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FOREWORD 

TIm Council of the Royal Institute of International Affairs believe 
that this a.ddition to the series of Study Group Reports will fill an 
important gap in the literature of international economics. It is an 
attempt, in the first ple.ce, to e.na.lyse objectively the conditions under 
which long-term oapital may move between countries and to consider 
oe.refully the speoie.l fe.otors in the world economy of to-day which 
tend to limit the extent to which such movements e.re possible or 
desirable. Secondly, the book contains a careful study of the post
war history of international investments which brings together facts 
and figures whioh e.re ine.ocessible to most students and business men. 

The Council is indebted to the following group of members of the 
Institute for the preparation of the Report: 

Mr. H. D. Henderson (Ohainnan). 
Mr. C. :to C. Bose.nquet. 
Mr. A. T. K. Grant. 
Mr. O. L. Lawrence. 
Mr. C. G. Vickers, V.C. 

In e.ocorde.nce with the usual pre.otice in the prepe.re.tion of Study 
Group publioe.tions, the Report we.s submitted, in d.ra.ft form, to a 
number of authorities in Great Britain and other oountries. These 
experts were invited to oomment llpon it and to criticize it from 
their various points of view, on the understanding that they would, 
by so doing, incur no responsibility for the final oontents of the book, 
and the Study Group reserved to itself the right to e.ocept or reject 
any proposed amendments. In this way, and by direct oonversation, 
much valuable help and criticism we.s received from a number of 
authorities, including the following: 

Professor J. W. Angell. Mr. A. Loveday. 
Dr. Herbert Feis. Mr. F. H. N'IXon, C.B. 
Professor N. F. He.ll. Professor J. F. Parkinson. 
Mr. H. V. Hodson. M. leonard Rist. 
Mr. Carl Iversen. Dr. Philippe Sohwob. 
Mr. J. M. Keynes, C.B. Mr. D. A. Skelton. 
Mr. Thomas W. Lamont. Prof_ Eugene Staley. 
Professor Henry Laufenburger. 

The Council wish to express their warm. appreciation of the 
generosity of these authorities in thus placing their knowledge and 
experience at the disposal of the Group. They desire, further, 
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especially to record their gratitude to Mr. R. K. C. Maguire, who has 
freely given his advice and assistance at every stage in the prepara
tion of the book. FinaJIy, both the Council and the members of 
the Group have to express their high appreciation "of the services of 
Mr. A. W. Snelling and Mr. J. F. Cahan, who have acted as Group 
Secretaries, and who have drafted the greater part of the Report. 

It should be understood by readers of this Report that the members 
who are responsible for its preparation, &lthough they do not neces
sarily subscribe as individu&ls to every statement in the book, put 
it forward as an expression of their gener&l views on the subject and 
as a useful contributi,.on to the study ofinternation&1 affairs. 

CHATHAM HOUSH, 
10 ST. JAHB/l'S SQUAD, 

LONDON, S.W.l. 

111 March, 1937. 

ASTOR, 
Ohatrman o/IM CouMil. 



BIBLIOGRAPHICAL NOTE 

DullING the preparation of this Report, the dra.fters consulted over .. 
hundred books and an equally large nnmber of newspapers and periodioeJs. 
To give .. oomplete list of theee without some indication of their importance 
would, we feel, be useless, and to write a short note about each would 
oocupy too much valuable Bpaoe. We have therefore compromieed. All 
Btetistioel and faotua.! sources and the most important works oonsulted 
in the writing of each eeotion of the book have been cited in full in foot
notes. The reader who wiahee further information on .. certain subject, 
therefore, has only to turn to the relevant seotion in the book and he will 
find there references to the books and papers which the drafters have 
found moat helpful. References to books include the name of the publisher 
as well as the pi&ce and date oC publication, 8() that they may be obtained 
with the le&at possible trouble. 
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CHAPTER I 

INTRODUCTION 

IN the economio development of the Viotorian Age international 
investment played what was widelyreoognized to be an essential part. 
International trade in general grew rapidly, and perhaps the most 
striking feature of this growth was the development of trade com
plementary and m,utually advantageous in oharaoter between'the 
old oountries of Europe and w~at used to be known as the New World. 
On the European side Great Britain took the leading part in this 
process, and the phenomenal expansion of British eoonomio life in the 
nineteenth century is to be attributed in no small degree to this faot. 
On the side ofthe New World, the United States was for a consider
able time the principal partioipant, though trade with South America 
and the self-governing Dominions became increasingly important as 
the century drew to its olose. . 

International investment was an essential condition of this increas
ing trade. The development of the new oountries required large 
capital expenditure on the building ofrailways, the sinkin~ of mines, 
the draining of marshes, the ereotion of towns; and the pace of the 
development would neoessariIy have been greatly retarded if these 
countries had had to depend upon their own resouroes for the savings 
and the capital equipment requisite for these purposes. International 
investment was, of course, not the only necessary condition. A large
soa.1e migration of population was equally essential. In the nine
teenth century, indeed, overseas investment, the migration of popula
tion, and the growth of international trade were linked together &8 

different aspeots of the prooess of the expansion of eoonomio inter
course between the Old World and the New. 

This intercourse was, as has already been suggested, highly bene
ficial to both parties to it. It made it possible for the peoples of the 
new countries to share to a degree which would otherwise have been 
impossible in the potential benefits of the series of meohanioa.1 inven
tions whioh W'ere adding immensely to the produotive powers of 
manufacturing industry. It enahled them, in other words, to share 
in the gains of the industrial revolution. It met a no less vital need 
of the peoples of Europe and partioularly of Great Britain. It snp
plied them with the means of obtaining the abundant foodstuffs and 
raw materials which their rapidly growing industria.1life imperatively 
required. It is impossible to study the history of the early part of the 
nineteenth century without being struck by the profound pessimiB!D 
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of the social speculations of the time,. contrasting sharply with the 
, buoyant optimism of the latter half of the century. The law of popu
.Iation and the law of diminishing returns from land appeared in 
conjunction to present an almost insuperable obstacle to any real 
improvement of social conditions. As population grew, proportion
ately more food would be necessary if the standard of living were to 
be maintained. If, however, a country was dependent for its food 
supply on its dqmestic production, it could only obtain more food 
either by bringing uncultivated (and presumably poorer) lands into 
cultivation, or by working existing land more intensively. It was 
argued, not without some reason, that both of these methods entailed 
a diminishing yield of food for each additional unit of effort applied. 
Here was a difficulty of which the rapid technical advance in manu
facturing industry appeared to offer no real solution. 

In fact the escape from this dilemma was found, as soon as the 
development of ocean-going transport permitted, in the develop
ment of international trade of the type that has been indicated. The 
foodstuffs required by the growing populations of Great :Britain and 
other European countries were supplied by bringing into cultivation 
the virgin lands of the New World. Markets were at the same time 
provided for the export of the manufactured goods which :British 
factories were able to produce. It was thus through the development 
of international trade that the potentialities of the industrial revolu
tion, which had hitherto seemed dangerously lopsided, were trans
lated into a Bubstantial and steady improvement in the standard of 
living. ' 

In these circumstances, it is not surprising that international trade 
in general lmd international investment in general acquired a good 
name. Capital sunk in the development of new countries was not, it 
is true, the only type of international investment. Important sums 
of :British capital were invested at different times in, for example, 
loans to foreign governments which used the proceeds largely for 
military purposes. :But investments which were associated with the 
development of complementary international trade were so important 
as to be accepted by public opinion as the characteristic type of 
international investment. To encourage and facilitate international 
investment became accordingly a genera.1ly accepted maxim of policy 
in the latter part of the nineteenth century, both in borrowing and in 
lending countries. 

The widespread adoption of the gold standard and the prestige 
which the gold standard system acquired were partly attributable 
to this cause. Assw:ed exchange stability was an important, if not 
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an essential, condition of large-scale internationaJ. investment, and 
hence it beoame the first de8iderat'Um of a monetary system that it 
should ensure exchange stability. . 

In the main, however, .the development· of international invest
ment wa.s not attributable to 'planning' or deliberate policy. It pro
ceeded, a.s fitted the dominant philosophy of the age, on a lai88er
Jaire ba.sis; and tb,e widespread advantages that followed supplied 
a favourite illust.r;ation of the congeniaJ. theme that a broad harmony 
prevailed under the free,operation of nat~aiI economic forces between 
the interests of the individuaJ. and the generaJ. interest. It wa.s 
not suggested that a man who subscribed to a. loan for the construction 
of a railway oversea.s did so for public spirited rea.sons. It wa.s ad
mitted, indeed emphasized, that he invested abroad because he could 
get a higher return than he could obtain at home. The financiaJ. 
houses which issued the loans were equally moved by self-regarding 
considerations. But, though the individuaJ.s concerned were pur
suing their own personal interests, the consequences were of great 
benefit to both the borrowing and the lending societies. Ma.chinery 
or railway eqnipment wa.s 'exported from Great Britain, where it 
could be most economically produced, to new countries where it could 
be put to the most advantageous use. The annuaJ. output of food
stuffs and raw materiaJ.s in these countries wa.s thereby largely in
creased, and these commodities were then expo1"t!!d to Great Britain, 
to the mutual advantage of both communities, partly by way of 
interest on the capital invested, and partly in exchange for the 
finished consumers' goods, cotton goods, hardW&re, &c., produced in 
British factories. 

The process of international investment did not, of course, work 
with uninterrupted smoothness. It wa.s punctuated by oooa.sional 
financial crises (notably, for example, the Baring orisis in the 'nine. 
ties), by currency diffioulties, and by periods of default on the part 
of some of the horrowing countries enta.iling losses for British and 
European investors. Such occurrences were followed by a sharp de
ciline in the volume of fresh overseas investment, and by a mons 
depression for the exporting industries of Great Britain. Until the 
war, however, troubles of this sort amounted to no more than 
temporary interruptions of a powerful forward trend. Sooner or later 
the new countries would emerge from their difficulties, re-establish 
their position as credit-worthy borrowers, and prooeed with their 
development on much the se.me lines as before_ The setbacks that 
occurred were insufficient to shake the impression that the prevailing 
ch&ra.cter of the prooeaa wa.s highly beneficent_ 
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Nor did the events of the war do anything to weaken this impres
sion. By mobilizing and selling the more marketable of the dverseas 
securities held by her nationals, Great Britain was able to obtain 
large sums of foreign exchange (particularly of dollars) for the pur
chase of food, munitions, and other war-time requirements, both for . 
herself and for her allies. Indeed, in the period before the entry of 
the United States as a belligerent into the war, the exchange re
sources acquired in this way were indispensable to the allied war 
effort. Thus the overseas investments which had been gradually 
accumulated by the British public in the two or three preceding 
generations-proved from 1914 to 1917 a war asset of the first impor
tance. Moreover, the intimate economic and financial relations that 
existed between Great Britain and the agricultural communities 
overseas contributed powerfully in other ways to strengthen Great 
Britain for the purposes of war. 

The war exerted an enduring influence on the economic prosperity 
of different countries, and on the balance of international indebted-

. ness. The United States, hitherto a debtor country, emerged 
with a strong creditor position~ Her nationals had acquired a large 
proportion of the American securities previously held by foreigners. 
Her government had large debts owing to her from the governments 
of the European allies, together with a claim to the American share 
of German reparation payments. This transformation of her position 
on capital account was accompanied, moreover, by a marked streng
thening of her position in regard to the annual balance ofintemational 
payments for current trading transactions. The decline of European 
agricultural productivity resulting from the war increased the world 
demand for 'American agricultural products, while American industry 
had acquired a firm grip on the world market for many industrial 
products, notably the newer commodities such as motor-cars, for 
which a steadily increasing demand could be assumed. To this pic
ture the belligerent countries of the continent of Europe presented 
a sharp contrast. Germany emerged from the. war stripped of her 
capital assets overseas and her mercantile marine; with both her 
industrial and her agricultural capacity seriously impaired, partly as 
the result of territorial losses ; witK the morale of her population en
feebled by famine and defeat, and perplexed by revolution; subject to 
vast liabilities in respect of reparations; and destined to pass through 
a prolonged and disastrous period of ourrency inflation. The greater 
part of central Europe was in an almost equally unenviable position. 
France, though viotorious in the war, emerged in an economioally 
weak condition. Traditionally she had been one of the great lending 



INTRODUCTION 7 

countries, but her loa.ns in the generation preceding the war had been 
direoted in a preponderant degree to financing her aJIy Russia. With 
the advent of the Soviet Government to power these investments 
became worthless. A heavy capital expenditure was necessary for 
the reoonstruotion of the areas pevastated .by the war. Consoling 
herself with the hope that it would" ultimately be defrayed from 
German reparations, France undertook this expenditure without 
attempting to provide for it from budget revenue, and she too was 
destined in consequence to undergo a serious ourrenoy inflation. 

Between the continent of Europe and the United States, Great 
Britain oooupied, as in so many other respects, an intermediate posi
tion. The sale of a large fraotion of her international investments 
during the war left her with diminished but still substantial capital 
claims on the outside world. Her Government had contracted a 
heavy debt to the Government of the United States. As against this 
were claims, fully commensurate on paper though neoessa.rily specula
tive in Bubstance, on her European aJIies and on Germany. The 
produotive power of her industry had not BUffered any serious damage 
from the war; but during it many of her industries had been unable 
to supply more than a smaJI fraction of the demands of their 
overseas customers, who had turned instead to rival produoere; and 
when the war was over it proved impossible for some of theSe indus
tries to recapture the ground in world markets that they had lost. 
Thus Great Britain emerged from the war not only with a weakened 
ca.pital position but with a less favourable annual ba.la.nce of pay
ments, exporting less while continuing to import as much as before. 

The eoonomic statesmanship of the post-war deoade was alive to 
the facts that have been summarized above, and fully reoognized the 
importance of the problems resulting from them. Two broad mora.ls 
were drawn which the experience of the nineteenth century made it 
entirely natural to draw. First, that for the reconstruction of the 
shattered system of Europe it was above aJI important to recreate 
a healthy and developing international economic life. Seoondly, that 
in this reoreative prooesB large-scale international lending had an 
essential part to play. On the one side were the oountries of central 
Europe with an urgent need for ca.pital for reconstruction but with 
a greatly impaired capacity to save. On the other side were the 
people of the United States, growing rapidly in wealth and prosperity 
with a large and growing margin of savings. Surely this was precisely 
the type of situation fur which intemationallending was the appro
priate remedy. Surely, moreover, this was a situation in which 
internati.onallending offered prospects of'great mutual advantage, in 
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which the investers in the lending country might hope te get a 
materially higher return by lending abroad than by investing at 
home, while the borrowing countries would none the less obtain the 
capital they needed much more cheaply by borrowing from abroad 
than by relying on their own resources. It was recognized that it 
would not be an easy task te secure the' international capital that 
was chiefly needed. This investment would have te flow along new 
ohannels. In particular the United States must assume the role of a 

,major lending country, and it might prove difficult te induce Ameri
can investem te enter this field. Many other impediments steod 
in the way which it would be necessary te overcome, and some of 
them were formidable. But as te the desirability of reviving large-, 
scale internationa.1lending the economio statesmanship of the post
war decade entertained no doubts whatever, and in pursnit of this 
objective it set itself a.ocordingly te the task of overcoming the 
obstacles that steod in the way. . 

These obstacles were many. The budgets of borrowing countries 
must be ba.la.nced; their currencies must be stabilized; or, if these 
things could not be. done without a measure of financial a.ssistance 
from abroad, effective arrangements must be made te ensure that 
they would be done as soon as the necessary measure of financial 
a.ssistan~ was granted. To secure such arrangements neoessa.rily 
entailed a departure from 14iB8er-Jaire. Countries requiring assis
tance (Austria., Hungary, and several others) were obliged te submit 
themselves te external control in the interests of their orediters. In 
the case of Austria., it was further necessary for the governments of 
the crediter countries te gua.rantee the interest and the sinking fund 
of the loan ',which was raised. In most cases the a.rra.ngements were 
effected under the auspices of the League of Nations and the 
system of Lea.gue Loans came inte existence in this way. But other 
conditions were no less essential. International lending would be 
impossible except in an atmosphere of assured international peace. 
In the case of Germany, moreover, a settlement of the repa.ra.tions 
problem which would safeguard against the possibility of a recur
rence of episodes like the Ruhr oocupation was imperative. This re
presented the most formidable of the obstacles in the path of post-war 
European financial reconstruction. For the problem of repa.ra.tions 
involved the problem of war debts, and the solution of the two prob
lems tcgether involved the reconciling of irreconcila.ble national 
attitudes. No settlement of the repa.ra.tions problem was a.ooordingly 
reached which purported te be final or which informed financial 
opinion expected te endure for very long. But a tentative arrange-
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ment, namely the Dawes Pla.n, wa.s ma.de in 1924 whioh it wa.s hoped 
would prove a sufficient ba.sis for the re-establishment of Germany a.s 
a credit-worthy borrower. An integral part of the Dawes Pla.n wa.s 
the Dawes Loan ; and the suooessful issue of this loan a.s a result of the 
efforts of the finanoial authorities of the lending coUntries marked an 
important stage in the post-war financia.l policy. Within the next 
two years the general polioy appeared to have achieved a remarkable 
mea.sure of suooess. Currenoies were stabilized throughout Europe, 
budgets were balanced, the eoonomic life of Europe revived, and 
international tra.de expanded rapidly. 

Above a.1l, the policy unquestionably achieved the object of stimu
lating a large-soale fiow of capital to the more impoverished parts of 
Europe. A very large proportion of this capital came from the United 
States, where a fashion set in for the purchaee of foreign bonds which 
wa.s stimulated by a host of agents, working on commission for the 
issuing houses, who oanvassed potential buyers throughout the coun
try. This large-soale international lending undoubtedly contributed, 
while it lasted, to faoilitate European recovery. It served indeed for 
a time to put out of sight the fundamental diffioulties of the position 
and to create a fairly widesprea.d feeling that perhaps those difficul
ties were not ~y very formidable after a.1l. The countries in which 
acoumulated savings ha.d bean largely obliterated by the effects of 
ourrenoy infiation were able to borrow the sums neoessa.ry for the 
re-equipment of their national life, not indeed at low rates of interest 
(the high rates obtainable were the leading. attraction of foreign 
bonds to the American publio) but at rates which in an optimistic at
mosphere of industrial recovery appeared tolerable. The fresh loans 
that were constantly being raised supplied the borrowing countries 
with the foreign exchange that was necessary for meeting the interest 
on the League Loans, the Dawes Loan, and other loans previously 
contracted. Indeed, they supplied Germany with sufficient foreign 
exchange to meet for some years her reparation obligations under the 
Dawes Pla.n. So long, then, 118 the American publio continued to 
buy European bonds freely, the proo8S8 of international economio 
reconstruotion went 118 merrily 118 .. m.wa.ge bell. Doubts were of 
course expressed in many qut.rters. alike in the United States, in 
Great Britain, and in Germany, 118 to whether the recuperative pro
oees could possibly continue on 80 precarious II. foundation. In pt.rti
oular it was widely recognized tht.t .. new reparations settlement, 
involving II. further soaIing down of German obligations, was an 
inuort.ble neoeesity of the future. But there was .. general disposi
tion to hope for the best and to trust that the rea.djustments tht.t 
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would be necessary would be effected, the more easily as .the war 
receded, without any major disaster. Thus for a brief period it almost 
seemed as though the revival of international investment would play 
as noteworthy a part in rescuing the Old World from the devastations 
of the war in the twentieth century as it had played in the develop
ment of the New World in the nineteenth century. 

