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Abstract 

This paper examines the changing structure of London brewing firms between 1885 and 
1914. Particular emphasis is placed on the transformation of the retail market for beer, in 
which a system whereby most publicans owned the lease of their premises was supplanted by 
widespread brewer ownership of premises. Using quantitative and qualitative archival data 
from the majority of firms represented on the Court of the Brewers’ Company, two periods of 
concentrated activity in the late 1880s and late 1890s are identified and analysed. Contrary to 
received wisdom, this paper demonstrates that funds raised from public securities markets 
played a significant role only in the ‘scramble for property’ of the late 1890s, as the joint-
stock boom of the 1880s resulted in relatively little cash flowing to brewing corporations. 
The consequences of the heavily inflated prices paid for licensed property in the 1880s for 
both retail investors and the members of the formerly unincorporated brewing firms are 
detailed. Finally, the role played by highly flexible financial reporting requirements in the 
expropriation of wealth from retail debenture and preference share investors to the ‘insiders’ 
holding ordinary shares is presented.   
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1. Introduction 

This paper addresses three related, but distinct, questions regarding the structure, 

performance and financing of the London brewing industry between 1885 and 1914. First, the 

paper provides the most comprehensive and detailed evidence to date regarding the timing, 

nature and extent of the ‘scramble for property’ in which brewers engaged in the late 19th 

century. Second, the paper examines the details of the conversions of numerous private 

brewing concerns into joint-stock corporations, and argues that the extant literature broadly 

misunderstands the nature of these conversions and their impact on the ‘scramble for 

property’. Detailed analysis of the prospectuses accompanying the joint-stock conversions of 

the late 1880s reveals that these issues resulted in very modest net cash inflows to the newly 

formed joint-stock brewers, and thus that these floatations could not have provided a 

significant short-term boost to the demand for tied property. These conversions did, however, 

have a longer-term and less direct impact on brewers’ investment in the retail function. 

Contracts agreed at the time of conversion often provided for the future issue of debt 

securities, on the condition that additional unencumbered property was acquired, implying an 

incentive to invest internally generated funds in such property. A second wave of stock issues 

between 1896 and 1898, most of which were made by firms that initially converted in the late 

1880s, attracted a similar amount of investors’ funds to the first wave, but in these cases a 

much higher proportion of funds was retained by the joint-stock brewers. The paper also 

presents evidence that, with respect to each joint-stock boom, brewers’ increased investment 

in retail outlets preceded the issue of securities. Finally, the paper provides evidence on the 

role of aggressive accounting practices in the over-valuation and over-gearing of the brewing 

companies, and the financial distress that afflicted these firms in the decades following.  

While the evidence analysed here is specific to an industry and an era, its import is far wider. 

Brewing was one of the first manufacturing industries to integrate forward into retailing on a 

great scale, and ultimately the relationship between brewers and retailers of their product 

evolved into a primitive form of franchising. Consequently, the factors underpinning the 

development of brewers’ forward integration strategies are potentially of interest to scholars 

of more general industrial organisation and marketing specialties. 

Additionally, the 1890s property bubble, the means of its financing and ultimate 

consequences share some parallels with the recent global financial crisis. Brewers’ 

investment in public house property was financed by relatively cheap debt, the subsequent  
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availability of which depended on further investment in real property assets. Thus brewers’ 

purchases of retail property not only provided a demand for finance, but inflated the values of 

existing property holdings used as security for future debt issues. There are salient differences 

between the 1890s property bubble and the recent GFC. Heavily implicated in the causes of 

the GFC is the pursuit of speculative gains by financial institutions engaging in deliberate 

funding mismatches. These funding mismatches involve the use of cheap short-term debt to 

finance investment in long-term high-yielding assets. Such a policy creates a significant 

exposure to the investor when short-term debt cannot be rolled over. Conversely, the joint-

stock boom that accompanied brewers’ spiralling property investments in the 1890s had the 

effect of reducing improving the extent to which the duration of brewers’ assets and liabilities 

were matched. Thus, although it is arguable that debt available to brewers was inefficiently 

priced, the long-term nature of this debt, and its well-matched maturity structure meant that 

the consequences of the 1890s boom were very poor future performance, rather than total 

financial collapse.  

This paper is also of potential interest to agency theorists, and those interested in the 

development of financial reporting regulation. While the extant literature documents poor 

asset productivity and, in some cases, dividend yields earned in the decades following the 

property boom, this investigates the wealth consequences for different classes of investor in 

greater detail than has previously been attempted. It is demonstrated that the estimated returns 

earned corporate insiders during the downturn of the early 20th century were generally of 

reasonable magnitude, and were achieved largely as a consequence of lax financial reporting 

and dividend constraints.  

The paper is organised as follows. Section 2 reviews the literature, focussing on the 

relationship asserted between brewers’ increasing investment in retailing and public securities 

markets. The alternative contractual structures under which brewers could seek to exert 

control over retail outlets are described in Section 3. In Section 4, the various archival 

accounting records from which evidence of brewers’ retail integration strategies can be 

inferred are described. The following section details the transactions commonly used to effect 

the conversion of a non-incorporated brewing firm to a joint-stock company. Sections 6 and 7 

present quantitative and qualitative evidence of brewers’ retail integration strategies in the 

first and second ‘boom’ periods respectively. Finally, the impact of aggressive accounting 



4 
 

and the highly flexible income measurement regime on the returns earned by the various 

stakeholders in the joint-stock brewing companies are analysed in Section 8. 

2. Literature Review 

This section surveys the extant literature documenting the transformation of brewer 

involvement in retailing between 1885 and 1914. Several aspects of this received wisdom 

will be challenged in subsequent sections. 

While Mathias (1959) reports evidence of the involvement of UK brewers in retailing as early 

as the 16th century, it appears that the practice first became prevalent in the late 18th and early 

19th centuries, when the tied-house system featured prominently in two House of Commons 

enquiries.1 Between 1790 and 1830, both the number of public house licenses and beer 

consumption contracted, encouraging brewers to attempt to exercise control over the 

increasingly limited retail market (Gutzke 1989, p.14). The passing of the Beer Act of 1830, 

however, greatly reduced any previous monopoly value attaching to licensed premises. This 

Act introduced a ‘beer house’ license, which allowed the production and retailing of beer in 

‘beer houses’ and could be obtained by almost any ratepayer, for a fee of 2 guineas (£2.10). 

The proclamation of this Act precipitated an increase in the number of UK licensed premises 

from 30,978 in 1830 to 39,104 in 1836 (Gourvish and Wilson 1994, p. 18).2   

In this liberal licensing environment, London brewers’ involvement in retailing was 

predominantly limited to exclusive supply agreements arranged in consideration for the 

provision of loan finance to a publican (Knox 1958, p. 68, Gourvish and Wilson 1994, 

pp.129-137), with brewers assuming a property interest in approximately 5% of their retail 

outlets. 3 The four largest London brewers were able to finance loans to publicans of more 

than £1.1 million in 1830, and sold more than 50% of their output through these tied hotels 

                                                 

1 Webb & Webb (1903, p. 99) cite evidence from the 1817 Select Committee on the Police of the Metropolis  
asserting that of England’s 48,000 alehouses, 14,200 of these were owned outright by brewers. At this time 
outright ownership of licensed property by brewers was predominantly a rural phenomenon (Gourvish and 
Wilson 1994, p. 129).  
2 The newly established beer houses were rarely particularly profitable establishments (Gourvish and Wilson 
1994, p. 19). Nevertheless, their addition to the pool of licenses must have greatly reduced the scarcity value of 
a license.  
3 The exception being Reid, who owned approximately 23% of hotels supplied. Reid gradually reduced this 
number prior to 1875 (Gourvish and Wilson 1994, p. 131).  
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(Gourvish and Wilson 1994, pp. 131-2). It is generally conceded that London brewers’ 

involvement in retailing changed little in scope or intensity between 1830 and 1869 (Knox 

