37 was that the best deterrent would be 

a superior air force, capable of counter-offensive operations, and 

concentrated against Germany (and not, as the First D«k»C« Beport had 

suggested, in penny packets around the Empire). It was only once it had 

become apparent by 1937 that the British aircraft industry could not match 

German output, at least in the short tern, that the Treasury advocated an 

sir defence policy designed to asake Britain 'a sufficiently unattractive 

hedgehog* to deter a direct German attack*

1. See pp.61 and 29.

2. See pp.247

» ;»ee
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An effective deterrent to German a&gressiont however, Bust 

convince the Sex-roans that they would lose any war in which Britain 

intervened* The C.O.S. themselves said in 1937 that Britain and 

Prance could not hope to overpower Germany in a short war, and the 

inference drawn by i'i&her, among others, was that Britain must plan on 

the basis of a war in which she would have time to mobilise the resources 

of her itapire and to bring economic pressure to bear on £eraany through 

blockade* This required not only adequate air and trade defence to 

avoid defeat at the outset, but also, in the Treasury's view, sufficient 

international purchasing power with which to buy those materials which 

Britain could not produce herself but which would be essential for 

victory. Beyond a certain limit, the bigger the defence forces created, 

the less able Britain would be to maintain thorn in war. ..hile there 

Bight be some dispute as to wuere that limit lay, Britain's dependence on 

American aid by 1941 surest* that the Treasury was correct in principle, 

and, of course, American aid could not be counted upon before the war*

It was in the Ii0ht of the needs of air defence and the Navy, and 

finance as the 'fourth arm of defence,' that the Treasury wished the role 

of the .xitty to be decided* Fisher argued that the Air /orce must have 

first call on new industrial capacity, but he believed that a vield Force

of 17 divisions, ready for operations in the U>w Countries on or near the
* 

outbreak of war, should be an 'ultimate policy* • In 193& fisher thought

that 17 divisions should be the limit of Britain's effort on land in war, 

but Chamber lain, who seems to have believed that five divisions were all 

that Britain could prepare in peace, did not set a linit to expansion in

1. See p. 250.
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war, and, indeed, agreed to 32 divisions being prepared once, in i-.aroh 

1939, he believed international relations had becosne a 'mockery* of 

peaoe . So long as ^enaany's superiority over Trance lay in air, and 

not in land, power, there was auch to be said for the logic of the 

Treasury's priorities, and if the logic seemed too oolci, given ^ranee's 

reasonable wish that Britain too should be prepared to make u£ effort du 

sang* then -isher, at least, had no objection to sending troops to France, 

if the French would equip then .

If priorities were to be set, the Treasury had to persuade the 

Cabinet to make decisions * hence the <C1500 mi Hi on 'ration* proposed 

for defence expenditure in 1937-42 - and then persuade the Cabinet what 

these decisions should be. Given popular fear of air attack and 

revulsion against the mass conscription, and slaughter, of 1916-16* it 

was not difficult to persuade ministers to give priority to the Air Force 

over the <.nny. On the other hand, the Treasury did not have a monopoly 

of advice, and the priority accorded in Inskip's Report in 1937 to 

Imperial defence over assistance to possible allies reflected Chatfield's 

and i.ankey's influence .

Without Treasury influence, however, the Cabinet might have avoided 

choices, and certainly without Treasury control of expenditure it would 

have been harder than it was to prevent uilferent services pursuing their 

own policies regardless of over-all policy laid down by the Cabinet. 

By greater or lesser restrictions on different departments' expenditure

1. See Chapters 26 and 30.

2. See p.286.

3. See pp.26?ff»



357.

the Treasury was able to influence broad priorities as between 
departments.