The disillusionment came gradually, but in the end it was over
whelming and complete. From the latter part of 1927 the American 
investor lost his taste for foreign bonds, preferring the more exciting 
possibilities of a rising market in American equities. This impaired 
the exchange position of the borrowing countries, made them anxious 
accordingly to improve their trade balances, and gave rise to a ten
dency to discourage imports by raising tariffs. But at this stage the· 
lending countries did not seriously distrust the position on the con
tinent of Europe; it was generally expected in the United States that 
the time would soon come again when' gentlemen would prefer bonds', 
and it was still possible for the banks of central Europe to obtain 
short-term credits from abroad on a considerable sca.le. Gradually 
the position became more difficult. The European countries began 
to lose· gold to the United States; they found it necessary to raise 
their bank-rates and to restrict the volume of internal credit. Mean
while other signs of an impending business reaction made their 
appearance. Evidence grew of an excessive accumulation of stocks in 
the case of many primary products. There followed in October 1929 
the collapse of the Wall Street boom, and the gradual settling of 
severe depression on the economic life of every country. Faced with 
heavy losses and financial difficulties, Americans, private individuals 
and banks alike, attempted, as far as they could, to bring home the 
money which they had invested in Europe. This confronted the 
European countries with !IJl impossible exchange position; requiring 
continuing credits from abroad to make ends meet on international 
account, they were quite unable to-repay the sums that they had 
borrowed. Thus there ensued the international financial crisis of 1931, 
marked by the Standstill Agreements with Germany and the fall of 
sterling. This international financial crisis served in its turn greatly 
to aggravate the general economio depression. For a considerable 
period the governing pre-oocupation in every country became an 
anxiety as to the stability gf its exchange position. Dominated by 
this anxiety each country endeavoured to cut down its imports to a 
minimum, regardless of the reactions on the economio life of other 
countries. The prices of international commodities, of primary pro
duots in particular, sank to ruinous figures, and the combination of 
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exchange difficulties and interna.l insolvencies led to an ever-widening 
circle of defaulta on international obligations. By 1933 the world bad 
reached a position in which the volume of international trade had been 
reduced to about three-quarters of ita 1929 level, and the system of 
international investment appeared to have completely broken down. 

Nor is this all. In acoounting for the exceptionally disastrous char
acter of the depression, many observers lay the chief blame on the 
exoessive and undiscriminating international lending of the later 
'twenties. A central feature of the depression was the exchange diffi
oulties with whioh many countries were confronted; and in these 
exchange diffioulties the large sums required to meet the externa.l 
debt service were a major factor. 'I venture to challenge', writes Sir 
Arthur Salter, 'a denial from any responsible person acquainted with 
the publio borrowings of the years 1926-1928 of the assertion that, 
with the exception of loans reoommended by the League of Nations 
and the central banks, the bulk of the foreign loans in these years 
to publio authorities in debtor countries would better not have been 
made.'l No one, we think, has attempted to take up Sir Arthur 
Salter's challenge. It is now generally accepted that the international 
lending of the" period in question only eased the difficulties of the 
moment at the expense of greatly aggravating them in subsequent 
years. 

How did it come about that large-scale international lending, the 
revival of which represented one of the leading objeotives of policy in 
the years immediately following the war, was produotive of ha.i:m 
rather than good' For even a provisional answer to this question it 
is neoessary to Consider brie1ly various peculiar features of the inter
national lending of the post-war -period. First, as was inevitable for 
the reasons that have already been indicated, the rOle of the chief 
international lender passed during this periQd from Great Britain 
to the United States. The issuing of foreign loans is a highly skilled 
business for which the financial organization of the City of London is 
well adapted. The work of investigating any partioular project is 
undertaken by issuing houses of great experience and high standing, 
which are aooustomed to regard their own reputations as involved in 
the subsequent history of the loans which they sponsor. Behind these 
issuing houses is an investing publio which had been aooustomed for 
generations to regard overseas loans as one of the main channels for 
the investment of ita savings. which did Dot need to be tempted 
either by high nominal rates of intereet or high-speed methods of 
salesmanship to subscribe to issues which were vouched for by the 

1 Bill"" (Land ..... BeJI, 1932), P. loe. 
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judgement of the issuing houses to which it was accustomed to 
look for leadership. But to the people of the United States foreign 
investment was an unfamilia.r field. Their financial institutions 
necessarily lacked the experience which had been slowly accumulated 
by the British issuing houses. Moreover, they brought to bea.r on the 
problem different traditions. The spirit of enterprising salesmanship 
predominated over that of cautious responsibility. 

A la.rge share of the responsibility for the disasters that have over
taken the international loans of the post-war period is undoubtedly 
attributable to the recklessness and lack of discrimination with which 
many of these loans were made. It would be superficial, however, 
to assign the whole responsibility to such causes. Many of the loans 
which in the light of our after-knowledge seem imprudent to the 
point of recklessness did not seem so even to cautious observers in 
the atmosphere of the post-wa.r decade. For a complete diagnosis of 
the trouble it is necessa.ry to take into consideration factors of a 
more fundamental cha.racter. 

This leads us to a second feature of post-wa.r international lending. 
It is sometimes a.rgued that the American post-wa.r lending to Europe 
was fundamentally djssimilar from the typical international lending 
of the nineteenth century. This argument, it is worth noting, was 
advanced early in the period before the orgy of large-scale lending 
began. 

'Mercantile nations', wrote Mr. J. M. Keynes in 1922, 'have always 
employed large funds in overseas trade. But the practioe of foreign 
investment, as we know it now, is a very modern contrivance, a very 
unstable one, aud only suited to peculiar circumstances. An old country 
can in this 'way develop a new one at a time when the latter could not 
possibly do so with its own resources alone; the arrangement may be 
mutually advantageous, and out of abundant profits the lender may 
hope to be repaid. But the position cannot be reversed. H European 
bonds are iasued in America on the analogy of the American bonds iasued 
in Europe during the nineteenth oentury, the analogy will be a false one; 
because, taken in the aggregate, there is no natural increase, no rtal sinking 
fund, out of which they can be repaid. The interest will be furnished 
out of new loans, so long as these are obtainable, and the financial struc
ture will mount always higher, until it is not worth while to maintain any 
longer the illusion that it has foundations. The unwillingness of American 
investors to Iiuy European bonds is ha.sed on common sense." 

. This passage, however, perhaps hardly ca1\s attention to the essen
tial point. What is meant by the phrases ~ no natural increase, no rtal 

• A BoWrion o/Uw TT«JIJ (London, Macmjll,,", 1922). 
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sinking fund' f If it is a question of physical output, there can be 
little doubt that the produotive power of. German industry W&.ll 
materially inoreued &.II the result of the loans of the post-war period. 
Unfortunately the additional industrial productivity of Germany did 
oomparatively little to enable her to meet the service of her external 
borrowings. The heart of the problem W&.ll the difficulty which Mr. 
Keynes eleewhere did so much to elucidate, the diffioulty of transfer. 
To meet the service of her external borrowings it W&.ll not enough for 
Germany to produce additional goods to the required value. She 
must market those additional goods in world markets, thereby obtain
ing foreign exchange. Equally, for the United States to receive pay
ment it W&.ll neoessary that America. should import additional goods 
from the outside world or elee reduee her exports by a corresponding 
amount. 

This is the essential respeot in whioh the analogy between the 
international lending of the ninetesnth century and that of the post
war decade breaks down. In the nineteenth century, &.II h&.ll been 
already pointed out, the chief lending country, namely Gres.t Britain, 
herself constituted a market with unlimited possibilities of expansion 
for the produce of the oountries to which she lent j and her lending 
served to inOr6&.ll8 the output of precisely the commodities which she 
was ready to consume. But when the United States lent money on a 
large scale to Germany in the later 'twenties there was only a some
what weak presumption that Germany's capacity to sell goods in 
world markets would thereby be inore&.lled, and virtually no presump
tion at all that the United States herself would be willing to inOr6&.ll8 
her imports in proportion to the growth of her interest claims. 

There is, moreover, a third feature of the collapse of international 
lending which it is essential to appreciate. The purchases of foreign 
bonds by the American publio between 1926 and 1928 were by no 
means confined to the bonds of European governments. Loans to 
Central and South American countries attracted an equal amount of 
attention and absorbed commensurate sums of money. These Cen
tral and South American communities are agrioultural communities 
representing a field of investment analogous to those which were 
exploited with such suooese in the nineteenth century. Indeed, im
mediately after the passage quoted above, Mr. Keynes suggests that 
the United States might advantageously take • the place hitherto 
~eld by England, France, and (on a small ecale) Germany in providing 
capital for those new parts of thll world less developed than heraelf, 
the British Dominions and South America'. In fact, however, invest
ments in the post-war period in the Central and South American 
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countries have proved hardly less disappointing in their results than 
investments in Europe. Nor, as we have already suggested, can the 
failure of so many of these loans be wholly'l1ttributable to the reck
lessness and lack of discrimination with which they were made. 
A major contributory factor has been the economic difficulties 
which these countries have had to face, in common with other coun
tries which specialize in the export of primary products to world 
markets. 

H one of the outstanding features of the world depression of recent 
years was the development of an international monetary and financial 
crisis, another has been a world agricultural depression of unprece
dented severity and duration. Agriculture throughout the world has 
exhibited the most extreme manifestations of the phenomena of over
production and redundant capacity which were previously regarded 
as essentially industrial phenomena. The severity of the world 
agricultural depression is no doubt largely attributable to special 
circumstances which represent the aftermath of the war. But taken 
in conjunction with other factors, namely the decline in the rate of 
growth of population in the western world and the rapid growth 
of technical productivity in agriculture, it suggests that an impor
tant change is taking p1a.ce in the fundamental conditions of the 
world's economy. The need which was so urgent in the nineteenth 
century for a constant and rapid extension of food-producing areas 
throughout the world is no longer so urgent as it was. International 
investment has been so 1a.rgely associated in the past with the de
velopment of new food-producing areas that this change suggests 
that the scope for mutually advantageous international investment 
is likely in 'future to be much more restricted than it was in the nine-
teenth century. • 

But, however the break· down 'of the system of international 
investment in the last few years should be exp1a.ined, this break-down 
constitutes a fact of the first importance. Large-scale international 
investment p1a.yed, as has been indicated, a vital and oonstructive 
role in the economic life of the nineteenth oentury. Large-scale 
international lending was one of the main instruments by means of 
which the economic statesmanship of the post-war decade attempted 
to reconstruct the economic life of Europe. To-day the system of 
international investment lies shattered, and the idea of international 
lending is viewed with profound misgiving both in debtor and in 
creditor oountries. Debtor peoples regard international loans as 8. 

barrier to their future prosperity; creditor countries as the grave of 
their accumulated savings. The discredit into which. international 
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investment has fallen forms an important element in the prevailing 
trend towards economio nationalism. 

Yet the fundamental faot whioh constitutes the ultimate justifica
tion for international investment still remains. Different countries 
are at different stages of economio development; some are more 
abundantly equipped" with savings available for investment, others' 
have larger and more urgent opportunities for the profitable invest
ment of savings. If eaoh country must relyonits own capital resources 
for its further development, the savings of the world will not be put 
to their most advantageous use. This consideration alone suggests 
that in the eoonomio world of the future international investment, 
possibly along different lines and in different forms from those of the 
past, is or should be capable of playing an important part. 

The primary objeot of this book is to consider the part which 
international investment might advantageously play in the world 
economy, and to examine the oonditions which are necessary if it 
is to fulfil this part. These are not questions which in the present 
transitional oondition of international affairs it is easy to answer 
decisively or oonfidently, and our aim is, therefore, rather to assemble 
the material whioh is necessary for the study of these questions and to 
oaJl attention to the problems that arise than to formulate dogmatio
ally conclusions of our own. 



CHAPTER n 
INTERNATIONAL INVESTMENT IN THE POST-WAR 

PERIOD 

IT is impossible to obtain perfectly reliable data as to the volUme of 
investment undertaken by the nationals of any country within the 
geographical confines of another country. Even when statistics are 
ava.ila.ble, it is often difficult to ascerj;a.i.n their precise meaning or to 
discover whether they are really compa.ra.ble with statistics from 
other sources. The extent of long-term international investments, 
thIl purposes for which they were made and the ways in which they 
were used, must always, therefore, remain something of a mystery. 
The ava.ila.ble estimates are considered in some detail in Part n of 
this book. From these data it is apparent that the principal creditor 
nations to-day are Great Britain, France, and. the United States. 
The groSS1 external investments of the three principal lending coun
tries in 193(}, when post-war investments were at their peak, have 
been estimated at £3,726 millions, frs. 72,000 millions, and $15,675 
millions respectively. (These figures do not include either debts owed 
to the governments of these countries, or short-term debts of any 
kind.) When allowance is made for the investments of each of theee 
creditor countries in the other two, it appears that rather more than 
£7,000 millions had been lent by these three countries to the rest of 
the world by 1930." 'The rest of the world' includes quite literally 
every inhabited country on the globe, although some, of course, had 
borrowed on a much larger scale than others. 

Europeim borrowers had absorbed a large part of this capital. 
British investments in Europe amounted to only 8 per cent. of the 
total of British overseas investments, but this proportion was much 
higher in the ca.ee of the United States (about 30 per cent.), while an 
even larger, I but indeterminate proportion of the foreign investments 
of France had been made in Europe. The Ie.rgest single European 
debtor is Germany. At their peak in 1930, foreign long-term invest
ments in that country are estimated to have amounted to Rm. 18 
milliards (approximately £880 millions at the pre-1931 rate of 
exchange). Of this amount, more than 50 per cent. was owed to the 
United States, only 10 to 12 per cent. to Great Britain, and 5 per 

1 i.e. when no allowance is made for investments in them by nationala 01 
other oountri .... 

L I Some estimates give a higher figure than this. See below. Chapter XIII. 
"p. 221-2. 

tlh I Estimated to be at least 80 per cent. 
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cent. to France. The remainder had been lent chiefly by Holland, 
Switzerla.nd, and Sweden; but much of thie capital must ha.ve been 
French or America.n in origin. 

A second large group of debtor countries is the British Dominions 
and colonies. British investments in Empire countries amounted to 
notl888 than £2,187 millio~ in 1930, or nea.rly 60 per oent. of the total 
of British oversea.s investments. American long·term investments in 
the British Empire (excluding the United Kingdom) amounted to 
nea.rly $4,600 millions, or about 30 per cent. of the total. It is not 
possible to estimate the extent of French investments in this a.rea., 
but they must have been re1a.tively sma.ll. The largest Empire debtor 
is Ca.na.da, in whioh British and foreign investments to a total of 
$6,478 millions were outstanding on the 1st Janua.ry 1931. Of thie 
amount, $2,206 millions represented British investments and $4,108 
millions America.n investments. In Australia. and New Zea.la.nd, 
British investments in 1930 were estimated at about £666 millions 
and America.n investments at. $419 millions, maJdng a total of 
roughly £760 millions. In India, British investments were valued at 
about £480 millions and American at $39 millions and the total of 
British and foreign 'investments wa.s about £600 millions. 

The third important group of debtor states is the republics of 
Latin America.. British investments in Latin America. were valued at 
£830 millions in 1930, and those of the United States at about $6,160 
millions. There are also some French investments, but adequate 
statistics are not available and these are, in any oa.se, sma.ll in com
parison with those of the other two creditor countries. This area. 
ha.s also been a field for investment on a sma.ller soale by other coun
tries such a.s, for example, Ca.nada. It is, perhaps, permissible to 
gu888 that the totallong·term investments of North American and 
European countries in Latin America. in 1930 amounted to not 1_ 
than £2,000 millions. The largest single Latin" American debtor is 
Argentina. In 1930 British investments in that country amounted to 
£460 millions, and American investments to $808 millions, and there 
were also indeterminate amounts invested by other countries. In 
Brazil, British investments amounted to £190 millions and there 
were also American investments of $660 millions and investments by 

, other countries valued at not more than £200 millions. In Cuba, 
American investments were very large--about $1,067 millions in 
19SO-and there were also British investments valued at £37 millions. 

Broadly spesking, the British Dominions and colonies (with the 
exception of Ca.nada) and the Latin American countries do not pr0-

duce relatively large quantities of manufactured goods. They a.ll 
o 
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rely upon exports of primary products-foodstuffs and raw materia.Is 
,-with which to purchase the products of the industrialized countries, 
When they bOlTOW abroad, they usually do eo in order to purchase 
oapital goods for the purpose of developing their transport and com
munications systems and public utilities in general, for, with the 
exception of mining, industries which produce foodstuffs or raw 
materia.ls usua.lly require relatively small amounts of capital. Even 
mechanized cereal production uses a very small proportion of capital 
per unit of output, and many other primary producing industries 
require even less, especially in countries in which labour is cheap. 
But such countries do require roads, railways, bridges, electric 
power plants and transmission systems, harbours and cana.ls, and 
other forms of capital equipment which; while not a direct part of 
the primary producing industries, are nevertheless very important 
adjuncts to them. It was, therefore, to provide these things that 
much of the external bOlTowing of such countries was required. Some 
of it was obtained by government and municipal borrowing and eome 
by private borrowing. The building of a railway can, for example, 
be undertaken as a general rule either by a government or by a private 
company with more or less equal success. Government bonds, there
fore, may in fact be equivalent to the loan capital of a private com
pany in many cases, and it is ce~ that much of the borrowing of 
the public authorities of the British Dominions and colonies and the 
Latin American republics was undertaken for purposes of this kind. 

Great Britain's investments in her overseas Empire amounted 
to more than £2,000 millions in 1930. At'least £1,500 millions of 
this waa ,represented by government and municipal bonds and the 
securitieS of private -railway and public utility companies. A further 
£100 millions was invested in private mining enterprises. This left 
only £400 to £500 millions, or less than 25 per cent. of the total, 
for all other private industries. This distribution is not very different 
from that of 1914, although the tendency for Dominion governments 
to take over private railway enterprises haa altered slightly the 
relative sizes of British holdings of government bonds and railway 
securities without changing the proportion which the two together bear 
to the total of investment within the Empire.1 In South America, 
British holdings of government and municipal bonds and railway and 
public utility ~ties amounted to nearly £550 millions, or over 
65 per cent. of the total British investment in that area in 1930. 

