


The purpose of thisg work is to set forth the
greast importance of the role played by Inter-
national movemeﬂﬁs of cepital in the ecounomic
system of the world; to show what that role
has been in the past, particularly its connec-
tion with the events which led to the world
depression; and to discover whebher a Tesump-
tion of the internationsl movement of capital
is possible, and if so, whebthor it will ve of

aid in furthering world economic Teaovery.
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THE INTERNATIONWAL MOVEMENT OF CAPITAL

I, INTRODUCTION

In a study of the international movements
of capital, an explanation of what is meant by the
term "movement of capital” is a necessary preliminary.
Capital can be described as wealth saved for use in
further productibn. The term covers wealth in any of
its forms, wut as here used, it is taken to mean com-
mand over wealth, represented in terms of money. Now-
adays, it rarely hapoens that the person who saves cap-
ital uses it himself in further production. “There was
a time, when, not only was little wealth asccumulated,
but what was accumulated was frequently usged by the
same person, or persons, in further production, The
mediseval merchants and most of the earlier tradesmen
or master cfaftsmen largely financed themselves. With
modern industrisl development, first commerce, then
industry became divorced from finance. As a resuit
some means had to be devised of transferriung capital
from those who saved to those who used it in production.
This transfer constitutes the "movement of capital®,
Tts study is.thus an analysis of the methods which

have been asdopted to meet this necessity.




Due to the growth of an international
division of labor, capital freguently has to move De-
tween persons who are not inhabitants of the same coun-
try., When this is the case, there are additional forces
‘to be taken into account, and the methods devised for
transferring must be modified accordingly. This work
is concerned with capital moVements under such circum-
stances. The ordinary mechanism of capital movements
is not studied except in so far as it is vitally effec-
ted by the movement of capital across national boundary
lines. |

What are the essential differences between
international capital movements, and those within nat-
ional boundaries that necessitate a separate study of
the -f@rmer? One is, that when capital movements become
international the terms in which the value of the capi-
tal concefned are reckoned, must be changed. Our units
of value ére all national units. In one country a
specific amount of weglth is worth 50 many dollars, in
another so many pounds, in still another so many fraﬁcs,
etc, Zven when the name and the nominal value are the
same, as was‘the case of the Canadian and American dol-

lars, these units are never identical. The complications
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oauéed by this change in unit of wvalue, are a distin-
. guishing feature of International Capital Movements,
especlally when, as in the present period, the relative
values of these units fluctuateﬁé considerable degree,
Yet it is not that fact alone which gives the topic its
great importance.
| International Capital Movements deserve
separate study because they are intimately bound wp
with the question of national finance and national
policy. That does not imply that movements of capital
within the nation are not also a matter of great interest
to governments--in faét, regulatioh 0of such internal
movement is a subject with which many sre deeply concerned.
But, except in so far as such regulation may drive capital
from the country, it is a matter to be settled by the
individual action of the country in gquestion.
With regard to international movements the .
sitdation is gquite different. The whole range of a
country's relations With/its ﬁeighbors, financial, economic
and political, is involved. All countries are today very
closely connected in many ways, and it seems increasingly
evident that the present depression, covering all nations,
can only be remedied by forces which operate internation-
ally. Therefore any operation, such as Capital Movements
which affects internstional relations, is worthy of inten-

sive study.




If capital, ana also labor, flowed freely
through the world, without let or hindrance, there
would be a different story to tell., But, aside from
all artificial interference, such things as ingrained
habits, differences of language and customs, and ig-
norsance of other areas cause friction.

When Nationalism is prévalent, the friction is
much greater. 'A free movement of the agents of produc-
tion causes many economic changes. In so far as such
changes are, or are believed to be, detrimental to any
nation, forces are set in motion, which serve either to
check the free flow, if it is in'progress, or to prevent
it materializing.

As is well known, there was a period; during
the last eentury, when, especially in England, there was
- far less belief in governmental regulation and control,

and when Nationalism, particularly in its economic aspects
k4 1}

was less rampant. During those years there was the closest

approach to the free flow of the agents of production
that the world has yet seen. In consegquence the subject
of International Oapital Movements received relatively
less atfention than it has in recent years. Compare the
relati#e space devoted to this subject in the works of
Mill, Bastable or Nicholson, to that in the works of

such modern economists as Taussyﬁ Cagssel, or Keynes,



The first mentioned group of economists centred
their thoughts very lafgely upon a world wide economy,
not a national one., They believed that the closer we
come to a world econcmy the better off each individual
part of the world would be. Further, they assumed that
at least an approach to such a condition existed., "The
underlying assumption on which the free interchange of
capital among nations was taken to b@ a safe and sound
POLiGYeessoWas, &hat the world was civilized to a point
at which there was no need %o “ear that ité whole econom-
ics arrangements would be upset by war——“l

o The validity of this assumption was sadly
shaken by the Great War. At preseant many openly advo-
cate National self—suffiéiency, or at least an approach
to it. And others, while believing in a world economy,
are dubious of its imme&iate’practicability. It is felt
that, as the free movement of the agents of production
is seriously curtailed in many countries, each country
"should see that this curtailment is, so far as possible,

in its own interests.

1 ' ,
Hartley Withers, "International Finance" P. 28



Belief by the citizens of any country in a world
economy, implies one of two viewpoints: Trust and con-
fidence in other countries; or else a belief that thelr
country is powerful enough to prevent others from dis-
regarding their desires tb any harmful extent. This
situation did not exist even in pre-war days, but there
Was certainly a much closer approximation to it then at
the present time. Fear and insecurity are the greatest
enemies to the free flow of capital. When capital moves
gbroad, effective control over it is lost, and unless con-
fidence, or security through strength prevails, the risk
element looms so large as to become practically prohib-
;tive. In many cases, before this happens, the Govern-
ment of the investing country, fearful of losing too

mach capital, disallows or checks further movements,.

Other developments, whose eIfects are now being

- felt have occurred within the present century. With the
exception of earlier capital transactions for commercial
rather than industrial purposes, capital movements began
with the coming of the Industrial Revolution. Capital
surcluses were accumulated in the hands of the Industrial
countries. These coﬁntries desired two things,voheaper
raw materials and foodstuffs, and new markets for the

products of their expending industries. To hand lay vast
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undeveloped regions needing only new capital to make
them suitable areas for both purposes. Into these
areas capital was poured in ever increasing streams,
checked on several occasions, but rising again to
greaber volume. As this process continued, several
changes occurred. The borrowing countries developed
industries of their own, and were less eager to take
all of the manmufactured products of the more highly
industrialized countries.

With the contimued opening up of new areas,
improved methods of transportation, and technological
development, there was a decided tendency for raw
materials, in general, to become cheaper; Thig was
what the industrial countries desired, but when this
process continued to such an extent as to affect their
own primary producers, it was not regarded aé guite
so satisfactory. As long as industry continued to
“'exégnd, and the displaced labor and capital coula be
sbsorbed into other activity, litile attention was
paid to this fact., But when this expansion was checked,
and replaced by contraction, as has been the case in
‘many countries and industries since the war, the protest
of the hard bit minority of priﬁmry producers became

more vogal.




4is the process of financing by international
loans continued, the interest burden of the bdrrowing
countries grew steadily héavier. Where the capital
was properly used, subsequent development has more
thsn repaid the interest charges. Unfortunately, a
good proportion of the capital borrowed by many coun-
tries has not been employed in such a manner as to make
its repayment possible. In addition, changing circum-
stances have rendered it impossible for many enterprises,
considered quite justifiable at the time, to service
their debts. For example, while the burden of Canada's
large foreign debt for raiilwsys is partly‘due to unwise
expansion, changed conditions, which could not have been
foreseen, are more to blame. Defiation, especially
falling prices for exports, foreign tarififs hindering
payment in goods, sudden dislocations in international
paymeﬁts, such as those caused by an abrupt cessation
of foreign investment in the country, all these have
played their part in making heavier the burden of Can-
ada and the other debtor nations.

Many countries have had to ease their burden
by default. Both creditor and debtor have suffered
losses direct and indirect., All tqo frequently ill

will has been generated. In Unitec States, experience




with the War Debts, as well as other defaults, has
strengthened the forces working for isolation. 1In
Canada, the existence of heavy foreign debts, largely
payable in United States, has Dbeen a hampering influ-
ence. 1t has had much to do with the prevention of any
general'lowering of interest rates;w Again the large
amounts payable in American funds, have been a power-
ful force in keeping the Canadian dollar up fairly
close to the American, and have been a check on the
action of those who would prefer the Canadian dollar
to more freely follow sterling.

It is worth noting that Mussolini keeps a
very close check on foreign investment in Italy and
that oné of Hitler's objectives is to close out Ger-
many's foreignvdebts. The obligations involved in
large foreign debts, and the freedom from external re-
straint demanded by Nationalism do not easily blend.

This is not the place to discuss Nationalism.
Bﬁt, there is one phase of it, of particular importance,
the prevalent belief in economic self-sufficliency, or
at least a close approximation to that state. This
belief works to check both borrowing and investing
countries. In the latter, the advantazes of procuring

cheap food and raw materials from abroad are weighed
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against the ensuing dependence and found wanting. Thus

the chief reason for inveeting abroad, the desire for
return in the form of cheaper foodstuffs and raw mater-
ials\is.largely nullified. In addition, too great depené
dence of the investing country's industrial life on its
ability to enter foreign markets, is in some cases looked
upon as undesirable. As the newly developed countries
build up industries of their owﬁ, many of them in com-
peting lines, fear of strengthening such competition through
any additional loans often outweighs the desire to open

up additional markets, or to stimulate present ones. This
is particularly the case when the governments of the borrow-
ing countries, by tariff and other policies, do their best
to keep their markets closed to outside competition. Thus
the second chief reason for encouraging foreign investment
loses much of its value.

What of the borrowing countries? Frequently
they become too largely dependent on the sgle of but one
or two products abroad to cover theilr interest charges and
other foreign obligations. The vital importance to Canada
of finding a market for her wheat, is but one illustration

of this. Development of other areas, or changes in demand,
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place such countries in a precarious position. Interest
charges which could easily be met under previous conditions,
become a pressing burden. The present depression with its
drastic falling off both in price and demand for many
products has brought this condition to pass. Subsequent
financial difficulties have strengthened the desire of
these countries to become economically more independent,
" as well as rendering difficult the movement of capital to
them for legitimate purposes of development.

One more factor complicating the present situa-
‘tion, should be mentioned. The birth rate in practically
all countries has been steadily falling, till it has reached
the point where many countries now face, not an increasing,
but a stationary or decreasing population, In consequence,
industrial countries, in the main, no longer feel that they
need to develop further areas to provide foodstuffs for a
future increase in population. In the debtor countries,
the decline in the natural rate of increase, coupled with
the cessation of immigration means that capital is needed
more for what might Dbe called consolidation, rather than
expansion. Such uses do not provide the investor with the
possibility of gquick profits, which usually characterize
periods of rapid development. TFurther, enterprises already
undertaken, which would have been productive if followed

by expansion, are certainly not S0 now, -
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In brief, conditions which led to extensive
capital movements in the past have been greatly modified,
and new forces are now in olay. Despite this, there is
still great need for additional capital ‘in most parts of
‘the world, and still a serious maldistribution, geograph-
ical, as well as'otherwisejof existing capital, viewing
the interests of the world at large. How, and to what
extent can this condition be remedied, keeping in mind
the charged circumstances now obtaining? Does the world
need a restoration of capital movements, and if so, how
.ean such a resumption be brought about? These are the
guestions that must be answered.

The problem of the free movement of capital
between the nations is closely connected with that of the
free flow of trade and of labor. The free movement of
labor has been practically aboiishe& since the War. Of
more importance, however, than the flow and labor is the
comnection between international trade and international

capital movements.

The method adopted in presenting this study 1is
s follows: An outline of capital movements in the past
to illustrafe how they have reached to various political,
economic and financial changes; a sketch of the background
of the present situation; an analysis of the transactions
making up the balance of payments between nations; a dis-

cussion of theoretical relations between capital movements




- 13 -

and the rest of these transactions; a mention of the various
factors modifying such relstions, particulariy those of im-
portance today. These lead to a déscription of the present
day situation, an estimate as to the future of international
capital movements, and finally the Telationship between this
future and economic recovery.

While capital movements throughout the world
have been considered as a whole, their application to the
Cénadian situation has aslways been kept in mind, and such
application;z leading purpose behind this work, However, as
the history of foreign investment in Canada, during its
period of greatest importance, has been thoroughly covered
elsewhere,z’ the historical background is viewed largely from

the world situation with no special place given to Canadian

events.

2

Vi meren Vo £ International Indebtedness,
iner--Canada's Balance 0 ) 1900-19%3.




IT, CAPITAL MOVEMENTS IN THE PAST

(1) Prior to 1875

This whole chapter is a brief historical sketch
of the growth and'development of international capital
movements, showing ﬁhe various changes which have affec-
ted such movements, and illustrating their connection with
the growth and development of trade.

There are records going far back into the pre-
Christian era of capital movements between the nations.
These, however, were primarily political, and were gifts,
not léans. The first people to invest their capital
abroad were the merchants. While there are earlier in-
stances of such investmenti the first persons to deserve
our notice are the Italian traders of the later mediaseval
period. With profits made in commerce, they loaned to
princes and rulers who could offer adequate security. In
so far as these merchants secured trading concessions in
return for their services, trade benefited, although the

loans themselves did not, in general, aid trade or indus-

try, but were used to finance wars, or wasteful extrava-
gance. Later, as industry began to develop, it needed
outside capital. Thus an outlet was provided for surplus-
wealth gained from trading or otherwise, and a great incen-
tive was given to saving. ZXZstablished industry in turn

- . , ,

For the merchant bankers of early Rhodes, see Cambridge
Ancient History. (Volume VIII, Ch. on Hellenistic Commerce)
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gave rise to further owners df surplus capital, and fur-
ther investment.

Though the Itzlian merchants spread their loan
and banking operations throughout many countries, their
capital was drawn from world trading not particularly
from the people of their own country. The first country
to export capital, in the true sense of the term was the
Netherlands, a small land with a large foreign trade and
little use for surplus capital. Here capital investment
and trade grew hand in hand. Most of this capital was
used by Britain, to finance the Industrial Revolution.
But, while still absorbing Dutch capital Britain began to
invest sbroad. British capitsl through the Hast India
Company, ConcernsAtrading with America, and other countries,
was already ét work developing overseas regions, and build-
ing up British foreign trade; and before the Napoleonic
Wars higher interest rates had begun to gttract British
capital to the apparently more stable parts of EHurope.

The Napoleonic Wars broke Dutch trade and
ability to invest abroad, but they did not seriously check
Britain's industrial growth. With the profits arising
from this growth, aided by her expanding trade, she was
able to answer, a2t least to a considerable extent, a suc-
cessive call for new capital, despite the financial strain

of the wer,  There were at this time two sources of demand
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ceased abruptly, and their cessation caused, or rather
furthered, depression in America, followed by numerous
defaults,

These early cases of British foreign invest-
ment are given so much space because of their striking sim-
ilarity to American foreign loans of the period 1924-
1929. Like America now, Britain had not then the years
of internastional financial experience behind her. In
both instances the loans while serving in general a use-
ful function, were overdone, and similarly in bdth gases
the flow of funds ceased abruptly, causing serious dis-
location.

In that earlier era, capital movements on a
large scale were resumed sooner than might have been
expected, the chief reason being the revolution in trans-
port caused by the first steam railways. At first the
railway Dboom in England caused a great home demand for
capital, but as Burope began to follow suit, British
capital was needed in great guantities. In the 1840‘s;
Prance alone imported over £40,000,000 annually.s‘
’Another, somewhat later, stimulus to foreign investment
was the discovery of gold in Australia, and in California.
~Based on these discoveries were rising prices, an increased

volume of credit, expansion of trade, and plenty of use

=
De

Jenks., op. cit. F. 149,
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for all surplus capital. However, thé business collapse
of 1857, which ended this period, was accompanied, as in
all similar cases, by a great curtailment of foreign
investment,

This marks the end of British predominance in
the capital markets of Burope. Due to rapid industrial
growth, Western Furope was now in a position to supply
its own capital needs to a reasonable extent, and inter-
est rates in Burope, except in the more unstable countries,
no longer compared favorably with rates to be obtained |
overseas. As Britain was st that time following a policy
of no committments in Europe, and one of agressive Imper-
iélism abroad, it followed that in so far as political
considerations had any part in‘determining where surplus
funds should be invested, they went elsewhere than %o
Europe.

From then on, Eastern Burope turned largely to
Prance for its capital needs. Unlike Britain, France
desired to use her available capital to support her inter-
ests in Hurope, both political and commercial--political
in cementing alliances--commercial in fostering Prench

exports. In loan contracts, France has usually required
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the borrowing country, or foreign firms, to use at
least a percentage of the borrowed capital in the
purchase of French goods.