1958; Gourvish and Wilson 1994, p.133).4 

The repeal of the Beer Act in 1869 heavily constrained growth in retail liquor licenses and 

thus increased both the monopoly value of licensed premises, and the value to the brewer of 

the trade from individual houses. The increase in the scarcity value of existing premises was 

particularly strongly felt in London, as the metropolis was concurrently experiencing very 

strong population growth.  The re-introduction of restrictive licensing was a necessary but 

insufficient condition for a profound increase in brewer involvement in retailing (Knox 1958, 

p. 73). While the outstanding balance of loans to publicans increased significantly during the 

1870s, this was largely due to an explosion in property values and rates (Gourvish and 

Wilson, pp. 132-35). As the premia payable on property leases increased significantly, so did 

the financing requirements of tenant-licensees, and the capital requirements of brewer-

financiers. The extant literature is almost unanimous in arguing that, in the mid to late 1880s, 

this increase in the capital required for retail investment prompted brewers to convert their 

private partnerships into joint-stock companies and issue stock to the public for the purpose 

of investing in retail property via loans or direct ownership (Hawkins and Pass, p. 34; Watson 

1996, p.36). Gourvish and Wilson’s (1996, p.136) description of the motivations for brewers’ 

joint-stock conversions is representative of the literature as a whole: 

By converting their partnerships to limited liability companies they could retain control of their firms 
and, by the issues of debenture shares to an eager public, move into the ownership of retail outlets on a 
scale never previously contemplated.  

The consequent wave of public offerings of brewery securities in the United Kingdom 

resulted in the issue of over £30 million of securities to the public between 1886 and 1890.5 

The literature suggests that a great proportion of these funds were ploughed into retail outlets 

in the years prior to 1895 (Hawkins and Pass, 1979, p.33). With respect to the London market 

                                                 

4 Gutzke (1989) presents evidence that the forward-integration strategies of brewers outside London varied 
considerably, and that a number of brewers increased their retail property holdings during this period. Gutzke 
cites the desirability of smoothing demand, the relative affordability of such property during this period and the 
intensification of local rivalries as among the reasons for such acquisitions. Gourvish and Wilson (1994) 
acknowledge that some London brewers demonstrated a greater willingness to own houses than others. 
5 The 1886 £6 million listing of Guinness, who did not ‘tie’ public houses, has been argued to have prompted 
many other brewers to seek funding from capital markets. Of the major London brewers, only Watney (1885) 
and the City of London Brewery Company (1865) had converted to joint-stock status prior to the Guinness 
issue. 
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this increased investment prior to 1895 is argued to have been channelled almost exclusively 

through loans to publicans (Knox 1958, pp. 75-76; Hawkins and Pass, p.33). This increased 

competition in the retail market is recognised as having induced the Brewers’ Company to 

refine their trade rules regarding loans to publicans (Knox 1958 p.76). Knox argues that 

London brewers reticence to invest directly in public house property was maintained through 

to 1895, even after the decision in Sharpe v. Wakefield [1891], in which it was determined 

that magistrates could de-license property purely on the grounds that they were surplus to 

public requirements. A little known monograph by Pratt (1907, pp. 91-105), argues that the 

increased prospect of de-licensing increased the likelihood of brewer ownership of property, 

not simply because of the increased scarcity value of remaining properties, but because 

brewers were better able to diversify the risk of de-licensing attaching to an individual 

property through the development of a portfolio of houses.   

In mid-1895, a second wave of public stock offerings began which lasted until 1900, and 

attracted public subscriptions of stock totalling £47 million, £22 million of which was 

transacted  between 1896-97 (Watson 1994, p. 216). These capital raisings are argued to have 

been heavily influential in the second ‘scramble for property’, in which great sums were 

expended in tying the trade of London retail outlets, both through loans, but now also through 

the direct acquisition of hotel leasehold and freehold property by brewers. This ‘scramble for 

property’ is argued to have continued until 1902 (Knox 1958, p.77), but to have been most 

intense prior to 1899 (Gourvish and Wilson 1994, pp. 268-273) .The literature is circumspect 

regarding the extent to which direct ownership supplanted the loan-tie system during or after 

this later period. While sources typically provide apparent evidence of the capital inflows to 

brewing firms and the abnormal increase in prices paid for London licensed property between 

1896-1902 (Knox 1958, pp.77-79; Gourvish and Wilson 1994, p.270) they either provide no 

evidence of the number or value of properties acquired (Vaizey 1960), rely on rich but 

anecdotal commentary in managerial reports (Gourvish and Wilson 1994, pp.269-271) or, in 

the case of Hawkins and Pass (1979, p.34), make baseless extrapolations from the work of 

Knox (1958). Knox estimated that an average of 500 public houses per annum were acquired 

by London brewers by 1896 and 1902, based largely on the balance of publicans’ loans 

accounts of Whitbread & Co. Ltd. Gourvish and Wilson (1996) provide data regarding the 

total loans, total capital raised and total valuation of property for a number of London firms at 

various dates between 1893 and 1905 (pp.271-2), but the discontinuous and ad hoc nature of 
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this data means that it cannot be used reliably to identify the precise timing of the increase in 

demand for property and the demise of the loan-tie system.  

From 1902, the pace of acquisition of freeholds slowed dramatically for most firms. 

Increased beer duties and a recession following the Boer War precipitated a gradual decline 

in beer consumption, which persisted for decades. The 1904 Liquor Act, which limited  the 

criteria under which magistrates could de-license premises, and provided for compensation 

where de-licensing occurred, mitigated brewer concerns regarding further reductions in the 

stock of retail outlets and consequently their incentive to expand their investment in retail 

property. The fall in demand was reflected in the declining profitability of all London 

brewers, with financial distress concentrated in those firms who invested most heavily in 

property and loans in the late 1890s. From 1905, brewers began writing down the value of 

their assets, and reducing or suspending the payment of dividends to ordinary shareholders. 

Further distress was precipitated by the Finance Act of 1910, which greatly increased the 

license duties payable with respect to both brewing and public house ownership.  

3. Discrete Contractual Alternatives - The Loan-Tie System and Ownership of Retail 

Property 

To facilitate an understanding of the transformation of the London retail liquor market from 

one in which forward integration was effected predominantly through brewers’ loans to 

publicans to a state in which the vast majority of retail property was owned by the brewers 

and sub-let to tenant publicans, this section details the contractual nature of these alternative 

means of exerting control over the retail function.  

To explain fully the London tradition of trading agreements attaching to the provision of 

finance, a brief description of the prevailing market structure is necessary. Brewers within the 

precincts of the old City of London were eligible to apply for membership of the Worshipful 

Company of Brewers (hereafter the Brewers’ Company), a Livery Company formed in the 

14th century. In the 1880s, the largest London brewers were located within the City limits, 

and were represented on the Court of the Brewers’ Company.6 While much of the function of 

                                                 

6 In 1881, membership of the Court of the Brewers Company comprised representatives from: Truman, Hanbury 
and Buxton; Barclay Perkins; Charrington and Co.; Mann Crossman Paulin and Co.; Young and Bainbridge; 
Combe and Co.; Whitbread and Co.; Reid and Co.; Hoare and Co.; Courage and Co.; and Watney and Co. (Ball 
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the Brewers’ Company in the 19th century was ceremonial or charitable, members of the 

Court of the Brewers’ Company also joined in formal and informal trading agreements. These 

were in essence agreements to refrain from soliciting the business of other member brewers. 