The investments of the United States are distributed in a very 
similar way, though there is 80me tendency to prefer the newer types I 

I See below, Chapter XIII, pp. 227-31. 
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ofpublio utilities-telegraph and telephone companies, for exampl&
to railways. In Ca.na.da., where alterpative opportunities were most 
readily available, United States investors had plaoed $825 millions in 
government and municipal securities, $806 millions in railways, and 
$557 millions in other publio utilities, making 'a total for these three 
categories of $2,188 millions, or 54 per cent. o!their total investments 
in that country.l Amerioan investments in other pa.rts of the British 
Empire are not large. In Australia and New Zealand, total United 
States investmellts were $419 millions in 1930, of which $262 millions 
were represented by the bonds ofpublio au~horities in those countries. 
In Latin Amerioa- investments in government and government
guaranteed seourities amounted to $1,575 millions out of a total of 
$5,244 millions. The value of American investments in railways and 
publio utilities in these countries is unfortunately not available. It 
has, however, been estimated that out of a total of $15,675 millions 
of United States capital invested abroad, 18 per cent. was borrowed 
by such concerns, and there cannot be the slightest doubt that the 
corresponding proportion for investments in Latin America alone 
would be much higher. Ifit were taken as, say, 25 per cent., the value 
of United States investments in government, municipal, railway, and 
other publio utility seourities in Latin America was between $2,850 
and $2,900 millions in 1930, or roughly 55 per cent. of total American 
investments in that area. 

British investments, then, in the principal primary producing 
countries of the world are overwbelmingly the result of the borrow
ings of publio authorities and publio utility undertakings, since about 
70 per cent. of the British long-term capital employed in such coun
tries is represented by the securities of these bodies. In the case of 
United States investments, the proportion is somewhat smaller-
110 to 60 per cent. Borrowers of this type are welcomed by those 
who invest abroad. They can borrow most easily by the publio 
issue of securities, since investors appreciate the necessity of invest
ments in publio works and similar undertakings. Moreover. such 
borrowers often purohase capital goods in the lending country. and, 
finally. consumers in the lending country may expect to benefit in 
the long run, since such inNtments tend to lower the 008t of the 
foodstuffs and raw materials exported by the borrowing country. 

ID. • somewhat different class are the investments of Britain, 
France. and the United States in continental Europe.. The larger 

• Th .... fIgureo refer to I I ..... 1931. 
• Including \he British Wee' Indiee .... d o\her British 1" 3 e rOUB Ua \he 

Caribbean ........ 
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borrowing countries of Europe are not essentially producers of raw 
mateIjaJs for export; still less are they exporters onarge quantities of 
foodstuffs. Investments in them would not therefore be likely in 
any case to prove of mucll benefit to the consuming public in the 
lending countries. In fact, much of the post-war borrowing of Euro
pean countries did not even give an immediate stimulus to the ex
ports of the lending countries, since the proceeds of the loans were 
often used to pay the interest due on past debts and, in some cases, 
to meet reparation payments, or to buy gold and foreign exchange, 
not for use, but to act as reserve funds for central banks. The benefits 
which arose from this type of lending were not of the same kind as 
those described above. Governments borrowed for reconstruction 
purposes or in order to balance budget deficits which could not be 
eliminated by taxation because of the widespread industrial depres
sion. Later, when these needs became less urgent, in many European 
countries and particularly in Germany, they borrowed to construct 
swimming baths, public libraries, and theatres which, although they 
raised the standard of life of the community, did not help very 
directly to increase the efficiency of the borrowing countries' export 
industries. Finally, they borrowed in order to rearm. 

British long-term investments in Europe amounted to only about 
£300 millions in 1930. United States investments were much larger, 
and, excluding the British Isles, amounted to $4,282 millions in 1930.1 

Of this, $2,420 millions were in government securities and $968lnil
lions represented the 'direct' investments of American firms in 
subsidiary or associated companies or in their own branch establish
ments. :rhe value of French investments in Europe is unknown, but 
it could hardly have been less than frs. 40 milliards in 1930. In 
addition, considerable sums had been lent to France, Germany, and 
other European borrowers by Switzerland, Holland, and the Scandi
navian countries which had, in turn, borrowed from Great Britain 
and the United States. The difficulty of estimating the volume of 
capital invested in Europe is further complicated by the fact that 
much of it had been borrowed nominally OJ! short-term. A large part 
of these short-'terJn funds were, however, used for purposes normally 
associated with long-term loans ancr, since they were continually 
renewed, gradually assumed that character, at Ieast in the minds of 
the borrowers. 

The post-war borrowing of most European countries ~ be 
roughly divided into three categories, viz. stabilization and relief 
loans, post-stabilization borrowing, both publio and private, and re

I ,472 millions in France are included in this figure. 
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armament loa.ns, though it is often diffioult to draw sharpdistinotions, 
espeoia.Ily between the l&8t two ol&8ses. Stabilization and relief loa.ns 
are typified by the Dawes and Young Loans to Germany and by the 
League Loa.ns to Austria, Hungary, Greece, Bulgaria, Estonia, and 
Danzig. These loa.ns were, subscribed principa.Ily by Great Britain 
and the United States, but also to aleBBer extent by a number of the 
more fortunate European oountries. The Dawes and Young Loans 
amounted to Rm. 2·4 millia.rde (£117 millions) and the League Loa.ns 
to £81 millions. In addition, countries suoh &8 Poland, Roumania., 
and Czeohoslovakia received stabilization and relief loa.ns pclncipa.Ily 
from the United States and France. As had been the O&8e before the 
war, Frenoh loa.ns to European oOUntries were very largely oondi
tioned by politioa.l oonsiderations. The borrowing of aotual or poten
tial politioa.l a.11ies W&8 enoouraged just &8 that of Ruesia. had been a 
deoade earlier, and, although the first loans to members of the Little 
Entente were used for stabilization and relief purposes, the later ones 
were used, a.s in pre-war Russia, to develop the military strength of 
the borrowers. In Italy, too, foreign loa.ns, espeoia.Ily to Albania, 
were enoouraged for similar rea.sons, and in both countries loa.ns to 
ex-enemies or potential enemies were usua.Ily discouraged. British 
and Amerioan lending wa.s, on the other hand, free from such politioal 
motives. After the first stabilization or relief loan to any country 
had a.ohieved its purpose, British and Amerioan capital wa.s usua.Ily 
attracted to the borrower who could offer the highest return, and 
loans were consequently made to most European countries irrespec
tive of their politioa.l a.ffilie.tions. Germany" the largest of these 
borrowing countries, wa.s able to absorb the greatest amounts of 
foreign capital. and by 1930 had borrowed Rm. 18 milliards on long
and Rm. 16 to 16 millia.rde on ahort-term, a total of about Rm. 331 
milliards (£1,640 millions), of which about half had oome from the 
United States. Rm. 6 to 7 milliards of the long-term borrowing _ 
represented the puroha.ses of German securities. mortgages, &c., by 
foreigners. Of the remainder. about one-qua.rter oonsisted of the 
Dawes and Young Loans,andone-fifth of the borrowings of States and 
municipalities; a.bout 16 per ClInt. had been borrowed by public 
utility undertakings, leaving 40 per cent., about Rm. 4 milliards, a.s 
the borrowing of private enterprise. An ua.mina.tion of the uses to 
which these loana were put would be 1lBeful but is, unfortunately. im
possible. einoe the a.1leged purpose of new issues or the name of the 
borrower is eeldom an a.coura.te guide to the actual use to which the 
loan was put. It is. however. clear that although this borrowing 
enabled Germany to buy a large volume of imports, it did very little 

• 
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to increase the relative efficiency of her export industries and therebJ 
to provide a means of meeting Service payments when they becaml 
due. Moreover, although a large part of these imports ca.me from thl 
principal lending countries, an even larger part, consisting ma.inlJ 
of raw materiaJs, did not. Similarly, German exports, 70 to 80 pel 
cent. of which consisted of manufactured goods, were sent only 1;( 

a small extent to her principal creditor. the United States, beca.USI 
that country ·wa.s quite able to produce such goods for herself, anc 
therefore prevented imports of foreign goods by means of her tariff. 

In short, the economic conditions under which foreign investmen1 
in Germany took place were radically different from those surround· 
ing British and American investment in the British Empire and it 
Latin America.. This analysis, which has been chiefly concerned witl 
German borrowing, applies with minor modifications to the post-W8J 
borrowing of most other European countries. These tra.nsa.ctioru 
were very different in kind, not only from contemporary transactioru 
between the creditor countries and most other debtors, but aJso frOIl 
pre-war international investments which consisted almost entirely 01 
capital exports to primary producing countries; 

After 1930 the volume of new overseas lending declined sharply 
and practically ceased in 1932, since which date there has been & 

slight tendency for it to recover again. Many public and privatE 
borrowers have been unable to fulfil the terms of their loan contracts, 
and there are many equity holdings which yield only a negligiblE 
return to their foreign owners. Excluding Russian and MeDC8Jl 
securities, it is estimated that of approximately £332 millions oj 
British,capital invested in the securities of foreign governments and 
municipalities, about 35 per cent. was not receiving its full contrac· 
tual service payments at the beginning of 1935. During the three 
years 1931-3, £20 millions of interest and £14 millions of ca.pital 
repayments due to British holders of these classes of securities wen 
unpaid. Further, the average yield on £700 millions of British-owned 
loan capital in companies operating overseas declined from 4·8 pet 
cent. in 1929 to 3·7 per cent. in 1933. America.n investors suffered in 
a similar way. Of $7,500 millions offoreign dollar bonds outstanding 
on the 31st December 1935, only slightly more than 60 per cent. were 
receiving full service payments. The tota.l interest and dividend pay
ments made by foreigners to American investors had fall!,n from 
$979 millions in 1929 to $426 millions in 1935.1 

This decline in the yield of overseas investments was not confined 

, Excluding inter.governmental debt. For further detaila of the bistory of 
British and American investments in recent yeara see below, Chapter XIV. 
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to those in any OIie country or group of countriee; but extended to 
inveetments all over the world. It was, however, most ma.rked in the 
case of those in European and Latin American countriee, and it is in 
these areas that defaults on loan contraots h8.ve been heavieet. 

Of a total of £1,206 millions of sterling securitiee issued by South 
Amerioan borrowers and outstanding at the end of 1934, £708 millions, 
or nea.rly 60 per cent., were reoeiving no interest whatever at that date, 
and theaveragerateofintereeton thewhole bodyofinvestmentwasonly 
1·6 per oent. per annum. Theee figuree may be compared with those for 
1929, when the amount of outstanding securitiee was about the same, 
£1,214 millions, but only £289 millions were in oomplete default on 
interest payments and the average rate of intereet was 41 per cent.1 

A similar story may be told of American inveetments in this &rea. Of 
a total of $1,866 millions of dollar bonds issued on behalf of Latin 
American borrowers and outstanding on the 31st December 1935, 
$1,501 millions were in complete or partial default on intereetpayments. 

In Europe, a similar situation prevails. British holders of Dawee 
and Young Loans, and the holders of bonds of the Potash Syndicate 
are the only inveetors who receive full service payments from their 
German debtors. Of the League Loans, only those to Danzig, 
Estonia, and Austria are not in default,- although in Bome oases, 
the Hungarian Loan for example, payment is made in full in local 
ourrenoy, only a part of which can be oonverted into the ourreilcy of 
the lender. In all, probably about one·half of the £120 millions of 
British holdings of the bonds of European governments and munici
palities are in Bome stage of default. The position of American 
in~tments in Europe is equally unfortunate. Of the $2,376 millions 
of tli.e dollar bonds of European borrowers which were outstanding 
at the end of 1935, $1,223 millions were in complete or partial default 
on intereet payments. The restricted incidence of these defaults is, 
however, reassuring. Defaulted German bonds acoounted for $884 
millions or 711 per cent. of the total in default, and Russian bonds for 
$711 millions or 6 per cent. of the total. The remainder, $264 millions, 
ponsiBted principally of the bonds of only six defaulting countries: 
Bulgaria, Greece, Hungary, Roumania, Yugoslavia, and Sweden.1 

In other words, the defaulted bonds of Russia, Germany, the 

1 It should be DOted tha' the ... hole of th_ aterliDg _uritiea were DO' 
own"" by British iIlYOBtore. 

• Teohnioally. the Austrian Loan .... hich .... ill any ..... goaranteed by the 
IIOvernmenta of the lending aGWltriea, DO longer .msts, eiDoe i' .... replaoed 
by a De .. loan ill 1933. . 

• For further detaila _ belo .... Chapw XlV. pp. 30&-7. No pftlllDlOD' 
or mWlicipal banda ..... ill default ill the ..... of Sweden. 
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Succession States, Greece, and Roumania formed 93 per cent. of the 
total in default, and no default had occurred on $1,154 millions or 
49 per cent. of the total outstanding. The bonds of over a dozen 
European borrowing countries were completely untouched by default. 

Perhaps, however, the great efforts which many borrowers have 
made to avoid default have been no less remarkable than the 
defaults, heavy though they were, of those who found themselves 
unable to avoid them. Austria has suffered severely from the 
depression, yet the service on her League Loan was always paid in 
full. This is also true of the loans to Estonia and Danzig, and these 
are countries in which there have been serious political as well as 
economic difficulties. In the countries of the British Empire, default 
has occurred on only a few municipal and private obligations; in no 
case has a national government defaulted. This clean record has 
been preserved, in the case of Australia, only by compulsory con
version of the interna.l debt and large-sca.le, . voluntary conversion 
of the externa.l debt, and, in the case of Newfoundland, only by the 
direct intervention of the United Kingdom Government. Similarly, 
the Argentine Government, by drastic hchange restrictions, con
versions, and repayments, has avoided default on its externa.l obliga
tions, although faced with a serious decline in the value of its exports, 
and many sma.ller borrowers have---eometimes with great difficulty 
-continued to meet their obligations in full. Many defaults have 
occurred; but these have been confined to the bonds of relatively few 
!>orrowers and there have been no cases of absolute repudiation of 
debtors' obligations to foreign bond-holders.1 

1 Bet'!reen Jan. 1930 and March 1934 the following foreign governments 
had defaulted at some time or other on their sterling loans: 

Brazil (Federal and States) Ecuador Peru 
Bulgaria Germany (States ouly) Ronmania 
Chile Greece RWISia 
China B ungary Salvador 
Colombia Mexico Turkey 
Costa Rioa. Paraguay Uruguay 

. Y ngos1avia 
During the &ame period, no default oocurred on the aterling aec.mtiea of the 

central governments of: 
Argentina Finland Persia 
Anatria France Poland 
Belginm Bolland Portngai 
Cuba Bondnraa Siam 
Caechoslovakia Iosland Spain 
Denmark Italy Sweden 
Egypt Japan Switserland 
Estonia Norway Veneane1a 

Gnatemala and Nioaragua had maintained interest payments in fnll, bnt had 

• 
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Before the wa.r by fa.r the largest pa.rt of the overseas investments 
of the principa.llending countries were in the semi-developed coun
tries of the world. whose ohief products were raw materials and food
stuffs whioh were exported to the industria.l countries. Most of these 
investments were made. not in the prima.ry produoing· industries 
themselves. but in the bonds of governments. and the securities of 
ra.ilways and other publio utility enterprises. After the wa.r this 
sort of investment was oontinued. but there wa.s a.lso an increased 
volume of investment in other countries and for rather different 
purposes. Rega.rdless of their purpose. many post-wa.rinvestments 
hav_for the moment-proved to be fa.ilures. Creditors and debtors 
alike are suffering from the present stsgna.tion of internationa.1 com
meroia.l and financia.l intercourse. It is the purpose of the next two 
Ilhapters to oonsider in the light of recent developments what may be 

expeoted to be the future of internationa.l investment. The future of 
lending of the old type is discussed in Chapter m. and va.rious new 
types are disoussed in Chapter IV. 

defaulted on sioking fund payments. (Of. B ...... of 0_ Dellatu. 15 Mar. 
193'. p. 1527. and 6 Mar. 193'. p. 1661.) 



CHAPTER m 
THE FUTURE .OF INTERNATIONAL INVESTMENT 

Tm!: decline in'the value ofintern&tional trade has been one afthe 
most striking phenomena of the last seven years. The quantum of 
world trade stands at about three-quarters of its 1929 level ; the index 
of the gold prices of goods entering into international trade is not 
more than half its pre-depression figure; and the gold value of world 
trade is about one-third of itS former level. The most severe decline 
has been in the value of the export trade of agricultural countries. 
Up to a point, indeed, this is a normal feature of depressions, sinoe the 
prices of primary products usually fall more severely than those of· 
manufactured goods. But on this occasion the fall in agricultural 
prices has been both more severe and of longer duration than in pre· 
vious depressions, despite the widespread attempts which have been 
made to raise prices by restriction and other schemes. Moreover, even 
though the last three years have witnessed a substantial measure 01 
recovery, it is only in the last twelve months that prices of primary 
products have begun to rise. 

It is, as has been suggested, exoeedingly difficult to explain this 
continued depression of agriculture solely as a cyclical va.ria.tion; 
Nor will any expIa.nation which stresses such transient factors 
as the aftermath of war or monetary, financial, and political caUS6li 
wholly account for such an unpreoedented and persistent de
pression. Although all these factors have contributed to the 
collapse, it appears that there have been more fundamental ten
dencies at work which have acoentuated the fall in agricultura 
prioes and which are likely to remain of the utmost importance 
Sinoe such a large part of the international investment undertakelil 
by all the important creditor countries has resulted in the expan 
sion of the indebtedness of agricultural countries, it is clear thai 
any circumstances which vitally affect agricultural prices will alter 
both the ability of those debtors to ina.intain service payments OD 

the debts which they have already contracted, and also the magm. 
tude of the debt burdens which they will be able to bear in the 
future. 

There are three fundamental tendencies which appear to be in
juriously affecting agriculture at the present time and which are 
likely to increase rather than diminish in intensity. Briefly they are 
as follows: (1) the revolutionary change in population trends througJi· 
out the 'western world', (2) the rapid progreea in agricultural tech· 
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nique, a.nd (3) increased eoonomio nationalism. The influence of each 
of these will be separa.tely considered. 

, 
There have recently been a number of investigations into the prob

able magnitude a.nd age·oomposition of the population of Great 
Britain a.nd other countries during the next few deoa.des.1 The results 
have shown that, on the basis of a.ny realistio assumptions regarding 
the trend of fertility a.nd mortality rates,' a decline in population is 
to be expeoted in the not far dista.nt future in most western Europea.n 
countries. 