It is hard to measure influence, but the difference between 

proposed and actual expenditure by departments gives sose indication 
of the impact of the 1'reasury '» influence* H&d the priorities 

recoaoended by the D.K.C. in 1934 and 1935 prevailed, the Mr Ministry 

would have continued to have had a smaller share of total defence expen­ 
diture than the Admiralty or '.v*r Office. As it happened, Air Ministry 
expenditure overtook that of the *var Office in 1937, and that of the 

Admiralty in 1938, &&& this reflected the treasury's influence combined 
with the Cabinet's own preferences. Prom the point of view of the 

influence of Treasury control of expenditure, the interesting years are 

193*> and 1937, for while in theBO years all defence departments accelerated 
and na ie &d hqq additions to their i> tR.C, programmes, over-all policy as 
recommended by the L.-.C. did not change until the end of 1937, &ud no 

major new scheae for aircraft production was approved until 193d. Yet 
whereas the Air Ministry exceeded its !>•£•€• forecasts by about ten per 

cent in 1936 and 25 per cent in 1937* the -ar Office aid not exceed its 
forecasts in 193&» and exceeded them by less than 15 per cent in 1937 •

Turning to the significance of the Treasury's influence an rearmament, 
one is bound to note that German a^ression was not deterred in 193&, 1933
or 1939* But Germany's military leaders seect to have been reluctant to

2 risk war in any of these years , and Hitler's successes in 19# and 1938

1. Appendix HI* tables A1 and A2.

L'obertion, Hitler's Fre-War 1'lai
Hart, u|)aer oi^e of the Hill (Cassell, 1951 ;» pp.20, 47fJf. and 144ff.

>. Kob«rtson* Hitler * s Vro-ytr ^lans. pp.79 *nd 108j air^Basil Liddell
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seem to have been due to his restriction of his demands to what the 

British and French governments would be reluctant to fi^t for. If 

military weakness persuaded Britain not to light in 1933, that weakness 

was the one woioh the treasury was most anxious to see remedied, namely 

air defence.

Uhen the test of war came Britain was able to contribute to the 

Allied cause the world's largest navy, an aircraft industry which out­ 

produced Germany's in 1939*40, and an army which was just large enough 

to deny the German Army any decisive advantage in men or quantity of 

equipment . ioes it seem more likely, then, that the debacle of 1940 

was due mainly to Treasury 'meannea* 1 , or to the different strategy, 

tactics and design specifications of the rival armed forces? The 

British /-nay understandably complained of a lack of munitions, but the 

same complaint was made by the German Army, which faced a major munitions 

crisis after the Polish campaign in 1939 . Germany's one major numerical 

advantage was in the air, yet one wonders whether France would have been 

saved even if the a.A./. had had more aircraft* To Ismay 'it almost 

seemed as though the Mr Staff would prefer to have their forces under 

Beelsebub rather than anyone connected with the Army 1 , while ^lessor, 

with manly frankness, has admitted that while the K.A.£« was not trained 

to intervene directly on the battlefield, Bomber Command* s techniques 

and training were not yet sufficiently advanced for it to be effective 

in its chosen strategic role either .

1* Postan, British «ar t roduqti,on. pp.471 *nd 404; Parker,
k.*ti»<tr%A 4^1QWi*l. D»VtO.

2. Carroll,
3, lamay, Memoirs* p. 104? ^lessor, ^eatral Blue, pp.166, 183 

204-8.
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It ia also worth asking what mi^ht have happened if industry had 

been asked to produce more boob era or to aria more warships or -nay 

field units. &iven the tendency down to 1939 for deliveries to lag 

behind orders even when the Treasury aacie finance available, might not 

the result have been fewer filters and anti-aircraft guns, and by how 

much narrower a Bar gin could the battle of Britain have been won? Of 

course more could have been produced for all services if the Government 

had had greater powers over finance and industry before the war, but 

the Government felt unable to take such powers* Unanswerable arguments 

can be advanced by military men for increased arasaments, if each service 

is taken in isolation, and if over-all ilnanoial, industrial and 

political aspects are ignored. The Treasury did not ignore these 

aspects, and ri&htly brought them to the attention of those responsible 

for policy. Purveying rearmament and foreign policy before 1939» Parker 

has suggested that the * Treasury faced ministers with paralysing 

negations' . So far as rearmament is concerned, however, far from 

bein& paralysing, the Treasury's use of the power of the purse forced 

ministers and military men to come to deoiaions about priorities, and 

thereby ensured that essential elements in Britain's defences were 

completed first.