While British capital never again flowed to
Burope in proportionally the same extent, it once
more, as soon as the business cycle was on the upward
trend, was busgily engaged in fostering the economic
progress of the Empire,’ as well as aiding the railway
boqm and Pre-Civil Wsr development of the United States.

The next new force favoring capital movements
was an improvement in financial machinery, namely, the
appearance of the Joint Stock Gompany, with limited
liability. This type of company became lawful in
England in 1865. Of particular aid in furthering for-
eign investment was the formation of Joint Stock Banks
and Investment Trusts. These latter were at first
especially strong in France. The result was the utili-
zation of hitherto untouched savings, small in individ-
wal amount, but large in total volume.

Unfortunately, as has been the case in wore
reéent instances, past experiances were neglected, and

what was originally sound progress, degenerated into

4 L] ‘ . N

Between 1854 and 1869, £150,000,000 of British capital
went to India, and from 1860 to 1876, £50,000,000 went to
the Governments of the various Australian states,
£25,000,000 to Canada, and another £30,000,000 to private
enterprises in various parts of the Empire.
Jenks, op.cit. pp. 225 and 231,
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into gross overexpansion. (A similar case of more recent
date was the opening up of Western Cansda, largely under
the stimulus, direct or indirect, of outside capital,
which culminated in the over-expansion of the real estate
boom,) The virtue of development with the use of borrowed
capital was proclaimed. ™A people is so much the richer,
its economic life so much more prosgerous and progressive,
the greater the part of its public expenditure which is
made up of interest on publiec loans.“,. Following this
advice usually meant borrowing abroad, in most cases,

from London., DBesides long time investments, booming con-
ditions and rapid business turnover led to the issue of

a great deal of short term foreignm credits.

This riot of borrowing, and genersl overexpan-
sion of trade and industry, culminated in the great crash
of 1873, This crash deserves notice for several reasons.
The years which followed show a closer approach to g world
depression than any experienced up to that date. Unlike
in previous depressions, Hurope and the overseas countries
were mutually involved. The connection between this de-
pression, and the financial dislocation caused by the
American Civil War or the Franco German ¥ar is worth noting,

as is the fact that a boom intervened between these wars

|

—

o,
Quoted in Jenks, op.cit. p. 265.
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and the depression, A similarity to present conditions
also lies in the strengthening of protectionist views in
many countries, for example, theSe years saw the formula-
tion of Sir John A. MacDonald's "Canada First" plan.
Again, capital movements dwindled to practical non-exist-
ence for some years. Finally, there was, &s there has
been in recent years, a shifting in the location of inter-
national investments.

" By about 1875 the leading nations had assumed
approximately the same debtor-creditor position as they
held prior to 1914. The transfer of the indemnity of the
Pranco-German War to Germany, marks that country's emer-

gence as a creditor nation. British investors turned

more than ever to non-European regions, and there was evel

o withdrawsl of British capital from the Continent.

TABLE I - éiﬁ

(l%ORﬁIGN INVEST&ENTS‘OF’THE'LEADING COUNTRIES, 1872

POTAL AMOUNT INVESTEZD ABROAD {est.)
COUNTRY (IN MILLIONS OF DOLLARS)

Bribaill coeeceescesscasss 4,000

PIONCE covesccoenocsnssss £,000

Germal'ly...........-..'... 2,000(2)

Switzerland, Belgium ).... 500
and Holland )

=5

( )Jenks, op.cit. p. 28l.
2 .

Por an explanation of this surprisingly large figure for
Germany, see p. 27.
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(2) 1875-1914

This period contains few outstanding develop-
ments. ‘The first part of it was characterized by falling
prices and generally.siack times, While there was a
slow resumption of foreign investment, it was on a very
moderate scale. Parallel with this was the slow growth
of trade. In Britain and United States, trade per cap-
.ita actually decreased in value. Allowance, however,
mist be made for falling prices. ZEven so, the figures
are striking. In the United States, between 1880 and 1890,
popuiation incréased from 50 to 62 millions,l’ that is,

24 per cent and trade from 31,803,000,000 to %1,647,000,000,'
that is, under 10 per cent. The population of England

and Weles grew from 25,974,000 to 29,002,0005' vetween

1881 and 1891, that is, nearly 12 per cent, while the

trade of the whole British Isles only increased 1l per

cent in nearly double the length of time, from £631,000,000

in 1876, to £702,000,000 in l895,4’. |

Bventually, the continued decline in interest
yields on domestic securities, notably in Great Britain,
goupled with relative security elsewhere somewhat increased
the flow of capital to various countries., In the late

80's and early 90's there were temporary booms in some

non-Huropean countries, for example, Canada, United States

T ,
’Encyclopoedia Britannica, 17th ed. Vol. 27, p. 635,
ib. p.644 ib. Vol. 9, p.418 "ib. Vol. 27, p.60L.
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Argentine, and Australia. These were short lived. Soon
the American panic of 1893 and subsequent railroad bank-
ruptcy, Argentine financial difficulties, drought in
Australia, Latin-American and European defaults, and early
mining difficulties and losses in South Africa, combined
to hamper any noticeable ardour for foreign investments.
One point should be noticed. The fact that Britain had

- now had years of experience in foreigh investment, and
that many people therein had‘become accustomed to the
vagaries of foreign loans had a valuable stabilizing in-
fluence. .The flow of funds was much steadier through
changing conditions. There was not, in general, the same
extreme rush to take part in booms, nor so great an eager-
ness to withdrasw, nor a complete refusal to lend, when
‘business was poor and. conditions uncertain. As a result,
the violent fluctuations in the flow of capital to other
regions, which characterized earlier British investment
and which have been typical of American investment in
recent years, were avoided.

With the turn of the century there came a period
of general confidence. Political conditions seemed more
stable. The influx of gold from South Africa caused rising
prices, with their benseficial effect on business turnover.
Poreign investment, together with International Trade,
made extremely rapid strides. These conditions existed

until ended abruptly in 1914.
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The chief creditor nations during the period

Germany, and Great Britain. Some

mention should be made of the part which the foreign

investments of each of these countries played in the

economic

FRANCE

FRENCH FOREIGN INVESTMENT, 1876-1914

life of the world

TABLE 1II

(1)

AVIRAGE INVESTHMENT PER YEAR

YEARS (I¥ MILLIONS OF DOLLARS)
L876-1880 <nvenvesveennannns 10 0 =10
1881-1885 vevrreeenenoneenes 0 to very little
1886-1890 4uivvevesreesconnes 95
1891-1896 +.vvewverraneensss 110
1897-1902 +.vivrvrenrnennaes 230
1903-1908 4.veeeevesenaenass 280
1909-1913 . 0eveeveecneneenss 250

By 1914 the total ¥rench foreign investment

was estimated at $8,600,000,000 as compared with

3

$2,500,000,000 at the beginning of this period.  The

numerous small investors of France, had helped to make

good the lack of capital in Zastern Xurope, especially

“being of

2id to Russia.

‘L’

Feis "Burope the World's Banker, 1875-1914. p.44
2,This means that some observers belleve that France

was wes an importer of capital during this period,
3,feis, oOp.cit. pe.d. .



To a large extent French foreign investment
was still inspired by political motives. While in
many cases an abttempt was made to further French trade
by clauses in the loan stipulating purchases in France,
in general, the prime motive was to further alliances
and cement existing political friendships. The results
were sometimes economically unfortunate. The Czar of
Russia was ennabled to fight reform, and the Balkan
States to arm themselves, but all too little economic
development occurred, in proportion to the debt with
which these countries were saddled. Yet we should not
deny the part played by French capital in the economic
growth of Central and Zastern Zurope, as well as its

furtherance of development elsewhere,

GERMANY

From 1875 to 1914, Germany financed, within
her own borders, the needs.of a, thirty million increase
in population; a mechanization of her industry; the up-
to-date equipment of her coal fields; the lgunching of
a merchent marine; a large expenditure for public works
and large expenditures for social, as well as for military
purposes., Interest rates reflected this, and were con-
sistently high. Yet, although a few firms did obtain

foreign financial assistance, and there was at times a
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movement of short term capital to the country, Germany

played a very considerable part, as a source of capital

for other nations.
Why was this, and how was it done? The

answer is, that with Germany, investing abroad, in the

right guarters, was a primary part of her foreign poliay.

She was enabled to do it, because her vanks were eguipped

especially for this purpose. The four great banks com-

bined with their other functions the activities of secur-
ity originators, promoting syndicates, and investment
trusts. At the same time they co-operated, and with

the big private houses (for example, Robthschild's), han-

dled all foreign demands for capital without wasteful

competition. They all had overseas branches, partner-
ships, and subsidiaries, located wherever they cqula

help German commerce, and judiciously offered loans
whenever these would further German interests. This
investment abfoad was sometimes carried on against un-
favorable opinion in large sections of the country.

While both French and German foreign invest-

- ment was dominated by political motives, there were
important differences. France was engaged in financing
foreign governments which wQuld be helpful to her;
Germany was financing her foreign trade, and her commer-
cial and economic influence abroad. For example, France

loaned to Russia to cement the Franco-Russian alliance,
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but Germany loaned to Turkey, to further the building
of the Bagdad railway, and thus to facilitate German

commercial influence and German prestige in the Zast.

TABLE III

(1)
GERMAN INVESTMENT ABROAD, 1895-1914

i TOTAL GURMAN FORSIGN INVISTMENT (est.)
YEAR (IN MILLIONS OF DOLLARS)

27
1885 .....C,...........Q.......'..“... 1200

1905 ......l.".I.Q‘OO..'.‘.O...OQ..... 5600 -to 4200
1914 l‘.‘.‘.'...’..........‘l.lO.‘._Q.‘G. 5200 .to 6000

BRITAIN

[UIEURE—

As indicated, a, considerable part of the world's
geffective demand for capita1 was satisfied by Prance |
and Germany. Small nations, such as Belgium and Holland
were also investing abroad, though on a correspondingly
small scale. In addition, by 1914 the United States had
considerable amounts invested in the neighboring countries,

Cansda, Mexico, and Cuba. Nevertheless, the chief market

(1)

Feis, op.cit. p.7L.
(2)

This figure is much lower than that given on p.22 for
German investments in 1872. While there was little new
investment during the interval, there are no other indica-
tions of any meturn of cspital to Germany. The disparity
may be explained partly by the rough nature of both est-
imates, partly by the fact that in 1872 German holdings
of foreign securites were swollen by the Prenchn indemnity
payments, which were largely in the form of the transfer
of foreign security holdings to ermany.
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for nations, and for corborations within those nations
who desired outside capital was still London. Istimates
show the total British foreign investment to be-larggr
than all other foreign investments put together.l. The
most generally accepted of these estimates are, for 1907,
£5,ooo,ooo,oooz' and for 1913, £4,ooo,000,ooo.5°
Phroughout this period, Britain's industrial
and natural resources did not offer as great opportuniiies
for gain, differences of fisk and circumstances considered,
as did those of foreign lands, especially those to which
people of British stock were moving. British commerce
was growing rapidly, and trade growth and foreign invest-
ment went hand in hand. Some of the overseas countries,
notably the United States, but also to some extent Canada
and other countries such as Japan, were, as they developed
industfially, building up capital resources of their own.

With industrial growth, they were not as good markets in

many lines as formerly, and were even compebing with

'y

i

» y
Gompare the British figurg for 1913, ¢.19,500,000,000
with the maximum figures of?8,600,000,000 and?6,000,000,000
dollars given previously for France and Germany, and the
estimate of $2,500,000,000 for American foreign investment
(given in “"International Movements of Capital', Harris
Foundation Lectures, 1928. p.196)
,2.

Originally in Article by Sir George 2aish, Journal Royal
Statistical Society, Sept. 1909.
3. ‘
Originally in Statist. Supplement, Feb., 14, 1914,
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British trade abroad. But this must not be over-
emphasized at this_time. As long as there was con-
fidence, and a reasonable degree of'prosperity,‘
active demand for capital grew as fast as its accum~
mulation, while needs filled by home production were

more than replaced by increased demand for other pro-

ducts, and the buying of new and additional commodities,

TABLE IV

(1)
BRITISH FOREIGN INVESTMENT 1860-1913

YEAR | AVERAGE INVESTMENT PER YEHAR
(IN MILLIONS OF DOLLARS)

1860‘1876... ...... & & s 0 8 0 0 00 0 00 201

167522879, 1 1uineneinenennns 8
1880-1884. 0 0uerencnsenanencess 116
1885-1889. 0veernrersncacnennss 297
1890-1894. . vuuinenincnenencaess 221
1895-1899. . vevinivanesnncenes 130
1900-1904. . .0vunnnen. cierieeses 104
1905-1909u.tuervnrneneacnsanes 532
1910-19180 0 s vueneuenernencnees 898

1 Y N
Feis, op.cit. p.ll,



In conclusion, one point should be stressed;
namely, the large growth and the great amount of
British income from abroad. Despite inadequate data,
it seems definitely indicated, that since, at the latest,
1875, with at most one or two exceptions (1907 and 1912),
British income from abroad exceeded every year her new
exports of capital.

That is all that need be said about the creditor
nations, A table showing the geographical distribution
of British, Prench and German investments will illustrate
who were the leading debtor countries. Remembering in
addition the countries of the American continent, partic-
ularly Canada, Mexico and Cuba, were receiving capital
from the United States, this table gives a fairly complete

picture of the situation in 1914,
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IABLE V

DISTRIBUTION OF THE POREIGN INVESTMANTS OF

GREAT BRITAIN, FRANCE,

AND GERMANY

IN 1914(1)

% 9 0.0 0 0 80 6.0 H e 0 HsO O

CCUNIRY INVESTMENT IN THAT COUNTRY
(IN MILLIONS OF DOLLARS)
| British French Germany  Total
Eproge ——
Russia'coccnooooo.oaootto 550) 2180 4:50 5140
Spainooooo-oo.o.Qooo..oo 90
Portugalo"soooooooooooo 4:0) 750 405 1285
Austl’ia-Hungaryq-.-..... 40 425 715 1180
Turkeyo,...,...o......o-o 115 635 430 1180
The Balkans.o........... 75 ) 480 4:05 960(5)
Italyo‘oo.oootoooooooco- 60 250 (2) 510
Other two creditor (5)
Gou.ntries-o'-o---_oooooo 70, (2) , 310 380
Rest of BUropecescecsos 145(4) 580(58) 285 1010
Americs v | (6)
United StabteSeccccccoses 3670 ‘ ,
Canada,ounooothoooooo-no 2500) 400 880 7450
Argentineoooo"o.ooooono 1550
Brazili.QOQOOOOOOOOOOQIQ 720
eX1G0eeeeocosoenoennses 480
chile.oooooccnccgq¢o-ooo 295 154:0 900 5910
Umguayo_Qcocnontoocooooo 175
Pem‘....."..."....... 165
Cuba..'.....’.‘.....ob.. 160
Rest of
Latin America.......... 125 (6)
9840 1740 7" 1780 13360
Agig e A ‘
India and CeyloNe....... 1840
Ghina......l.'..‘.l..‘.. 215
Japan.n-occoloo.tc.o.o.. 505 8) (5)
ReSt Of ASiaooooooo.oo.o 17 r§) 4:25 250 5015 .
25635
Africs ) (3)
Egypt.ﬁ..OOOOQCOOOQQOOQO 220 5
SguEbodfrica. ...l 1010 1800}, ¢ 6553 220 4105
s ° Africa..........__l_a_(s) ....7..?_5.
2200 1410
Australia, New Zealand
and Islsnds of the (3)
Pacific 2100 (7) 110 221043
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FOOTINOTES TO TABLE V

Compounded from figures in Feis. op.cit.

Included in "Rest of Hurope™.

Incomplete total.

Chiefly Denmark,

Chiefly Belgium, Switzerland and the Netherlands.
Includes small amount for French investment in Australia.
Ineluded in figure for the United States and Canada.
Figures for "Obher Colonies"™ (other than W. Africa, Br,
Borneo, Straits Settlements and Hong Kong), and for "rest
of foreign World", being $130,000,000 and §$380,000,000
respectively, have not been placed. Outside of an unknown,
but smail apount in the Br. West Indies, they would come

under one of these two headings.
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IIT. CAPITAL MOVEMENTS AND POST WAR ECONOMIC CONDITIONS

10 1830

(1) The War, and International Financial Equilibrium,

As could be expected, the outbreak of World
War caused a terrific shock to credit, and an immediate
cessation of the outward f£low of capital from Europe.
Instead there was a demand for the repayment of all matured
6bligations. There was no further investment in foreign
securities, but rather, an attempt to dispose of, and
realize on, those already held. Tor a short period the
debtor nations were in a precarious position. This was
shown by the moving of exechange rates against them, for
example, the pound sterling was quotéd ag high as $7.00
in New York.