By the beginning of 1888, the set of Trade Rules to which members of the Court agreed to 

abide set prescribed minimum town and country prices, but did not specifically mention 

brewers’ loans to publicans. The following general rule regarding competition between 

brewers was included: 

2) That no Servant, Clerk or Agent of one Brewer, call upon or solicit the trade of the Customer of 
another Brewer.7 

When a publican required finance to purchase the renewal or remaining term of a public 

house lease, it was common for this finance to be acquired from a brewer, who would require 

that the publican agree to purchase all beer and porter from the brewer-financier. The 

publican remained free to acquire wine, spirits and Burton Pale Ale from other suppliers. 

Traditionally, the London loan-tie agreement employed by firms represented on the Court 

was not formalised in the loan contract.8 If a loan-tie customer breached their trading 

agreement, the brewer could simply exercise their option to call in the loan, and the customer 

would need to find another financier. Thus, providing that a publican was not induced by 

another brewer to break their trading agreement, customers were free to negotiate the transfer 

of their loan to a new brewer if they were dissatisfied with their current supplier. 

The major alternative means of securing the trade of a licensed retail outlet was through 

purchase of the freehold or long-term leasehold title to licensed property (hereafter ‘owned 

property’), and inserting an exclusive supply covenant in subsequent sub-leases of the 

property. Due to the dearth of freehold real estate in the City, the vast majority of such 

                                                                                                                                                        

1977, p. 96). By 1888, representatives of the Cannon Brewery, Meux Brewery and City of London Brewery also 
sat on the Court.  
7 LMA,789/1220/1, Watney Correspondence Re. Brewers Company, Copy of Trade Rules, – April 11, 1888. 
There was also a rule requiring that, if approached by a potential customer, a brewer must inquire of the 
customer’s present supplier as to whether the customer had engaged in the adulteration of liquor or had breached 
a trading agreement, and in such cases decline to deal with the customer. 
8 The author has inspected mortgage deeds of several of the brewers represented on the Court. In no case was an 
exclusive supply arrangement included in the covenants agreed in the contract. This is in contrast to loan-tie 
agreements contracted in other parts of the UK and in Australia, where exclusive supply covenants were often 
included in the mortgage and also in bond indentures collateral to the mortgage (Wilson 2009). While Gourvish 
and Wilson (1994, p. 135) suggest that the loan-tie system was unknown outside London, the legality of the tie 
and enforcement thereof were tested in numerous court cases between 1819 and 1902. All bar one of these cases 
involved public houses outside London. 
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investments involved leasehold property. The duration of sub-leases granted to publicans 

varied across time and brewers; in some cases the sub-lease would run for the duration of the 

brewers’ head lease, whereas in others sub-leases as short as a year were agreed. There were 

also a small number of cases where the brewer agreed a monthly tenancy with a publican who 

acted as a de facto manager, with the retail profit accruing to the brewer. This was normally a 

short-term arrangement implemented while various uncertainties regarding title to the hotel, 

or the hotel’s long-term rental value, were determined.9 The Brewers’ Company trade rules 

applied to any means by which a brewer might potentially solicit the trade of a fellow 

member, and consequently prohibited the purchase of title to a house currently supplied by 

another Court member.10 

4. Evidence of Brewers’ Forward Integration Strategies in Public and Private 

Accounting Records  

This section provides an overview of the standard accounting practices affecting brewers’ 

property-related accounts, to allow a considered understanding of the extent to which 

brewers’ investment in the retail function can be inferred from the time-series behaviour of 

these accounts. There are relatively few cases where a simple time-series of the number of 

houses tied to a particular brewer by loan or lease is available. Of greater preponderance are 

brewers’ internal and external accounting records relating to the balance of funds outstanding 

on publicans’ loans, the book value of brewers’ freehold and leasehold property holdings and 

rents paid and received. Each of these sources, if considered in isolation or without an 

understanding of the accounting practices affecting their balance, may induce erroneous 

inferences regarding brewers’ forward integration strategies.  

                                                 

9 Truman’s, for example, had a number of houses under de facto management between 1897 and 1899, during 
which time a Royal Commission into the Liquor Industry was held. This arrangement was effected 
surreptitiously, with the firm inducing their ‘managers’ to make false declarations to licensing magistrates 
regarding their contractual relationship with Truman’s. This weighed heavily on the conscience of the firm’s 
managing director, E.N. Buxton, whose reports to the Board conceded that the firm’s behaviour in this regard 
exposed the firm’s servants to considerable risk (LMA, B/THB/A/120, Truman’s Monthly Reports – Bogus 
Agreements, February 9, 1898).      
10 That some London brewers pursued the policy of purchasing leaseholds as a means of effecting retail 
competition prior to 1895 is evidenced by the fact that the applicability of the trade rules to such purchases was 
affirmed in the minutes of the Brewers Company in August 1889. At this meeting of the Trade Committee, the 
Cannon Brewery stated that they assumed that the Rules would not prohibit a brewer purchasing a lease on a 
property in the trade of another brewer. A resolution of the Committee at the following meeting made explicit 
the prohibition of such behaviour (GL, MS 5468, Brewers Company Trade Committee Minutes 1830-92, August 
1889 and October 1889 meetings.)  
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Funds lent to publicans represented a receivable asset, which was reduced as principal was 

repaid or written-off in cases where collection was deemed improbable. Properties purchased 

by a brewery were initially recorded at cost, however, where the property was sub-let to a 

publican the premium charged for the sub-lease was deducted from the value of the property 

in the books of the brewer. The sub-lessee normally only paid a small proportion of the 

premium charged on the granting of a sub-lease in cash, with the balance borrowed from the 

brewer, resulting in the likelihood that the purchase of property on such terms increased the 

brewers’ loans receivable by a greater amount that the property assets.11 Thus, brewers’ loans 

receivable accounts included amounts owing to the brewer under traditional loans to 

publicans who owned their own long-term lease, and loans to the tenants of the brewer’s own 

houses. Consequently, the balance of the loan account cannot singularly provide compelling 

evidence of a firm’s retail integration policy and changes therein. Similarly, because the 

balance of brewers’ leasehold property accounts contained only the difference between the 

properties depreciated cost and any premia charged on sub-letting the premises, variations in 

the balance of these accounts should not be used in isolation when examining brewers’ 

forward integration strategies. Complicating matters further is the fact that, where a brewer 

executed a sub-lease for a greater periodic rental charge than the rental charge payable by the 

brewer in respect of the property, the difference (known as the ‘profit rental’) was aggregated 

over the remaining life of the sub-lease and debited to property account.   

Brewers’ rental revenue and expense accounts are an alternative, though less frequently 

available, source of information regarding changes in brewers’ forward integration strategies. 

In London, most licensed property was held under long-term leasehold title and was generally 

subject to fixed annual rental charges that were significantly below the level at which a spot 

rental market would have obtained. Consequently, the price mechanism primarily impacted 

the premium paid for the balance of a lease.  Regardless of whether a particular brewer 

operated a public house under management or sub-let the premises to a publican, the brewer 

was responsible to the ultimate lessor (the Crown or the Head-Lessee) for the fixed annual 

                                                 

11 Thus, if a brewer purchased a 30-year lease on a public house for £50,000, but immediately sub-let this house 
to a publican for £45,000, with the publican paying £5,000 in cash and the balance on loan, the net effect in the 
brewers books is an increase in Leasehold property of £5,000, and increase in cash of £5,000 and an increase in 
Loans Receivable of £40,000. For this reason, the balance of Loans Receivable in the books of many London 
brewers exceeded the balance in freehold and leasehold properties for several years after the purchase of 
property had become brewers’ preferred mode of tying their retail trade. It was also necessary to amortise the 
net cost of leasehold property over the life of the brewers’ head lease.  
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rent. Variations in the total annual rental expense are a reasonably robust measure of changes 

in brewers’ holdings of leasehold property, because this expense is unaffected by the terms of 

any subsequent sub-leases and loans agreed. Brewers’ rental revenues are a noisier measure 

of their leasehold property holdings, because the annual rent charged on sub-leases was 

potentially more variable across time. However, the time-series behaviour of this revenue is a 

cleaner signal of brewers’ property holding where a significant amount of freehold property 

was held.   