1. B.A.G* Parker, 'Economics, Kearmaaent and Foreign Policy: The 
United Kingdom before 1939 - * Preliminary litudy 1 , Journal of 

riiatorY. vol.10 (.October 1975), 645.
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APPEKDIi III

Foraoaata of annual expenditure if 
full i>»K.C. reooamendfetiona accepted.

Firat D.K.C. *.eport, 28 ¥eb. 1934
(CAB.16/109: D.K.C.14)

£000e.

financial Year Admiralty Air Ministry Aar Offioa

Third D.R.C. Report, 21 NOT, 1935 
(CAB. 16/112; B.K.C.37).

Total
1934 
1935 
1936 
1937 
1938

56,249 
60,978 
63,323 
63,844 
65,081

17,650
18,665 
20,300 
21,300 
21,275

44,639 
44,946
45,243
45,4&8
45,684

118,538
124,589 
128,866 
130,612 
132,040

1936
1937
1938
1939
1940

74.900
89,000
90,650
90,700
83,300

45,000
60,000
64,000
50,000
44,000

54,000
62,000
72,000
72,000
82,000

173,900
211,000
226,650
212,700
209,300

Tabla A2 : Aotual expenditure by departments.
£000a.

1932
1933
1934
1935
1936
1937
1938
1939

•F

50,164
53,443
56,616
64,887
80,976
101,892
127,867
149,339

17.057
16,700
17,670
27,515
49,995
81,799
134,786
248,561

35,978
37,468
39,603
44,515
54,195
72,675
114,525
228.887

103,199
107,611
113,889
136,917
185,166
256,366
377,178
626,787

Figures in A2 ara for nat axpanditura in tha years 1932 to 1937, 

and for E atiiataa, including Supplementary Estiaatas, in tha yaara 1938 

and 1939* Tha figures for 1939 include only funds voted before the out­ 

break of w*r. ^Parl* Paoera. Accounts, 1938-39, r*ii, 2f, 323, 339, 531, 

875, 891, 897} xriii. 8f, 545, 559.7
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APP3SKDIX III (continued)

Table B i Expenditure by Votes.
jiOOOs.

Financial Tear

1934
1935
1936
1937

Air Vote 
(aeroplanea acd spares).

&ua Voted Underspent

5,985 
9,621

19,600 
30,100

31
614 
665

Overspent

121

1934
1935
1936
1937

Any Vote 9C 
(liarlike stores}.

2,470 
4,943 
9,073 
25,032

177 
208 
46 

5,981

Aray Vote 9E
(machine toola for Manufacture of warlike stores other 

than at Koyal Ordnance Factories)«

1936
1937

1,000
3,297

TOO 
1,490

Uoyal Ordnance factories Vote £ 
(works carried out by contract or by Office of lorks).

1934
1935
1936
1937

103 
103 
458 

5,991

16 
36 
197 

2,677

Navy Vote 
(naval araa»enta stores - guns)

1934
1935
1936
1937

395
630

1,427
2,032

246
535

27
10

* Papers 1935-39, Air, Ar«y and Ravy Appropriation Acoounts^
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LIST OF SOURCES

UNPUBLISHED DQCU*iiJ*XS

Public Record Office:

References given arc P.R.O, series numbers. In footnotes these 
are followed by a volume number, or a box or file number.

Admiralty*

Aiai.1. Admiralty and secretariat papers*

AUK.116, Admiralty and Secretariat, oases*

ADfc.205, First Sea Lords' papers* 

Air Ministry:

AIR,6. minutes of Secretary of State's progress meetings. 