Before long, however, a reverse current set
in. The belligerents began to make great purchages of
food and raw materials from the debtor nations, whose
finaneiél'situation responded accordingly. These pur-
chases were so large, that some countries wiped out a
considerable portion of their foreign debt with the pro-
éeeds, while one country, the United States of America,
became in a very few years a great world creditor., Exelu-
ding the debtor nations of Europe directly involved in
the War, the other countries practically all managed to

finance themselves without further external indebtednegs.
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So mueh for actual eventis Quring the war.
But, before discussing the fundamental changes brought
about by this conflict, something should be said con-
cerning the basis upon which Pre-War equilibrium rested.
Roughly the situation was this: The industrial countries
of Western Burope made loans to countries elsewhere. TFor
these industrial nations the loans both provided a future
income, and opened up markets for thelr surplus of
manufactured goods. The other areas benefited by this
“in that it meant a supply of capital for economic devel-
opment which could not otherwise have been undertiakey,
at least for some time. As these loans coanbinued, there
came into being a reverse flow covering interest and
maturities. This flow financed the excess imports of
lestern Zurope, providing the countries there with cheap
rew materials and food-stuffs for their urban population,
and giving the other countries a markst for the sale of
their primary products. The whole process was thus a
cireular one, and a breakdown‘at any one point meant a

collapse of the entire systeme




(2) The Economic changes brought About by the War.

sueh akcollapse has been brought about as
a result of the financial changes and the dislocabion
caused by the war, Further, the inability of the nations
of the world either to restore this or a similar systemn,
or to devise a better one, is one of the root causes of
the present depression,

Some knbwledge of what the changes were
and why they brought about this breakdown is thus
necessary. IThey may be broad;y grouped under four head-
ings. (a) The impoverishment of the former leading
creditor hations, with a consequent reduction_in their
ability to provide capital for the rest of the world.
(b) An increased productive capacity in many parts of the
world. (c) The emergence of the United States as a leading
creditor nation. (d) An increase in the world's total
short-term indebtedness. While thié division of changes
is made it must be remembered that all are interwoven
and that no one change can be entirely separated from
another.,
(a) The Impoverishment of European Creditor Nationg

While the changes which have taken place
in Britain, France, and Germany are different enough to
warrant a separate aceount of happenings in each country,
the war left all three with one common burden, that of
War Debts and Reparations. These were a straight addition

to the debit payments of all three nations, as well as
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many other countries of Furope, without their contribut-
ing anything to wealth or production capacity, or setting
in mobion any forces which would aid in their repayment.
That is obvious as far as Reparations go, but it'is
équally true of the War Debts. These debts were incurred
almost entirely for the purchase of consumers' goods, and
for non-productive articles such &as munitibns. The funds
raised were very largely spent in the eountry of their
origin. Purchases were made at infléted prices. In no
way did the debts incurred contribute to $he permanent
wgalth of the borrowing countries.

The effect of these Reparations and War Debts
was a decrease'in the ability of these countries to invest
abroad (and in the_easé of Germany, a rapid movement of
foreign funds into the country), and an increase in the
creditor position of the United States with conseguent
further effects which will be discussed later.

Again, to the extent to which the political
aspects of War Debts and Reparations brought about a
state of fear and insecurity in the world, they put a
check on all foreign investment, as well as causing finan-
cial dislocation in other ways.

Other changes which occurred were as follows:

Britain bore a large part of the financing of the War,

not only on her own accounbt, but also for that of her
allies. To do so, she realized heavily on her foreign

credits., This was done (1) by selling abroad her holdings
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of foreign securities. (2) by borrowing abroad on the
market. (3) by borrowing from foreign and Dominion
governments.

The details of immediate poat-war finance
need not be traced at this time. By the time that
relative stability was reached, Britain found herself
still a creditor nation. On paper, the sum total of her
foreign investments was not greatly reduced, but when
the higher prices prevailing are taken into account, their
value to her is seen to have been considerably lower. There
is no doubt that her financial position was strained. The
general view seems to be that her national inceme through-
out this period was reduced. This reduetion would help to
acecount for the falling off in her foreign investment.

In any case since the war, Britain has not
been the open éource of capital for the less developed
regions of the world, that she previously was. Connected
with this decline in investment has been a decline in her
foreign trade, especially her export trade. In so far as
+his has been due to a shortage of capital in other areas.
wherewith to purchase British goods, particularly the
producté of the heavy industries, it is one of the effects
of the falling off in foreign investment. The most striking

illustrations of this are given in ﬁ:. Gusﬁav Cassel's

1,
work on Foreign Investment, where he gives figures showing

l’"Foreign Investment"., Harris Foupdation Lectures 1928.
Columbia University Press, Chapt. II of Cagsel's contributﬂ>n.
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the drastic falling-off since the War in the exports of
locomotives, power machinery, and agricultural machines,
_from Britain and Germany, which falling=-0ff he directly
connects with the reduced rate of foreign investment.
Pub the reverse is equally true. In as much as the de-
eline in Britain's export trade checked national inecome
and saving, and affected views on the wisdom of foreign
investmendb, it has been partly responsible for the decline
in eapital movéments; It was the marked decline in
Britain's favorable balénce of indebtedness due to the
falling;off in commodity exports, the deéline in income
from abroad, and the restricted payments received for
services rendered which convinced many that Britain was
over-lending. For, while loaning was on a decidedly
lessened scale,z’ particularly bearing in mind the in-
flation of prices which followed the war, the fall in
the favorable balance of indebitedness was even greater.
In fact, the figures would indicate that, for some of
,fhe period, Britain was borrowing on short term to lend
on long term; The inclusion of sihking fund payments,
and the.éeductibn of the foreign subscription to loans
tloated in London, somewhat lessens the validity of the

conclusion, but, at that, there is no doubt that there

2

'Harris Foundation Lectures, 1928. I. E. Gregory, in
Foreign Investment. . Foreign issues floated in London
1920-1927 were equal to c.$4,600,000,000.
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has been little margin for new investment. This
falling off in national income might not have checked
inwestment to the extent that i+t did, but for other
changes wrought by the War. The Post-War period has
seen an anormous increase of the tax burden in Great
Britain. While affecting all alike it fell propor-
tionately heavier on the larger incomes. The full
effect of this both in home and foreign investment is
uncertain, but it must have had something to do with
its deeline. Probably more imporbant in its effects
on foreign investment was the accentuation due to the.
War of the growing trend towards governmental inter-
ference. This meant that checks could be put on the
free movement of capital to an éxtent that would never
have béen possible in Pre-War days. Three instances
éf this changing viewpoint, all taken £ rom the period
before 1930, should make this point clear.

One is the unofficial embargo by the
Bank of England on foreign loans, during the period in
1925 when Britain was returning to the gold standard.
This incident is important in that it eétablished a
precedent. If loans could be restricted in the interests
of the gold standard, why not for other purposes as well?
A seeond instance, is the outspoken visws of a man of
sueh repute as Mr. John Maynard Keynes. "What is wanted

is systematic discouragement of the issuance of large
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foreign, including colonial, loans,a' Thirdly, there
is such a consensus of opinion of a representative body
of leading men, as that given in the "Report of the
Tiberal Industrial Inquiry."é‘ This report, while 1in
favor of freedom of loans for industrial, agricultural,
and mining enterprises overseas, reports in favor of
control over, and a check on, loans to public bodies
and for public utilities abroad. In short, the right
of the government to interfere with the freedom of
foreign investment has come to be recognized.
France

The war reduced the foreign assets of France
to a far greater degree than it did those of Britain,
due to the extent of French investment in Russia, Austria-
Huagary and the Balkans, whieh investment was largely wiped
out. In addition, France herself imcurred foreign indebt-
edness during the War. Finally, for a few years after
the War, the rebuilding of the devastated areas of North-
ern France required all avallable capital. Nevertheless,
even before the stabilization of the franc in 1928, there
was o considerable flow of French capital to other areas.

Most of this, however, took the form of short term capital,

3. _
 Keynes, in "The Nation". April 25, 1935
4, '
"Britain's Industrial Future™. Tondon 1925. P.110.
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either in flight from the franc, or seeking particip-
ation in the.American stock market boom. Prior to 1928,
the extent of French long term investment was limited.
Most of this investment went to aid France's allies in
Eastern BEurope. In view of the prevalling shortage of
capital there, aﬁd the check put on investment by insec-

urity, this was a valuable service.

Germany

The foreign assets of this country were entirely
‘dissipated by the War. Russian and other defaults; un-
repayable loans to her allies; the sale of her holdings
of foreign securities to the neutrals of Europe to pro-
vide exchange for war imports; seizure by her foes, in-
cluding the loss of her colonies and the investment there-
in; all these consumed her credits established in pre-
vious years. Finally, the inflation of the mark culmin-
ating in 1923, droveabroad or made worthless, much of her
internal accumulation of capital.

It is no wonder, when themark was stabilized,
and some degree of economic and political security restored,
that Germany and German industries borrowed abroad to the
extent of their ability. As this period coincided with
that of American willingness to.invest abroad, all was,
on the surface, well. But it was an unstable equilibrium.

The Pre-War German income from abroad, which financed:
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Germany's excess imports, and was replaced by German
borrowing. But the reverse, balancing movemeﬁt was
checked. The’eountry in whose favor the income from
invesbtment in Germany was piling up would not take
German goods. Coupled with this, Germany had no means
of aiding would-be purchasers of her goods, in other
areas, with capital, as she had formerly done. . oo

In Germany's changed situation lay one of

the main causes for the world depression.

(b) The Increased Productive Capacity of Many Parts of

the World.
The War increased the productive capacity
of the world in many ways. It stimulated scientific
research. Though such research was directed toward the
arts of war, the results have since been utilized_in
-aiding production for more peaceful ends. While most of
the present day techniecal progress would have come with

time, there is no doubt of the stimulating effect of the

War upon it. Such technical development has always caused

some disldoation. Plants and equipment are rendered ob-
solete; differential advantages due to situation are
wiped out by new means of transportation or new sources
of power; certain products are less needed than formerly.
However, if economic conditions are good, and the change
not too sudden, the land, labor, and capital ianvolved can

be switched into then, the newer lines of production.
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But, during the war, the suspension of the
free play of economiec forces postponed such changes
and left fthem all to come at once. At the same time,
the war, with its need for munitions, armaments, and
" so on, brought about a great increase in the demand
for the products of the heavy industries. All over
the world the capital sunk,in the plant and equipment
of such industries, was greatly increased. Again, in
many lines of‘production, both of primary and second-
ary products, there had been an urgent demand for
inereased outside production to replace that of the

warring nations of Hurope.

With the'end of the War, these nations of
Europe gradually returned to production; the demand
for war meterials practically disappeared (for the
time being); and a short but sharp deflation, joined
with the cessation of American loans to Europe to
cause a great falling-off in purchasing power. The
result was an over-supply of many goods in relation
to effective demand. In the faee of this oversupply
practically all of the nations of the world threw up
‘ﬁariff barriers to proteet their own industries from
outside competition.

How was it that the full effects of all
this dislocation were not felt until after 1929% For

one thing, it took the nations of Burope some time to




*“459-

restore their production to its o0ld level and to

repair thé ravages of war. Compestition from Russian
production was practically entirely removed. Again8
new industries had arisen whose products stimulated
demand wherever there was any degree of confidence.

The automobile industry, with all its subsidiaries,

and with its demand for the products of the heavy in-
dustries; the radio industry; the aeroplane industry;
great road building programs; all these absorbed sur-
plus agents of produetion displaced from other lines

of activity. But the real reason why these full effects
~were not felt, lay in the fact that the nations of the
world realized that the breakdown of financial equili-
brium was at least partly due to the reduced purchasing
power of Burope. Acting on this realization, meant
that loéns were extended, first to the most needy |
eountries, for example Austria, then, as confidence

was restored, to other nations. Finally, in 1924, even
Germany was given help. Besides the actually purchas-
ing power created by these loans, renewed confidence
put an end to deflation.

With the proceeds of these loans the Buropean
nations made their necessary purchases from abroad.
Other nations could thus find a market in Europe, but
there was still no provision made for the purchase by
these other countries of BEuropean goods. The income

from the loans bto Europe went to America, which country,




- 44 -

on account of its great industrial development did
not want further manufactured goods to any extent.
Further, most other countries, in their efforts to
protect their home industries, also checked Europsan
exXporss.

| .However, loans by the United States to
Tatin America did help somewhat, and with general
confidence in most new European countries, the total
volume of trade did increase considerably, and so,
with the aid of the loans to Europe, equilibrium was
. maintained for a time. But this equilibrium was only
maintained at the expense of the increasing indebted-
ness of Burope to America. There was no real progress
in Burope, and deflation soon set in again there.

Thus American loans kept a temporary equil-
ibrium , but nothing had been done to remedy the causes
of disequilibrium set out above, and since the stopping
of loans and the return of deflation in 19230, their

full effects have been evident.

(¢) The Emergence of the United States as a Creditor Nation.

The war caused a rapid reversal in the inter-
national financial position of the United States. Not
only in magnitude, but relatively as well, the change
was as great as any that has yet occurred in history.

As in her case, other countries have changed fairly
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rapidly from debtor to creditor status. But, in

five years she changed from being the nation with

the largest foreign debt,5’ into the second biggest
creditor, the amouats owing to her from abroad being
only less great than Britain's foreign credits, which
- @redits, had been built up during a period of over

a century. The magnitude of the change can be best

grasped from the actual figures.

TABLE VI
CHANGES IN THE FOREIGN INVESTMENT OF UNITZD STATES
1914-1918(1)
Year Foreign Investment = . 77 - American
in America Foreign Investment
1914 $5,000,000,000 $ 2,500,000,000
1918 ~ 3,000,000,000(2) 11, 500,000,000

For a short period after the War there was‘
relatively little new American invesbtment abroad. With
the return of prosperity to America and some measure
of-stability in most regions of the carth there was a

fresh burst of American loans. However, before this,

°¢ See Table V, P.31l. "

(1) . K. Norton in "Foreign Investments? Harris Foun-
dation Lectures, 1928. p.1l96.

(2) "Capital, Export of--" Encyclopaedia Britannica,
14th Edition, Volume V, p.801. :
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the placing of the War Debt and Reparations problem

on a seemingly firm footing, loans made to Austria and
Central Europe, and the promise of aid to Germany (The
Dawes Loan) had done much to bring about this stability.
Prom 1924 to 1930 America pursued a liberal foreign

investment policy,.

TABLE VII

PLOTATIONS OF FOREIGN BONDS AND STOCKS

IN THE UNITED STATES -
(1)

1920-1933

(IN MILLIONS OF DOLLARS)

Year Total Foreign Issues - Issues on Behalf of
' other areas than

Canadsa

1920 602.9 379.8

1921 692.4 814.3

1922 863.0 621.8

1923 497,.6 413,1

1984 1,217.2 977. 7

1925 1,316.2 1,097.%

1926 1,288.4 966.5

1927 ‘ 1,577.4 1,277.1

1928 1,4892.4 1,271.6

1929 705.8 446.6

1930 1,087.6 723.1

1931 282.5 ' 127.0

1932 87.9 6.7

1933 65.1 5.1

)

"Phe Canadian Economy and its Problems",
Innis and Plumptrey. P.234.
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This American investment can be divided into
- three groups; loans to Hurope, to Latin America, and to
Canada. ILach class of loan deserves separate notice.

Loans to Hurope,

The total American portfolio investment in
Europe, at the end of 1930 was §3,460,529,000.%" py gor
the largest individual portion of this was in the form
of German securities., The following table shows the
total American investment in Germany at the end of this
period. By that time, the short term indebtedness at
least, had already been somewhat reduced from its high

point.

TABLE VIII

AMERI CAN INVESTMENT IN GERMANY (1)

(IN MILLIONS OF DOLLARS)

Holdings of German foreign issues (Sept. 1931).....1177%
Short term commercial loans (Dec. 1951)............ {450}
Total short term 10ans (DeCe 1931)eeeveenecnsencass 700
Holdings of shares, real estate, and other values
in Germany (1930)ceccecscacscccsconssrsascsses_ 243
2,120

Oe Sale of Foreign Bonds in Securities in the United States.
Hearings before the Committee on Finance, United States
Senate. 72nd Congress. U.S. Govt. printing office.
Washington, 1932. p.54.