The maxinlum population in Great Britain will probably be 
reaohed before 1941. After that date a decline is sooner or later to be 
expeoted.- It is importa.nt to realize on what assumptions this fore
cast is made. It is not dependent upon a.ny assumption that the 
average size of the family will decrease still further. Neither is it the 
result of a.ny oomparatively recent cha.nge in the rate ofreproduotion. 
The absolute number of births began to decline one generation ago, 
the birth·rate about two generations ago, and the net reproduction rate 
some three generations ago. Even assuming no further decline in the 
average size of the family, the number ofpotentia.l mothers of child
bearing age in one generation's time will be only about two-thirds 
the number living now. What indeed is likely to he the future trend 
of fertility and mortality rates it is diffioult to guess, but no con
ceivablefaJl in mortality rates oa.n suffice to offset the tendenoyfor the 
population to decline. Dr. Enid Charles has given three estimates 
of the future trend of population based on three different sets of 
&S8umptions. Even on the most • optimistic , of these, viz. that 
the decline in mortality rates is &Ooompanied by an increase in 
fertility rates to the 1931 level, a decline in population is to be ex
peoted after about 1965. If it is assumed that there is no oha.nge in 
the size of the average family or the expectancy of life, the decline 
would begin in 8on1e ten years time; finaJly, the most oonservative of 
the three estimates, which is based on the assumption that fertility 
and mortality rates both oontinue to decline at their present rates, 
indicates a decline in population from now onwards at an increasing 
rate such that aeven~hths of the population would disappear in a 
century. 

I See articl .. by Dr. G~ C. Leyboume in the 8~ Rewia., April 
19M; by Dr. E. C. Snow in th .. J"""""~IMRo,al81<Nidieal800i0Cr, pari II, 
1935; by Dr. Enid Chari .. in the London .... d Cambridge Eoonomio Serrioe, 
Speoiai. Memorudum No. 4O, .... d I'M Bee ..... .." 16 Feb. 1936, P. M7. 

• See I'M Agrioo,II."" Dilno •• , by Lord. Astor .... d othent (London,. 
P. S. Xing, 11135), pp. 1-16. 
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A 'very similar prospect confronts the whole of northern and western 
Europe. l Profes~or Ferenczi sets out the position as follows: 

'While around 1880 the tradition of large families still ruled in Europe 
. (30-40 births per thousand), the birth.rate now ranges somewhere between 
15 and 25 per thousand. France, which from the beginning of the nine· 
teenth century was experiencing an increasing fall in the birth.rate, now 
finds herself heading a large number of states similarly placed, the latest 
recruit being Germany, where up to the war the number of births was very 
high. Even in Italy, in spite of energetic measures taken by the Govern~ 
ment" the birth·rate tends to falL The old level is ouly maintained in the 
Near and Far East. But even in Poland, the US.S.R and Japan it would 
seem as if the crisis has led to increased birth·control among certain 
classes. The fall in the death·rate also has followed parallel paths in ahnost 
every country-at present it ranges between 11 and 24 per thousand-but 
not sufficiently to counterbalance the movement of the birth·rate. 

'To grasp the full significance of these facts, one must examine the 
official and other estimates of future population that have been published, 
The German Statistical Office anticipates that the population of eastern 
central and northern Europe will become stationary in the second half of 
the century; that France will reach her maximum (some 40,000,000) duro 
ing the present decade .... For the United States the Presidential Com· 
mittee on Social Trends prophesies that the maximum will be reached in 
1980 with 150,000,000. 

, According to the German Statistical Office, the population of Germany, 
estimated at 46,9 millions at the end of the century, will fall until it 
becomes equal to that of Poland. The importance of a development such 
as this for the economic relationships between the powers and the econo· 
mic needs of the nations should not be under.estimated, nor the significance 
of the anticipated fall in France around 1960 and the simultaneous ion· 
crease in Italy (37,7 millions and 50,3 millions respectively)." 

Moreover, the position in the British Dominions (apart from the 
French-speaking section of Canada) is not materially different. 
Broadly speaking, in place of the rapidly increasing populations of 
the nineteenth century, slowly increasing populations have been 
substituted in the whole of what we call the western world. In 
many countries it is almost certain that maxima will soon be reached 
and that population will then become stationary, In general, there 
is a strong presUlllption that the population of the western world as 
a whole will have begun to decline within the next generation, 

This profound secular change must necessarily affect the position 

1 Cf. Prof, A. M, Carr·Saunders, World PopuZaUtm (Oxford, 1936), and 
D, V, Glass, 'Tit. Struggle!or PopuZaUtm (Oxford, 1936) . 

• E8fJue Eoo""'""que IntllNlati<mal6, May 1934, p, 366. 
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of all exporting countries, and particuIa.rly those which supply agri
cultural products. The taoit assumption oD, which the new countries 
have based their development hitherto has been that Great Britain 
and other European oountries would provide indefinitely expanding 
markets for primary products. But this assumption can no longer be 
relied upon. It is trJle that the consumption per head of the British 
people may be expected to inorease with further technological pro
gress and ~provements in the standard of living, but as human 
beings beoome better off, they usually spend a relatively sma.ller part 
of their incomes upon articles of food, and the increase in their con
sumption of oommodities of all kinds is usually proportionately less 
than the increase in their demand for servioes. It is unlikely, there
fore, that the aggregate demand of Great Britain for certain staple 
foodstuffs, such as wheat, will increase very substantially in future ; 
indeed, if the British population begine to decline rapidly, the de
mand for such commodities must be expected rather to decrease. 
Moreover, the British demand for primary products as a whole, 
including raw materia.1s, is unlikely in these circumstanoes to increase 
nearly so rapidly as it did in the nineteenth century. The same 
propositions hold true, broadly, of other western countries. 

The fluctuations in general trade activity exert, of course, an 
important influence on the demand for raw materials and a lesser 
influence on the demand for foodstuffs. The abnorma.lly severe de
pression of the early 'thirties may thus ha.ve led to an unduly pessi
mistic impression of the possibilities of the world market for primary 
produots. It is equa.lly possible, on the other hand, that the general 
trade recovery which is now in progress may give rise to a disposition 
to minimize unduly the influence that the change in population trends 
is destined to exert. It is a.1so true that the oonsumption of food
stuffs in Great Britain and other European oountries is much leas 
than is desirable on nutritional grounds and that there is thus, in a 
eense, large soope for possible expansion of demand. The oo-existence 
of widespread under-nourishment with agricultural over-production 
has given rise in recent years to an agitation in favour of measures 
to stimulate the consumption of food, and certain steps, such as the 
cheap milk scheme in British elementary schools, have been taken 
with this end in view. Over a lon,g period, it is possible that 'nutri
tional policies' will be considerably extended, though in the years 
that lie immediately ahead they are likely to be limited by the 
budgetary diffioulties with which the leading European governments 
will be f&Oed as the result of rearmament expenditure. But, on the 
most favourable view, it eeems improbable that better nutrition can 
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supply more than a pil.rtia.l offset, so far as the aggregate consump
tion of foodstufis is concemed, to the effects of the change in the 
trend of populations. 

The rapid progress now being made in agricultura.l technique is 
greatly increasing the technica.l efficiency of the factors employed in 
primary production, and has in fact been so remarkable as to prompt 
the suggestion that we are now in an age of ' agricultura.l revolution' 
ana.logous to the 'industrial revolution' of the last two centuries. It 
has been pointed out that 'the number of workers required to pro
duce a given quantity of goods is being reduoed about as rapidly in 
agriculture as it is in indUStry'.l In the six years 1925-31 it has been 
estimated that the milk yield per cow rose in EngIa.nd and Wa.Ies by 
about 12 per cent., while there has been a para.llel reduction in the 
amount oflabour required per cow. This is typica.l of many branches 
. of agriculture and of countries overseas as well as of the United King
dom. All over the world, the scientific breeding of animals, the in
creasing use of mechanica.l appliances, the development of new 
methods of farming, artificia.! fertilizers, improved transport, and 
biologica.l discoveries have helped to increase the output of agricul
tura.l products per unit of labour and Ia.nd employed. 

These developments tend to reinforce the results which are likely 
to follow from population changes. Countries which specialize in 
the export of agricultura.l produce are improving their methods 80 

rapidly that they are capable of exporting steadily increasing quanti
ties of produce from their existing areas of production, and at the 
same time it. appears that the demand for these goods is likely to 
expand at a slower rate than formerly, or even to decline. Faoed 
with this situation, agricultura.l countries have enoouraged the estab
lishment of domestic industries, usua.IIy behind tariff walls. It is 
hoped that these industries will give employment to resources which 
it is no longer economically possible to use in agriculture and that 
they will help to diversify the agricultura.! countries' exports and to 
make them less dependent upon imports from abroad. Countries 
which were importers of foodstu1fs, on the other hand, have at
tempted to protect their domestic agriculture from the full foroe of 
the decline in prices and have thereby aggravated the situation in 
agricultura.! oountries. The changes in the population outlook, the 
improvement in agrioultural technique, and the growth of high 
a.gra.rian protectionism have been most disadvantageous to agricul
tura.l countries, while their answer has been to impose restrictions 

1 T"" AgriouUvnJI DiIMmnG. p. 10. 
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on the import of manufactured articles and to pursue the ideal of 
industrial autarchy. 

The movement towards eoonomio nationa.llilln has been one of the 
outstanding developments of the -past six years. It has gathered 
impetus from various forCes. The chief desires are that a. country 
should be independent of foreign sources of supply, often for military 
as well as eoonomio reasons, and that it should be independent of 
foreign sources of demand, usually for economio reasons. But many 
other factors, soma more and some less clearly defined, enter in as 
well. 

Systematic attempts to render a country independent of foreign 
80urces of supply which might be out off by an enemy are essentia.lly 
post-war phenomena. The widespread attempt to produce oil, e.g. 
out of coal, by oountries lacking in domestio oil supplies, the specia.lly 
favoured treatment accorded to certain chemical industries, e.g. by 
the Dyestuffs Aot in Great Britain, and spectacular endeavours such 
as Mussolini's 'battle of the grain', illustrate the importance attached 
to this need. The war showed very c1early the poBSibilities of blockade 
in warfare and the dependence of modern industrialized oountries 
on overseas sources of food. supply. Further, the principle bf 
eoonomic sanotions rests on the poBSibility of conducting effective 
economic blockades and boyootts. As a result, the military argu
ments for economic nationaHam not only embrace technical processes, 
or the neoessa.ry raw materials for munitions purposes, but also the 
nation's food 8Upply as a whole. Germany and Italy have both 
adopted policies designed to make them self-supporting as far as 
foodstuffs are concerned, and there oa.n be little doubt that the com
parative ineffeotiveness of the League sanctions against Italy was 
partly due to the suocessful pursuit of this objective. Elsewhere, the 
assistance of domestic agrioultural producers is an admitted aim, 
even though it is generally agreed that the world is suffering from a 
Bupera.bundance of primary foodstuffs. 

But it would be a grave mistaka to a.BBign the movement in favour 
of agricultural protection on the part of industrialized oountries 
mainly or even la.rgely to rea'lO"s of national defence. Were there 
profitable alternative opportunities of employment, the movement 
would never have proceeded as far as it bas. La.rge-scaJ.e unemploy
ment, however, has induced governments to look to agriculture as a 
pa.lliative, even though it is an upensive OIl&. Thus the movement 
has been intensified rather than originated by oiroumstanoes atten
dant on the depression. Exchange wealmess has also been a factor 
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necessitating agricultUral protection; indeed, in some countries, it 
has been the predominant factor. 

Considerations -such as these are supplemented and reinforced by 
arguments of every description-rational and non-rational-couched 
in highly rhetorical terms. 

'For social, historica.l and psychologica.l reasons, the preservation of 
agriculture appears to the majority of countries as an absolutely vital ques
tion, and one which cannot be considered as a purely economic problem. 
The peasant class, which is an element of order and stability and an 
admirable reserve of energy, forms, at any rate in the countries of thE? Old 
World, the basis of the socia.! edifice, and plays an essentia.! part in recon
stituting and rejuvenating the physical strength of generations worn out 
by life in industria.l and large urban centres. 

'All countries indeed, even the most strongly industrialised, consider it 
necessary to .suPport their agriculture, which, moreover, in every case 

. occupies a great part of the population. Even when, as in Eng1and, it 
represents a small minority, it nevertheless constitutes one of the chief 
categories of producers, and that is why, provided that no excesses are 
indulged in, which would defeat their own ends, a Government can 
hardly be criticised for endeavouring to maintain the rura.l c1asses at a 
reasonable level of prosperity in order that they may continue to exercise 
the important part which they play in the nationa.1life. 
. 'Even the agricultura.! exporting countries cannot but regard such an 
aim with sympathy. 

'Furthermore, it would be impossible in practice to neglect the special 
interests of agriculture out of regard for principles of pure economics, in 
view of the enormous politica.l force which it represents in every country, 
irrespective of climate, development or system of government.'l 

These arguments are para.lleled by those of a distinguished British 
economist: -

'We destroy the beauty of the countryside because the unappropriated 
. splendours of nature have no economic va.!ue. We are capable of shutting 

oft" the sun and the stars because they do not pay a dividend .•.. We have 
until recently conceived it a moral duty to ruin the tillers of the soil and 
destroy the age-long human traditions attendant on hnsbandry if we 
could get a loaf of bread thereby a tenth of a penny cheaper. There was 
nothing which it was not our duty to sacrifice to the Moloch and Mammon 
in one; for we faithfully believed that the worship of these monsters would 
overcome the evil of poverty and lead the next generation safely and com
fortably, on the back of compound interest, into economic peace.'" 

1 Economio Committee of the League of Nationa: O~ .... CM 
Pr .. em EwMioA 0/ AgricuUvmll'roIec4iotHam, (Geneva 1936). p. 8. 

• J. M. Keyneein PM N_Blalutn<mandN~ 15 July 1933. 
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Thus several foroes are working in the same direction. First, there 
is the desire for a safe food supply in time of war; second, there is the 
attempt to find a speedy solution of pressing unemployment prob
lems; and finally, there is the emotional revolt typified in the la.st 
quotation. . 

At its worst the movement towards economio self-sufficienoy is 
nothing more than a rather desperate attempt to transfer unemploy~ 
ment abroad during a period of a.oute orisis, and this a.speot ha.s been 
uppermost during the recent period of economic distress. But it 
would be a mistake to look at these cruder aspects and to condemn 
the movement towards self-sufficiency as a temporary aberration 
whioh will disa.ppea.r as more favourable conditions return. Such a 
superficial view misses the diffioulties whioh are always threatening 
oountries whioh laok a diversified eoonomio struoture. 

The benefits of international specialization are often very unequally 
distributed between oountries in a period of rapid ohange. A country 
cannot commit itself without misgiving to one or two lines of produo
tion on whioh it is almost entirely dependent for its ability to purchase 
from abroad its necessities and everyday luxuries. An individual 
who finds that his oooupation has become profitlees can in many 
countries fall back on resources from the publio authorities or else
where to tide him over until he can find a new oooupation. There is 
no unemployment relief or system of economio insurance for ata.tes.1 

The desire for a diversified economio struoture is part of the attempt 
to spread risks. A oountry dependent on one or two commodities 
may consider it worth while to pay a high price for economio security, 
and to develop alternative lines of produotion as an insurance against 
the uncertainties of economio change. The justifiable criticism that 
economio nationalism is wasteful and only makes things worse must. 
be tempered by a realization of the not unreasonable desire of certain 
countries to achieve greater economio security through a diversified 
economio struoture. 

Thoes are the foroes which seem at the preeent time to be working 
against international speoiaJization of the pre-war type. Such COD

siderations must always have been preeent, but now they seem to be 
possessed of unusual force. Is the reason for this that the war has 
brought out only too clearly the uncertainties of economio lifer Or are 
there more fundamental reasons for the cltange r 

I The principle, aoaepted by oart&iD .... memben of the League of 
NatiODS, that when applying aanationa BODle aompensatiOIl ahould be made to 
tho.. aountri .. who auller moat in the ........ of aoIleati-.e aeaorny. may per
haps be regarded as ... ~ting the prm of auah lID idea, but the po.,;bility 
of U. development at the ~t &me appellllllUlOte. 

D 
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It would be a mistake to assume that the success of economic 
nationalism is due to enhanced fear alone, for teohnioal changes have 
aJso been of great importance: 

'Pre-war production was based upon steam-power" and the use of 
steam gave the coal-bearing regions of the world so great an advantage· 
that the benefits of geographic concentration were obvious and of extreme 
importance. Post-war production has been based 1a.rgely, and to a rapidly 
inorea.sing extent, upon oil and electricity, which favour a wider dis
tribution of industry not only within a country but also between different 
oountries. Natural advantages tend to diminish in respect of a large group . 
of industries; differenoes in real costs tend to be reduced .. For this reason 
the pena.lty suffered from the pursuit of a poliey of economic nationalism 
is not so severe as of old, although it would still be regarded as severe in a 
world of peace in which the inhabitants felt free to pursue that poliey 
whioh would maintain the highest standard of living permitted by tbe 
known resouroes of nature and man.'l 

In short, the price of economic nationalism has faJIen, and many 
. more countries can afford to pay it, without an impossible diminution 

of the standard of living. 
This process is not, of course, due to the lessened importance of 

coal alone. The mere spread of technioal methods was bound in 
course of time to enia.rge the &rea in which manufacturing could be 
carried on at a profit. Britain was the leader of the industrial 
revolution, but her position in the post-war years has been, not un
justly, likened to that of 'e; patentee whose patent is running out'. 
Coal is no longer the only source of power; and proximity to labour. 
to raw materials, or to the ultimate consuming market has now 
become more important.than easy access to coal-mines. Power for 
industrial purposes can not only be transported more readily, bnt o&n 
be used efficiently in small amounts. 

It seems likely, therefore, that even if no conscious efforts had been 
made to divert activity artificially by means of tariffs and simil&r 
measures, there would still have been economic forces tending to pre
vent the more extreme forms of specialization, and to encourage more 
diversified economic structures. In fact it is this tendency which has 
made economic nationalism a practicable proposition. At the very 
best, even if the tariffs· and restrictions of the last few years are sub
stantially reduced, international trade, it appears, will still tend to 
become less important relatively to domestic trade. 

Thus there are three major forces which tend to-day to alter very 
materi8Jly the outlook fur agricultural producers all over the world, 

1 Profeoaor J. H. Jones in LIoydll BGRk BftIiN. Feb. 1934, p. 49. 
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and particularly for those who are dependent upon an export ma.rket. 
The populations of the industrial countries-the principal importers 
of foodstuffs-have almost oea.sed to expand and will soon decline; 
the cost of production of agricultural produCll has been lowered and 
competition consequently intensified by revolutionary changes in 
agricultural technique; finally, the desire of 80 many countries to be 
economically self·sufficient has resulted in an increase in the pro- . 
tection and assistance given to their own food producers by tariffs 
and subsidies. Agricultural producers in Latin America. and else
where must find, therefore, that the world demand for their produots 
is no longer increasing at its pre-wa.r (or even pre-depression) rate. 