5. The Conversion of Private Brewing Firms to Joint-Stock Companies 

Private brewing firms typically operated as partnerships, with each partner’s share in the net 

assets and profits of the firm determined after an annual valuation, known as a ‘rest’ (see 

Gourvish and Wilson 1996, pp. 226-241 for a detailed examination of the ownership and 

financial structure of these partnerships). The ‘rest’ took place during the summer months, 

when brewing activities had traditionally been suspended, and was normally overseen by the 

partners. Partners provided equity finance in return for a residual interest in the firm, with 

debt financing obtained through bank loans and deposits made by customers, partners and 

friends.  

The transactions through which private brewing firms converted to joint-stock companies 

were common to most converting firms. The process involved the formation of a joint-stock 

company, to which the assets of the brewing firm were sold at a price negotiated by the 

vendors and the directors of the newly formed company. Typically, the partners of the 

erstwhile private firm dominated the Board of Directors of the joint-stock company.12 In 

determining the purchase price, the vendors would normally arrange for external valuations 

of the property transferred to the company, and for a chartered accounting firm to attest to the 

asserted profitability of the private firm in the years preceding conversion. These attestations 

were obtained for the purpose of encouraging investment in the new firm’s securities; if 

investors believed the purchase price was artificially inflated, the perceived likelihood that 

the company would be able to service interest and dividend claims was reduced, thus 

increasing the firm’s cost of capital. Having transferred the partnership assets to the newly 

                                                 

12 Normally the assets were transferred to the new company unencumbered. Partnership liabilities secured by 
these assets were normally discharged by appropriating part of the cash portion of the purchase price paid to the 
vendors.  
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formed company, shares representing claims on the assets and profits of the company would 

be created and potentially offered to the public. Brewing companies of the late 19th century 

normally issued three classes of securities: ordinary share capital, which held voting rights 

and a residual claim on the company’s profits and net assets; cumulative preference shares, 

which specified a ‘fixed’ semi-annual dividend, but held no voting rights; and debenture 

stock which obliged the issuer to make semi-annual coupon (interest) payments of fixed 

amount without condition.13 In a given financial period, the payment of preference dividends 

could only be avoided if no dividends were paid to ordinary shareholders, and if this 

occurred, any preference dividends in arrears must be paid prior to future ordinary dividends 

being declared. The company’s liability to debenture holders was formalised in a trust deed, 

which also granted the creditor the right to sell the company’s real property (fixed charge) 

and other assets (floating charge) in the case of default.  Sometimes the company’s articles of 

association explicitly authorised the future issue of debenture stock, and in such cases the 

trust deed typically required that additional security (property) be transferred to the trustees 

prior to issue.  

Normally, the former partners of the private brewing firm maintained control of the brewing 

assets by agreeing to accept all of the ordinary share capital issued by the new company, in 

part-payment of the purchase price of the business.14 Consequently, the ordinary shares of the 

London brewers were not listed by the stock exchange. The balance of the purchase price was 

settled by the issue of preference or debenture stock to the vendors, and/or in cash. The cash 

portion of the purchase price was raised by public subscriptions to the securities offered. 

Where the proceeds of the issues of stock to the public exceeded the company’s obligation to 

the vendors, this surplus was retained by the newly formed company, thus increasing working 

capital.15 To illustrate the transactions normally associated with the conversion of a private 

                                                 

13 Some firms issued two classes of ordinary shares, with ‘preferred ordinary shares’ ranking above ‘deferred 
ordinary shares’ as to receipt of dividends and return of capital, but being of lower priority than the firm’s 
preference capital.  
14 There were numerous exceptions to this policy outside London. There were a small number of cases where 
the vendors retained no equity. This generally occurred where incorporation followed immediately the death of 
a senior partner in the private firm. In other cases vendors retained one-third of the ordinary capital, and 
presumably relied on the dispersed nature of other ordinary shareholding, or the allotment of publicly subscribed 
shares to related parties, to retain control over the entity.  
15 Generally the cash raised from public subscriptions also had to cover issue and underwriting costs, the 
magnitude of which was rarely disclosed, but anecdotal evidence suggests that such costs ranged between 
£1,000 and £30,000.  
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brewing partnership to a joint-stock company, consider the case of Combe & Co., a large 

London brewer which converted to a joint-stock company in 1888.  

The newly formed Combe & Co. Ltd purchased the assets of the former private firm for 

£3,000,000.The company was authorised to issue £1,200,000 of ordinary shares, £800,000 in 

preference shares, and £1,000,000 in 4% debentures (redeemable at the company’s option in 

20 years, at 108% of face value). Of the purchase price, £1,800,000 was settled by the 

issuance of securities to the vendors, comprising all of the ordinary shares (£1,200,000), and 

one-third each of the authorised preference and debenture stock (£266,667 and £333,333 

respectively).16 The remaining preference and debenture stock were offered for public 

subscription, with the debenture price incorporating a 3% premium.17 Both stocks were fully 

subscribed, resulting in cash proceeds of £1,220,000 (2/3 x £800,000 + 2/3 x £1,000,000 

*1.03). The proceeds were used to settle the company’s liability to the vendors (£1,200,000), 

and to the bankers who administered the issue (amount undisclosed), with any surplus 

retained by the company. Thus, while in excess of a million pounds of public money was 

raised in the offer, the maximum possible amount retained by the company was £20,000. 

6. Brewers’ Investment in Retailing and the First Joint-Stock Boom 1886-90 

As detailed above, the extant literature maintains that in the late 1880s a series of public 

floatations of capital, inter alia, induced a significant increase in London brewers’ investment 

in retail outlets. It is generally, but not universally, argued that the bulk of this investment in 

retail outlets occurred in the form of loans to publicans. This section presents time-series 

evidence of several London brewers’ aggregate investment in owned property and loans, and 

the extent to which the first joint-stock boom and other factors influenced brewers’ forward 

integration strategies.  

                                                 

16 Stock exchange regulations permitted vendors to retain a maximum of one-third of any class of security 
offered for public subscription. Thus, ordinary (voting) stock was rarely offered to the public.  
17 Watson (1994) places great emphasis on the incidence of premium issues across time. Her argument appears 
to ignore the likelihood that premia simply reflect incremental adjustments in the implied yield (cost of capital) 
of debentures and preference shares issued. Traditionally, interest on debentures was payable in increments of 
0.5% of the face value of the security. Thus, small changes in the effective yield earned by investors were 
achieved by issuing the security at a price slightly greater or less than face value.  
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Figure 1 shows the aggregate investment in both loans and licensed house ownership made 

by four of London’s largest brewers between 1886 and 1894.18 It is apparent from these 

schedules that a significant increase in brewers’ investment in retail outlets did occur, that 

this investment occurred both through loans and property ownership, and that the increases in 

both of these assets were concentrated in the years 1889 and 1890.19 While it is clear that the 

balance of loans outstanding far exceeded that of owned property, it must be remembered that 

the owned property accounts reflect only the brewers’ investment in such property net of 

premia charged when the properties were sub-let to tenants. It is plausible that brewers’ gross 

investment in owned property was at least double the net amount, given the contemporary 

tendency to sub-let properties for long terms.20  It is also clear that some London brewers had 

significant investments in owned property prior to the beginning of the joint-stock boom. 

Watney’s and Truman’s net investment in owned property represented almost 50% and 25% 

respectively of these firms’ balances of loans to publicans in 1886. The difficulty in 

generalising the behaviour of brewers at this time, however, is highlighted by the fact that 

Barclay’s leasehold and freehold property did not exceed £50,000 until 1895, and while 

Courage gradually increased its owned property holdings after 1888, such assets represented 

less than 15% of the firm’s loans to publicans until 1895. It appears clear that the Cannon 

Brewery had commenced purchasing leases of public houses by 1889, but the level of 

investment in leases is unknown.  