Cabinet Office:

CAB* 2, C.I.I, minutes*

CAB.4, C.I.D. memoranda*

CAB. 12, Home Defence Committee,

CAB.13, Home Defence sub-committees.

CAB, 16, C.I.D. sub-committees* including A.D.R., D.K.C., D.P.K.C., 
D.(P.)P*C* 9 and S.A.C.

CAB. 21, Cabinet Secretariat files*

CAB, 23, Cabinet minutes and conclusions*

CAB. 24, Cabinet memoranda*

CAB. 27, Cabinet committees*

CAB. 29, London Naval Conference (1935) memoranda*

CAB. 36, Joint Home and Overseas Lefenoe Committee.

CAB.50, Oil Board*

CAB. 51. sub-committees on Middle £ast questions.

CAB.53, Chiefs of Staff Committee.
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CAB.55, Joint Planning i>ub-Co»aittce. 

CAB, 57, Manpower Sub-Committee.

CAB. 58, fcconomio Adriaory Council Committee on Economic 
Information*

CAB.60, Principal Supply Offioara Committea and ita 
*ub-committee*.

CAB.63, memoranda and drafts by Hankey*

CAB.64, Kiniatar of Co-ordination for Defence papert.

CAB.65, *ar Cabinet conclusion*, 

Prime fciniatar'a Office:

Hvili.1, oorreapondanoa and paper*. 

Treasury:

T.160, /inanoe file*.

T.1b1, ^uppl^ file*.

T.162, r.»tftbli*h»ent llle*.

T.171, Chancellor of the Exchequer 1 * Cffioe, Budget paper*.

T.172, Cnaneallor of the Exchequer*a Office, Bdacallanaoua paper*.

T.175, Sir hiohard hopJcina papara.

T.177, Sir Frederick Phillipa paper*.

T.188, Sir Frederick Leith-Eoaa papara.

T.199, EatabliahBant Officer 1 * Branch file*.

T.208, Sir Ralph Hawtray papara* 

«var Office:

^.0.32, general file*.

'A.0.163, Amy Counoil minute* and memoranda.

*.0.197, Britiah expeditionary Force papara*
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Private Collections*

Namet are as in text, e.g. Sir Thomas Inskip, and not Lord 
Caldeoote, his later title.

Birmingham University Library:

Ur. Seville Chaaberlain papers. 

British Library of Political and ^oonoado Science:

Sir warren Fisher papers* 

Cambridge University Librarys

Kr. Stanley Baldwin papers* 

Churchill College, Cambridge:

Sir Janes Grigs papers*

Lord Hankey papers.

Sir 1homas Insfcip diary.

Lord bwinton papers.

Sir Robert Vansittart papers.

Lord *eir papers. 

Kind's Collate, London:

Captain Lid dell Hart papers.

Lord Xa»ay papers. 

Leeds University Library:

Sir ftrahaa Vincent, unpublished neooir* 

National Maritime Museun^ Greenwich:

Lord Chatfield papers.

JNTKRV1EWS

The following were interviewed in their homes, unless otherwise 
stated:

Mrs. Catherine Charlton, on 22 November 1974.



Mr. George Or em, 21 karch 1975, at Uindridge Park Golf Club, 
London*

Sir Thomas and Lady Padmore, 15 March 1975*

Sir Edward Playfair, 21 April 1975.

Lord Trend, 26 June 1975, at Lincoln College, Oxford,

Sir John Kinnifrith, 31 January 1975.

Charlton, as Miss Catherine Caipbell, was a secretary in 

Chamberlain's Private Office from Leceaber 1937 to Hay 1940, and was 

his only private secretary thereafter until his death in November 1940.