If the exporters in many countries, and pa.rticula.rly the exporters of 
foodstuffs, find that the demand of the industrialized countries for 
their products no longer continues to expand as it did in the past, 
what will happen to the trend of international investment! The 
lending oountries will find that the inducements which most bor
rowers can offer to investors are less desirable than ~hose offered in the 
past and they will therefoFD be less willing to lend abroad than they 
were before the depression. For an entrepreneur who is faoed with a 
falling demand for his product can, in the absence of extremely labour
saving inventions, employ more capital per unit of output only if 
the price which he has to pay for it is also falling. Further, borrowing 
oountries will be less willing to import manufactured goods from the 
lending countries if the latter are unwilling to buy primary products ; 
for, if the borrowing oountries' exports dimjnjsh without a oorre
sponding decline in their imports, they will find it increasingly dif
ficult to meet the service payments on their debts, .because their 
export surplus will have decreased. This difficulty can, of oourse, be 
overoome if the lending oountries are willing to oontinue to lend, but 
this is precisely the solution-which is really no solution-that was 
adopted with BUch disastrous results in the post-wa.r decade. Given 
the asaumptiQl1, that the profitahility of most of the industries which 
produce primary products-especially agriculture-will be perma
nently 1_ than before 1930, the lending oountries, and Great Britain 
in particular, can only ooutinue to lend if there arise industries which 
can profitably employ foreign capital in the face of the declining 
profitability of agriculture. 

This requirement is met to eome extent in the case of industries 
developed to produce manufactured articles for domestic oonsump
tion in agricultural. countries. A list of ecme of the industries of this 
type which are being developed in South America is givea below.1 

I Seep.!G8. 
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Such industries must import such things as heavy machinery and 
structural steel, and these might be provided by borrowing from the 
country which produces them. The exports of goods and the exports 
of capital from lending countries would expand, and conditions 
would, at first sight, appear to be the same as in the past. There 
are, however, two fundamental points of difference. In the first 
place, the demand, of these industries for new foreign capital will 
probably be both temporary and limited: they cannot expect to 
find a continually expanding export market in the face of present 
tariff tendencies, or a continually increasing population or rising 
standard of living within their own countries. Secondly, if these 

o industries do not produce for export, the service payments on their 
borrowings must be paid by means of exports of primary products; 
but, if, as has been assumed, the demand for these is no longer in
creasing, it may be extremely difficult for service payments to be 
met when these industries cease to borrow. Lending, then, for the 
development of industries for the production of goods for home 
consumption can be continued only for a short period. 

In no direction is there evidence that Great Britain will ever again 
be able profitably to invest abroad on the same scale as in the past. 
The opportunities for the profitable utilization of capital do not exist. 
Lending to overseas borrowers may be expected to continue, but it 
will most probably be both smaller in volume and different in kind. 
This is, perhaps, a gloomy picture. But no country can continue in
definitely to lend increasing amounts abroad. One day, new lending 
would cease, and exports would diminish relatively to imports so 
that the interest payments due on past loans could be paid. H lend
ingwere continued on the pre-war scale, this would inevitably happen. 
At some time or other, Britain would become almost completely 
dependent for her imports on the interest paid by her overseas 
creditors; and her exports would be few and would consist mainly of 
manufactured goods requiring a high degree of technical development 
for their production. Such an outlook is, perhaps, even worse than 
the one which confronts the British public to-day.l 

, The picture of a eonntry which had become dependent to a great degree 
npon the ineome from ita overseas investmenta hae been painted by Mr. 
Bernard Shaw, TIuJ .App!. OMl, Aot 1: 

Pro"'" [emplaafically) And we have abolished poverty and hardship ..•• 
Magmu • ••• 001' big bneineaa men have abolished them. But how' Byaend

ing 001' capital abroad to placeo where poverty and hardship .ti11 emt: in 
other worda, where labor io cheap. We live in eomfort on the imported 
profita of that oapital •••. You think thio prooperity io we' 

Balbuo. Safel Look at myeonotituency: Northeaot-by·north Birmingham, 
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The consequences which are likely to follow frpm large-scale capital 
exports in the future are, then, less promising than they have been in 
the past. If overseas investments are to be permitted to expand, it is 
ell8ential that steps should be taken to ensure that debtors are per
mitted to pay the service on their loans, and barriers must not be 
erected which make it more difficult for them to export to creditor 
countries. The demand of western Europe fOIO primary products 
is unlikely to expand at its old rate. Receipt of the income from 
an increasing body of overseas investment oan therefore only take 
place if lenders are prepared to become ,.entier nations to an ever 
greater extent, or if they are prepared to speciaJize in the manu
facture of high-grade and luxury products. In neither case does the 
prospect appear to be very promising, and it may be argued with 
Bome force that in these circumstances it would be unwise to give an 
indiscriminating stimulus to international lending in the future on 
the general ground that international lending has been beneficial in 
the past. 

Briefly, this argument leads to the conclusion that large-scale, 
long-term international investment is likely to give rise to more 
serious exchange and transfer difficulties in the future than it haa 
done in the paat. For the reasons suggested it appears that borrowers 
will experience increased difficulties in paying the service on their 
loans. International trade is likely to remain for a considerable time 
at a lower level than that of 1929; it is almost certa.in to remain sub
ject in a large number of markets to a greater measure of restriction 
and regulation as well as to greater political uncerta.inties than were 
formerly ilommon. The rate at which the export of primary products 
from agricultural to industrial countries may be expected to grow is 
not likely, in the face of western population trends and the rapid 
progress in agricultural technique, to give the same profitable scope 
for investing capital in the development of new areas for primary pro
duotion as it has done hitherto. Thus in these eircumstances, the 

with ita four .quare miles of confectionery works I Do you know tha~ in 
the Christmaa cracker trade Birmingham is the workshop of the world' 

CruNtoo. Take- Oateehead and Middlesbrough alone! Do you knoW' tha~ 
there baa not been a day'a unemployment thereforllveyeare p!IIR, and thM 
their daily output of chooola", ereama to~ up to twenty thouaand tone' 

Mop.... It is oertainIy a oonaoling thought that if ..... were peaoefuIly 
blockaded by the League of Nations .... oould lin for at leaat thnIe weeks 
on our chooola", ereama ••• I dread revolution •••• I ..... tbinking of the 
eountries on whoae tribu'" .... are Iivill8. Suppoee it oeeura to them to 
atop paying it 1 That baa bappened before. PI...,. Ob no, air,DO, no, no. What would heeomeof their foreign trade with os, 

M..,-, At a pinch, I think they eould do without the Chriatmaa ......... 
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opportunities for s01pld international investment are likely to be 
materially less than they were before the war. In particular, loans 

. for purposes of opening up new territories by building railways will 
seldom be possible, and it was just this type of transaction which 
was most suitably handled by pre-war investment technique. 

These conclusions, which involve debtors' difficulties, may be 
para.lleled from t4e lenders' side of the transaction. Large-scale 
lending is likely not only to involve debtors in exchange and transfer 

. difficulties when interest payments fa.ll due, but also to disturb the 
balances of payments of the lenders when exports of capital take 
place. The idea that' capital movements create their own balances', 
which has for long provided the standard refutation to the arguments 
of those who were impressed by the bogy of overlending, has lost 
much of its reality in a world where long-term capital issues no longer 
constitute the whole or even the majority of long-term capital ex
ports. There used to be a presumption that when a foreign issue was 
floated a. part and often a large part of the proceeds would be used 
for buying goods and services in the lending country, thus increas
ing that country's exports. But when capital is exported to purchase 
securities already issued on foreign stock exchanges the assumption 
cannot be made that exports will then be increased automatica.lly. 
It can be argued that large-scale capital movements of this nature 
will inevitably lead to a rise in the rate of interest in the lending 
country and that exports will be cheapened relatively to imports. 
Such would probably be the result in the long run. But how funda
mental are the necessary readjustments; how far-reaching the socia.l 
consequences if viewed in terms of the unemployment created; how 
much removed is such a prooess from that which was consequent 
upon making a long-term loan in the old days. Political upheavals in 
Europe and other parts of the world have shown that readjustments 
which were once regarded as automatio may be fraught with such 

. disastrous consequences for certain sections of the community that, 
instead of being simple and unavoidable, they may endanger the 
whole fabric of the state. 

ThUs, from the standpoint of the lending country, international 
investment is likely on the one hand to prove less valuable socia.lly 
and less safe for the individual investor, and on the other, if under
taken on an extensive scale, to entail greater dangers of exchange 
troubles than formerly. Nevertheless, the fact remains that different 
countries a.re very unequaIlyendowed with capital, and annual savings 
per head vary enormously from place to place. There is no reason to 
expect that disparities in interest rates between different countries 
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will diminish, and any decline in the volume of international capital 
movements will tend to inorease them. Aocordingly it is to be ex
peoted tha.t, in so far as thesedifferenoes of interest rates are not offset 
by differenoes in risk, an incentive will remain for investors in regionS 
where capital is rela.tively plentiful to seek toinorease their earnings 
by exporting capital to pla.oes where it is relatively scarce. It would 
be foolish, therefore, to envisage a oessa.tion of aJIlong-term capital 
movements. . 

Thus it is important to inquire through which channels invest
ment oan most beneficiaJIy be oonducted; how far through new 
issues, how far through the expansion of direct investments by large 
industrial and commercial undertakings, and how far by other means 
luoh as the purchase of seourities or the guaranteeing of export 
oredits. The objeot of the preceding pages has been to show that, 
prima facie, the oa.se for international investment rests on more 
slender grounds than formerly. But there is still scope for lending 
overseas if forms can be found for it a.ppropriate to the oha.nged 
ciroumstanoes of the present time-if the methods employed, the 
channels utilized, and the control exerted are such as to involve the 
minimum of dislocation. 



CHAPTER IV 

TYPES OF INTERNATIONAL INVESTMENTS 

FROM the point of view of the average British or American investor, 
foreign investment has usually meant the purchase of securities 
which were publicly issued in London or New York on behalf of a 
foreign or colonial government, municipality, or private enterprise. 
To a much smaller extent, it has meant the purchase of securities 
issued on a foreign capital market or of physical capital goods or land 
in the debtor country. It is important to note, however, that new 
issues can only be used in certain fairly well-defined circumstances 
and for particular types of investments. 

Lending to other countries through the new issue market is a 
particularly suitable method if the issue is large and the borrower is 
a government or public authority or a large and fairly well-known 
private firm. H the issue is small and the borrower unknown, the 
method is not nearly so suitable. The cost of making a public issue 

- does not vary directly with the amount of the issue, but bears most 
heavily upon small borrowers. Both professional investors and the 
general public find it easier to obtain information about the position 
()f large companies, and they are therefore inclined to assess the 
probable risks at a higher rate in the case of small firms. Again, even 
if the firm is large and well known, the investor must be assured that 
the purposes for which new capital are to be used are likely to be pro
fitable, and experience has shown him that the development of new 
primary producing areas by means of railways and other public utility 
enterprisee are often worth while, so he may be less willing to put his 
money into a kind of undertaking which has not previously been tried.' 
Finally, new issues are only practicable if there is reasonable hope of 
exchange stability during the currency of the loan, as otherwise the 
borrower is faced with the possibility of having to meet far heavier 
charges in terms of his own currency than those he originally con
templated. 

In Chapter II it was shown that a very large part ()f the interna
tional investment of the past has been the result of the oorrowings of 
public authorities and public utility enterprisee, and that much ()f the 
money so raised was used to purchase capital equipment for the 
development of new countries whose principal products were food
stuffs and raw materials. The new issue market, it is clear, is the 
most suitable cbAJ1Del for such investment. Individual issues tend 

I That thia i.o Dot alwaYII true i.o ohOWD in Appendix lll, below. 
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to be BUfficiently large for costs of issue to be small per um't of 
capital ra.ised, and borrowers are usually either public authorities 
or large and well-known firms. Finally, in the nineteenth century 
at least, the risk of exchange fluctuations was 80 small that it could 
be neglected. 

There are still, in many countries, opportunities for new invest
ments in railways, roads; electric power developments, and public 
buildings, but the scope for such investments is much more limited 
than it was before the war or even in later years. Most credit
worthy borrowing countries are reasonably well supplied with 
capital equipment·, of this sort-Canada, for example, is probably 
over-developed in the matter of railways. Moreover, as has been 
shown in the last chapter, food-producing countries are not in a 
position to embark upon large-scale capital expenditure, since the 
demand for their products is no longer expanding as it has done in 
the past. Finally, the world of toodsy does not possess an interna.
tional monetary standard, and the risks of lending to countries with 
paper currencies and fluctuating exchanges are enormously greater 
than under gold standard oonditions. Despite all sorts of safeguarding 
clauses, the investor must now be much less sure that he will receive 
his interest payments in full. In these circumstanoes, it would not 
be unwarrantable to suggest that the importanoe of the new issue 
market as a channel of international investment may declinere1a.tively 
to that of other channels which are more suited to types of invest
ment which may be expected to be used to an increasing extent under 
present oonditions. . 

The aooeptanoe of this oonclusion does not, however, imply that 
new issues will oease to be an important form of investment in future. 
In some oountries extensive capital equipment is necessary if econo
mio progress is to oontinue at all. In the first pla.oe, although the 
demand for foodstuffs is not expected to oontinue to expand at its 
old rate, there is no reason to believe that the demand for essential . 
raw materials will oease to increase. Moreover, the relative impor
tanoe of dilferent raw materials may change. This generation hae 
Men the rise of oil and hydnHllectrio power, which have taken the 
pla.oe of coal in many Ull68, and of wood pulp which is supplanting 
ootton, silk, and wool in varying degrees. Aluminium and other 
light metals are tending to be used instead of steel, and there is DO 

limit to the extent to which such developments may take place. An 
agricultural oountry such &8 Canada may find, for example, partly 
&8 the result of developments such &8 this, and partly because of the 
declining profitability of ita food-producing industries, that it is now 
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profitable to exploit hitherto undeveloped resouroes in the north, 
and for this new roads and railways would be as necessary as 
mining equipment. Such changes may occur in many of the semi
developed countries ofthe world, and for them all new capital will be 
required. Generally, it will be cheaper to raise this capital in London 
or New York, where there are highly organized capital markets, than 
to attempt to procure it locally; generally also it will be possible to 
raise it by means of new issues. This, then, is one important use of 
new capital which can be expected to be furnished in much the same 
way as in the past. 

New capital issues will also be required for other purposes. The 
'aftermath of war and the aftermath of severe depression are essen
tially simila:r. In both cases confidence milst be restored and the 
stability of currencies assured, and this' may be done by means of 
international loans which can also be used to replace capital equip
ment which, in the one case, was destroyed by war, and in the other 
by enforced neglect., Thus it is very possible that the next few years 
may witness a repetition on a smaller scale of the series of stabilization 
and relief loans which were made to many European countries be
tween 1924 and 1928. This is another field in which new issues may 
be expected to be important; but issues for this purpose are, as has 
been shown in Chapter II, very different from issues which are in
tended to finance, for example, railway construction. They are not 
primarily intended to be used for the purchase of real capital assets, 
and they seldom serve directly to increase the demand of the borrow
ing country for the exports of the particular country which supplied 
the loan, or, to increase the efficiency of production in the borrowing 
country. Their function is, rather, to restore confidence in the 
borrower, and to secure stability in the exchanges so that the risks 
borne by lenders may be diminished and that international trade 
and international lending may begin again. The fact that such loans 
are 80 indirectly beneficial, especiaJly to the lender, raises special 
problems which will be discussed in another chapter where questions 
of official policy towards international lending are considered. 

There are, then, two purposes for which international investment 
through new issues m&y be expected in future on a substantial scale: 
for the development of areas to produce raw materisJs, and for stabili
zation and relief purposes. But new issues are not the only llhannel 
through which international lending may take place. Three other 
types of investment, the relative importance of which may be 

, expected to increase, must be considered, viz. those which are de
scribed in the United States as • direct investments 'J institutional 
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investments, and medium-term credits. These 8.re all types of inter
national investment whioh are especially suited to modern conditions, 
which require not only that more care should be taken in the selection 
of investments, but that risks should be more '¥idely SPread and that 
individual borrowings should be ofreIatively smaJl amount . 

• Direot' investments are, roughly, those made not by individuals 
but by firms whioh wish to expand their overseas business and which 
therefore make investments in other countries.1 Large international 
ooncerns produce and sell goods or maintain services in a number 
of oountries. They have acoess to at least one capital market, 
and possibly to several. Their reserves are large and are oonstantly 
being augmented, li.nd these funds must be invested. They also pOBBeBB 
Bpecialized knowledge both of the operations which they undertake 
and the markets hi which they borrow. As a result, the overhead 
oosts involved in any new operations are likely to be smaller than they 
would be for an entirely new and independent company, and the 
big ooncern can UBUally raise money more oheaply through its bank
ing connmons and has less diffioulty in convincing credit institutions 
and oa.pital markets of the advantages of the new developments in 
question. . 

American direct investments abroad, which consist of the 
security holdings of Amerioan industrial and commercial concerns, 
were about equal in volume before the depreBBion to private holdings 
of foreign securities. From 1925 to 1930 the direot investments of 
American companies were increasing at the rate of between $200 
millions and $400 millions a year. Even during 1932 and 1933 
industrial undertakings both in Great Britain and the United States 
continued to increase their uternal investments_ This was the oa.se 
beoa.uae, in the first place. changes in demand have sometimes neoeesi
tated the provision of new factories, &0., in overseas countries_ A 
conspiouous uample is international aviation. International air 
transport companies have continued to eJ:P&nd and in the proceBll 
there haa been an increase in the demand, not only for aeroplanes, 
hotels. and aerodromes. but also. for uample, for facilities for the 
BUPply of oil and petrol. Secondly. there has been a certain amount 
of what might be described as 'involuntary investment' by inter
national companies during the depression. International concerns 
with blocked baJanQ8B have frequently found themselves in a position 
in which they could only bring their money out at a great dis
count or leave it in the country and run the risk of depreoia-

I A diao..mOll of th .. dellnitiOll of the term, ""d the _, of AmerioUI 
'dinIc$' inve.tmeD. 'Irill be follDd in Chap. XI, pp. l8I>-H. 
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tion, and they have therefore preferred to invest in the country 
imposing the exchange restrictions. On occasion, blocked balances, 
in Germany for example, have been liquidated by purchases 
of all kinds of. goo~ranging from ships to harmonic&&-but 
this has been possible only after a bargain has been made with 
the central authority. Such bargains often contain the condition 
that the owner of the blocked balance shall add to it a certain 
sum in free foreign exchange before he can use it to buy goods for 
export. Thirdly, the growth of economic and political nationalism 
in recent years has occasionaIlybeen responsible for the growth 
of direct investments; thus, for instance, oil companies have 
found themselves obliged to erect local refineries in France because 
legislation compelled them to do so. 