(1) ib. p.409
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Something has already been said as to the
effects of these European loans. They contributed
towards the period of prosperity in America, by further-
ing the export of American goods, and they aided in the
reconstruction of Germany and the rest of Hurope.
American capital must receive credit for the part it
played in putting Europe on its feet after the destru-~
ction of the war and immediate post-war period. Zven
though it is now seen that this capital served as a
palliative, and a dangerous one at that, not a cure, the
help furnished should not be forgotten. Britain and
France took a large share of various governmental locans,
such as those sponsored by the League of Nationé; for
example$ those to Austria, Hungary, Gresce, and the
loans to Germany under the Dawes and Young plans, But,
for éid in municipal and corporation finance, Zurope
had to rely practically entirely on America. The follow-
ing figures bring out this contrast. Only $9,000,000 of
the $70,000,000 League of Nations loan to Hungary and
$6,000,000 of the $48,600,000 joint loan to Greece were
floated in America. '’ America supplied $208,000,000 out
of the $500,000,000 advanced to Germany under the Dawes

and Young plans, that is, about 40 per cent. But, of

T
ib. pp. 613 to 621
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the total German loans floated abroad between 1924 and
’1928, (including the Dawes, but not the Young loan,)
65 per cent were American, The figures are: Total loans,
$1,5456,000,000; American loans, @l,OZ9,000,000§' Turther-
more, those of the next largest investor, Holland,
(3190,000{000) were largely loans to small bodies, and
for small amoﬁnts, loans which could not be floated at a
regsonable fate in New York because of over-head costs.
The following words of Mr. Gustav Cassel, noted
Swedish economist, spoken in 1928a9’ might well apply to
American loans to Hurope. After speaking of the evil
results of placing obstacles in the Wéy of free communica-
tion betwsen the nations, he says "In this dark picture
the only illuminating point 1is the'relative'freedom that
has been given to the international movement of capital.
In fact, the amount of reooﬁstruction that has been accom-
plished is, in an essential degree, due to the liberal
supply of capital from the better situated nations to
those that were in need of it " |
Unfortunately, thé picture has also a darkerﬁ
side. The instability of the equilibrium established
by these loans has been mentioned. America, and other
areas also, either would not, or could not, take Euro?ean

goods, in sufficient quantities %o cover Burope's indebt-

Cassel in op.cit. on Poreign Investments, On p. 71

8.
- ¢, B, Gregory in Foreign Investments. Harris Poundation
Lectures, 1928. p.l186.
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edness. Fresh loans could not forever conceal this fact.
In the end they aggravated it. Under the stinmulus of
prosperity America overloaned, just as since the depres-
sion she swung to the other extreme, greatly exasgerabing
the viohence of the collapse. By America overloaning, 1is
meant that the flotation of loans there became to0 easy,
building up a sense of false security in many of the
borrowers, and tempting them to unsound financing. 1In
Furope, such unsound finance was particularly true of‘many
of the German states and municipalities.lo'
Loans to Canada

The largest American investment in any one coun-
try was not, however, in Germany, butb in Canada. The
total of Canadian loans of all descriptions, (including a
few for Newfoundland) floated in the United 3tates between
1914 and 1930 was no less than %5,592,72?,000.ll° 0f this
indebtedness, $1,891,900,000, or just over half, was

incurred between 1924 and 1930.12'

The loans furthered an increased development®
of Canada's productive equipment as well as being the
basis for a comsiderable credit inflation, which at the
time, aided in giving a témporary prosperity to the

country. With them Canada financed her excess lmports

10. oee: Memorandum 0f Mr. Gilbert Parker, Agent General

for Reparations in, op.cit. on "Sale of Foreign Bonds and
Jecurities in U.3. p.889-898.

1le iDoe pcﬁl};O.

12. Canadian Economy and Its Problems. Innls and Plumptre. pe234.
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from the United States and carried her indebtedness

from previous loans. Finally a fair proportion of

this capital was being turned back into Canadian foreign
investment, Large sums remained in the United States,

in the form of short term loans, such as money on call

in New York. In August 1930, the foreign assets of the
Canadian banks, amounted to $574,000,000.%%* 1n addition
there was & large Canadian investment in American stocks
and bonds, as well as Canadian participation in foreign
issues floated there.

The loans to Canada did not themselves propggate
an unstable position, as did those to durope. GCanada
was, in any case, a debtor nation, and had already built
up an éxport trade to pay fof the interest on pfevious
loans. ®urther, after the Waf she had established markets
for her goods, while Europe had either to re-establish
lost markets, or find new ones, Pinally, industrial
development after the War meant that on a short run view,
Canada was not so vitally dependent upon foreign imports.
When Americs crippled Canadian trade with her tariffs,
¢anada proved able to curtail American imports in pro-
portion. Unfortunstely, thg whole situation depended
upon‘an excess of Canadian exoorts to non-American

countries, especially Burope. When this became no longer

13,
1o, p.251
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possible on any scale, (Ganadian attempts to keep this
excess by further restricting her imports from Zurope

only serving to aggravate the situation,) the effects

of these loans proved less Deneficial. Credit inflation
was followed by deflation, increasing indebtedness; the
great volume of the loans contracted when prices were
higher left an extremely heavy foreign interest burden;
above all, the increased productive capacity of the
country, entailing as it has done, in the main, in Canada
high overhead costs and rigid charges of various sorts,
necessitating large volume in order to be more efficient,
has been ill suited and not easily adjustable to the

great falling off both in volume and price of exports.
Railway deficits, bankruptcy in the pulp and paper industry,
the plight of the Western farmer,'crushed between relative-
ly fixed charges and costs and drasticallykreduoed incomne,
are all symptoms of this. The value of some of the indus-
triél dévelopment can also be questioned. There are too
many artificially high costs due to Canadian industries

which need tariff protection.
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TABLE IX

AMERICAN LOANS T0 LATIN AMERICA 1914-1950(1)

Country Governmental Corporate Total
Loans Loans

Costa Rica § 10,820,000 cereececas 10,820,000
CubBeeoass 137,300,000  §$472,092,000 609,392,000
Dggéﬁ%i?g.. 17,300,000 2,250,000 19, 550, 000
Guatemala. . 550,000 18,900, 000 19, 450,000
Haiti....w. 16,000,000 21,765,600 37,765,000
Honduras. .. 500, 000 13,192,500 13,692,000
MeXiGOess.. 5,796,288 44,082,900 49,879,000
NiCaragUt.eeseesceocoasss 1,000,000 1,000,000
Panama. ¢ ... 26,800,000 940,000 27,740,000
Salvador... 7,520,000 tecssesenes 7,520,000
Argentina.. 824,421,000 100, 313,000 924, 730,000
Bolivia..{, 63,230, 000 9,700,000 72,9%0,000
Brazil..... 423,682,000 24,985,000 448,667,000
Chile...... 325,692,000 189,000,000 514, 692,000
Colombia... 172,588,000 47,186,000 219, 774,000
ParaguaYecescoccccscossas 2,272,249 2,272,000
Perdeeecscs 95,710,000 8,000,000 103, 710,000
TUruguayes e 53,918,000 cecsccssane 53,918,000
Venezuela.seeesoscosesses 31,928, 750 31,923,000

$2,181,837,000 $987,602,000 @5;169,459,000

(1)
p.340.

op.cit., dn 9ate of Poreign Bonds or Securities in U.S,.
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Though these figures are for the full period
1914 %o 1930, most of those loans were floated from
1924 on. Out of 122 "dollar" loans to South America,

only 16 were floated before 1924, and 10 of those were
(2)

Brazilian, These figures give no indication of the

vast sums tie& up in direct investments in Latin Americs,
for example in the oil fields of Mexico, Peru, Venezuela,
Bolivia, and so on;‘ To thé extent that these Latin
American loans were well handled and the proceeds care-
fully used (which was by no means always the case), they
vwere the most benefigial of all Americmn loans. In general
these countries and the United States were complémentary
rather than competitive in the character of their pro-
duction. As a result, there have been relatively few
artificial barriers to restrict Latin American exports

to the United States. Payment for these loans in the

fpfm of goods has been generally possivle. EQually
important, a good proportion of the dollar exchange created
by this investment ultimately found its way to Europe, in
the form of income from previous Huropean investment in
Latin America. In view of BEurope's difficulty in obtain-
ing sufficient Aﬁerican exchange; except through additional

loans and further indebtedness, this proved very valuable.

(2
ib., p.228-230,
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FPundamentally, American investment in Central
and South America was sound. Ilany of the individual loans
were not. While most of the larger American investment
houses were relatively conservative, some, particularly
the smaller ones, were far from it. There was a great

deal of unwise competition, questionable commissions, and

so on, 4 Coupled with this over-readiness to loan were
political instability and ineiperience in most of the
borrowing countries., The results have been the obvious
ones: a great deal of unwise public expenditure, and
governments living constantly beyond their means. "This
observation is made merely to point out that no direct
enhancement of the economic capacity of the country can
be shown to have resulted from the Govermment's expend-

iture, in anything like the amount of such expenditures."l5'

As a result of this extravagance and unwisdom
many of the Latin American countries did become over-
borrowed., There is evidence that before 1929, officials
of the American Department of Commerce, as well as others,
saw that this was the case, and warnings were issued to

proceed cautiously, for example, gircular 305 concerning

moaneasingnet

{14)

‘ This is brought out in various parts of op.cit. on
the Sale of Foreign Bonds in U.S. See eg. pp.l323ff,
(15)

From a letter re. the Peruvian situation April, 1929.
tb., p.1594. ‘



the foreign loans and public finances of Colombia.16°

But, in general, the pect account of the situ-
ation in the Latin American countries, is the description
of Chile's position, given in a féport,on her publie
debt POliCy-l7' The following are significant extracts:
"por many years in the future Chile will be a borrower
of money in foreign markets. A country so rich in natural
resources needs large amounts of capital'for its economic
development, and for some time, it will be wise public
policy to obtain -ueh of this capital by foreign borrowing.
.....It is to the advantage of any country with great un-
developed resources to obtain capital in those countries
where the rate of interest, due to the great accumulations
of‘capital , is lower than it is in the borrowing country.
.....The development of the country will to no small
extent depend upon the wisdom with which foreign loans

are floated and the purposes for which they are used.....”

To sum vp. Despite some unwise loans due to
inexperience and over-optimism, American foreign invest-
ments contributed greatly to Post War recovery and economic
progress. But, because of America's refusal to increase

M

16,
“ibe. p.728.
ib., p.1695.
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her imports and her drive to increase exports, an
impossible situation was built up. As long as internal
conditions were booming, and American people felt free
to invest in foreign honds, to travel and spend freely
abroad, thebday of reckoning was postponed. When the
boom collapsed in the stock market crash, the unstable
Post-War eguilibrium went down with it.

' If America could have accepted her position
ias a mature creditor, and allowed payments to be made
in goods, she might have been the saviour of the world.
Instead, all her loans proved at best but a temporary
stop-gap, and in so far as they contributed to an excess
of false security, an ultimate aggravation of the world's
economic illness. ‘The further evils caused by the abrupt
way in which this flow of funds has been cut off form
part of the immediate gsituation and will be discussed in

the situation dealing with it.

(d) The increase in the world's total short term indebted-

ness and its effects.

The useful, and necessary, part played by
short term capital movements in international finance, and
the value of having floating funds abroad, will be set
forth in the chapter on the theory of capital movements.
1t is not sufficient to say here that, with the breakdown
of the pre-war gold standard, this role has become of

much greater importance. As a result, most nations of the
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world have increaSed their holdings of foreign short
term indebtedness,

This section is concerned with but one aspect
of this, namely, that, in times of pncertainty, the large
amount of floating capital, easily moved from country to
country, pro&ed too mobile and caused sudden and additional
stains on the equilibrium of international payments. The
rise of New York as an international firnancial centre, and
the increased relative sorehgth of Paris as compared to
London, greatly increased this mobiiity and added to the
danger of sudden movements. For, with any financial
change, such as a rise or fall in interest rates, or even
the expeutancy of such a change, vast amounts of capital
could be readily moved to or from one of the other centres
on very short notice.

By some, the existence of so much floating
capital has Dbeen regarded as a positive danger, one of the
most disturbing facforsain the whole situation. It is true
that short term capital movements have, on ogeeasion, accen-
tuated rather than mitigated fluctuations in the exchange
rates, and addeda to, rather than evened up, discrepancies
in the balance of payments. Ixtreme cases of this have
been the flight from the mérk,,in 1923, and thevflight
from the franc in 1928. What happened was that practically
all available liguid capital was transferred into foreign
short term indebtedness. As & rule, when there seems
ultimate hope of adjustment, short term capital movement

aids in some way, smoothing out fluctuations, but when there
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is complete uncertainty, the reverse‘happens and panicky
movements of short term capital, by accentuating the
financial difficulsies of the country in guestion, vetard
whatever chances there are for recovery, and have even,
in some cases, themselves brought to pass the very situ-
ation which was feared.

Mention has been made of Canadian short term
investment in the United States, at the same time that
this country was floating large loans there. But Canada
was not the only country doing this. In 1927 there was
an increase of @1,005,000,000 in American short term
foreign indebtedness,le' that is, an amount equal t0
practically two-thirds of her total long term investment
for the year, and that at a time when American long term
investment was =t its peak. The presence of this extra
foreign capital cannot but help to have contributed to
the excesses of the boom, as 4id its withdrawal to the
boom's collapse.

o Again, the period of world trade on a large
scale, saw a great extension of short term commercial
credits. With the great drop in world trade, many of
these credits became frozen, due 1o transfer difficulties.
As other transactions have dwindled in volume this mass
of international short term indebbedness has becouwe pro;

portionately larger and increasingly dmngerous. The

18,

League of Nations Statistical Yesr Book, 1933-1934.p.196.
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result has been that many countries have had to take stepéA
towards régulating its movements, that is, have adopted
soie method of exchange conbrol., Ifost of this has happened
in the years since 1930, but the large mass of short term
indebtedness was built up prior to that date, being one of

the legacies of this War period.

In short, capital movements, or the lack of
them, and the causes of the present depression, have
been closely linked. There remains the question, what part
have caﬁital movements to play in world economnic recovery?
Wore particulariy, how will They affect the Canadian
situation? But, before answering that gquestion, something
st be said concerning the theory of capital movements,

and the general effects of changes in their volume.



IV, THE INTZRNATIONAL BALANCE OF PAYMENTS

In the previous chapters there have been
numerous references to the relation between capital
movements and trade. Before discussing the present-day
situation and its problems, aﬁ explanation is in order,
as to the manner in which capital movements and trade
are connected, and how they interact on each other.

To start with, both create international pay-
ments, and any change in their volume disturbs the
equiiibrium of such payments, and changes the debit
and credit position of the nations. Tais being the csase,
a knowledge of the various transactions which cause inter-
naticnal payménts, and also of how their eguibilbrium
is maintained, is necessary. Only thus can the effects
of a change in the volume of capital movements on trade
and world conditions be traced.

A great deal is heard concerning the International
Balance of Payments. As here used, the'term means the
whole system of debits and credits between any one nation
snd the rest of the world. Thus, a statement showing the
International Balance of Payments of anyvnation, is simply
s balance sheet of that nation's aceounts with all other

1, A ar s .
countries. In such s statement it is usual to distinguish

Bxamples of this are toansda's Balance of International
Payments® pudlished at Ottawa in 1933, and Taylor's annual
publication of the United States Balance of Payments.




between payment in respect of current or income trans-
zction, and payment re capital account. 1In éome cases
(for example, the British), the lending and repayment

of capital are omitted altogether. It is only when this
is done that it is possibie to spesk of a deficit in the
Balance of Payments. It is usually referred to us as
the Balance of Indebtedness.

It is only recently that much stress has been
1aid on the Balance of Payments, in the sense used herein.
In so far as this conception replaces that of a Balance
of Trade, or that of considering payments vetween any
two nations as a sep rate entity, it is a forward step.
Both the Balance of Trsde, and the so-called Balance of
Paymenté petween two nations, are but parts of a whole,
and surpluses in either must be reflected by deficits
elscwhere., This faut has been all too frequently forgotten.
Sometimes with dire consequences. ZIven yet it is no# 0o
well understood.

Gonsider the Balance of Payments as it is
usually presented.z' Such 2 presentation in any detalled
form has oeen of necessity but a recent development, for
only lately have sufficiently adequate statistics beébme
available. There are stlll many cases in Which more
accurate information is needed. Too many of the figures
given, are found, on examination, TO contain a large

degree of conjecture.

5. A standsrd form of stvatement has peen drawn up by the
Zeonomic and Financial Organization of the League of Nations.
(cont'd. on p.63.)
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Tables showing the Balance of Payments of the
different countries vary considerably in their classifi-
cation, but all retain the distinction between payments
on sccount of the movements of goods and services, and
those on capital account. In erder to understand the
effects of changes in the latter type of payments, some-

thing'must be said of the former transactions.

(1) NWon Capital Transactions which cause

Payment Between Nations.

Here again there i1s always a division into
two parts, visible and invisible items.