Mr* Ora* Joined the Treasury in 1919 at the age of 20, and, while 

a staff officer, was transferred to Mr* Edward Bridges' division dealing 

with defence expenditure in February 193&* during the next three years 

he regularly attended T.I.S.C* meetings, acting as secretary on 22 

occasions*

Sir Thomas Padaore was born in 1909* and is a graduate of Cambridge. 

He transferred to the Treasury from the Board of Inland ^avenue in 1934* 

For just over a year in 1936-37 he was private secretary to Hopkins, 

Second Secretary of the Treasury, and from May 1939 until the end of 1941 

he was private secretary to ~ir Horace Wilson, the Permanent Secretary,

Lady Padmore is the former Miss Rosalind vulhane. She was attached 

to the Chancellor of the Exchequer's Office for much of the inter-war 

period, and from 1934 was assistant private secretary first to Chamberlain 

and then to Sir John Simon. She was, in Sir Thomas Padmore' s words,

'much confided in by all Chancellors - as young and attractive women in
-» -»' ( 

such positions commonly are. And she was a close friend of Warren /Fisher/ s.

Sir Thomas also became a 'pretty close friend* of Fisher's after the latter 

retired. 1 Both Sir Edward Playfair and Sir John winnifrith are of the

1. Letter fron Sir Thomas to Sir &dward Playfair, 4 Oct. 1974* A copy 
was given by &ir Thomas to the author*



opinion that the Padmores are the moot important living witnesses 

regarding Fisher.

Sir ^dward Playfair was born in 1909, and is a graduate of 

Cambridge, He transferred to the Treasury from the Board of Inland 

Kevenue in 1934. *<• *aa Hopkins1 private seeretary froa 1934. to 1936, 

and, after two years as private secretary to the Financial Secretary 

of the Treasury, served under Hr. 3*D, aley in the Treasury division 

dealing with overseas finance*

lx>rd Trend was born in 1914* and is a graduate of Oxford* He 

transferred to the Treasury from the Ministry of Education in 1937, and 

worked on overseas finance under .aley in 193&-39» before becoming 

assistant private secretary to the Chancellor in 1939*

Sir John *innifrith was born in 1903, and is a graduate of Oxford* 

He transferred to the Treasury fro* the Board of Trade in 1934 and served 

in Bridges* division dealing with defence expenditure until 1937. He 

was assistant private secretary to the Chancellor from 1937 to 1939*

OFFICIAL PUBLICATIONS

Documents 93 British i'oreian ioliojf. 1919-59. Second Series, ed,
£,L. woodward and I:, Butler, esp. vols IV and V (1950 and 1956 res?.)*

of the Second *iorld War. U.K. Civil 3eriest 

ttilliaa Ashworth, Contracts and Finance (1953) , 

Sir (W») Keith Hancock and &•&. Growing, Irtish ;ar l^oonoay (1949), 

Williav Hornby, Factories and Plant (1958), 

P. Inaan, L^ur in the Munitions Indue tries (1957), 

C.H» Kohan, .vofks and Buildings (1952), 

H.X.D. Parker, Manpower (1957),



Poatan, Britiah «ar Production (1952), 

Poatan, D. Hay and J.D* Scott,

B»S, 3 a/era, Financial Po^oy. 1959-4fr (1956),

J.I;. Soott and Richard liughea, A&ainiatration of War Production (1955;.

History of the Second v>orld Y/arB U.K, l.illt&ry berlet; 

Baail Collier, 1'tf^^oe of t^io Urdtgd Kin^doy (195^), 

K.H. tibba, Urftnd ^trata^y. vol. I (galley proofs), 

Major-General £•%'« Kirby, w»r Aitainat Japan, TO!, 1 (1957),

Kajor-&en0ral I«S.O. Playfair, i:t?cii terrene en and fclddla East. 
TO!. I (1954),

Stephen Koakill, >'»ar at ^ca. yol. I (1954),

Sir Charlaa >. abater and Koble Frankland9 Strategic Air 
Against (r»rgiany« Tola* I and V?