Even smaIl concerns have found it profitable to establish bmnches 
in foreign countries in which competing domestic industries are pro
tected by high tariffs. In some cases, the establishment of a better 
sales and distributing organization and a satisfactory maintenance 
service has been· sufficient to increase exports despite tariff barriers. 
In others, it has been necessary to establish assembling works, in 
which parts that have been manufactured abroad are assembled into 
the completed article. In some others, the differences between the 
import duties on the parts and those levied on the completed article 
are not large, and branch factories have been established which carry 
out the whole process of manufacture with domestic labour and raw 
materials and foreign capital. Regional tariff agreements such as 
those existing between the British Dominions and the United King
dom offer a considerable incentive to this type of development, as is 
illustrated by the increasing number of United States firms which 
have established factories in Canada for the manufacture of products 
which are admitted into Empire countries under the British preferen
tial tariff. 

International business organizations have several methods which 
they may use in order to procure capital for these purposes. They 
may float new issues in the normal manner and obtain money.from 
the general public and from financial and savings institutions; their 
shares or debentures may be sold to financial houses for resale to the 
public; or funds previously accumulated by the company may be 
reinvested in the business. The amounts put to reserve by publio 
companies have always tended to be large, but the proportion of 
profits which were 'ploughed back' in this way a few years ago was 
certainly larger than before the war. In any of these cases, an ex
port of capital may result as, for instance, if a controlling interest is 
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purchased in an enterprise abroad which will work in conjunction 
with the main company; or if land, plant, or factories overseas are 
bought outright; or if new subsidiary companies registered overseas 
are established by the parent company; or II'lachinery and equip
ment are purchased in one country, exported, and ereoted in another. 
These methods were all in use before 1930 and aocounted for a very 
oonsiderable volume of international investment, although it is not 
possible to ascertain with muoh accuracy the sums involved. 

Direot investments in overseas countries by firms which wish to 
develop their export market have been increasingly important in 
recent years and may be expected to become even more so. It has 
a.1rea.dy been shown that the opportunities for investments which 
can most ea.sily be financed by new issues are beooming severely 
limited. New overseas investments by iBdividual firms are, however, 
especially suitable in present ciroumstances. They are undertaken 
only by those who have a specia.lized knowledge of the branch of 
industry concerned and, often, by firms which have interests in many 
countries and are thereby able to spread their risks. Such investment, 
too. is often correlated with exports of capital goods from the lending 
oountry so that the exchange diffioulties in making the loan are dimin
ished. At the same time, the exchange difficulties involved in mak
ing service payments are also lessened, for this kind of investment 
is usually an equity investment, whereas new issues for overseas 
borrowers are 'very often fixed-interest-bea.ring. There is, therefore, 
some tendenoy for the yield to vary with the general prosperity of 
trade, so that in periods of depression the burden of interest charges 
may be reduced. 

Another type of international investment, that which takes place 
through the intermediary of investment institutions, is also becoming 
increasingly important. These institutions inolude investment trusts, 
insurance companies. banks. and mortgage and loan companies. 
British banks seldom invest a large part of their assets in long-term 
aeourities, except government aeourities, and it is not, therefore, to be 
expec;ited that even thoae banks which have overseas interests will ever . 
be large lenders on long-term, although they may be extremely im
portant as international short-term credit institutions. No statistics 
are available of the size of British banks' overseas assets.. United 
States banks have, in the past, tended to hold a larger proportion of 
long-term assets than British banks. and they havealsolentlargesums 
abroad. partioularly to Germany. After their recent experiences, 
however, it is unlikely that they will care to undertake this busineaa 
on a large aoale for some time to come. The organization of French 
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banques d' affairl!8 and of German Kreilitbanlcen, wouid permit them 
to carry on international long-term investment on a large scale; but 
it appears that, in recent years, they have been almost exclusively 
concerned with dome$tic investment, although some French banks 
have interests in the colonies and, possibly, in some European 
countries. Even ,the international banks, such as the British banks 
operating in South America, are not responsible for a large amount of 
long-term inyestment, and banks as a whole must usua.lly be regarded 
as intermediaries for short-term lending. 

Finance and land companies have been important investment in
termediaries in the past, though the extent of their overseas holdings 
is unknown. Since, however, the days of large-scale land settlement 
are over, such institutions cannot be expected to expand very con
siderably, although they may well make investments in urban 
properties in other countries. 

Quantitatively much more important than these are investment 
trusts and insurance companies. The ECIJ7U111Ii8t1 gave the total num
ber of investment trusts in Great Britain at the end of 1933 as 197, 
with a paid up capital of £295,582,000. About one-half of the hold- ' 
ings of the trusts consisted of foreign and colonial securities, but a 
comprehensive analysis is impossible since many of the trusts do 
not show details in their published statements. Moreover, holdings 
are sometimes shown at 'market' values and sometimes at 'book' 
values. 

The following figuresi show the geographical distribution of the 
investments in 1933 for those which do publish details. 

Ge,ogrophicaJ, Distribution 0/ British Inve8tme1lt T1'It8tB' Holdings, 
1933 

41 "'""'PtmIu, ...". 66~,tDit" . ""/ding. of Ioolding.of 
£63,404,000 <II £96,163,000 <II 
'7lIG7'kd' tJalueB 'book' WJl.uu 

% % 
United Kingdom . · 48·0 40·' 
British OVenJ088 Empire · 1l-3 13·2 
United Statea. • · · 1l-8 10·2 
Latin America · · · · 1l-7 16·2 
Europe . · · 11·6 13-l 
Elsewhere. · · · · 6·6 7·9 

100·0 100·0 

1 Investment Trust Supplement, IDeo. 1934. 
• Baaed on .tatisti"" in I'M E""""""",loo. cit. 
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It is interesting to note that the geographioal distribution of these 
holdings differs substantially from that of British oversea.s invest-
ments &8 a whole. . . 

. 
Geographical Distribution. 0/ Bnlish I ntJe8tment Trusts' Over8eas 
Holdings compared with that 0/ aU British Overseas Investments 

41 • MMkol Value' 66 • Book Value' Total Brie .. " ..,.,.-
TnWo,1933 TmlII,1933 • .,......,..-...ct 

% % % 
British Empire • 21-7 22-1 69 
United Statee . ·22-7 IN 6 . 
Latin Amerioa • 22-5 25·5 21 
Europe . 22-S 22-0 8 
Elaewhere . 10-8 13-S 7 

100-0 
, 

100-0 100 

From this it appea.rs that investment trusts have purchased 
American and European seourities rather more, and Dominion and 
oolonialseourities rather less, than British investors as a whole.' This 
is probably to be explained by the relatively low yields obtainable on 
Dominion and oolonial seourities, many of which are trustee seourities 
in Great Britain. 

Such oomparative figures as are a.va.ilable for 1929 do not suggest 
that there were any noteworthy cha.nges in the geographical dis
tribution of investment trusts' holdings between that date and 1933 • 

• As rega.rds polioy in the matter of .. switching" from one group to 
another during depreaaion, the .. book value" figures are moat informative. 
They auggeet a degree of rigidity in geographioaJ distrihution which may 
oome aa a eurprise to investors who may have attaohed importance to the 
ability of the oompaDies to trim their sails to the prevailing wind. The 
figures suggest a oertain desire to .. fly" from devastated areas, like 
South America and Europe, for more profitable territories like Great 
Britain and the Empire ; but the ef£ect on the general. distribution of assets 
baa been relatively small_ 

• If the desire to .. switch .. geographioaJly be inferred from the "book 
value" figures, the "market vatue" percentages may be regarded aa a 
refteotion of its concrete efl"eots in the oonditiona of the last four yean. 
The post-war trust aampleappeare to inc1udeoompaDies whose investments 
are 1_ in the United Kingdom and more in Europe than the average. 
Subjeot to thia qua1ification, it would appear that a larger proportiOD 

I 19So. 
• There h .. lIMn no change in U.e fI8OIII'&phical diotriblltioa of Britiah over

_ in",,"""' ... a "hole oinoa 11130 on &. aWlicien' aaaIe '" invalida. this 
ooncIllIion. -
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of investmellt trust holdiIlgs, at market values, was in Great Britain &lid 
the Empire in 1933 than. in 1929, alld that this was less a result of deliber· 
ate policy than. of the fact that the "foreign." securities had depreciated 
more rapidly than. the "home" an.d "Empire" trustsecurities.'l 

Though it would appear that investmellt trusts did 1I0t do much 
towards 'switching' their holdiIlgs in the face of depressioll, it does 
not follow that they are UIlable to extend their operations in new 
directions during periods of relative prosperity. Between 1923 and 
1929 available figures show a strong movement into European 
securities which coincided with the establishment of several new 
trusts. Too·much attention should not, however, be given to changes 
in investment trusts' portfolios, since the directors may sometimes be 
more concerned with the immediate f1UJ/1'ket prospects for the securities 
which they hold than with long·run considerations of the probable 
future yield. 

In the same category as investment trusts may be placed insurance 
companies, which are also important international investment inter· 
mediaries. The diversity of the investments of British insurance 
companies may be illustrated by the following statistics which show 
the distribution of the assets of four companies, the Prudential, the 
Pearl"the Alliance, and theSUIl Life.· 

Investments 0/ Four I1I8'Urance Companiea, Decemher',1933 

Mortgtuj .. : 
III United Kingdom and Irish Free State 
Foreign • . . • . 
Loans 011 ra~, policies, &C. • r 

1"".01"..,.,.: 
British Government and Municipal • • • 
Indian and Colonial Government and Municipal 
Foreign Government and Municipal 
Debentures, railways, industrials, &C. 
Preference &bares and stocks • 
Ordinary stocks and sbares. • • • 
Property, ground rents, &C.. • • • 
Investments in 8ubsidiary companies, revereiona, 

&C •• 

£ % 

19,530,800 
6,292,300 

43,769,100 

145,877,800 
34,420,500 
22,255,700 
62,488,300 
27,093,000 
32,177,800 
19,615,700 

2,707,400 

4·69 
1'51 

10·62 

35·05 
8·27 
6·36 

15·01 
6·51 
7·73 
4'71 

0·65 

416,228,400 100·00 

UnfortUIlately, debentures and shares are not classi1ied according 
to the COUIltry in which the issuer carries on his business, but it can be 

1 EcrJt&Omi8t, loco cit . 
• From Francia Williama, 'Insnrance Companies and Investment Trnsts' 

in 8tudiu ... oa,pitJ mad In"""""" (London. Gollanea, 1935). p. 149. 
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seen from the above table that 13·62 per cent. of the assets of these 
four compa.nies were invested in foreign a.nd colonial government a.nd 
mnnicipal bonds. This proportion is very similar to that given for all 
British insura.nce compa.nies at the end of 1934, when it was estimated 
that out of total assets of £1,465 millions, £193;650,000 or about 13·2 
per cent. were invested in this cl&88 of securities.1 The inlporta.nce of 
insura.nce compa.nies as overse&llinvestment intermedi&ries is shown 
by the f&at that they hold about one-eighth of all the securities of . 
overseas public bocj.ies which &re owned in Great Britain. If their 
iiltereats in private enterprise abroad &re included, it is per
missible to estimate that the' oversea.s assets of British insura.nce 
compa.nies amount to between £250 a.nd £300 millions, but their tid 
investments &re smaller, since they have also considerable extern&l 
liabilities. Insura.nce compa.nies have been inlporta.nt international 
investment intermediaries throughout the post-war Ye&rll. Their 
total assets doubled between 1918 a.nd 1930, a.nd over the 8&IIle period 
their holdings of the securities of publio authorities overseas also 
nearly doubled. Since 1930, however, their new funds have been 
employed principally within Great Britain itself. 

There is no reason to expect that the funds which insura.nce com
pa.nies will have to invest will be smaller or, indeed, that they will 
cease to expa.nd, in future Ye&rI!. It does not, of course, follow from 
this that they will choose to distribute their assets as between home 
a.nd foreign a.nd colonial securities in the 8&IIle way aa they have done 
in the past, though there is one pa.rt of their foreign investments 
which apFe&rll to be inere&aing rapidly at the present time: their 
purchases of American securities which have been issued, not in 
London, but in New York. 

It may be estimated that British investment trusts, insura.nce 
compa.niea, overseas banks, and miscella.n80US financial institutions 
poaaeea long·term overseas assets at the present time to the value of 
not 1_ tha.n £500 millions. A large pa.rt of this capital, possibly aa 
much aa two-thirds, haa been exported since the war. The preminma 
paid on insura.nce policies and the subsoriptions made to other eorIB 
of financial issues have been the means of a very large amount of 
international investment; but, the geographical deatinatitm of this 
capital waa obscured by the intermediary through which it pe aed, 
and was probably unknown to many of the individuale wh~ eaviDga 
it actually represented. 

I ct. 1''' 8IoItd, 8 July 19311. U mwn be rememhlnd that the in_ ..... 
ot iDa ...... "" oompani ...... partly oonditioDed by lepll'tllltl'oI;i, .. impoeedon 
&hem in &he oountri .. in which &hel operata. , , 

• 
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It is to be expe!lted that these intermediaries will continue to 
form an important channel for international investment, and one 
feature of their activities must be clearly noted. The type of invest
ment in which they take part to the greatest extent-the purchase 
of seourities already issued on foreign stock exchanges-is very 
different from that which characterized most of the pre-war and much 
of the post-war international investment of Great Britain. It repre
sents the purchase of existing securities rather than the provision of 
capital for new investment. The securities purchased are as likely to 
be those of creditor countries, e.g. the United States, as of countries 
which require to borrow from abroaii. Investment of this type is 
therefore more likely to add to the difficulties of maintaining exchange 
stability than to contribute to their solution and, unlike the more 
'primitive' types of international investment, there is no presumption 

. that it will serve to promote a more economical utilization of the 
world's capital resources. 

Finally, there is a third kind of investment which is tending to 
take the plaoo of publicly issued securities to a certain degree, viz. 
m,edium-term credits. The trade of any country is almost entirely 
financed by credit. This may take many forms, but the most im
portant is the bill of exchange .• This is, however, a short-term credit 
(usually less than twelve months), and it is unsuitable for financing 
trade in ciapital goods for which medium-term credit (one to five years) 
is required. This point was stressed by the Macmillan Committee: 

'With the immense growth in the mech&nisaticn of industry throughou~ 
the world, the demand for longer credits for financing ths production and 
sale of maohinery of all kinds appears to be growing. The purcbaeer 

. abroad requires very often two or'three years before he can complete his 
payments, and therefore contracts are likely to go to those sellers who can 
provide sufficisntly long credit. Since we must look in the future particu
larly to exports in which skill and experience largely enter, we believe tha' 
the facilities for financing exports of machinery of aU kinds are of particular 
importance. At present, however, we do not believe that the facilities 
available here in the case offoreign trade are so complete as those provided 
in some other countries, and we think that it would in fact often be nooes
BBZY for British traders to obtain either directly or indirectly snch facilities 
from foreign institutions. This is a situation which should be remedied. and 
British institutions. simiIar to those which cover the ground satisfactorily 
at home. should be developed for the purpose of assisting British industry 
and trade abroad. . We see no reason why sufficiently strong institutions 
should not create a market for their own short-term securities by me&118 
nf whioh any sound business negotiated may be financed.'l 

in • Bqorio/flIoOotnmill ...... F ..... _ ..... UtadusIry.Cmd.3897of 1931.para.396. 
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Ullder present-day conditions it is more than ever desirable that 
exchange stability should be maintained. Medium-term export 
. credits help to do this by oorrelating exports of capital with exports 
of gO'Ods. In brief, they enable worthy borrow!JrB to obtain credit, but 
prevent this lending from ca.using the exohanges of the creditor. 
country to become adverse, by ensuring that the demand for the 
ourrency of that country will also be inore&Bed by exports of goods. 
They &re, moreover, benefioiaJ. to the industries of the lending coun
try and help to maintain a high level of employment. These &re 

results which need not neoessa.rily follow from long-term lending. 
through the new issue market, and they constitute the chief advan
tages which medium-term export credits have to offer. But there &re 

others lUI well. The' risks attached to medium-term lending &re 

relatively sma.ller, in the first pla.oe, simply because the period of the 
credit is shorter and, seCondly, lUI a result of the teohnioal conditions 
under which such credits are granted. They are used prim&rily to 
finanoe exports of capital goods, usua.lly in connexion with a contract 
for the building of a bridge or a road or 80me other pieoe of capital 
equipment. The exports of goods &re, therefore, spread over a con
siderable part of the period of the credit, and the lender may expeot 
to begin to reosive servioe payments before a.ll the exports of goods 
have taken plaoe. If these payments are not promptly forthcoming, 
pressure may then be pl&oed on the borrower by withholding ship
ments of goods and thus forcing him to inour the risk that he may 
be left; with a half-finished struoture. Finally, sinoe the exporter 
norma.lly exercises considerable contl:91 on the spot, he can be well 
informed of the finanoiaJ. position of the borrower, and further credits 
may be refused if adverse developments are to be expected. 

The British financial market posseBBsI no institutions which apeoiaJ.
ize in the provision of IUch faoilities lUI this. It can handle billa of 
exoha.nge or long-term loana with the greatest efficienoy, but is not 
able so easily to deal with credits of an intermediats length. In 
recent years, however, this deficiency haa been partly removed by an 
extension of the work of the Export Credits Guarantee Department 
of the Board of Trade. A desoription of the work of this Department, 
and a disoUBBion ofits merits, will be given in a later chapter. 

There are, then, various types of international investments which 
may be expected to increase in importance relatively to new issues. 
Th_ are 'direct' investments, purohaees of aecurities on foreign 
stock exohanges. and medium-term credits. They will tend to be 
preferred because the conditions under which long-term capital 
may move from one country to another have cbaoged, and. when new 
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capital is-required by a bOlTowing country, it will often be found that 
the new issue market is not the most suitable channel through which 
to obtain it. . 

When the problem of international investment is considered fro~ 
the point of view of the creditor countries, it will be seen that con
ditions in these countries tend also to limit the volume of new invest- -
ment and to govern the channels through which it may take place. 
In the next chapters the problems of the balances of payments of 
creditors, of exchange stability, and of the rale of the state in inter
national investment are discussed. The conclusions that we have 
reached in this and the previous chapter will be fOlmd to be reinforced 
by those to which this discussion will lead. It is necessary first to 
examine the question of the balances of payments, because it has 
often been the balance of payments position which has disturbed 
exchange stability and has caused governments to intervene in the 
sphere of international investment. 