Under the first heading of visible items, falls

the Balance of Commodity iTrade, representing the difference
between the value of exports and imports of goods. DBecause
these figures are relatively easy to obtaip, and because
the physical -ovement of goods 1s a tangible transaction,
such a movement of goods alone has often assumed undue
importaince. A'favorable' or ‘unfavorabie' balance of

trade is considered as being paramount of itself. The

>{Cont'd) ouch a tform is presented in "International
Trade™ by Barrett Whale pp.34-239.1% was felt that no
purpose could be served by setting forth such a table
in this work.



effect of other transsctions is minimized. Some attempt
is now being made to remedy this, for example, the greater
attention now being given in Canada to the income obtained
from foreign tourists. At that, it is doubtful how many

Canadians realize, thaﬁ in one year, 1930, for example, the
net income to Canada on Tourist account was @lﬁG,OOO,OOO,S’

over nalf as mueh again as the greatly deplored excess of

I3

®

commodity imports over éxports.”
Though the figures for the movement of goods between
countries seem Go be exact, there is a danger of misusing
or misunderstanding them. Factors which must be taken into
account are: (a) The inclusion or exclusion of movements of
coin and bullion. (b) The method of valueing imports; f.o0.b.
or C.I.Fe If the latfer is used, the balance sheet, to be
accurate, must contain compensatory assets, showing ship-
ping and insurance charges paid to that country's own
national; and payments to foreign shipping must not be dupli-
cated. (c¢) Inclusiveness of the figures (for example, are
re»exparts'included?) (&) Arbitrary valuation of imports
for customs purposes. Canadian statistics, for example,

have in recent years made,

Be
Canada Year Book, 1933. p.50l, or Canada's Balance of
International Payments 1926-1932. (Ottawa)
4, ;
ib. $103,000,000 incl. gold movements, or $88,000,000
exclusive of them.
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Vedame, an allowance for this. (e) The inclusion of
settler's effects in the figures for imports. While
these, in large volume, are a valuable source of weélth
tg the gountry, they cause no payments to be made, and
they must be deducted from import figures,

The above covers payments on account of the
international movement in goods. There remain the

invisible items. Under this heading falls psyment for

services. That is, payment tendered to people of any
nation, on account of services rendered to the inhabitants
of other countries. These payments fall into various
groups; payment for freight, payment on account of insur-
ance held in other countries,.commissions of all sorts,
foreign tourist expenditure, accounts of Government
oificials abroad, and interest payments, including divid-
ends and business profits receivable abroad; Under the
same heading fall’what are known gs non-commercial items
which enter into the balance of payments., Thie tern
covers capital brought in by immigrants, remittances of
such immigrants to their homeland, any other postal notes
and remittances, and donations to foreign charities and
‘missions (other than in kind). While a gift, for example,
is as much a movement of capital as a loan, these non-
commercial items are distincet from all other capital
movements by the fact that the single payment discharges
‘all obligations. Ko new obligation to pay at a iater

date is created, The importance of these non-commercisal




items as one means of balancing other transactions is
consideravle., In the immediate Post-War years, immi-
grant remittances, American donations to relief in the
Near Sast, and so forth,” were the means of supplying
a by-no-means negligible portion of the funds required
to meet the huge oblizations of other nations in Amer-
ica, built up Dy her excess of commodity exports. Kven
in Canada, as recently as 1930, immigrant‘remittances
were estimated as $57,000;OOO.5’

Little more needAbe said concerning Service
Payments. To a far greater extent than in the case of
commodity trade, figures as to the volume of such pay-
ments are difficult to obtain.6' More important, figures
used are subject to a large margin of error. In drawing
any conclusions from a nations'Balance of Payments’
this fact must always be borne in mind.

A little more should be said about one ifem--
interest payments. They are here considered as service
charges for the use of capital. However, they differ

from other service cherges in several ways. For one

thing, they are fregquently for services rendered to a

b,
Canada's Balance of International Indebtedness., 1926-1932,

~

O.

How such figures are obtained for Canada, is adeqguately
discussed in Viner "Canada's Balance of International
Indebtedness. 1900-1913. The obtaining of such figures
for Britain is dealt with in Hovbson., "Export of Capital.”
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(2) Capital Movements and the International

Balance of Pagyments

Capital movements fall into two distinct
classeg--movements on long term and on short term
account. These two types of capital movement play widely
different parts in international finance. Their effects
on trade and on the various other transactions causing

international payment are quite distinct..

(a) Short Term Capital Movements.

Short term capital is that represented by bank
balances, bills of exchange, temporary advances, over-
drsafts, call-money, and the like. The movement of such
capital between countries, is, roughly, of four types.
These are: (&) Changes in the deposits of banks of one
in those of another;(b) Changes in the holdings of foreign
bills of exchange; (o) Temporary loaas to foreign custom- .
ers. For example, benk advances and overdrafts; (d) Invest-
ment of temporary surpluses abroad. For example, money
loaned on call in foreign centres. Ilovements of the
first three types are normaily brouzht about in the course
of trade. However, movements of all four types nay
oceur for various other regsons;--for example, higher
interest rates in one country may cail forth a holding,
by other nationals, of its bills of exchange, as an

investment.
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_Because of their relative liquidity short term
capital investments can be easily shifted in response to
changes in the othcer items of payment, and it is chiefly
their movement which evens up temporary inequalities
of payments causzed by such changes. By balancing these
inequalities, exchange rates are kept stable, without
rising and falling with every shift in the immediate
volume of payments, When thekgold standard 1s in operation
this balancing‘of payments is done by gold movements, but
even in this case, the movement of short term capital
supplements the shipment of gold. (For further_details
on this see the next section of this workj

As short term capital movements occur in the
regular course of trade, and as they are responsive to
temporary changes of various sorts, it is not surprising
to see that there is a constant flow of such capital in
every direction. Thus, short term capital will move
both ways between two countries, regardless of which is
creditor or debtor nation, and with littlemor no connec-
tion with long term investment. The most outstanding
illustration of this is the-largg movement of short term
capital into fbe United States during the years prior to
1929, at the time when America was lending abroad,dn
long term, on an sxtensive scale.

In the years after the War, the volume of
international short term capital increased enormously.
The effects of this have already been dealt with., What

must be done here, is to set forth the regular functions
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of this type of movement and to show why they have Dbecoms
more important of late years. One function, that of
supplementing gold movements to even up temporary dis-
equilibria of payments has just bDeen mentioned. An
historical illustration of this has been furnished in a
study of Canadian intcrnationai pagments.v‘ Thisg sfudy
shows cgonclusively, that during the period when she was
borrowing extonsively abroad, Canada was building up
foreign short term assets. That is, the temporary
surplus of payments to Canada was removed from the im-
mediate supply by being lent on short term elsewhere.
Later, as changes in other items of payment were brought
about, these short term agsgsets were 1iguidated and brought
into Canada.

Aven with the gold standard in operation, mos?t
countries find it convenient to have some TesServes of
foreign asseté. There are some international long term
securities which can be sold readily on different markets,
put in general such reserves of foreign assets must De
made up of short term obligations to be of ruch use in
maintaining valance. With the suspension of gold move-
ments, the need for such a Teserve of short term foreign

obligations becgoires infinitely greater.

7,
Vines "(Canada's Balance of Interndtlonal Indebtendess.

1900~ 1915. Chapter VIIL.
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As no country can have adequate reserves of
claims on every othcr country, the method adopted has
been for the smaller countries, to hold short term obli-
gations payable either in one of the gold standard
countries, or in some country whose currency is relative-
ly'stable, and widely used. When a country evens up its
international payments by drawing on or adding to, its
short term capital in gold standard countries, it is
said to be in the gold exchange stzndard. Similarly,
other countries may be eaid to be in the sterling exchange,
or the dollar exchange standard.

That is the general function of short term
capital movements, but there are also more spéoialized
ones, Short term capital can be moved quickly‘to take
advantage of exchange quotations which are out of line
with similar gquotations elsewhere., Thus wide spreads
between rates on different exchange markets are eliminated.
Similsrly, temporary differences in interest rates
(beyond the normal spresads due to risk) are evened up.

Another iméortant'function of short fterm
capital movements is to smooth out inequalities of pay-
ment due to the seasonal movement of goods. In many
gountries, producing raw materials, there is a large
seasonal export of goods following the harvest and a
slack period at other times, whereas imporis of manufac-
tured goods usually proceed steadily throughout the

year. Due to an increased storage facility, this is not

so true in some caseg as it formerly was, for example,
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the movement of Canadian wheat is comparativdly steady
throughout the year. The largest scale example of
seasonal inequalities of payment occurred in the Pre-iar
trade between Britain and the United States. Regularly,
the United States had a surplus of imports early in

the year, and a large surplus of exports following the
harvesting of whesat, cotton, and so on in the summer

and fall. Lvery spring, to increase the supply of
exchénge and prevent gold movements, the American banks
drew on their balances in the British and Buropean banks,
and where necessary through temporary loans and agvances
increased these balances to permit further drafts. In

the fall, tHe reverse procedure was followed.

(b) Long Term Capital Movements.

Before setting forth the relétionship between
long term capital investment and the other items which

enter into the balance of payments, something should

__—..___-_._—._.—_._-.-___...._—-—._—
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Phe first and most important reason, especially
over the long time period, 1s national difference in
interest rates. This is the fundamental reason for the

flow of capital across national boundaries; and so long

as the private investor has any say in the matter, will
continue to be so. Its importesnce is so evident that little

more need be said. One point to be noted, is that the

spread in interest rates necessary to call forth foreign
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investment varies considerably with ecénomie conditions.,
In prosperous times, a very small spread may be sufiic-
ient, but in times of great uncertainty like the present,
the risk of loss is so great as to make only the wides?t
spreads tempting.

Rather more should be =aid concerning the other
motives which cause capital mévements. Intere=zt rates
establish the general trend of capital movements, dut
other motives cause the fluctuatiovns above or below the
trend line. As this section deals with the effects of
changes in the volume of capital movements, these other
motives require a little more explanation.

The most im-ortant effect is "political consider=-
ations”. There are many examples of this. The most
noteworthy case is Prench loans to Russia, prior to 1914,
There have been other cases where political sdvantage
outweighed ecgonomic considerations to a greater degree.
But for time and asmounts involved, this is the most
striking., Interest rates were higher in Russia than in
France, butAby no meang enough, in comparison to other
areas, to account for the extent of the movement. The
machinery of Prench investment was definitely geared so
as to favor Russias. With the consent and approval of
the goverument, the banks, who largely controlled invest-
ment, spregd extenéive propaganda in favof of Russian bonds,

Political motives were also bahind the placing

of other French, and of most German, loans. The fact
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desire to guarantee a steady supply of raw materials from
abroad. Instances of all these are common. The Tirst
three have already been illustrated in connection with
French and German Pre-iar loans. The acticns of Hitler
and iussolini are illustrative of the fourth., The fifth
is one which works strongly in tire United States. It is
reflected in certain sections of the American press; A
letter from the President of the Chemical Foundation
admirably illustrates this viewpoint.a' Here is an
extract. Speaking of foreign loans, he says "I ask your
committee to exert its full powers of subpoena and Cross-
examination to éxpoae this menace to our people. ITf not
exposed and checked, it threatens our national defence,
our public health, and our standard of living."

Pinally, there are numerous instances of the
sixth motive at work, namely the guaranteeing of a steady
supply of foreign raw materiais. There is British invest-
ment in Persian oil fields, British investment in-
Malayan rubber plantations, American investment in the
Cansdian pulp and paper industry, and numerous other
instances.

Besides the lure of higher interest rates, and
what are broadly speaking, political motives, there are

other reasonms, which lead to the investment of long term

8. :
op.cit. on Sale of Foreign Bonds and Securities in

the United States. pp. D27, - 53L.



capital abroad. The more important of these are:

(1) The policy of establishing branch offices and
factories abroad, usuelly financed by home capital.

While this policy may be adopted for various reasons,

the most common one is to avoid tariff barriers. (2)

The preference of capitalists for diversity of invest-
ment, geographical as well as otherwise. (3) The chance
for a direct profit on the investment may make differences
in interest rates of relatively little importance, for
example, when there is a possibility of rapid development
in a country, with the likelihood that the investment
will grow in value. (4) Foreign investment may ove due to
internal monetary conditions, for example, the flight

of capital abroad to escape a ruared inflation or high
domesgtic taxation.

These are the chief reasons for long term
foreign investment. The question 1is, when the main
motive grows stronger or weaker, or when any of the
other motives come into play, or lose their force, and,

national payments? From the wording of this question,

it can ve s=en that there is an essential difference in
the viewpoint from which long term and short term capital
movements are regarded, for with short term movements,
the guestion asked was, how they responded to changes

in the other transactions. Long term capital movements



are, generally speaking, classified as more of a dis-
turbing than a steadying element in the internsticnal
balance of payments., However, there have been excep=

tions to this, especially in very recent years. The
following quotation, applying to events since 1929, clearly
places all capital moﬁements among the modifying elements,
not the causes of the disturbance. "The table on balances
of paymentAbrings out recenf disturbances in the equilibria
of international business transactions and the acgompanying

vabnormal movements of gold and capital..."g’ There ig no

doubt that with inceressed rigidity of trade, and a great

dizinution of payments on other accounts, any further changes

that have occurred, have had their repercussions on long
term capital movements. 2ven bearing this in mind, "basic
changes which primarily affect imports and exports seldom
call fbrth secondary adjustment with regard to long term

lo‘ B
" For each

lending, while the reverse always happens.
and every position of a country with regard to its capital
obligations, there is a fixed and definite relationship of
the payments on non-capital account. Ihere are four such

positions. The following is a description of them with the

corresponding situation with regard to other payments.

2.

Interdependence. October 1934. leview of the Statistical

Year Book of the League of Nations., 1933-1934. p.l49.

10. . Lo
Bertil Ohlin, "Inter-regional and International Trade".
/

Chapter XVIII, Section 2. /






4, Where a(country‘s investments abroad become
so extensive that its income from them exceeds 1ts new
investments, such a country is called a‘maturewCreditor.
This position must be accompanied by an excess of imports.
Britain reached this stage about the beginnihg of the
last Quarter of the nineteenth centurg. Bhe had an
import balance of commodity trade approximately a quarter
of a century earlier, but not an excess of total imports,
due to her receipts on sccount of shipping, banking and
other services. The events of the War and immediate Post-
War years brougzht the United States into the same position,
though her fresh loans between 1924 and 1930 staved off
the effects untii then. ®urther, in that country, the
forced adjustment from an excess of exports to an excess
of imports was brcﬁght about very largely by a chagge,.not
in the visiole, but in the invisible items. In these is
inclﬁded loss of income from abrozd due to defaults.

It has been stated that for each position of a
country in vegard to its foreign debts and credits there
is a correspcnding position of its respective volume of
exports and imports. This is a corollary of the fact that
5 nstion's income and outgo must balance., How often that
fact is completely ignored! It is perfectly true that
the manner in which the balance of payments 1s 6btained'
ig important. For instance, 1t is unsound policy for a
nation to continually drain itself of capital, while home
industries could well use it profitably, or to allow the

balance of payments to be made up oy unnecessarily adding
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to its foreign obligstions., But, a policy which takes
this into account is a longz way from a policy of build-
ing up a surplus of payments on ahy one account, while
wholly ignoring the fact that another source of payments,
(equally or mére profitable to the nation) may be badly
sffected in the process, Yet, this latter policy has been
followed by many governments.

A specific case of definitely confiicting polic-
ies adoptéd by one government is worth some notice. After
the Was, the United States became a mature creditor natioﬁ.
The normal reaction would have veen an lncrease in imports,
and an at leass relative decrease in exports. This was
not acceptadle to the great majority of the American
people. They strove to keep down imports and export sales
they pushed vigorously. For a while this policy seemed
to work very successfully, resulting in a large Yfayvorable”
Balance of Trade. Many of the other changes which occurred
to make this policy successful for a time have already
been mentioned (for example, further American loans, tourist
expenditure abroad.) It is in connection with one of
these, American foreign loans, and two balancing items not
previously mentioned, payments for ocean freight and
passenger transportation, and the inflow of gold, that the
conflict of policies came., Of course the fundamental
conflict was due to the fact that America desired to be
a creditor nation, and wonld not accept the excess of

imports accompanylng such a position. But certain policies
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she adopted in connection with the three previously
mentioned items, aggravated the situation,.

Payment to foreign shipping, for the carriage
of the bulk of her large comnodity trade, and her num-
erous tourists, could have formed a large item in
America's out-psyments and provided fuzds for a great
deal of the surplus payments due her. But instead, large
amounts were spent on attempts to build up a Mercantile
Marine. In itself the attempt was uneednomic, without
allowing for the fact that by so doing, America kept
perself from receiving payments due to her, and helped to
undermine her large "favorable" Balance of Trade position
which she was trying so hard to hold.