One reason why the loan-tie system survived the increase in competition for trade that 

emerged in the late 1880s is that London brewers represented on the Court of the Brewers’ 

Company were able to agree upon a set of Loan Rules which constrained the flow of capital 

into loans. On June 21 1888, the Trade Committee agreed to appoint a sub-committee to 

                                                 

18 These are the only four firms for which consistent pre-1890 data was available. Of the eight London firms for 
which 1892 data was available, the retail investments of the four firms above represent over 60% of the 
aggregate investment. Truman’s data is drawn from the firm’s rest books (LMA, B/THB/B/032A-B, Truman’s 
Rest Books 1877-1914). Data regarding Watney’s is from the firm’s annual balance sheet, which was disclosed 
only to the ordinary shareholders (CWA, 789/39, Annual Reports and Balance Sheets – Watney & Co. Ltd). 
Courage data is from (LMA, ACC/2305/08/045, Courage and Co. – Balance Sheets). Pre-1890 data for 
Barclay’s is drawn from a summary file (LMA, ACC/2305/1/1251, Miscellaneous Statistics – Barclay, Perkins 
and Co. Ltd), with the remainder drawn from rest books (LMA, ACC/2305/1//274-285, Barclay, Perkins and 
Co. Rest Books).  
19 A proportion of the growth in owned property investment in 1890 is the result of Watney and Co.’s purchase 
of the Carter, Wood and Co.’s Brewery, and associated licensed premises.  
20 Between 1892 and 1898, Combe and Co.’s owned property accounts increased in net value by an average of 
just 40% of the gross cost of such property (CWA, 789/291/1-8, Statements of Accounts Combe and Co. Ltd, 
1891-1898). 
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investigate means by which competition for loan-ties, and in particular the flow of funds into 

such arrangement, could be constrained.21 The sub-committee’s initial proposals included 

restricting the amount of any loans to 2/3 of the value of the property acquired by the 

publican, but concerns regarding the status of existing loans above this loan-value ratio and 

the treatment of cases where properties had temporarily fallen into brewers’ hands due to loan 

defaults induced the members to reject these initial proposals. One member, Mr. Buxton of 

Truman’s, argued strongly for a proposal under which all brewers would tabulate their gross 

amounts loaned to publicans and commit to avoid increasing this amount for two years. 

Ultimately, on July 28 1889, the Trade Committee agreed to a simpler set of Loan Rules, to 

be trialled for three months, which required that a brewer taking over a loan-tie account from 

another member of the Court enquire of the current supplier as to the balance of the existing 

loan, and to promise to limit any new loan to this amount. Several extensions to the operation 

of the trial loan rules were approved and in October 1890, the Loan Rules made permanent.22 

Thereafter, growth in the aggregate amount of loans to publicans abated significantly. 

                                                 

21 GL, MS5468, Brewers Company Trade Committee Minutes, June 21 1888. 
22 HL, MS5445/39, Brewers Company Court Minutes, 10 October 1890. 
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Figure 1

 

 

It is thus clear from Figure 1 that an increase in brewers’ investment in the retail function did 

occur in the late 1880s. The influence of public capital, asserted in much of the literature as a 
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driving force behind this phenomenon, is less obvious. In seeking to clarify the role of the 

joint-stock boom with respect to brewers’ retail integration, copies of the prospectuses 

pertaining to 173 issues of publicly tradable securities by British brewers through the period 

1885-1901 were obtained.23 The prospectuses were analysed, and the following details 

recorded: value of debenture, preference and ordinary capital to be issued to the public; value 

of debenture, preference and ordinary stock to be issued to vendors of formerly private 

brewing firms; the purchase price of the assets of the private brewing firm transferred to the 

limited liability company; and the interest and dividend rates and issue price of debenture and 

preference stock offered to the public. From this information, the (maximum) cash paid by 

the public for stock, the (maximum) cash retained by the limited liability corporation and the 

implied yield on debenture and preference capital were calculated.24 The cash value of shares 

offered for issue to the public and the maximum possible amount of cash retained by joint-

stock brewing firms over the period 1885-1894, for all British firms, and for firms located in 

or near Greater London, are shown in Figure 2. 

 

 

                                                 

23 The majority of the prospectuses were sourced from The Times or The Economist, but a small number were 
obtained from archival sources.  Only the issues of firms known to have held retail property investments in 
England and Wales are included in the sample. Numerous Scottish, Irish, American, continental and Australian 
brewery issues were consequently excluded.   
24 Offers are assumed to have been fully subscribed, which was actually the case for all identified issues of stock 
by London City brewers, and issue costs paid to bankers are assumed away. This biases upwards the estimates 
of both the total cash raised and the amount of cash retained by joint-stock brewers. Debenture and preference 
dividends are assumed to be payable in perpetuity. Normally, where provision was made for redemption of 
either type of security, this was at the issuing company’s option, deferred for at least 15 years, and at a price 
presently unattractive. 
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Figure 2  
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It is clear from Figure 2 that the vast majority of cash paid by retail investors for brewing 

company stock was not retained by the brewing company.25 The vendors of the assets of the 

former brewing partnership received these funds, the ultimate disposition of which varied 

according to the level of indebtedness of each old brewing partnership, as purchase monies 

were normally required to clear these old debts before any real surplus accrued to the former 

partners. It is also apparent that the role played by the public floatation of stock with respect 

to the increase in retail property investment was more limited than is generally conceded. 

Even if the entire surplus retained by every brewer in London, Greater London and the 

nearby counties (largely Suffolk, Middlesex, Surrey and Essex) was ploughed into the houses 

of the four London brewers represented in Figure 1, only 2/3 of the increase in total retail 

assets could be explained. In fact, with respect to these four brewers, there were only two 

issues of stock that raised a surplus retained by the brewing company: a surplus of £400,000 

accruing to Courage in 1889 from a debenture issue; and a surplus of £315,000 to Watney’s 

in early 1891, from a debenture issue aimed at replacing working capital eroded in the 

acquisition of Carter and Wood’s brewery the previous year. Thus, while the total retail assets 

(loans and owned property) of these four brewers increased by almost £3 million between 

1886 and 1894, the total inflow of funds to these firms from stock issues was just £715,000. 

Furthermore, these two issues of debenture stock followed, by at least one year, the 

commencement of each firm’s retail investment expansion.  

While any direct relationship between joint-stock finance and the brewers’ increased 

investment in retail outlets is likely to be weaker than the extant literature suggests, there 

appears little doubt that the intensity of the first brewers’ investment boom was increased by 

the availability of such finance. Brewers’ well-founded confidence that they could, in the 

future, obtain additional debt finance secured by otherwise unencumbered public house 

property provided a level of assurance against the risks associated with timing mismatches in 

their present financial structure. This belief allowed brewers to finance new investments in 

property and loans out of working capital and short-term deposit liabilities, at a tolerable risk 

level. Prior to the demonstration of the public’s appetite for brewers’ debt and quasi-debt 

stocks, the adoption of such a policy could have induced a similar exposure to that which 

                                                 

25 Both Watson (1995) and Gourvish and Wilson (1994) provide anecdotal examples of a number of joint-stock 
conversions which had widely varying consequences for the new company’s working capital. Neither, however, 
attempt to generalise on the time-series properties of these stock issues with respect to the amount of cash 
retained by the limited liability brewing entities.  
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afflicted many financial institutions in 2008. Financing long-term assets, such as public house 

property and loans on that property, with relatively cheap short maturity debt is financially 

sound only if short-term debt can be rolled over. Conversion to joint-stock status, or merely 

the confidence that one could do so smoothly, allowed brewers to accept far greater maturity 

gaps between their assets and liabilities than had been the case prior to 1886. The acquisition 

of public house property can thus be viewed as providing brewers a real option to substitute 

long-term finance for short-term finance in the future.   