CHAl'TERV 

THE BALANCE OF INTERNATIONAL PAYMENTS 

'The Mero&ntiliata were not impelled by the cUcumstanoee of their time to 
pay 118 much attention to the two groups of invisible imports and exports
those due to international oredit and absenteeism_ they did to the semoee 
of oommeroe and shipping. But the financial and oommercial troubles of the 
great French war made English statesmen and 8OOnomiste examine the 
balanoe of trade with a oars and thoronghn .... never before attempted; and 
they found that lome important matters had been overlooked." 

'In yean put we have gone to great trouble and expense in recording and 
regulating the flow of emigration and immigration. The time baa arrived when. 
as a nation. we must pay close attention to the migration of capita.! and ita 
relation to our foreign trade in order to avoid IUch movementa 118 ooourred 
during the 1928-1033 period.'1 

TIIB object of this chapter is to consider the way in which the 
problem of international investment is affected by what is called 
the balance of international payments. 

The balance of payments of a country may be conveniently divided 
into two parts: the balance on moome account and the balance on 
capital account. The former covers all transactions which entail the 
purchase from or we to another country ofmerchandiee and services. 
and inoludes also receipts or payments in respect of dividends or 
interest on investments,loans. and debts. Every country must pay for 
itsimports80mehow. It may pay for them, 88 in large part at 1888t every 
country dces, by exporting commodities. If the value of its recorded 
imports exoeeds(or falls abort of) the value of its recorded exports, 
the country h88 what is 80metimes oalled an adverse (or favourable) 
'visible' balance of trade. This. however, is only part of the balance 
of payments on current account. A country may be entitled to pay
ments from abroad on account of the we by its nationals of various 
services, auch 88 &hipping and banking services, or the provision of 
services to foreign tourists which are not recorded in the returns of 
foreign trade. Convereely. it may be liable to make payments abroad 
in reapeot of the purchase of simil .... services.. Again. it may be 
entitled to receive or'liable to make payments in respect of interest 
on loans or dividends on investments. All auch items enter into the 
balance of payments on ourrent account. 
. But. country may &lao be entitled to receive payments from 

l Alfred MU1IhaIl. JI...,. ~ ...... C __ (London, V ... mm .... 1923). 
po 135. 

I Geor!!e N. PMt. Speoial Adn- to the Preoidenl oa Foreign Trade, ill 
a letter to Preoidenl ~'""" 30 Aug. 1934 (Washingloa. Govenunenl 
PrintiDc Oil.., 1934). 
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abroad or be obliged to make payments abroad in respect of capital 
transactions. Its nationals may subscribe to a loan that is issued by 
the government of another country, or they may purchase stock 
exchange securities from the citizens of another country, or they may 
invest money abroad in many other forms. Conversely, they may 
borrow from abroad in a variety of ways. 

Capital assets 'bought by the citizens of one country from the 
citizelljl of another must be paid for just as much as commodities 
that are imported in the ordinary course of trade. 

If we include among these capital assets the gold which central 
banks or governments sell for export or acquire from abroad, the 
aggregate payml!nts which a country makes abroad must exactly 
balance the payments which it receives from abroad. There may be 
a substantial balance' in the one direction or the other on current 
account, but this must be exactly offset by a corresponding balance 
,in the opposite direction upon capital account. This must hold good 
not only from year to year but from week to week, and even from 
day to day. 

Certain elements in the capital· account, however, have a special 
claim to be regarded as the balancing items through which this 
equality is maintained. The chief of these is gold. Under the tradi
tional gold standard system, any marked tendency for a country's 
payments abroad to exceed or faIl short of its receipts led directly to 
an outflow or inflow of gold, and this remains essentially true in many 
countries which have departed from the gold standard, though the 
gold may now be drawn from or added to the reserves of exchange 
equalizatio:p. funds rather than those of central banks. But gold is not 
the only aSset which is used in the day-to-day adjustments of the 
balance of payments. Holdings offoreign currencies orofbankdeposits 
or bills in a foreign financial centre may fulfil the sa~e function. The 
essential point is that in every country some authority, whether it be 
the government, the central bank, or a group of banks which are 
largely concerned with foreign remittances, maintains a substantial 
reserve of liquid assets readily convertible into foreign currencies in 
order to facilitate external payments, and it is upon this reserve that 
the first impact falls of any excess or deficiency in the balance of 
payments. It will often be convenient in this chapter to refer to this 
reserve shortly as the 'gold reserve '.1 

In most countries, however, this reserve would not be largs enough 

I This should not be oonfused with the gold supply in a gold.produoing 
oountry. In the oaae of luch countries, gold ezporto are not in auy way 
different from exportll of merchaudi.ae. 
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to sustain a large adverse balance of payments whioh persisted over 
a long period. Indeed, in no country would it be possible to meet an 
adverse balance of payments indefinitely by drawing on its reserve. 
Conversely, there are limits, though less definite and insistent limits, 
to the extent to whioh the financial authorities of a oountry ate nor
maJly willing to aooumulate assets of gold or foreign ourrencies. It is 
,thus fundamentaJly necessary that a reasonable equilibrium should 
be ma.intained over along period in a country's balance of payments 
on current and oapital accounts, when we exclude from the latter the 
elements whioh are used to adjust differences from day to day. 

It is this necessity that gives rise to the problem of the relation 
between a country's balance of payments on current account and its 
ea.pacity to lend abroad. If a country has a favourable balance of 
payments on ourrent acoount its nationals can lend abroad to the 
extent of this favourable balance without causing thereby any dra.in 
upon its gold reserve. If, however, it has no favourable balance on 
ourrent account, or if its nationals in fact lend abroad to an extent 
larger than its favourable balance, its gold reserve will be depleted. 
Within reasonable limits and for a reasonable time there may be no 
objection to this. It may indeed happen that a country pos_sing an 
exceptionaJly heavy gold reserve may be positively anxious to see it 
reduced. to smaJler dimensions. In such circumstances, it will wel· 
come a tendency for its nationals to lend abroad to an extent greater 
than its favourable balance on ourrent account. But a persistent 
outflow of gold would be unwelcome to a country whose gold reserve 
is already no larger than it desires normaJly to retain. To avoid such 
a persistent outflow it is essential that its net foreign lending should 
be kept within the limits of its favourable balance of payments on 
current account. This is what is meant by the common dictum that 
a country'8 capacity to lend abroad is limited by its • export 8urplUS'" 
The phrase • 8lI:}lOft surplus' is a convenient one to use IIoB a synonym 
for the longer phrase • a favourable balance of payments on current 
account', but it must not be forgotten that a large variety of trans~ 
aotionsother than the import and export of commodities enter into its 
eomputation. 

At this etage of the argument a further oomplioating factor needs 
to be considered. Capital transactions between countries may take, 
IIoB hlloB already been indicated, a great variety of forma; but they fall 
under two broad heads which it is important to distinguish, namely, 
long-term lending and short-term lending. An important part of 
the short-term lending takes the form of the movement of funds 
from one centre to another in response to the attractions exerted by 
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the relative interest rates obtainable in different centres for short
term money. A country which is losing gold on a greater scale than 
it desires may seek to protect its reserve by raising its short-term 
interest rates. This indeed was the normal practice under the tradi
tional gold standard regime; and it is still likely to be followed in 
some degree, though much less as a matter of course, under a system 
of managed currencies. The following sequence of cause and effect 
may thus occur; a country may lose gold because it has an 
adverse balance of payments on current account, or because its net 
lending abroad exceeds its favourable balance. Its financial authority 
raises the level of short-term interest rates. Short-term money is 
thereby attracted from abroad and the drain of gold is checked, for 
the time being at least. It may often be convenient that temporary 
fiuctuations in the current ba.Ia.nce should be met in this way, rather 
than by a movement of gold. But there are limits to the extent to 
which this is appropriate or sound: From the standpoint of the 
balance of payments, the attraction of short-term funds is equivalent 
to a reduction in the net volume of foreign lending, and the country 
in question may be said accordingly to have oeased to lend abroad in 
excess of ~ts export surplus. But it may none the less be drifting into 
a fundamentally unsound position. It may, to use another common 
phrase, be 'lending long and borrowing short', and if such a tendency 
were to persist for a prolonged period, a highly dangerous situation 
would result. The short-term money that was attracted into the 
country by relatively high short-term interest 'rates might be with
drawn suddenly at an inconvenient time, possibly for political rather 
than economic reasons. A large withdrawal of short-term funds is 
equivalent from the standpoint of the balance of payments to a 
sudden large-scale (though unintended) increase of foreign lending, 
and must be expected to lead to a heavy drain on the country's gold 
reserve. Withdrawals of short-term money were indeed the chief 
feature of the widespread international financial orisis of 1931 which 
led among other consequences to the enforced departure of Great 
Britain from the gold standard. 

Thus, on the one hand, short-term capital movements between 
countries have the significance that they may interpose something 
in the nature of a buffer, which may sometimes be useful, between 
the balance of payments in respect of other items &Ild the reserve of 
gold or foreign exchange maintained by the financial authority. It 
is not necessary that a country .whioh is 'lending long' to an extent 
greater than its export surplus should lose gold. In suoh oiroum
stances the long-term lending may be offset for a oonsiderable period. . . 
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and in Bome degree perhaps it is likely to be offset, by short-term 
borrowing_ On the other hand, since funds borrowed on short-term 
may be withdrawn at short notice, they oan only serve appropriately 
as a correotive for a temporary and not for a persistent divergence. 
Over a long period it is essential that a reasonable equilibrium should 
be maintained between the net volume of a country's long-term 
lending or borrowing and its balance of payments on ourrent acoount. 

We turn to the practical oorollaries that follow from these general 
considerations. -We shall consider first the problem of lending coun
tries, and later the problem of borrowing countries. A lending coun
try cannot lend abroad on a scale which is substantially or persistently 
in excess of its • export surplus' as defined above. But here it is 
necessary to ~member that an inorease of foreign lending me.y serve 
to stimulate exports and thus to increase the export surplus of the 
country ma.king the loan. How far it will have this effeot will depend 
largely on the type of the lending transactions. As has been already 
shown, there are many types of international investment in whioh the 
movement of money is direotly and naturally associated with the 
supply of oe.pital goods. This is most markedly true. in the oe.se of 
credits which are granted for the purpose of financing exports. It 
also holds true in a high degree of the type of international invest
ment in which a large industrial concern in one country establishes 
a branch works in another country; for in such oe.ses the greater pm 
of the oe.pital equipment will usually be obtained from the country 
of the parent concern. The condition of the balance of payments im
poses no limit to the dimensions which international investment can 
assume whenever the lending of money is directly associated with the 
export of goods of a commensurate value. 

When, however, the international investment takes the form of, 
aay, a loan issued by a ~vernment or municipality or publio utility 
company in the oe.pital market of another oountry, it is uncertain 
how far the exports of the lending oountry will be increased as a oon
sequence. If the loan is raised for the purpose of financing some 
oapital development requiring the import of equipment from abroad, 
!ohere is doubtless a presumption that 80me pe.rt at least of this 
equipment will be purchased from the lending oountry. But this 
presumption is far weaker than it was in the days when Great 
Britain was both the chief prodUOBl' of oapital goods and the leading 
country in international finanoe. A considerable pe.rt of the equip
ment required may be produoed within the borrowing oountry, and 
the remainder may be imported from in~ustrial oountries other than 
the lender. It is unsafe, therefore, under modern oonditions to II8BUIIlB 
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that any large part of a loan raised for development purposes will be 
need to purchase the producte of the lending country, unless condi
tions to that effect are expressly atta.ched to the iesue of the loan. 
Moreover, the loan may not be raised for purpQses of ca.pital develop
ment, but for internal financial or monetary purposee which will not, 
directly at lea.st, increa.se the importe of the borrowing country. 
Similarly, importe and exporte are not directly affected by. that 
rapidly expanding form of international inveetment, the purchase of 
stock exchange securitiee from the nationals of one country by the 
nationa.ls of another. '. 

It is sometimee argued that an increase of foreign lending must 
lead somehow to a commenSurate increa.se of exporte, though it may 
be h&r!i to trace the e:xact channels through which this will come 
about. The borrowing country a.cquiree as the reeult of the loan so 
much purchasing power in terms of the currency of the lending coun
try. If the actual borrowers do not wish to use this purchasing 
power to buy goods from the lending country, they will none the less 
wish to make' use of it somehow; they will sell it in the foreign 
exchange market, and those who buy it from them there, who may be 
other persons in the borrowing country or perhaps persons in another 
country, will preeumably buy it in order to finance purchases from 
the lending country. Thus directly or indirectly, it is argued, per
haps through a complex process of' triangula.r trade' the loan is likely 
to stimulate exporte from the country which providee the money. 

This a.rgument, however, ignoree the possibility that the gold re-
serve of a country ma.y be depleted. It is possible, that is to say, that 

. the exporte. which are eventua.lly stimulated from the lending coun
try as the i:esult of a loan may be exporte of the gold or foreign 
exchange held as a reserve by ite central bank, rather than exporte 

. of ordinary merchandise. This indeed is likely to be the consequence 
if the loan is not of the type which promotee exporte directly, and if 
the country is already tending to lend abroad in excess of ite export 
surplus. It is true, of course, that there are limite to the extent to 
which gold movemente are possible; but a country that is losing gold 
heavily will be obliged to take steps such as raising bank-rate and 
curtailing credit, or imposing reetrictions on importe to improve ite 
ba.la.nce of paymente on current account or to diminish ite foreign 
lending. In other words, if a country is lending abroad in excess of 
ite export surplus, the necessa.ry equilibrium may eventua.l1y be 
re-established, not by an increase in ite exporte of goods, but by a 
reduction ofite importe or by a curta.ilment of foreign lending, and an 
extremely dissgreea.ble process enta.iIing deflation and widespread 
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unemployment may be necessary to acbieve this end. The conten
tion that foreign lending of any type must neoessa.rily entail a com
mensurate expansion of exports from the lending country cannot be 
susiained. . . 

We return, therefore, to the broad proposition tha.t a country can
not lend 8ubstantia.lly or persistently in excess of its export Burplus~ 
The quaJifying words 'substantia.lly or persistently' should be noted. 
It is a mistake to BPppOse that the magnitude of the export surplus 
in any particular year imposes a precise and rigi~ limit on the extent 
of the long·term lending that is practicable or prudent in that parti
oula.r year. It is also important to remember that aloa.n or invest
ment norma.lly yields a return in the form of interest or dividends, so 
that, apa.rt from any effect wbich it may have immediately in stimu
lating exports, it is likely to improve the ba.lance of payments of the 
lending oountry on current account in subsequent yea.rs. But when 
due a.llowanoe ha.s been made for such considerations, it remains true 
that the condition of the balance of pa.yments sets limits to the extent 
to wbich a oountry can prudently lend abroad. If these limits are 
exceeded, exchange diffioulties are likely to ensue, leading ultimately 
either to the unplea.sant corrective medicine of a deflationary pro
cess or to a fa.ll in the exchange value of the C011l1try's ourrency. Thus 
the proposition wbich we have enunciated has in a large degree the 
force of a pra.ctioa.l precept. It is unwise for a country to attempt to 
lend abroad la.rgely or persistently in exoess of its export surplus. 
But what of the converse proposition' Can it be asserted with equal 
truth that it is undesirable that a country should fail to lend abroad 
on a soa.le commensurate with its favourable ba.lanoe of payments on 
current account t 

Up to a point similar considerations apply. If a country's foreign 
lending falls short of its export surplus, its central bank will accumu
late gold. If this a.ocumuIation becomes large it will be difficult for 
the country to avoid either an inflationary development or an 
appreciation in the exchange value of its currency. Either of these 
results may entail serious disadvanta.ges. In the long run, it is as 
fundamenta.lly neoessary that a country's foreign lending should not 
fa.ll short of its export surplus as that it should not exceed it. But it 
is neoessary to be cautious before proceeding to draw the moral. 

If for any reason the only foreign investments that it was practi
cable to make were unsound investments unlikely to yield a return, it 
would be absurd for a country to make such investments merely 
because it had 8. favourable baJanos of payments on oumm~ account. 
In such 8. case it would clearly be better for it to restore the DOC ery 
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equilibrium in other ways, e.g. by modifying its tariff policy so as to 
permit a larger volume of imports, or by permitting an appreciation 
of its currency which would discourage its exports. In short, when 
a country is tending to lend abroad persistently less than its favour
able balance of payments on current account, it may be desirable that 
it should lend abroad more largely, or it may be desirable that it 
should import more freely and export less, i.e. tbat its favourable 
margin on the ba.la.nce of payments should disappear. Which of these 
courses will be preferable will depend largely on the opportunities for 
sound investment offered by the borrowing countries, but sooner or 
later one of these courses will be inevitable. It is impossible for a 
country to maintain persistently a large export surplus while refrain
ing from lending abroad. The attempt to do so is likely to cause 
difficulties both to itself and to the outside world. 

With these considerations in mind, it will be useful to review in 
some detail the balance of payments positions. of the principal1end
ing countries, Great Britain and the United States. In the years 
before the war Great Britain had an export surplus on current 
account which was almost continually increasing and which ap
proached the sum of £200 millions in 1913. Imports of goods always 
exceeded exports (although by a much smaller amount than after the 
war), but the invisible items were all 'favourable' and it was, there
fore, the income from her past investments, her shipping, and the 
services of her commercial ond financial institutions which Great 
Britain used to lend to overseas borrowers. After the war, the export 
surplus on current account was much smaller-it averaged about 
£87 millions during the eight years 1922 to 1929. This decline was the 
result of a great decrease in exports relatively to imports so that the 
mean 'unfavourable' ba.la.nce of merchandise trade was about £337 
millions between 1922 and 1929, compared with £132 millions in 
1913. According to the estimates .. of the Midla.nd Bank, Great 
Britain did not, in these circumstances, reduce the volume of her long
term overseas lending to as great an extent as the decline in the ex
port surplus on current account would have warranted. The average 
annual amount of new issues for overseas borrowers between 1922 
and 1929 was about £123 millions, or approximately £36 millions 
more than the estimated average annual export surplus on current 
acoount. This' over-lending' was only possible because Britain was 
importing short-term capital (especia.lly after 1925), and it was one 
of the principal causes of the difficulties of 1931.1 

At the present time Great Britain'. export surplus on current 
• Bee aIao pp. 13H!. 
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account is very much smaller than it was a few ye&l'8 ago. From 
1931 to 1934 there was, indeed, an'imparl surplus; i.e. Great Britain 
had actually an unfa.vourable balance of payments on income account 
when all invisible items, including services and interest and dividend 
receipts, had been included. This ws.s largely attributable to abnor
mal slump conditions. In the past two years there has been an im
provement, and in 1935 there was an estimated 'export surplus' of 
£37 millions. In the light of recent developments, however, it seems 
doubtful whethel' this improvement will continue or will even be 
sustained. For against the further recovery that may doubtless be 
expeoted under oertain headings as world conditions improve, we 
have to reckon for some ye&l'8 to come with a new influence, namely, 
intensive rearmament, which must tend both to increase imports and 
to reduoeexporte, and thus to impair Britain's visible bala.noeoftrade. 