Again, America welcomed the movement of gold
into the country. Yet, the fact that she received such
a large proportion of the world's gold drove many other
countries off the gold sténdard. The resulting exchange
depreciation hindered American sales abroad, and forced
America to raise her tariffs, or to see them less useful
in keeping out foreign goods,

Finally, throughout the period of American loans
abroad there was pressure against tThem by those who feared
that they were building up industries in other lands,
whose products would compete with home manufactures.
Rinally this view prevailed and American foréign investment
ceased. The consequences were the very thing feared,
namely an increased foreigh competitton, due to foreign

inability to buy and further exchange depreciation.



Aventuelly the whole Post-War equilibrium cole
lapsed. The results have becn interesting., In the col-
lapse America has lsrgely lost both things she desired.

Her favorable balance of trade decreased from $738,000,000
in 1928 to $87,000,000 (gold dollars) in :Lsazs.1 " Her
creditor position, already weakened by numerous defaults,
has been further impaired by the devaluation of the déllar.
She is still a creditor on a large scale, but her position
of world dominance has been definitely weakened. No longer
is there talk of New York supplanting London as the finan-
cial centre of the world.

All of the above section of this work has been
telling of the various items comprising the balance of
payments. An attemtp has been msde to show in what manner
changes in the capital items affect, and are affected by,
other paymenté. But, as yet, nothing has been said as
to the way in which such changes are brought about. It
has been sald repeatedly that total payments must balance,
and that chaﬁges in‘any one item of payment must cause
changes in the others. It is now time to show how, in

actual practice, these changes are made to happen.

2. - ;
League of Nations, Statistical Lear Book. 1933-1934,
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V. THE THEORY OF CAPITAL MCOVEMENTS

To deal with the theory of capital movements,
is to tread on dangerous ground. HFor, in thelr views
on this subject the most eminent of economists differ
widely. The problem is to ascertain whether the Clas-
sical theory, with certain necessary adjustments, has
held true, or whether a totélly new conception of the
way in which capital movements bring about change in
other causes for international payment, is necessary.

The following views are mainly those of the modified
Classical Theory.

An attempt will be made to trace what happens
when a loan is flosted in one country for the benefit of
another. Such a study falls naturally into two parts.

(1) The situation while the loan, and the immediate ad just-
ments necessary, are being made. (2) The long time effects
of such a loan,

(1) The Primary Bffects of a New liovement o Capital

Phe simplest form of capital movement is that
Wheré a loan is spent solely in the country of its origin,
for example, a British loan to a Ganadian shipping company,
which the shipoing company spends in purchasing ships
from Britain. The Canadian claims on the British banks
find their way into the hands of the British shipbuilders.
There is no need to transfecr funds from one country to
the other. The movement will have no effects on the

equilibrium of psyments between the countries. Canada
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imports the ships and pays for them with an export of
bonds. There will be no further adjustments necessary.

Such cases rarely happen, and are of small
importance. It is better to take a more typical example,
say a loan for railwgys. Better yet, imagine a period
of active railwsy construction in the borrowing country,
and a series of s@ch loans, for the amount of one loan
is too insignificant in relation to the total volume of
international payments. Several assumptions will first
have to be made. The changes in theory that are neces-
sary when these assumptions are removed, can be discussed
1éter.

Imegine two countries, 4 and C, both on the
gold standard, trading only with each other, and neither
disposed to make any changes in existing tariffs or
restrictive measures of any sort on trade., Suppose that
¢ floats a loan in A, Part of the loan will surely be
used in A. The actual proportion so spent outside of C
will largely depend upon the state of economic develop~-
ment of the two countries. In the case imagined here, it
would likely be fairly large, for a period of railway
construction implies recent development and probably less
industriai equipment. That being the case, most of the
railway material will likely De purchased in A. But, in
any case, part of the loan will be spent in A, with the
same effects as in the first mentioned illustration.

Some part of it, however, will be left to be spent in .
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¢, for wages on the construction work, if nothing else,

This raises the guestion of how this portion of the proceeds

#rom the loan is transferred from 4 to C.

The agents who have floated the loan in A, after
\disposing of the bonds, and deducting their commission,
will credit the funds raised to the account of the banks
in ¢, which are handling the loan. These banks thus have
claims on A. Meanwhile, in return for these clains, they
will have paid off the firm or government for whom the
loan was floated in their own currency. AS far as the
ihdividual borrowers are concerned, the traansaction is thus
ended.

The banks, however, still have 1o reélize on
their claims on A. A portion of these claims may be left
in A and invested there on short term. That is what
Canada did on several occasions when she was borrowing.
(See p.& ) But some atb least of these claims will be put
on the foreign exchanze market. That is, C will draw
on its ﬁorrespondents in A, and sell the draft. The con-
seguent increased supply of draits on A will cause the
rates paid for them to £all, Bubt these rates carmot fall
far without it being more profitable to bring in gqld
from A to ¢ than to sell a draft on A.

Even before this happens, other forces will have
been set in motion. Speculatoré will become active. The
parks in A soon find that by utilizing their balances in
G, they can buy these claims on their own country at a

lower rate, and so make a profit. Further, the banks
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engage 1ln arbitrage, that is, A's claims on other countries,
to which C is a debtor are transferred to ¢, and from

there to the other country, at a profit, By these means,
(short term capital and zold movements) some of G's

clains on A are realized upon, dut it is the effects of
these movements and the further changes which they cause,
not the movements themselves, which enable most of the
proceeds of the loan to be transferred.

What are these effects? Consider first the
effects on C, then those on A, Credit has been increased
in G, This was done when the banks paid off the originalv
borrowers in their own currency. The inflow of gold and
the increased reserves of foreign exchanges form the basis
for further credit expansion. Part of this increased
credit will likely result in further purchases in A; that
is, there will be further imports from A to be pald for
and s consequent lessening in the surplus credit to be
acoounted for. Iiost of C's increased purchasing power,
however, will be spent on home market goods,and in purchas-~
ing goods which would otherwise be exported to A. The
result will be an increased demand for home market goods,
The production of these will then'expand, far more than
that of export goods or those compéting with imports from
A, That is particularly true, because, as will later be
seen, imports from A tend to fall in price. In contrast
to this, with the increase in crédit, ¢'s prices and costs

of production tend to rise both in domestic and export



industries, Thus, more of A's industries will be able %o
compete successfully in C, while, due to their relative

x cheapness, any commodities previously imported from A4,

for which demand is in anyway elastic, will increase

their sales. At the same time, due to higher production
costs, export sales will ve increasingly difficult. The
result of all this will be a further increase in C's
adverse trade balance, until finally all additionai claims
on A, as a result of the loan will be wiped out.

While this is happening, other events may be
aiding in the process of absorbing these surplus claims.
Phe increased imports may be brought in in A's ships,
inereasing payments to be made on this account. Cheaper
prices in A than in C will check tourist traffic from A
to C, and increase it from C to A, Higher wages in C
may céuse more to be sent to A in the way of Immigrant
Remittances.

Meanwhile, what will have happened in A? The
loan wiil have increased the indebtedness of the banks
there., More important, as short term capital and gold
have moved out of the country, the banking reserves Wili
have decreased., This will have led to a restriction of
credit, and if the gold movement is of any volums, a rise
in bank rate. All of this will have tended to lower |
prices, the degree to which they fall depending upon the
sensitiveness to gold movements of A's monetary structure,

the ability of the banks to control credit, and many other
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gauses, Bﬁt, in genersl, with the decrease in the volume
of credit, there will be a fall in the demand for goods
and services at home., A's exporting industries will
force their sales abroad. 'Imports from C will have risen
in price, snd with the decrcase in A's purchasing power,
their sales will fall off. Ultimately, as has been men-
tioned, payments on other than capital account will be

great enough to balance the proceeds of the loan.

.—-—-—.——-——_—-—-—-————-.—.—.—-_——-—-——
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there are not two, but many countries, all trading with
each other, make any essential difference in the way
capital movements are balanced? Observations seem to
indicate that the necessary changes are brought about in
essentially the same way, but with many variations in
detail. The best example of such world wide ad justment
that can be found to illustrate this point, i1s the case

' ) 13.
of British loans to Canada in the years 1900-1214.

During the period of these loans, prices roae
in Canada, particularly those of home market and export
goods,.just as outlined above. But, unlike in the theor=-
etical case above, most of Canada's imports came, not
from Britain, but from the United States. Indeed, during

a1l this period, Canada actually had a neavorable™ balance

e r—

‘For a full treatment of this see Viner. op.cit,
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of trade with Great Britain. How, then, were Canada’s
increased claims on Britain balanced or taken care of?

Why did British imports from Canada not fgll off as
according to the supposition above? It has been said

that prices in Canada rose., In general, this was true,
and certain Canadian exports did fall off in consequence,
But the falling off in these exports was more than balan-
ced by a great increase in the export of other commodities,
an increase which in g#ery case can be explained by the
discovery or development of 1ow.cost resources, Or cheaper
methods of production. These factors prevented costs of
production of these other commodities from keeping pace

with the general upward price trend occurring in Canada.lé'

That still leaves the gquestion as to the manner
in which Canada's claims on Britain were taken care of,
to be answered. Higher prices in Canada led to an increase

of imports, as the theory indicated. These imports were

mostly from the United States. 1In payment for these imports

the Canadian banks turned over their claims on Britain %o
the American Danks., It was largely in this manner that
Canada realized on the loans. But that still did not
settle the claims on Britain transferred to America. Like
Canada, the United States also had anbexcess of exports to,

over imports from, Great Britain., Some of the c¢laims were

R ————
e cstoe——
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~ For figures for this see Viner, op;cit. pP.261-274,



used, as Canada herself had used some of them, to pay
interest charges on previous investments, £0 pay for car-
riage of goods in British shipping, to pay British
commissions, and so on., But t0 finally settle these
cléims, a further triangulsr adjustment was necessary.
America‘made large purchases from tropical countries.
These countries in turn were heavy purchasers of manu-
factured goods from Britain. So America transferred her
clgims on Britain to them and they used them to settle
their indebtedness to Great Britain.

One other guestion might be asked, in view of
the theoretical case, did prices fall in Britain? As
this occurred during a time of rising prices, the world
over, they did not, but, they did not rise as fast as
prices in Canada, United States, or the other countries
undergoing rapid economic development at that time.

Relatively speaking, there was a fall in British prices.

s mm bt mma mmem W eann - Gon - v wens — o - d— o — oo—— oo
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assumed in the theoretical example given, that both
countries were on the gold standard. As, at present, that
standard is only in opération in a very few countries,
and even these countries may not continue on it for long,
it is highly important that all differences caused by its
abandonment be fully discussed. |

Return to the theoretical case previously set

forth, but with the assumption that both countries are
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now off the gold standard. The most important dif-
ference is that there will be no automatic limit to
the fall in the rates paid for drafts on A. There
will be no gold movements., HFurther, the knowledge
that the exchanges may move widely will lessen the
chances of buying these surplus drafts, for there can
be no guarantee that exchange rates will return, to their
61& level., It may even happen, that, for a time, spec~-
ulation will cause the exchanges to shift more rapidly
than they otherwise would., While eventually speculation
and the other forces called into play will tend to stab-
ilize the rates of exchange, at first these rates may
fluctuate over a wide fange.

What further differences will this cause?
Before proceeding, still another assumption must be made,.
namely, that both countries are following a fairly
stable monetary policy, that is, they are not actively
pursuing either inflationary or. deflationary policies.
This being the case, thefe will be the same increase of
crédit in C with the same effects as previously. However,
there will be less likelihood of a contraction of credit
in A, for there will not be the same drain on its currency
reserves, and these will not, in any case, be considered
as so important, However, if there is much of a fall
in the exchange rates, the banks may tighten credit there,
as pefore.

There is this big difference between this and

the earlier example. In addition to the effects of price




changes withintthe couniry on exports and imporis,

trade and other transcctions will also be affected

by changes in the exchange rate. Because of C's
excessive supply of c¢laims on A, exchange rates will
move against A. As a result, exporters in A, shipping
to C, will receive more in return for their goods, sinece
with each unit of C's currency they can purchase more

of their own. They can thus lower their prices, and
still mak@#the same profit, thereby iﬁcfeasing their
total sales. On the other hand, C's exporters receive less
than previously for their claims on A and if the fall in
rates is severe enough, will have to raise their prices
in A's terms of currency, cutting down their sales there.
C becoues a good eeuntry to sell to, and a poor one to
buy in. Imports are stimulated and exports are checked. -
The effect is to increase C's adverse balance of trade
and thus use up the surplus of that country's claims éﬁ
A, restoring equiiibrium Just as in the case of the

gold standard countries.

There is a distinection, however, between the
eguilibrium reached in the two cases. With the gold
standsrd countries, exchange rates will return to par.
With the paper standard countries, equilibrium will likely
be established at a rate somewhat different than the old
one. There will be a new parity of exchange. This new
parity of exchange at which payments will balance is the
. purchasing power parity of economic theory.

All of the above is based on the assumption that

the countyries involved were pursuing a stable monetary
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policy. When such is not the case, further modifications
of theory are again necsessary. Still using the same
illustration, suppose that C is following an inflationary
policy. The necessary adjustments will come very quickly.
The credits granted by the banks following the loan will
in turn be followed by further credits based on the increased
foreign assets of the banks, Prices in C will rise more
guickly and the changes in commodity trade, tourist traffic,
, and so on, will occur that much sooner. If the inflation
is rapid enough there may be a sufficient outflow of short
term capital to balance the inflow due to the loan, Spec-
ulators will buy drafts on A with every fall in exchange
rates, for they will expect the rates to ultimately move
against ¢ as the effects of the inflation are fully felt.

On the other hand, a strict credit policy on
the part of C will hinder the necessary read justments,
However, 'a country which 1s pursuing such a policy, does
not usually encourage borrowing so this rarely happens.

A tight credit poliey, in 4, however, will be
of great aid in bringing about the necessary adjustments,
while an inflationary policy pursued there may make adjust-
nents exceedingly difficalt. This is equally true for
countries on or off the gold standard. In gold standard
countries, lack of sensitiveness of the credit structure
to gold movements takes the place of inflationary tenden-
cies in thé paper standard countries. The‘faot that a

tight credit policy in the lending country aids readjust-
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ment was well learnt by the Bank of England, after some
bitter experiences in the nineteenth century. As long
as England remained on the gold standard, when through
excessive lending, or other wise, the exchanges moved
against England, bank rate was raised and steps taken to
see that other rates rose as well, so that credit was
restricted, for it was found that delay only made the
adjuétments harder.

In case these statements should not seem to
£it in with actual instances, it should be stressed
that what has been outlined are the immediate effects
of new or increasing loans only.

Capital Movements and barriers to Irade. One
further assumpbtion originally made, has not yet been dealt
with, namely, the assumption that the impediment, natural
or artificial, on trade, remained constant. If additional
impediments to trade are raised by A without any retal-
iation by G, the‘adjustments will be made easier, but

if C raises any further impediments to trade, the reverse
is the case, for the flow of goods into C will be checked
and there will not Dbe as great an adverse trade balance

to eover C's additional claims on A. A general ralising

of barriers will also serve to’hinder ad justment. True,
G's exports to A will De checked as well as its imports
from A. Bﬁt, as ifs imports frbm A will be the larger

of the two items, they will decline most in absolute

volume. A ten per cent excess of imports into C, on &

large volume of trade, may be sufficient to use up the
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surplus claims on A, but on a small volume of trade o
a much greater percentage will Dbe needed.

Mention of a general raising of barriers to
trade brings to mind a further gquestion. What effects
have different conditions of trade at the time when the
loan is made, on the ease of adjustment? The illustra=-
tion used really implies that business éonditions in C
were at least normal. But suppose now that conditions
in ¢ are bad and that the loan is made to enable it to
balance its-bﬁdget, not for any programs of expansion.
‘Phere will not likely be much increase of credit. Hven
supbosing there is some increase in_credit, there will
not be the same rise in prices in the homne industries.
The assumption df hard times presupposes unemployed labor,
idle plant and equipment, and soO forth which can be
called into use without any great rise in costs. Export-
ers will continue to push their sales abroad déspite the
increase in price, if any, and despite exchange rates
unfavorable to them. For there will be no other line
of activity into which any of the agents of production
so used can be turned. There will not be the increased
purchasing power to pay for imports from A, that there
was in the previous illustration., iost important of all,
any increase in competition from A will cause a great
demand for, and a likely increase in, protective tariffs.
By such tariffs, the increaséd flow of imports which

normally would come into ¢ will be checked.
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If times are bad enoﬁgh and restrictions
severe enough exceedingly drastic changes may be nec=-
essary to bring about adjustment. The gold standard
may break down, or exchange rates may vary to a striking
degree, or defaults of payment may ensue. But this
can be better explained after discussing the long term

effects of foreign lending.