7. The ‘Scramble for Property’ and the Second Joint-Stock Boom: 1895-1902 

It is generally acknowledged in the literature that between 1895 and 1902 London brewers’ 

involvement in the retail function increased profoundly, that brewers willingness to purchase 

public house property increased significantly and that as a consequence prices paid for houses 

in the late 1890s were significantly greater than those agreed prior to 1895 and after 1902. 

Reputable sources such as Knox (1958) are unclear as to the likely timing of the demise of 

the loan-tie system, and no extant sources present comprehensive evidence in this regard. 

This section documents the time-series behaviour of brewers’ investments in loans and 

owned property after 1895, identifying the zenith of the loan-tie system as occurring at the 

very latest in 1898, and presents evidence explaining why financing from stock issues played 

a more direct role in the second boom than in the first.  

Figure 3 describes the aggregate loans to publicans and owned property of eight London 

brewing firms: Watney and Co. Ltd; Combe and Co. Ltd; Reid and Co. Ltd; Truman, 

Hanbury and Buxton Ltd; Barclay, Perkins and Co. Ltd; Courage and Co. Ltd; Cannon 

Brewery Co. Ltd; and Whitbread & Co. Ltd.26 In 1898, the first three of these firms 

amalgamated to form Watney, Combe, Reid and Co. Ltd (hereafter ‘WCR’), and thus 

balances after this year are from the new firm. Both loans and owned property increase 

significantly between 1896 and 1900, but it must be remembered that a significant proportion 

                                                 

26 Combe data is drawn from a record of the firm’s statements of accounts (CWA, 789/291/1-8, Combe & Co. 
Ltd Statements of Accounts, 1891-1898). Reid and Co. Ltd data is estimated based on information in the 
amalgamation files of Watney, Combe and Reid (LMA, 2979/001, Minutes – Watney Combe Reid, 1898). 
Cannon Brewery data is drawn from the firm’s annual reports (LMA/4433/D/01/34, Cannon Brewery Balance 
Sheets) and prospectus data (The Times, January 28, 1895, p.15). Whitbread and Co. Ltd data is drawn from 
balance sheets (LMA, 4453/B/2/365, Whitbread and Co. Ltd, Balance Sheets, 1890-1952) and private ledger 
(LMA, 4453/B/11/09, Whitbread and Co. Ltd, Private Ledger 1890-1925).  Data regarding the remaining firms 
was obtained from the source identified in Note 18.  
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of the increase in loans is likely to have been associated with newly purchased properties 

subsequently sub-let to tenants for which a large portion of the lease premium was advanced 

by the brewer. While the aggregate balance of owned property continues to increase after 

1900, much of this is accounted for by balances transferred from firms’ loan books when 

publicans defaulted on their obligations to the brewer creditor, and brewers became 

mortgagees in possession.. 

Figure 3

 

To identify more precisely the bounds of the boom in brewers’ owned property investments, 

brewers’ rental expense data is investigated. Figure 4 shows the aggregate rent paid by the 

two for which consistent data is available, Truman’s and Whitbread’s, from 1890-1905. As 

described in Section 4, rent paid is a relatively clean measure of brewers’ ownership of 

leasehold property, as it is independent of brewers’ sub-leasing policy. It is evident from this 

schedule that brewers’ investment in leasehold property was largely stagnant outside the 
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during 1896 and 1897. Thus while the balance of brewers’ property accounts continued to 
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climb after 1900, it appears very likely that this was largely due to transfers of balances from 

loan accounts as tenants struggled to service their debt.  

Figure 4

 

Figure 5 describes the time-series distribution of Truman’s loans to owned houses, and loans 

to loan-tie houses, between 1895 and 1905.27 While Truman’s loans to loan-tie houses were 

erratic until 1898, thereafter a consistent decline in this balance is apparent until 1902, 

followed by a sharper decline in 1904.28 Thus while Knox (1958), relying on the evidence 

from the aggregate loan balance of Whitbread’s, identifies the turning point for the loan-tie 

system as occurring in the early 20th century, the disaggregated statistics presented here 

suggest that the loan-tie system was in decline by 1899 at the latest. 

                                                 

27 Truman’s rest books first disaggregate their loans in this way in 1895, and ceased to do so after 1909. 
Barclay’s adopted a similar distinction in their rest books, but this series is only available between 1897 and 
1905. Barclay’s schedules mimic those of Truman’s over the period for which they overlap.  
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Reports- Loan to Sullivan, December 1897). 
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Once brewers commenced the purchase of leaseholds en masse the London loan-tie system 

was doomed. It must be remembered that with respect to members of the Court of the 

Brewers’ Company, loan-ties were not formalised in a written contract. If the tie had been 

formalised, a brewer with a loan-tie could potentially have retained the trade of a debtor for 

some time after a competitor had purchased the lease of the debtor’s premises. However, the 

informal nature of the tie used by Members of the Court meant that in such cases the 

purchasing brewer re-financed the publican’s loan and captured their trade. Further increasing 

the pressure on the system was the fact that brewers outside the Company typically included 

a formal exclusive supply agreement in their mortgage contracts with publicans, and that until 

1898, the validity of these ties was consistently validated by equity court decisions (Wilson 

2009). The use of this formal loan-tie system allowed brewers from outside the Company, 

such as Noakes and Co. Ltd, to secure trade in the capital by means other than the purchase of 

significant amounts of leasehold property. Wilson (2009) argues that until the decision in 

Biggs v. Hoddinott [1898], such formal loan-ties were cost effective means of tying trade for 

significant periods of time. While the decision in this case actually affirmed the validity of a 

mortgage and tie made irredeemable for a 5-year period, the judgement explicitly noted that 

longer non-redemption periods might be unenforceable. Wilson (2009) shows evidence from 

Australia that this decision affected firms’ forward integration choices. When the final 

judgement in Rice v. Noakes [1902], which was heard in various courts between 1897 and 

1902, held that a trade tie extending beyond a publican’s indebtedness was unenforceable, 

Noakes and Co. Ltd’s immediate response was to offer to purchase the lease of the property 

and secure their trade accordingly.29 Thus, Equity Courts’ evolving doctrine regarding the 

circumstances in which a loan-tie could be enforced confirmed the demise of the use of such 

contracts as the predominant means of securing trade in London.  

                                                 

29 LMA, ACC/2305/17/002, Noakes and Co. Ltd – Minute Book, 8 October 1902. 
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Figure 5

 

Impacting the level of general competition for retail trade was the erosion of the power of the 

Brewers’ Company caused by the resignations of member firms. Three key resignations 

occurred between 1890 and 1894, in each case because the resigning brewer could not 

commit to follow a resolution of the Court. In April 1890, Courage and Co. Ltd resigned 

from the Court, in connection with a resolution prohibiting members from involvement with 
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respect to which Whitbread held the trade. The Court held such purchases to be a breach of 
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vendors claimed to have invested £250,000 capital in the expansion of their business since 

1893. Finally, in November 1894, Hoare and Co. Ltd resigned because they could not accept 

the Court’s prohibition of the purchase of houses in the trade of another brewer. While these 

resignations weakened the Court, the overwhelming majority of brewers in the City precincts 

maintained their membership. 
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the both the proportion, and aggregate value of cash retained by brewing entities during the 

second stock boom between 1895-1900 were considerably greater than was the case in the 

first joint stock boom in the late 1880s. In the London regional market, over £9 million of the 

£12 million gross proceeds of public stock issues between 1896 and 1889 were retained by 

brewers, whereas over the entire 1886-1891 period, just £1.8 million in new funds were 

retained by brewing companies from a gross issue of £7.3 million.30 Thus, it is not surprising 

that the inflationary effect of the second joint-stock boom was far greater than that of the 

first. 