London £»««tt«. aupplement to no* 35305, 17 Oct. 1941, for Lord £ort*e 
Peapatohea*

of KTidgPce T«k«ii Before the ConRittw on l-lnanoe and
taoaillan Coouittee), vol. I (1931), for Hopfcina* erldanoa. 

I/^bataa.
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. . CONTFMPOKABY ARTICLES AKD BOOKS

(Unless otherwise stated, all publishers listed have London offices.) 

Vforks relevant mainly to Part I of the thesis:

Duff Cooper, 'Spend to Hear*', London Evening Standarfl. 26 Oct. 1938.

Sir Oswyn Murray, 'The Adniralty', Mariner'.a. Mirrojr. xxxiii (1937) to 
(1939;.

Those relevant mainly to Part XI:

Hubert rienderson, la terser, Years ana Other Papers, ed. Sir Henry Clay 
(Oxford U.F., 19551.

John fcaynard Keynes, General Theory of i-gplovaent. Interest and fei 
(kacaillan,

•How to Avoid a Slump 1 , Yhe Times. 12, 13 and 14 Jan. 1937, 

'Borrowing for i*efence: Is it Inflation?' The Tines. 11 fcar. 1937,

'Efficiency in Industry, a Measure of Growth 1 , The 1'iates. 
13 *«pt. 1933,

•Crisis Finance', The Times. 17 and 18 Apr. 1939,

'Will Keamaaent Cure Unenploymnt?' The Listener. 1 June 1939,

Haw to Pay for the War (idsionillan, 1940),

Co 11 oo tod nritin^a. vol. Alii (MaoMillan, 1973), for Hawtrey-Keynes 
correspondence.

Those relevant to Parts III or IV:

Captain llddell Hart, British way in Uarfare (/aber and Faber, 1932), 

'An Unrea4y ;jn»y', Daily TeleRraoh. 3 Oct. 1933,

'Plans to Increase Our Defenoe loroes', Daily T$le<fcraj>h. 2t> June 1934, 

'The AT*y Today 1 , The 'ilges. 2$, 26 and 27 Kov. 1935,

Under Change', The HIBQJ. 30 Oct. and 2 Kov. 1936, 

in Ants (Faber and Faber, 1937),

'The Field roroe question', Yhe Tiaes> 17 June 1938.
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Air Marshal Sir Cyril Newell, 'Expansion of the Koyal Air Faro*', 
Journal of the KpyeJl United Service institution. May 19}6.

PUBLISHED DIAKHS ASS MBiOIBS

Ministers, civil servants and adlitery sen:

Action Xhis i>ay: Working with Churchill* ed« air John tVheeler-B«nnett 
, 1903), for monoira by Lord Bridge s. Sir I an Jacob and

Leslie ixowan.

Lord Chatriold* Xt kixJEft Happen Agftip (H0in6nann* 194-7)* 

Duff Cooper (Viscount Norwich), Old Man Forget (Kupert lUrt-Davia. 1953) 

Anthony ^d«n (Earl of Avon) 9 Ma»oir«. facing the dictators (Caastll,
1962.

Sir Warran ^iaher, 'Beginning* of Civil i/efenee 1 . Public ^dainiatration. 
%int«r 1948.

Sir (t^*) Jaaas ^rig^, rr«.1udio« and Jud^eoon^ (Jonathan Cape, 1948). 

Lord Halifax, folqegs of Days (Collina, 1957)*

Sawi«l Hoare (, Viscount r«mpl««ood), Nine Troubled Uars ^Collins, 1954). 

Sir Leslie Hollis* One Marine* s I" ale ^mdre ^eutsoh,

Ironside Diariea. 1937*40. ed* Roderick Kaoleod and I>enis Kelly 
(Constable, 1962).