(2) The Long Time Bffects of Foreign Lending

In general, it may be assumed that the balance
of payments will zdjust itself to fresh or nsw loans
as previously illustrated. Fayments between A and C
will be ablanced so as to provide for C's excess claims
on A, due to the loan., Suppose now thaﬁ further loans
are extended to ¢ of the same volume as formerly. Zach
year the interest paymenté from ¢ to A will increase,.
Phat is, there will he an incresse in A's claims on C.
But the balance of payments has already veen adjusted to
the excess of C's claims on A, caused by the loans.
Therefore furthér ad justment, this time in the Treverse
direction, will be necessary. The situation will be
exactly the ssme as if C were lending to A. If A con-
tinues to invest in ¢, these adjustments due to G's
incressed interest payments will be Very gradual, and
changes in the other bayments will only have to come

very slowly with a minimum of dislocatlon. But, unless
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A continually incresses its rate of investment in ¢, such
changes must come. Eventually, =g the interest payments
due to A inérease, they will surpass the ifresh amounts
invested by A. By the time this happens, A will have be=-
come an imporiter on balance, and C an exporter. The method
by @hich this happens will be exactly the same as in the
original case, except that the changes will be spread out
over a 10ﬁger period, and smaller shifts in éxchange rates
or price structure will be sufficient to bﬁiﬂg them about.

Now Supyose that A suddenly ceases to invest in C.
Interest payments from C to Aucontinnea The wnsequent
adjustmentsfneeessary may evidently be quite large. The
situéﬁion Willvbe ezaeﬁly the same as originally set forth,
but with C and A in revefse positions. But, adjustment will
in all probability be considerably harder. Why?

’When business conditions are bad in C, A would
not so likely eztend’any new or increasing loans., An ine
creased volume of investment practically élways occurs with
good times aﬁd prospefity. But, bad business and trade
ccndifions in A would likely lead to a cessation of loans
from that country. And, és indicated, a sudden cessation
has Jjust the same effects as a loan from C to A, Practically
a1l actual cases of difficult adjustéent and extreme

dislocation have occurred under such circumstances.
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The reasons for these difficulties have been indicated
on page 96. These difficulties may De made still worse,
It has been stated that inflation in the lending country
mekes adjustments harder, In times of depression, C
may find it necessary, due to financiel difficulties,
to print paper currency, thus covering inflation. ZFYrices
in ¢ will rise, at least relatively to other prices,
instead of falling. Again, prices in A will not necessar-
ily rise--in any case there will not be any automatic
adjustment. For example, from 1929 until the devaluation
of the dollar, prices fell faster in the United States
(in the position of A in the illustration) than in most
of the countries which were in the position of C.

Extreme difficulties of ad justment have led,
in many countries, to exchange control or default, that
is, a wiping out of A's alaims on C by the action of the
government in C. ;Ohe method of exchange control adopted
has bpeen that of payment in blocked gocounts. A's
surplus claims oh ¢ are settled by the payment of C's
bonds to the elaimants, that is, these claikants are given
new claims on (G, payable only in that country. These
claims are thus available to settle any debts of 4 in
G or can be used in payment for anything purchased there,
but cannot themselves be tpansferred into A. In other
words, the payments are balanced by means of what amounts

to a forced loan from A to C.
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Aven without exchange control, and despite
restrictions on trade, restrictions on gold movements,
restrictions on the movement of exchange Trates (pegging
of exchange rates) and rigidity of price structure,
payments have 1in actual practice been balanced in a -
way that admirably proves the soundness of the theory
given above. Iwo instances of this will suffice, and
will serve to close this section.

(1) Starting with 1929, the volume of Americain
foreign investment which had been steadily increasing,
suddenly declined and eventually fell away entirely.
This left a large surplus of Americen claims on foreign
nations for interest receivabdle. Rollowing the stock
market crssh there was a periocd of very rspid deflation
in America. The decrease in the credit extended to other
nations was insignificant compared to the writing off
in values which occurred. Figures are given in the next
section, page /) , showing the falling off in America's
national income. This fall between 1929 and 1932 was ab
least ten times the foreign credits extended by America
in her most prosperous years. In conseguence, prices
did not rise in America, even relatively to those in the
debtor nations. There were no changes in pTice structure
to aid necessary adjistments in the balance of psayments.
Further, any decrease in Americsn exports due to higher
foreign tarifis was moTre than balanced by the increases

in the American tariff under the Hawley-Smoot bill.
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How was the adjustment brought about? The
following were the four principal ways. (a) Short term
capital movements. The years 1930, 1931, and 1932 wit-
nessed large withdrawals of short term capital from the
United States%' During her period of prosperity most
nations had built uwp Ddalances in that country which could
now be rezlized on. (D) Most of the countries whose
credits from America were stopped, either were already
off, or soon were forced off the gold standard. Just
as in the theoretical example these currencies depreciated
rapidly and rates for bills on America rose sharply, while
Americsn claims on them depreciated correspondingly.

This movement of the exchanges stimulated exports to,
and hindered exports from, the United Stetes, despite
the operstion of the tariffs., That is why in certain

. . 2
American magaszines,

* there were complsints about countries
with depreciated currencies flooding the American marked
with their goods. (¢} Changes occurred in the invisible
items of trade. The loss of interest due to debt defaults
might be included heré. (d) With the devaluation of the
dollar rapid deflation cessed, and instead, in many cases,

prices rose until they were out of line with world

prices. Tor example, American wheat and cotton prices

—— e

s e e
—— — —

League of Nations Statistical Year Book, 1933-1934. p.l196.

L.

2
For example, The Saturday Zvening Fost.




- 101 =

as compared to the Wofld prices. The results have been g
large falling off in American exports.

The other case to be cited, is that of Germany.
It is true that that country has now undertaken rigid exch-
ange control. DBut, how she managed to avoid such measures
as long as she did in view of the magnitude of the adjust-
ment necessary, is amazing. Despite restriections on
trade, there was a shift in the trade balance in close

correlation with the changes in capital movements.

TABLE IX

a T CATTINAT, TR 1
7SRMANW CAYITAL MCVEMENTS (1)

AND THE BALAWCE CF TRADE

(IN MILLIOWS OF R. M.)

Year Gapital‘Movements(z) Balance of Trade(z)
19028 + 2247 ~3323
1929 : + 1462 =361
1980 -656 » 988

The outflow of capital in 1930 was due to the
withdrawal of short term funds from Germany. While the

favorable balance of trade was largely achieved by a

(1) League of Nations Statistical Year BooOk, 1933-1034.

pp. 187 & 196,

(2) +denotes an inflow of capital, -~ an outflow,

(3) +denotes anfavorable balance of trade, - an unfavorable
one.
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curtailment of imports, exports did increase nearly

2,000,000,000 R.M. between 1928 and 1929,

Prom the whole of this section, it can be
concluded that there is a very close connection
between movements of ceapital, trade movements, fluc-
tuations in exchange rates, price changes and tariff
barriers, and that since capital movements affect all
the others, they plsy a prominent part in determining
economic conditions. The present day situation must

thus be studied in the light of this conclusion.
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W

VI THE PRESENT SITUATION AND THE FUTURE

OF INTERNATIONAL CAPITAL MOVEHMENTS

The final stage has been reached. Capital
movements have bheen discussed historically and theoret-
leally. Particular attention has been paid to their
part in the background of the present economic distress.
What the effects of capital movements have been, what
the y should normally be, and the factors which checked
or furthered such movements, or modified their effects,
all these have been covered.

But, everything already described, while nec-
essary, 1s really preliminary teo the main question. What
are the present effects of international capital movements
(or rather the absence of such movements) and world econo-
miec recovery?

The background of the present situation, until
1930, has alrezdy been dealt with. To summarizevit briefly:
The nations who, before the War had made large foreign
investments, were, after the War, both less able and less
willing to invest abroad than formerly. Germany, insbtead
of investing abroad, had absorbed large amounts of foreign
capital. Nevertheless, capital movements, while by ao
means approaching the volume of Pre-War days, had been
resumed on a considerable scale. TFrance, ané more parbtic-
nlarly Britain, had not altogeﬁher ceased to lend, while

capital was forthcoming from smaller countries, such as



Holland. More imporbtant, for a brief period, the United
States loaned readily to0 many countries. From 1924 o
1928, and again in 1930, foreign loans floated there ran
to over a billion dollars per year. Bubt inherent in the
situation lay the germs of a great collapse. The United
States would not increase her imports of foreign goods,
in fact, she added to her creditor position by pushing the
sale of her exports abroad. High tariffs and other restri-
~ctions elsewhere, largely raised to protect industries
created in the stress of wartime, and kept high by world
insecurity and Nationalism further restricted %he movenent
of goods rrom the debtor nations. The gonsequence was an
ever-growing international indebtedness. High prices and
further loans, bringing with them a sense of comparative
security obscured the true situation for a time. Buf, it
was inevitable that unless some means of paying the creditor
nations were found, the burden of ever-increasing indebt-
edness must become top-heavy and a crash ensuee.

Such a crash has occurred. The immediate cause
was the collapse of stock market values in the United States
which oceurred in the latter part of 1929 and early in 1930

 This collapse inaugurated a period of deflation in that
country, and began a period of falling world prices. This
increased pressure alone would no doubt have made the
debt sbructure impossibly heavy in many countries.

Most of the debtor nations are primarily pro-
ducers of raw materials and food stuffs. Even the more

highly developed ones, such as Canada, depend largely on
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the sale of primary products abroad. Prices of these
products fell far more rapidly than those for manu-
factured goods. In consequence, most debbtor countries
saw a diminution in their favorable balance of trade,
~which balance was necessary Lo cover interest and other
service charges. In theilr efforts to remedy this by
restricting imports, they further reduced the exports
of some other country, adding fuel to the fire. Thie
restrietion on imports did serve to ecut down the huge
sums due to America on account of her export surplus, bub
as it only served to intensify her desire to be self-
sufficient, nothing was done to relieve the existing
burden of indebtedness. Further, hard times in America
meant a reduction in the vast sums spent by American
bourists abroad. France, for example, suffereld very
greatly on this account.

But, b0 make the situation worse, with all this
was an abrupb fall in the volume of new loans. Some
countries, such as Canada, were fortunate enough to have
built up large foreign assets to draw on and help %o
tide them over during the necessary period of readjust-
nent.> Besides this, Canada has been one of the few

nations still abie to borrow, even if on a reduced scalee.

Se
Between Qctober 1930 and July 1932, the foreign assets
of the (enadian banks fell from $563,000,000 %o

$379,000,000. Innis and Plumptre.op.cit. pe25L.



- 106 -

#hile in 1928 Canadian issuss formed but f£ifteen per
cent of those floated in the United 3tates, and in 1930,
335 per cenb, in 1932 and 1933 they formed over 90 per
cents In addition, Canada has been able to float several
large loans in London. Even though most of these have
been conversion loéns, they have aided in preserving
financial stabilitys

ifany other countries have not been so fortunate,
for example, those in South America. When, in addition
to a deficit in %their international payments casused by
falling world prices, they had a further deficit to face
due to the sudden cessation of loans, many were left with
no alternative but straight default, or exchange conbrol
of some sort, with a freezing of foreign assets. Coun-
tries, such as Germany, which were not quite so'depen&ent
on the price of one or two primary products, also became
involved, for with tariffs everywnere, there was no way
in which they could sufficiently increase their exports
to make up the d&ifference in payments caused by the ces-
sation of loans.

Some indication of the decrease in foreign invest-

ment in the last few years is given in the following table.
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TABLE XI

FOREIGN TOANS FLOATED IN LEADING CREDITOR CCUNTRIES (1)

1928-1985

~ I TT T T Y WA T A 7T ART 1 T 2 ¢
(I wILLIONS OF WATIONAL CURRENCY UNLT)( )

Country Loans Floated there Currency Unit
(Parity with 9,
December 1993)

1928 925 T930 1831 1932 19548
Frest Britain‘a) :
F‘Ol“ei'grl-.---oe’ 42&5 2602 55.’7 90].. 0-5 504:
Dominions and Lz $5.11
GOanieS-oo'o 6302 6].00 Hle.4 58-5 25‘5 8902«
United States..l319. 758 L1009 2354 26 1.604) L ..,
France
EOTeigﬂco'.otooeoooo- 5].)? 2650 4:1.6.1. 1.558 ]_4.07 Fj:‘. = ?a .06
Gplornialeecsooce T2 414 1343 2493 2252 2748 #
Netherlands tulderd o @
FOreigheseeess 242. 206 241 52 25 cevee., COLGOTE §.63-
Colonialcﬁi.ﬂ.ﬁbo0.0..D..O..O‘."ﬂ‘ﬂ.'o'..' loé ‘..'... :

Switzerland 9L 110 305 105 145 eaeeees OMeITe= §.30

To complete the pieture, the following list
is the sum tobtal of all goverament loans floated in forelgn
countries from Januwary bo mid-summer 1954a(5)
London--&16,647,000. HNew 3. Walses Conversion Loan
£10,000,000. Canadian government
£ 2,000,000. Palestine
Crecho Slovakiawwd,000,000 gold serillings. Anstria (Czeci
Slovakia'8 share of the Inbternational loan o Austria
arrange&»in l955)m
USSRe»8,000,000 gold roubleéAETedit to Turkey for purchases

in the‘U’S'sfgf (See p.l08 for footnobes.)
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CAUSES OF THE CESSATICON OF FOREIGN INVESTHENT

These causes fall under two distinet headingse.

(L) Those which have led to a falling off in all invest-
ment, home as well as foreign, and (2) those whicen have
specifically affected foreign investment.

Before proceeding, it should be stressed that
all that follows should be read in the light of what hadé
previously been saild. Capital movements cannob be viewed
apart from the fundamental disequilibrium in international

-

payments, brought about by the financial anéd economic
changes wnich occurred during these times, that is, during
the war and after it. When discussing these causes, it
must be remembered that there already existed a heavy and
growing burden 0f international indebbteduness, and that

the national policies adopted in the various countries

zave little promise of relief.

(L) Causes for the deerease in all investments.

(a) The fall in national income. This falling off in the

volume of national income occurred in every country and
formed part of the process of world wide deflation. In
1921 there had been reaction from the high prices of the
War period, but following thalt year the process of defla-
tion was halted. In Britain, deflation began again with
her return to the gold standard in 1925 and from bthen on

prices slowly fell in many countries. But, in manv other
Z c} 9 o
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countries, notably those of North and South America,
prices remalined high. The United 3tates was riding on
the crest of a boom, the effects of which spread o
Canada and elsewhere. Loans from the United States to
Canada andflatin America were the basis for expanding
credit in ﬁﬁose countries. It was only after 1929 that
deflation became world wide. The index numbers of Can-
adian prices illustrate this. The price of her export

and import goods (being set in the world market) may be

taken as roughly indicative of the general level of world

prices.
TABLE XIT
CANADIAN PRICE INDICES 1923-1931 (1)
Year Retall Prices Wholesale Prices Export and Import
' Prices
1923 100 98 10l.1
1928 100 100 100.0
1929 99.9 95.6 93.2
1931 89.6 72¢% 68.0

Just as the boom was most spectacular in Amerieca,

sp was the deflation. The United States national incone

dropped at a great rate, from $81,040,000,000 in 1929 %o

(L}
Canada Year Book, l932. pp.683,689,700.
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$43,952,000,000 in 1952.(2) It has been estimated that
Canada's national income dropped from $6,000,000,000

to $3,000,000,000 from 1929 %o 1955.(3) In direct con-
sequence the proportion of debt changes to national in-
come skyrocketed.(é) Is there any wonder that, aside from
any panic or uncertaianty, there has been a falling off in
investment?

(b) The fall in company profits. Deflation brought a

pefiod of great 1lndustrial uncertainty. No one desires

to add to stocks in a time of falling prices, but rather

all try to recalize on then, thus forecing prices even lower.

Wherever possible a hand to mouth buying policy is adopted.
As a result forecasts as’to necessary production become

practically impossible. The practical collapse of wori&

trade and growing politieal dangers in many countriecs added
to the industrial uncertainty, and to the fear of making any
long term commitments. Bub while production can be cur-
tailed, overhead costs are relatively rigid. Interest rates,
and fixed charges of all sorts are not easily reduced.

dhere labour is stroﬁg and well organized even wages may

be too rigide As a result, practically every country wit-

nessed a falling off in company profits. There have been

(2) : _
- . World Zeconomic Survey l933-1934. p.283. Figures for
1930 and 1931 are 371,000,000,000 and $63,000,000,000, illus-
trating the progressive drop.
(3)
.Innis and Plumptre. Oop.cit. p.Ll81L
(4)

193%--U.S. internal debt =107% of National Wealth.