   

                                                 

30 The gross proceeds of issues exclude nearly £4.5 million paid by the public for shares in the newly 
amalgamated Watney, Combe and Reid Co. Ltd in 1898. These shares had been issued to the shareholders in the 
three merger firms, and their sale was essentially a secondary market transaction.  
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Figure 6

 

 

Figure 7 displays the time-series of the annual change in London brewers’ total retail 
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is plainly apparent that brewers’ new retail investment and the magnitude funds raised from 

stock issues were very closely related. It is also clear that, similar to the first boom, the flow 

of funds from capital markets lags one period behind brewers’ new investment. London 

brewers’ retail investment increased by £12.3 million between 1895-1900, while the same 

firms raised £10.6 million in funds from the stock market between 1896-1901.  

Figure 7

 

Why were London brewing companies able to retain a much greater proportion of the gross 

funds raised in the second stock boom relative to the first? The simple answer is that by 1896, 

many brewers had accumulated significant amounts of real property that could be used as 

fixed charge security for debenture issues. In the boom of the 1880s brewers issuing stock 

were normally doing so for the first time. While some brewers, such as Truman’s and 

Watney’s, held significant real property assets at the time of their floatation, these had been 
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invariably included a significant cash component, because the former partners needed to 

discharge their liabilities relating to the brewing partnership, and also usually wished to 

realise the ‘retained earnings’ portion of their investment in the firm.  Thus, the cash proceeds 

of any debenture or preference shares issued to the public upon conversion increased the new 

company’s working capital only to the extent that the proceeds exceeded the cash portion of 

the purchase price payable for the assets of the old partnership. The gross proceeds of 

debenture issues, in particular, were constrained by the newly formed company’s debt 

carrying capacity, which in turn was a function of the collateral value of their assets. Real 

property assets, such as public house leases and brewery assets, were potentially able to be 

used as first-charge fixed security for debenture issues. Such real property assets, however, 

typically comprised less than 20% of London brewers’ partnerships total assets in the 1880s, 

and thus when such firms’ assets were transferred to joint stock companies, a firm’s 

debenture-carrying capacity was limited to a maximum of 40% of total assets (floating charge 

security over loans to publicans which comprised typically 40% of total assets was also 

obtained).  From a hypothetical debenture issue of 40% of the value of a new company’s total 

assets, around three-quarters of this amount would be required by the vendors to settle their 

personal liabilities relating the former partnership. Thus, the conversions of the 1880s could 

not have not raised surplus funds for the new companies of an amount greater than 10% of 

total assets, and typically, raised no surplus.  

By 1896, however, most London brewers had operated as joint stock companies for several 

years, and had been able to use a mixture of retained earnings and short-term liabilities to 

finance the acquisition of retail properties in the interim. Thus a brewer seeking to raise funds  

through a debenture issue in 1896 was typically able to offer unencumbered property of at 

least two-thirds of the amount raised as first-charge security, which enabled funds to be 

raised at yields of approximately 3.3%. The risk-free rate at the time was approximately 

2.3%. The disposition of funds raised varied, but typically a portion was used to discharge 

deposit liabilities and the balance retained in cash to finance future retail investment. Several 

London brewers made multiple issues between 1896 and1900. Truman’s for, instance, raised 

570,000 in a debenture issue in 1897, for which the firm was able to grant a first charge on 

real property worth over £650,000.  In the following year, rather than attempt another 

debenture issue without sufficient first mortgage security, the firm raised £531,500 through 

an issue of cumulative preference shares, for which investors received sufficient implicit 
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collateral in the form of £1.6 million of loans to publicans (the firm’s real property assets 

exceeded their debenture liabilities).   

The nature of brewers’ deposit liabilities further fuelled the second stock and property boom. 

When a publican sold their interest in a lease (sub-lease), the cash consideration paid was first 

applied to settle any outstanding liability of the publican to a brewer, and the balance 

normally placed on deposit with the brewer with whom the publican was formerly dealing. 

Brewers would hold these funds, paying interest at 3.5%, until the publican found another 

house to invest in. As public house property prices began to increase, the cash received by 

publicans selling their interest in leases increased, as did the surplus of this amount over the 

publican’s indebtedness. Thus the amount of funds that such investors were able to leave on 

deposit with their brewer also increased, and provided brewers with a burgeoning pool of 

short-term funds to invest further in retail property. Periodically, brewers would issue 

debentures to replace this short term finance.   

8. Long-run Performance, Over-Valuation, and Expropriation of Wealth by Vendors. 

The previous section documented London brewers’ spiralling investment in retail property in 

the late 1890s. The apparent consequences of this property bubble are documented 

extensively in the literature. Knox (1958), Hawkins and Pass (1979) and Gourvish and 

Wilson (1994) each reference cases of London brewers engaging in significant asset write-

downs between 1905 and 1914, and report the prevalence of low or non-existent dividends 

paid to ordinary shareholders.  Gourvish and Wilson (1985) provide time-series data for both 

Whitbread’s and Barclay’s profitability and dividend payments, which reveal consistently 

declining dividend yields and rates of return on capital in the years preceding the War. This 

section examines the profitability of the London brewing industry in greater breadth and 

depth than the sources above, focussing on the differential wealth effects of the property 

boom on the holders of different classes of securities. Specifically, the estimated returns to 

the vendors of the former private brewing partnerships are contrasted with returns earned by 

retail investors, and the role of aggressive accounting practices in effecting the expropriation 

of wealth from holders of fixed interest securities to ordinary shareholders are examined. 
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Figure 8 describes the total output of British brewers and the weighted average return on 

assets of seven London brewing firms between 1890 and 1914, where the return on assets is 

defined as net profit before interest and tax divided by total assets.31 A sharp decline in 

performance in 1899 is obvious, and is followed by a broadly consistent erosion of margins 

until 1910. Approximately one-quarter of the sudden fall in margins in 1899 is the result of 

the WCR merger, which valued the new entity at a premium of about 30% on the aggregate 

value of the individual firms. Unsurprisingly, the fall in demand after 1899, the increase in 

excise duty in 1901, and the need to begin depreciating public house property acquired during 

the ‘scramble’ reduced the profitability of brewing assets for an extended period. The impact 

of increased licensing duties is also evident in 1910.  

                                                 

31 The firms included in the ROA schedule are: Truman’s (1890-1914); Combe (1892-1897); Watney’s (1890-
1898); Barclay’s (1897-1906); Cannon (1895-1914); Whitbread (1890-1914); and Watney, Combe, Reid (1899-
1914). Output data for the entire London market is unavailable. Gourvish and Wilson (1994, pp. 610-612) report 
barrelage for four London brewers across this period. Of these, Truman’s was the only brewer to exhibit a 
consistent reduction in output after 1900. Barclay’s barrelage was stagnant, whereas Mann’s and Whitbread’s 
output steadily increased between 1900 and 1914. 
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Figure 8

 

The asset performance evidenced above is broadly consistent with that described in the extant 

literature. Of greater interest, however, is distribution of the wealth created and eroded during 

the joint-stock booms. Figure 9 shows the ratio of profits distributable to ordinary 

shareholders of four London brewers, expressed as a percentage of the cost to those 

shareholders of their investment. As profits and dividends were virtually identical measures 

in this era, the schedules are also indicative of annual dividend yields. In the case of 

Truman’s, Cannon and Whitbread, all ordinary shares were issued to the vendors of the 

brewing partnership. In the case of WCR, all ordinary shares were initially issued to the 

shareholders of the three formerly independent firms, but these individuals then offered two-

thirds of their WCR shares to the public, and the offer was fully subscribed. Despite the fact 

that Truman’s output fell considerably between 1900 and 1910, the ordinary shareholders in 

this firm earned quite respectable returns through to 1905, and at no stage failed to pay a 

dividend. Truman’s were the most secretive of the brewers, refusing to produce a balance 

sheet until 1906, when the provisions of the 1904 Companies Act forced their hand.  The 

Cannon Brewery, whose aggressive pursuit of leasehold reversions in the early 1890s 

contributed greatly to the onset of the ‘scramble’ suffered earlier and more deeply than 
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Truman’s. This was partly due to the fact that Cannon shareholders contributed additional 

equity capital during the 1899 financial year, which achieved little more than maintaining the 

firm’s market share. Despite the fact that Whitbread’s output increased gradually between 

1900 and 1914, returns on assets and ordinary shareholders’ funds declined to trivial levels 

by 1910. Between 1900 and 1914, Whitbread’s incurred aggregate bad debts expense in 

excess of £1.1 million, equivalent to 40% of reported profits during this period, and 43% of 

the balance of loans receivable in 1900. By comparison, Truman’s losses through bad debts 

during this period (£493,464),  represented 33% of reported profit, and 28% of the 1900 

balance of loans receivable.   