Lord Israay, kemoira (Heine&anny

Barques* of Londonderry, »&wp 9? Lestiny (kacaillan, 1943)*

Lord i-ustace i*eroy, ^ae Meaories (Eyre and Spottiswoode. 1953)*

Liarles of Lt. General Sir Henry Poimall. vol. 1 , ed. Brian Bond 
^Cooper, 1972)*

Sir Frederiek Leith-Koss, fconev Talks (Hutohinson, 1968). 

Visoount Ci»on, i f trosoect (tiutchin*ont 1952). 

Sir John ^leaaor, Central blue (Gas sell, 1956).

Lord S*inton. JL I.>ne»ber (Hutohinson, 1943), and Sixty Years of Poner 
(Kutohineon, 1966).
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Robert (Baron) VanaitUrt, M^gaons . £f &y..l4Ct (Hutchinson, 
and liiat rrooeaaion iHutohinaon.

Sir John Uinaifrith, 'rJdward Attingdsan Bridges - Baron Bridget', 
temolra of .'allowa of Uie loyal up piety, NOT* 1970.

Winterton, Ordera of the Day (Caawll, 1953). 

Uarquii of ^atland, /.aaaveg. Uoaoirs of..* ( John i.urraj,

Tht ^ovarnaent'ft critioa:

Lao Aaery, My Politioal Lifa. vol. Ill The Unforgiving Yaara 
(Hutohinson,

Cleaent /ittlaa, Aa It Happened (Heinemann, 1954)* 

Kob«rt Boothby, I *l^ht to Uva (Oollanca, 1947).

Sir ninaton Ohurohill, beoond ^orld frajr, TO!* I The GatUerinx stona 
, 1946).

I>alton, ls«noira» 1931«>45> Tha Fa.tia Y»arg (feuller, 1957). 

Sir Baail Liddall Hart, Maaoira. 2 Tola. (Ca»»ell, 1965). 

Harold fcacnillan, vinda of Change (Mao«dllant

BUOKS AW) 

Tho»« ralavant mainly to Part I of tha thaait:

Saouel H. Baar, Traasury Control (Oxford U.P», 1956).

Sir Alexander j-egfie-Bourke, Mas tar of the .JfHam (Faleon ?reaa» 1950).

Lord Brid^ea, Portrait of a Profession (Cambridge U.P., 1950).

Lord Brid^ae^ Ireaaury Control. Stajip Memorial Leoture (London U.P. 9 
1950).

Lord Bridgeaf Tfo Traaiury. in ffev Vihiteaall oariea (Alien and Unwin, 
1966).

Sir Herbert £rittain, BriUah BudKfttarir Syetaa (Alien and Unwin, 1959)* 

H.K. l)Al*t Higher Civil Service ^ojcford U.F. t 1941)*
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Geoffrey Fry, £tatemcsE in £is*:ui.aa; (i'.acttillan, 1969).

Sir Horaea Hamilton, 'Sir Ytarren Fisher and the Public Service 1 , 
Public AdciinJEtrfcUon* Spring

Sir Thomas Heath, Tha Treasury. in First Whitehall Series (Putnaa, 
1927).

Franklyn A. Johnson, lefenoe by Conuaitteg (Oxford U.P. f 1960).

Arthur Berriedale Keith, British Cabinet bvatein, ad* I..K. Gibbs 
(Stevens and Lona, 1952),

Henry Koseveare, The Treasury. The KTolutioa of a British Institution 
(Alien Une, 19t>9).

F.fe.G. iillton, O 
(Allan and Unwin

Those relevant aainly to Part Us

B.ft.K. /ilford, 
1918-39

and >o Growth
____ , 1972;.

Andrew Boyle, ffontagu Korean (Cassell,

Alan bullock, life and 1 iaes of Krnest Bavin, vol. 1 (Heineaa&n,

Sir (D.) Konaan Chester, ed. , Lea sons of British >>ar
(Cambridi^e U.F«,

Sir ITenry Clay, Lord Koraap (MaoBdllan, 1957).