1929--U.8. internal debt = 55% of National Wealth. ib.p.234
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dings (where that is possible) or in countries where the

banks are strong, to build up idle baak deposits. On bor
bf all this, financial difficulties in most countries
have caused lncreased issues of home goverament securities.
As goverament bonds always offer the greatest security of
any type of investment, they have been taken up first,
leaving less availlable for any other type of investmente.
The following table amply illustrates the falling off in

all investment save in home government securities.

TABLE XITI

1)

PUBLIC ISSUES OF LONG TERM SECURITIES 1929-1955-(

(MILLIONS OMIDTED)

Countrey Year :
‘ currency
1229 1930 1931 1932 1933 TUnit
United 3tates 10,183 7,023 3,110 1,192 716 bollars
Brivain 285H.2 ? 102.1 188.9 244 .8
Issues obher : Pounds
than for public ‘ IR
authorities. 209.8 ? 59.1 62.4 6465 R
France Rz,176 30,494 28,638 26,780 ..25,957
Issues other Franes

than for public
authorities. 18,300 25,402 20,393 12,233 9,445

A further table follows, showing the growth of
investment in home government bonds at the expense of

other types of investmente.

(1)
ibe p02860
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TABLE XIV

R RS

RELATTONSHIP BETWEEN GOVERNMENT LOANS AND

ATL TONG TERM PUBLIC ISSUES

(PICURES 3I0W PERCENTAGE OF GOVERWMENT ISSUES TO TOTAL ISSUES)

Country Year

— 1920 T 1953
Netherlands 12 97
Spain -V s
Great Britaln 26 74
Belgium 8' 70
Germany 15 66
France ‘ 17 64
Switzerland 5 60

In thevface of this evidence that investors
placed littlg confidence in anything save the security
of their own government, and that national incomes fell
rapldly, the lack of any investment in foreign securities
is not surprising.

IN FOREIGH A5 COHPARE

sl

SPECIFIC REASONS FOR THE DECREASI

[

TO HOME INVESTMENT

There were forces operabing which hindered for-
elgn, as distinct from, home investment. In the years
since 1929, there have been no less than four such causes,

of major importance, at work. 4And, at that, no separate
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sceount is taken of war scares and political troubles,
wiich directly, as well as by their repercussions,

serve Lo check international Qapital movements. The four
najor causes for the cessation oi foreign investment were:
(a) Pinancial difficulties in many debtor countries.

(b) fpansfer ALfficulties due to the decline in Internationdl
rTyade. (c) National Zconomic Policies. (&) Currency instab-
ility. '

ach of these should be dealt with separately.

I

When this is done, some estimate can then be made as %o
the preseﬂt strength of these obstacles to renewed invest-
ment, and as to whether they can be eliminated. From these
it should be possible to work back through the other causes
and ultimately to find some clue as to whether capital

movements can be restored.

(a) Financial difficulties in the debtor nations.

| The depression meant falling government revenue
in most connbries. But, there was no corresponding fall
in government expenditu:es. The qguestion of how long
“governments could go on increasing their services with-
out increasing thelr sources of révenue, was one That would
have arisen sooner or later;'in any case. Inabillity %o
balance budgets by external borrowing and demands for
relief and relief works, coupled with falling revenues,
made it of much greater importance. Most of the debtor
nations in South America werc especially affected since

they depended very largely upon customs duties for thelr
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In the wesker countries, the fall in world
trade has meant exchange control or defgult. And both

act strongly to discourage any further investment.

(¢) National dconomic Policies.

It was shown in the introduction how the ides
of national self-sufficiency, and any policy construed
in that light worked towards redusing foreign invest-
ment., The revival of, and strengthening of, this ideal
of self-sufficiency in the last half dozen years in
itself partly explains the falling off in foreign invest-
ments. But, guite aside from this effect on the minds
and viewpoints of people, national economic policies
restrict capital movements in a more definite way.

The big indictment agalnst all national econ-
omic policies is that they tend to make prices rigid.
Actually, attempts to stabilize prices have not been
successful, and schemes based on such attempts have all
ended in failure. The "wheat agreements"” were but one
in a long line of such fiaggqes. But, by various restric-
tive messures, the sutomnatic responsiveness of prices
to changed conditions has been destroyed. For example,
trade restrictions which protect home industries against
foreign competition hnave this effect. Vested interests
are built up, which nraturally resist change.

ﬂnless the world is to beccme totally stagnant,
there must be change. It is granted that the hardships

of such change should, if possible, be modified by making

!
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it as gradual as possible. But present nstional economic
policies have the reverse effect. They stave off all
change as long as possible, with the result that when
it does come, the effects are far more violent than
they would originally have been. Change, except as delib-
erately planned, might be held off indefinitely only if
a nation could live completely unto itself--though that
presupposes mach grester intelligence than most leaders
have hitherto shown., But, as yet, no nation has reached
that stage. So long as there is international trade, or
international movements of capital, changes in one country
will have repercussions elsewhere. An international
movement of capital brianging in its train the adjustments
previously described, plays havoc with the best laid
schemes, Is it any wonder that attempts have been made
to restrict such movement?

Aside from all conscious hindrances to inter-
.national capital movements, rigidity in price structures,
barriers to trade, pegged exchange rates, and the like,
do make adjustment of the balance of payments so difficult
as to effectively check the movement of capital on any

scale.

(d) Gurrency Instsbility

Currency instability brought a new element
of risk into foreign investment. It meant that there
was a possibility of change in the relative value of

two currencies so great as to wipe out all gain on cap-
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ital invested by one country in the other, In view of
general conditions in the world since 1929, the last

thing the ordinary investor was looking for, was increased
risk. In practically all countries quotations on foreign
bonds dropped away down in reflection of this risk, as

well as of the risk of defagult.

That ends the account of the causes for the
decline in international capital movements., From all
that has been said, it seems evident that these csauses
are also the causes of the general economic depression.
Political uncertainty, business uncertainty, the fall
‘in the natiomal income of most countries, financial
difficulties caused by the strain of proportionally
increased debt charges, e# uneconomic attempts at self-
sufficiency, the decline in foreign trade, extreme
’fluotuations in exchange rates, all are causes for both
the decline in international capital movements and the
economic depression.

But, to the list of causes for the economic
depression must be added one other factor of importance.
Phat factor is the decline in capital movements. HoOW
this abrupt decline through its effects on the balance
of payments contributed to the bringing about of higher
tariffs, and made defaults necessary, need not be ex-~

plained again. Aside, however, from the evil effects
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due to the abruptness of the decline in investment,
there are other ways in which the absence of international
capital movements has been felt.

Por many countries, the financing of necessary
purchases of foreign articles has become difficult.
There have been many times when judicious lending would
have been many times more effectively led directly to a
flow of goods. Slackuness in the staple lines of pro-
duetion of the industrisl countries is closely connected
with the falling off in their exports which in turn is
¢losly related to the decline in foreign investment.

Wise lending might have helped some of the
debtor countries in their financial straights and pre-
vented total default on their obligations. The results
accompiished by Australia with the aid of the British
investors, are an illustration of the type of thing that
can be accomplished by wise foreign investment. Again,
inability to obtain foreign funds at critical moments
has added to the violence of fluctuations in exchange
rates. PRinally, wide divergences in interest rates
between the various countries show that there are still
many countries which would venefit economically from an
inflow of foreign capital.

In short, while a restoration of economic
prosperity to the world would probadly automatically
lesd to a resumption of capital movements, it &s also

true that any resumption of the international movement
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of capital will me=n that a zreat forwerd step has been

taken along the road t0 recovery.

The procedure adopted here will be to go
through the csuses for the falliﬁg off in foreign invest-
ment, one by one, and endesvour to £ind out if thsey are
s511l operative, and if so, what their present strength
is snd whether it is inereasing or decreasing. From
this it should be wpossible to determine whether the
ahaos oFf the depression has done anything to reduce the
worlds bvurden of ianternational iﬁﬁé@ﬁ%ﬁﬁ@S%a To the
oxtent that that has been the worid gon set out agaln
to build upon a new, more stable equilibrium,

Possibilities of & genersl incresse in investwment.

In most countries, the long period of deila-
tion has censed and prices have started to rise againe.
mhe first check to world wide deflation came with
Britain's sbendonment of the gzold standard in Septomber
1971, With no necessity to restrict credlt t0 protect

its banking reserves bthat couniry wane free to follow a

%

more Libersl credit poligy. The external value of the
pound wos allowed to drift lower, Hany countries

followed Britain off the gold stsnd rd, and they too



b@eamgnféeefta pursue easler ereéiﬁ,éalieiesa But the
real end 0 world deflation came with @ha'ﬁevaluatian of
the American dollar, in 1933. This devaluation of the
American Gollar has resulted in a eonsiderable lowering
of most counbries' sexbernal debbs American exchange
rates are no longer so decidedly against thenm, éﬂﬁ they
can purchase thelr necessary clalms on Ameriea with lese
of their own currencys lany have heen able to depreclate
the inbernal value of their currency without fear of ad-
ding to their external debt burden. This has heém done,
in some cases by the‘laweriag of the minimunm éarraneyi
raaéfva» In Canada this has resulbed in %ﬁe'@riﬁtiﬂg
of over $50,000,000 in additional notes withoub any evil
offsctss Prices have risen and nablonal income has
been raised. On the whole, this process has been slow,
and has not yet proceeded very far, bub the reversal of

the downward bvendency in itself is of great moment,
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FARM PURCHASING POWER IN CANADA 19311984 (3) &

(InDEX WUNBERS BASIS 1926-100)

Year  lst Ouarber 2nd Quarter Srd ou

1951 75489 71493
1932 6040 60.43
1933 57412 59.45
193¢ 64.64 65027

These figures lllusbrabe the ﬁf@ svess balng
nade in one of many quariterss

Along with the vise in nabional income, or ab
Least %he shop in its fall, has come 2 bendeney towards
inereasing company profits iﬁ many gouabries. Thig tenden-
¢y hag been most sbriking in the case of Great gritaln.‘ )
Ha@evgr, many obther countries have wiPnessed a simlilar
nappeninge Dividend payments in Gaﬁa&a’W$ra;$l9@,G$9,éll
in 19854 as compared with $141,327,826 in 1933, and
$162,787, @@% in lgag, 2) Even in the few counfries still

. TL) The following fipures Show THG LNG 6086 0P G6Grease
j &

{in %) of campany prafitg over the same guarber of the
previous year, 19539 2nd. quarber +3.85%; Bzd. q&afb6f~m5 5%
4th quarber#30.5%;1954; lst q&a?ﬁar<§lﬁ 8%. 2nd quarter.18.2%
%a?la Teonomic Saurvey, 1938-1934. p.291

g

(3)

- Manitoba Free Press. October 15, 1954.

Maniteba Free Press. December 31, 1984,
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have gone 2 conslderable way Gowaris sealing doun thelr
debt burdens, externsl and internals The Canadian con-
version loans in isﬁéaﬂ, and ab hamé, during the past
few years, illustrabe this. Jlany millions in inberest

changes have been thus savéd. For many ceuntries, depre-

Yoo
2

ciation, firsh of the pound, then of the dollar, has
meant a great lessening of the burden of exbernal debie
Bven defaulbs héve this advantage, that Lthey make the
'ﬁaai@iaﬁ clear, and rsasonableness on both sides is dig-
“played and oo mueh ili-feeling lg not engendsred, may

evenbually, by leaving clean slates, allow further investe

‘pebupa of coafidenee in the dofaulbing couniriess However,

f::sfd

the bovil of over-indedliedness has been broken, and the
way is  open %o uliimate recoverys For instance, already

there are few people bub believe that the Vi ~%AQL end ol

~the var Debis, gehleved only by rvepudiabtisn, has been a

czrent be L@ in relieving sconomie tension and ficapncial straln.
The next gquestlon to be deald with, is that of

currency sbtabililys During the perisd following the Tirest

rapid downswing in world ecconomic eondiltlons, =zs mosh

gebbor nations bewan o have difficulty in balanceing thelr

international payments, theve was a sreat inerease lun the

=

E]

short bern indebbedness of these gounbries. Tlrass, they
pozlized on their own foreign assets, for example, the
lazeest withdrawals of foreign short term capisal from the

Ynited Stalbes oocurred &afzﬂw 1929 and 1930s Then asg con-
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remaining in the gold bloc is stlll uncerbalin, but 1%
‘geems safe b0 say that they 500 will eventually be
foreed %o abaﬂdon,%ha aold Staﬁﬁ&ﬁ@a When this hﬁppéna,
and @fa sent avents 1. 1&&1@&%@ that it may be fairly soon,
a gold standaré based on a new depreciated warl& value
of gold miﬂhﬁ well he fezgiblee

The abttitude of the United 3tates bLowards aay
scheme of sarxeney gtabilizakion is sﬁill'aneerﬁaiﬂ;
There are a number of radlcal men in the present congress, ?1??f
with 3ch@m@s for shronz inflaticn. Haould thelr views ’
prevall, there is not much chance for currency stabilization
as far as the dollar is concerned. However, &ire@thy
opposed to thelr ideas, are the views of more and more
noderate thihﬁimg people in that country. The f@lla%iﬂg
s bub one oxample.® The Report of the Coumission of
Inguiry &ﬂ%% Iﬂﬁﬁfﬂ?&Lﬁﬂal R@lztﬁdﬁ“” a report Tavorably
reeeived by the press and aablic of the United ﬁtaﬁea,
agks for iaternatlomal stahziiza%;sn aarran@xem on g gold
a%aﬂ&arﬁvma&ifle& to meet presend conditions. (It night
also be ﬂat@&'that bhis fﬁgsrt regonmends the repeal of
the Johnson Act, aa& the virbtual cancellation of War Debis)

In brief, canii%;aﬁs for some degree of curroncy
stabilization are brighter than for some time, and in so far

as counbries have alvesdy sbabilized thelr exchangse wa%eﬁ

The Devalustion of the E@lra, iareh 1938
2. Manitoba Free Press, December 7, 1934,



with thove fow the pound, sugh stabllify has slvesdy been

&
£

senchods The wiolesome effech of this on lnbernational
teade Lz evidenbs 1% 45 equally brue that, by vemovisg

sy of the la

st plak eloments, it w;l&

greably aid ln any veswwption of @ﬁ%i@%i‘@@@&ﬂ% L9
Hext, thers iz the cusstinn of nabtionnl %@%ﬁ@%&@

pelicless Though 135%le hog us  yet been done, evidense

ia asownls %iﬁg $he world over that %ﬁ@ day pf balie?d in

18 an agent in rvestoring nebional prosperity,

Tarlffs have been litble redused, exsept
in small countries, such ay Hewloundland, bub, ia most
sounirios, they seen io %% ab, oy pash, %ﬁ@iy nGeke IR
fustpalin, in Ganade, in the United States, to name hub 2
few, ssatiment in fevor of mone y@%@%@igg in %&ﬁ*fﬁ ig

aainlng crounds %ﬁ,%%@fﬁ a seneral lowerving of bavifs

naprieys 1s nob ﬁﬂﬁ%@ﬁﬁi&gﬁﬁﬁ # varlety of trade agreements

?1%9 the Pranes-Ganadlian

are belog negobiated, for ex

trade sgrecment towards the end of 19%4. Hove than a few

igolated trade agrocnenis arve nocesgary, while attennts b

valunce aegounts velween individus)l nabions are, in genemral,

seonomieal iy bul where either lesd Yo any removal
pf barple =28 o trade, thoy sre jeyfopsing o useful 2orvices
Anybhing vhich makes the flow of goods Dbebween nabiong
sngler wlll corbalnly make Loy peatoration of sapibnl movee

ments un wvalls

Hovever, as long ss thewve is pslitical uncerbaluoty,

and danger of way, the astions will follow national voovnomisc






The table shows that
trade nhas ceased. But the table fails to bring out one
significant fact. The values given are in terms of gold.
But, during the period 1932-1934, most currencies declined
in relation %o gold. Therefore, stationary value of trade
in terms of gold meant an increase of trade in terms of
mbst currencies. And since inGebtedness is fixed in such
terms, it meant a lessening in the proportion of inter-
national indebtedness to total international payments. In
1934, Canada's trade increased, her imports by 29% and her
exports by 25%,5’ and the trade of most other countries

increased proportionally.

It is evident that the increasing vigor of the
forces which together worked o virtually aboladsh the
international movement 0f capital has been largely spent.
In some cases, the reverse tendency has been s0 strong

. . 4:
as t0 change the directlion of these forces. To guote:

" . . \
Ag-----the improvement-----continues, the way may be
opened again to a gradual renewal of international lending,
whnich would again promote trade, and facilitate agree-

ments with regard to outstanding financial commitiments.™

the deeline in international

s s
g

Se
Manitoba Free Press. December 31, 1934.

World Economie Survey, l933-1954. P+307.
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