Figure 9

 

Shareholders who purchased ordinary shares in WCR at the time of the amalgamation 

initially earned mediocre returns, which gradually deteriorated to the extent that no dividends 

were paid in 1911 and 1912. Figure 9, however, describes returns on the price paid by retail 

investors for WCR’s ordinary shares. The three firms that merged to form WCR, had 

converted to limited liability companies prior to 1890. All ordinary shares in these companies 

were issued to the partners of the former unincorporated brewing firms. When the WCR 
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amalgamation was agreed, all ordinary shares in the new entity were issued to the 

shareholders of the Watney & Co. Ltd, Combe and Co. Ltd, and Reid and Co. Ltd, the 

proportions determined by a valuation of the three firms’ assets. Based on the valuation and 

goodwill calculations in WCR’s archive, it appears that the shareholders of Watney and Co. 

Ltd received approximately 41% of the shares in the amalgamated firm. If this proportion of 

WCR’s profit is expressed as a percentage of the (opportunity) cost to Watney shareholders 

of their ordinary shares, the performance of WCR appears starkly different. Figure 10 

describes the rate of return earned by the original Watney shareholders and that earned by 

retail investors who purchased shares in WCR in 1898. It is clear from this schedule that the 

vendor families earned an annual return exceeding 5% in every year until 1910, while for 

most of this period retail investors’ return was less than 50% of vendor family’s returns.  

Figure 10

 

The near zero profits reported by WCR between 1910 and 1912 appear to reflect significant 

‘earnings management’, whereby accounting discretion is used to manipulate reported profits 

to meet some managerial or firm objective. In 1913, WCR called an extraordinary general 

meeting at which a motion was passed authorising the firm to petition parliament to introduce 
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a bill allowing WCR to redeem its preference shares. In the managing director’s explanation 

of this policy, it was explained that the firm had recently accumulated a ‘secret reserve’ for 

the purpose of facilitating the redemption of the shares, and that this reserve had been raised 

by the incurrence of excessive profit decreasing accruals. In 1913, parliament passed a bill 

authorising WCR to redeem its preference stock.  

While WCR was unique among the old London firms, in that ordinary shares were made 

available to retail investors, the effective expropriation of wealth by the families controlling 

the London industry was widespread. One means by which ordinary shareholders can transfer 

wealth from investors in debenture or preference stock is through the payment of ordinary 

dividends. Where dividends are appropriated out of earned surplus, such wealth transfers 

have always been legal. The discretion afforded to firms in measuring their profit in the early 

20th century was such, however, that it was possible for firms to make large write-downs of 

the value of their assets without affecting the balance of funds distributable to ordinary 

shareholders. Typically, this was achieved by recording large one-off reductions in the value 

of property, loans, or goodwill and writing down the value of ordinary share capital. The 

effect of such a policy is to allow firms to appropriate dividends out of contributed capital. 

Table-1 summarises the aggregate profit earned by four London brewers over the 20 financial 

years between 1895 and 1914, the value of write-downs that were never charged to the profit 

and loss, the total dividends paid to ordinary shareholders, and the extent to which these 

dividends eroded contributed capital.  

Table-1: Aggregate Profitability of London Brewers – 1895-1914 

Truman’s: 
1895-1914 

Watney, 
Combe, 

Reid: 1899-
1914 

Cannon 
Brewery: 

1895-1914 
Whitbread’s: 
1895-1914 Total 

Total Profits £2,502,351 £2,365,671 £1,381,370 £1,676,019 £7,925,411 

Write-downs not in P/L £850,500 £2,389,057 £650,000 £600,000 £4,489,557 

Profit less Write-downs £1,651,851 -£23,386 £731,370 £1,076,019 £3,435,854 

Total Dividends to Ord. 
Shareholders £1,914,751 £2,134,225 £1,024,000 £1,461,105 £6,534,081 

Decapitalisation -£262,900 -£2,157,611 -£292,630 -£385,086 -£3,098,227 



35 
 

Thus, while these four firms’ collectives reported ‘profits’ after interest and preference 

dividends of almost 8 million, write-downs representing genuine depletions of assets worth 

more than 50% of the reported profits were recognised in balance sheets, but not charged to 

profits. Consequently, these firms were able to pay aggregate ordinary dividends of £6.5 

million, £3 million of which was, in effect, appropriated from contributed capital. 

While none of the above firms defaulted on debenture payments, the increased risk facing 

debenture holders affected the market price of these securities, and consequently the wealth 

of investors. In 1905, Truman’s 4% debentures were trading between 98% and 102% of face 

value. By 1914 these securities traded at an annual average price of 80% of face value, thus 

implying a significant wealth loss to debenture holders over this period.32 The debentures of 

both Cannon and WCR traded at approximately 70% of their face value in 1914, after trading 

at prices in excess of 95% of face value in May 1905.33 

9. Conclusion 

This paper examined the transformation of the brewing industry in London, between 1885 

and 1914. In addition to providing comprehensive and continuous quantitative data regarding 

numerous brewers’ forward integration strategies, and the relation between forward 

integration and access to public securities markets, the paper also identified the role of the 

financial reporting regime and financial accounting practices in the expropriation of wealth 

from ‘outside’ investors.  

One major contribution of the paper lies in its clarification of the role of the stock market as a 

source of finance for brewers during the property boom. It is clear from the data presented 

here that brewers’ increased investment in retail property preceded their pursuit of surplus 

funds from public financial markets, and that the initial public offerings of stock in the 1880s 

were not largely motivated by a demand for short-term access to capital.  

The evidence presented with respect to the distribution of wealth, and changes thereof, across 

different investor classes also represents a significant contribution to our understanding of the 

                                                 

32 The risk free rate increased by less than 0.5% during this time, thus a change in market-wide yields cannot 
explain a 20% devaluation in the securities. 
33 The Times, January 14 1914, p.35 and May 30 1905. 
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profound changes in structure and financing of this industry that occurred in the late 19th and 

early 20th centuries. When considered from the perspective of the corporate insiders, who 

were normally the proprietors of the formerly private brewing firms, returns even in the 

darkest days of downturn were often acceptable. The role of lax financial reporting standards 

and weak constraints on corporations’ dividend policy are highlighted.  

Finally, the likely explanations for the contrasting consequences of the property bubble of the 

1890s and the asset bubble implicated in the recent GFC are of potential relevance to scholars 

and regulators. Despite the hyper-inflation in property prices associated with the 1890s boom, 

the subsequent fall-out (at least with respect to financial investors) was largely restricted to 

severely reduced returns. That the inflated prices paid for property did not directly induce the 

financial collapse of brewing firms can largely be attributed to the fact that the finance raised 

through securities markets in this case actually served to improve the extent to which firm’s 

asset and liability maturities were matched, whereas in the GFC the consequences of the asset 

bubble were magnified by deliberate mis-matching of such maturity structures.   
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