Sir Koy Harrod, Life of John Uajnard Keynea (Kaoaillan, 19^3).

Ursula Hioks, 
reprinted 1970.

(Oxford U.P., 1938,

Susan Howaon, Domeatifi Monetary K&nai:ec:ent in Britain, 1919*38 
(Casibridge U.P. f 1975).

London and Cambridge . conoaio ^errice. Britiah x.oono»y: Key Statistios. 
(Times Newspapers Ud., 1971).

Ueoovery in Britain. 1932-59 (*Veidenfeld andH«W. Kichardson, 
Kieolaon,

(Cambridge U.P., 19^0).

B.E.V. Sabine, British Budgets in Peace and %ar. 1932-45 (/Olen and 
Unwin, 1970).
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H»S. layers, Modern Banking (Oxford 0,P,, 1938).

J.B. Goott, yiokera. ft ill story (u'eidenfeld ana lUoolson, 1962).

Those relevant Mainly to * art Hi or rart IV:

H»E« Alien, Le&aav of Lord Trenohar4 (Casaell, 1972).

Andrew Boyle, ^renofeardi kan_.Qr. Vision (Colilna, 1962).

Peter ~-ennia, 1/eqision by frefaulfr ( outledge and Kegan Paul, 1972)*

».H. Gibba, 'British 3trate«io Doctrine, 1918-39* in Theory anft 
Practice of Wars Kaaaya Preaent^ed to Captain b«JU Liddell liart. 
ed. i«iohael Howard (Cassell,

Kobin Higkaia, vvTiced Foroea in f'eaceti^e (roulifi, 1962). 

Viohael Howard, Continental Commitment (teaiple Saith, 1972).

F.S. Korthedge, Troi|bled jftmqt* Britain /^isonj; tbe ^reat PowerB. 
(Bell and -ona,

Stephen ^oakill, Naval Policy Be^w^en the Wars . *ol, I (GoHlna» 1968)» 

Chriatophcr Thorne, Liidts ox *• oreligi eolioy iHaffii^ Haiailton, 1972). 

Ann Trotter, Britain and Eaat Aflia. 1933-37 (Cambridge U.P., 1975). 

D.C. '&att, 'The Air *oroe View of Hiatory*. quarterly Review. October 1962* 

l>erek >>ood and ^erek l^empater, Karrow Margin (Arrow Book*, 19&9)*

Those relevant to the whole thesis:

Sir Keith Feiline, Life of. Neville yhftpfr»rj.«4a (l^acaillan, 1947). 

lain feacieod, Keville Chamberlain (Mailer, 1961).

Keith Mddletcaao and John Barnes* Baldwin. A Biography (»»eidenfeld and 
Iiicolson, 1969)-

E.J. fcinney, PrtYftte PM>»M. of Iiore-£«liaha (Collin

C, Parker, 'hconoaics, i -earmanent and Foreign ^olioy: The United 
Kingdow Before 1939 - * Preliminary survey f , 
Hiatory. October

k,.J. Header, Ar^teot of -4r i ower. the Ufe of the r'irst Viscount 
weirofKastwood (Collins, 1968).
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Stephen Koakill, Henke:/. *'-.an^ft£ ''ecrqts. vol. Ill (Collins, 1974).

E.C, ftatt, Per«onf.iltifefl and Policies (Lon&nana, 1965), for Sir 
..arren Fisher.

For ooBpariftons with

Berenice A* Carroll, Le&jgn for Total «ar? Aras ftnd ^oonocios In 
the Third Keioh (kouton, the Hague and ^arit,

Sir Baail Lidden Hart, Other ;?ide of the 1^11 (Caaaell, 1951). 

Alan 3. Vilward, German i cononv at V»'ar (Athlone Preaft, 

K.A.C. Parker, Europe 1919-4^ (weidenfeld and fdoolaon,

£.K« Robert ion, Hitler* a Prew 
(Longnans,