In comparing the present position of Great Britain with her past 
position in respect of the bala.noe of payments, there are indeed three 
main factors to be considered: 

(I) the decline in Britain's reoeipts from her foreign debtom, as the 
result partly of default, partly of the lower ea.rni:ngs of oveme&8 
industries, and partly of the general fall in long-term rates of 
interest; 

(2) the continuing 1088 of export trade, especially in cotton goods; 
and 

(3) the rearmament programme. 
The first of these faotom is discussed at length elsewhere;1 the second 
factor is 80 important thatwe think it well to give lOme relevant detsils. 

That Great Britain has lost-probably for e~ very large part 
of her former hugs trade in cotton goods oannot be more clearly 
demonstmted than by the following statistics: 

From 

1m • 
1928 • 
1929 • 
1930 • 
1931 • 
1932 • 
19S5 • 
19M • 
1935 • 

Ezpona 0/ OottoJa Pi«:e Good. 
(lndi-. 19117-100) 

· GnaCBnIrM J..".. GnaCBnIrM 
.... J..".. 

· 100 100 100 

· IN 10& 97 

· 89 131 100 

· 68 115 73 

· ti 10& 57 

· lIS "9 77 

· ti 163 75 

· " 189 as 
· 67 200 85 

• See below, Chapter XlV. 
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Ezports 0/ Cotlon Piece Good8 /rmn Japan, e:r:preasetl as a PercenJ.a{Je 0/ 
OOf'1'eaprmding EXports /rom Great Britain 

1927 
1928 
1929 
1930 
1931 
1932 
1933 
1934 
1935 

P", c""'. 
33 
37 
49 
65 
82 

· 92 
• 103 
• 129 
· 140 

Ezporta 0/ Cotlon Piece Good8 from Great Britain 

1913 . 
1927 . 
1928 • 
1929 . 
1930 . 
1931 . 
1932 • 
1933 • 
1934 • 
1935 . 

. (£ .. 

97·8 
llO·O 
107·3 

99·3 
61·3 
37·3 
43·6 
40·2 
39·8 
39·5 

ProporUon of Iolal 
British saporl8 

'P'" ~. 
18·6 
15·5 
14·9 
13·6 
10·7 
9·6 

1'2·0 
10·9 
10·1 
9·3 

Imports o/Ootlon Piece Good8 into BritiBh India . 
ye&rl. Tolalimporl8 From 1M U,","" K iftgdom 

ending P",~. 
31 March ValiH Qu<mIity Qu<mIity 0/1oIaI 

(£'000) (Mill. "do.) (Mill. "do.) 
1927-8 • · 40,642 1,937 1,630 79 
1928-9 • · 39,666 1,900 1,443 78 
1929-30 · 37,011 1,883 1,235 66 
1930-1 • · 14,919 882 621 69 
1931-2 • · 10,727 762 377 IiO 
193~3 • · 16,665 1,194 686 49 
1933-4 . · 9,783 761 416 64 
1934-6 • · 12,697 944 662 69 
193~ • · 11,836 947 440 .7 

The first two of the above tables1show the rise of Japan &8 a cotton
exporting country during the laat decade; the third shows the extent. 
of Britain's loss measured in money, and the importanoe of it from 

1 The indiceo a.re baaed OD the quantit7. DOt the valDa, of export&. 
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the point of view of her exports as a whole; and the fourth illustrates 
the effects of the Indian tariff and Japanese competition on Britain's 
ma.rket in India.. Between 1927 a.nd 1933 British exports of cotton 
piece goods diminished in volume by slightly more than 60 per 
cent.; in the same period, Ja.pa.nese exports increased by 100 per 
cent. In every year during this perio.d, Ja.panese exports increased 
re1a.tively to British exports. In 1927 the qua.ntity of cotton piece 
goods exported by Japan was only one-third of that exported by 
Great Britain; two yea.rs 1a.ter, this,proportion had risen tit one half; 
in the next yea.r, it was two-thirds; in 1933, Ja.panese exports were 
8 per cent. greater tha.n British; in 1936, they were 40 per oent. 
greater. Is it to be expected that British exporters will ever rega.in 
more than a very amaJI fra.ction oHhis tremendous loss! 

The value of British exports of cotton pieoe goods has, as might 
be expected, faJIen even more sha.rply tha.n the quantity: exports in 
1936 represented 47 per cent. by quantity, but only 36 per oent. by 
value, of the exports in 1927. A second striking feature of the decline 
in British exports of cotton goods is its persistenoe. The first columns 
of the first and third of the a.bove tables show this clearly. In 1932, 
exports of piece goods were larger both in value and quantity than in 
1931 as a direct result of the under-valuation of sterling. But the 
ga.in 80 made is being ra.pidly lost. There has been a faJI in both the 
value and the quantity of exports in each year sinCe 1932. These 
faJIa have, it is true, been amaJI, and they have not yet, therefore, 
reduced the exports to their 1931 dimensions, but if they persist, 
they must oert&inly do' 80 in a short time. The cotton export 
industry was, as the result of this persistent decline, almost the only 
British industry with a amaJIer output in 1935 than in 1932. The 
effect of this is shown in the second column of the third of the above 
tables. In 1935 exports of cotton piece goods formed a amaJIer pro
portion of Britain's total exports than in 1931. In 1927, when p0st
war exports of cotton manufactures were at their peak, exports of 
piece goods formed 151 per cent. of total British exports; this pro
portion fell steadily to 8·6 per cent. in 1931; ~ to 12 per cent. in 
19311-undervaJuation provided, apparently, a greater stimulus to 
cotton than to most other exporta-&nd then fell continuously to 
11·3 per cent. in 1836. In 1935, total British exports were valued at 
£426·9 millions compared with £709-1 millions in 1927_ decline of 
40 per cent. ; but of this greatly diminished total export, cotton piece 
goods formed only 11·3 per cent. compared with 1505 per cent. in the 
earlier year. Or, to put the eame thing in another way, in 1935, 
British exports of all commodities except cotton piece goods were 
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lower in value by 30l per oent. than in 1927; exports of cotton piece 
goods, on the other hand, had declined in value between 1927 and 
1935 by no less than 64 per cent. If, therefore, exports of cotton 
piece goods had fallen only by as much as exports of other commodi
ties, their value in 1935 would have been £71 millionS instead of £39'5 
millions and total British exports would have been larger by over £30 
millions. From the point of view of the balance of payments this is 
the minimum figure which can be assigned to the loss of the cotton 
export trade. The export surplus on current account has been per
manently diminished by at least £30 millions a year for this single 
reason . 
. In considering the balanoe of payments of Great Britain over the 

next few ye~, we must therefore assume that her export surplus is 
likely to be reduced as compared with 1927 by about £30 millions on 
account of the loss of export trade in cotton goods. For various 
reasons discussed in Chapter XIV we must assume a further reduction 
of simiIarmagnitude on account of the decline in receipts from overseas· 
investments.1 In 1928 Britain's favourable balanoe of payments on 
current account was estimated at £123 millions. Thus if we confined 
our attention to the two itemS' that have been mentioned, we should 
have to expect that the export surplus of Great Britain during the 
next few years would not exceed about £60 millions, or one-half of the 
19281evel. In ordinary circumstances, it is true; we might reasonably 
expect some compensating improvement under other headings; & 

growth of export trade, for example, in newer commodities. Under 
the conditions which actually confront us, such compensations are 
likely to be more than offset by the third ma.jor factor td which we 
have aIread.y referred, namely, the rearmament progra.mme of the 
British Government. This programme will not only increase directly 
the volume of British imports: it is likely to increase their money 
value S'till more by causing a rise in the prices of many of the materials 
imported for armament purposes. It will also tend to diminish 
British exports both by reducing the capacity of oertain industries to 
produoe for export and more generally by raising the level of wages 
and costs of production in Great Britain. It is impossible to attempt 
any quantita.tive estimate of the effects of these various influences, 
but it is reasonable to conclude that Great Britain's favourable 
margin on the balanoe of pa.yments on ourrent account is likely to 
remain small for at least several years to come_ 

I This may be regarded as a ooll88rvative eetUpate. The refunding of the 
Australian Government debt alone involved a reduotion in Great Britain'. 
interest reoeipta of nearly U milliona. year. 
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This supplies a.n important reason, supplementary to those men
tioned in the last chapter, why the futnre international investment of 
Great Britain is likely to take increasingly suoh forms &8 export 
credits a.nd the establishment of bra.noh factories. As has already 
been shown, the oondition of the bala.noe of payments imposes no 
limit to the extent of international investment of these types. On 
the other ha.nd, Great Britain's prospective position in regard to the 
bala.noe of payments is unlikely to be strong enough to enable her to 
indulge on a large scale in types of international investment which 
are not directly &8Booisted with the export of goods. 

In the United States a very different piotnre presents itself. This 
may be oonveniently summarized in the following table:1 

" millions) 

1 .. _ofUoe 
u ... ,., SftJtu ... 

I~"""'" 
1 July 1898 1100 2,600 
1 July 1914 1,1100 4,600 

81 Dec. 1922 18,1183> 2,278 
31 Deo. 1929 211,723> 8,848 
31 Dec. 1933 211,202" 4,1167 

> lllc\uding war debfB of applO%ima~ ,10,000 milliODL 

Before the war the United States was a net debtor on international 
aooount a.nd a.n importer of foreign capital. During the war this 
position was oompletely reversed. About half of the investments of 
foreigners in the United States were liquidated a.nd, in addition, 
American investments in foreign oountries increased between 1914 
a.nd 1922 by $6,779 millions, excluding war debts. Thus, from being 
a net debtor to the extent of about $3,000 millions in 1914, the United 
States became a net creditor, being owed on bala.noe $6,000 millions 
by foreigners. Throughout the post-war years-up to 1930.
Americana oontinued to lend to foreigners a.nd, although foreigners' 
investments in the United States also increased, that oountry be
came a.n even larger creditor. 

The oomposition of the post-war bala.noe of payments of the 
UnitedStateswasverydifferentfromthatofGreatBritain..lnsteadof 

. an unfavourable bala.noeofmeroha.ndisetrade, the United States had 
a favourable bala.noe which averaged $712 millions in the eight years 
1925-9. This was, however, more than otraet by a.n unfavourable 

• Summan-t from otatiatitla in a published letw from George N. Peek, 
Speeial Adviaer to \he Preoiden' aD. Foreiga Trade, to Pxasidtou' ~vel" 
30 Auguat, IN&. 

• 
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balance of invisible items1 in the current account of $87l millions a 
year over the same period, leaving an average unfavourable balance 
on account of the two items of $159 millions. But the net receipts of 
the United States on account of the interest on her foreign invest
ments, including war debts, was much greater than this-an average 
of $602 millions during 1922 to 1929-leaving an average favourable 
lialance on current account of $443..millions. 

During these years the United States was a net lender on long 
term to a slightly greater extent than the favourable balance on cur
rent account would permit--an annual average of roughly $473 mil
lions, or an average of $30 millions a year more than the balance on 
current account. But there were inlports of short-term capital eon
siderably in excess of this figure, so that, although she is a gold 
produoer, the United States was 'a net inlporter of gold to the extent 
of $78 millions a year between 1922 and 1929. 

The United States has still a favourable ba.la.nce on current 
account, the annual average for 1930 to 1934 being $320 millions and, 
although it declined to $147 millions in 1935,1 it must be expected 
that, in the immediate future, the result of the international trans
actions of the United States on current account will be a favourable 
balance of the order of $300 to $400 millions a year. Yet, pa.ra.doxi
caJly enough, the United States is now, and has been since 1931, a 
net importer of long-term capital,S so that, despite considerable ex
ports of short-term capital in the first four years, there have been 
gold inlports which averaged $548 millions a year during the six years 
1930 to 1935. These gold inlports were conoentrated principally in 
the years 1934 and 1935, when there were inlports of $1,351 millions 
and $I,83!1millionsrespectively,and they continued throughout 1936. 
The United States, in other words, possesses an export surplus 
which would be consistent with a considerable volume of foreign 
lending, but at present her citizens, discouraged by ·the experience 
of the recent past, are not in a mood to lend abroad. This is a 
position which, so long as it continues, is liable to cause monetary. 
difficulties either in the United States or in other countries. Sooner 
or later, in one way or another, equilibrium must be restored, but 
there are really three different ways in which this may be done: 
by a resumption of foreign lending by the United States; by a 

1 Excluding inte ..... t and dividend paymente and receipte • 
• Statistica are complicated by the fact tbat ailver movemente, having no 

monetary Bigni1Ica.nce, were included in merchandise trade prior to 1934. U 
thiB is done for 1935, the favourable bala.nce on current acconnt becom .. 
unfavourable to the extent of $189 millioDB. 

• The reaBODB for this are coDBidered in lOme detail in Chapter XIV, below. 
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decline in her export trade; or by an increase in the volume of her 
imports. This is the essence of the dilemma. expressed in Mr. Henry 
WaJla.ce's well-known sloga.n-' America. must choose'. 

It rema.ins to consider shortly the problem of borrowing countries. 
A country which borrows from abroad is ena.bled thereby to susta.in 
for the time being an excess of imports over exports, and an import 
surplus is in fa.ct the normal condition of a country which is borrow
ing largely from abroad. But a country which borrows rendersitBelf 
lia.ble thereby to meet in future yea.rs the service cha.rges (interest and 
ainkjng fund) on the sums borrowed; and the more la.rgely it borrows 
the more do these service-cha.rges pile up aga.inst it. In order to meet 
theSe cha.rges without recourse to fresh borrowing, it will eventually 
need an export surplus on the ba.la.nce of commodity trade. 

It is, therefore, a. funda.mental oondition of sound interna.tional 
finance tha.t a country should only borrow from abroad for the pur
pose of its capital development if this development is of a. type which 
is likely to improve its ba.la.nce of pa.yments in future. This condition 
was fulIilled, as has been a.rgued earlier in this book, in the case of 
most of the borrowing of overseas agrioultural oountries before the 
wa.r. By raising a. loan in London for ra.ilwa.y or other develop
ments these communities were a.ble to inorea.se greatly their output 
of prima.ry produots, a.nd, as these found a ready we in the ma.rket 
of the lending country, the power of the agrioultural communities 
to export was thereby correspondingly increased. Such loans, in 
other words, earned a return which was easily convertible into the 
ourrenoy of the lending oountry. Owing, however,' to the altered 
popula.tion outlook in the western world, and to the rapid develop
ment of agrioultural technique, this condition of things has largely 
changed. The presumption that a oountry whioh borrows from 
abroad to finance an improvement in its system of oommunications 
will find its capacity to export materially increased as a result is not 
nearly eo strong to-day as it nsed to be. . 

When, however, borrowing from abroad does nothing to inorea.se 
8. country's capacity to export, it does not neoesea.rily fullow that the 
borrowing is fundamentally unsound, for the borrowing may oon
tribute to improve the oountry's future ba.la.nce of payments, not 
by increasing its exports, but by reducing its imports; and this. 
though 1888 eatie£aotory from the standpoint of the development of 
world trade, is equally efficacious for the p~ of meeting the 
service of foreign loans. 

There has been during recent years 8. marked tendenoy in hitherto 
agrioultural oountries towards the development of domestio industries 
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to produce goods formerly imported from abroad. In some cases 
this tendency has gone so far that a considerable export trade in 
manufactured goods has already developed. Thus India's exports 
of cotton piece goods are considerable, and it is worth noting that 
43 per cent. of Canada's exports (in the year ended 31st March 1935) 
were officially classified as wholly or chiefly manufactured. Many in
fluences have combined to cause this tendency towards industrializa.
tion in hitherto agricultural countries, but strong among them is a 
sense of the dangers to which a country is exposed under modem 
conditions if it is largely dependent on the export of primary products 
to world markets. The tendency is marked in many South American 
countries, in Canad8. and in Australia, and it seems likely that it will 
persist after the world has recovered from the depression of recent 

-years, and will be supported by protective measures. The repIace
ment of imports of manufactured goods by home production con
tributes, just as much as an increase of exports, to improve the 
balance of international payments on current account. There is no 
reason, the~ore, why this tendency should not be associated with 

. international investment, though for technical reasons the investment 
_ is likely to take increasingly such forms as the establishment of 

branch factories by an industrisl concern in the lending country. 



CHAPTER VI 

EXCHANGE STABILITY AND INTERNATIONAL 
INVESTMENT 

'During the latter half of the nineteenth oentnry the influence of London on 
credit conditiona throughout the world W&8 so predominant that the Bank of 
England could almost have olaimed to be the conduotor of the international 
orchestra. By modifying the terms on which abe W&8 prepared to lend, aided 
by her own readin_ to vary the volume of her gold reserves and the unreadi· 
n ... of other Central Banks to vary the volume of theirs. abe could,to a large 
extent determine the credit conditiona prevailing elsewhere. 

'Thie power to call the tune, coupled with certain other oharaoteristics of the 
period • . . put Great Britain in a position to afford a degree of lai .... "a". 
towards foreign lending which other countries could not imitate ••• " 

'The principal duty of the Central Bank is to maintain in the intaresteofthe 
community the atability of the national monetary unit, or, in other worda, to 
maintain and to take oustody of the oentral reaerves on which the integrity of 
the national monetary unit dependa.'· 

TBB previous oh&pter showed th&t a continuous disequilibrium in the 
balance of payments must lead ultimately to disequilibrium in other' 
spheres. Unfortunately. the statistioa of the balanoea of payments 
of moat countries are so inadequate that they are no guide to the 
true position in the short period unless the disequilibrium is very 
marked indeed. In moat countries there is still no more aatiafaotory 
criterion of whether a country is over-borrowing or over-lending than 
that afforded by the actual movements of the foreign exchange rates. 
If in a lending country. for example. the exchanges are weak, that is 
evidence that the net amount that it is lending abroad in one form or 
another is for the time being greater than its favourable margin or 
the balance of payments on ourrent account. But the forma in which 
• country may lend abroad are so various that this throws a very 
unoertain light on the important question of whether the underlying 
position of the country is sound or unsound. It is now generally 
agreed that, in the sense of the term that matters, Great Britain was 
over-lending during the years 1928 and 1927. But the overlending 
was confined to investments of a long-term character. There was at 
the lI&IIle time • large movement of short-term funds to London from 
European countries. The tendenoy of the sterling exchanges during 
theea years was aooordingly strong rather than weak and gave no 

I J. II. Keynee, A 7'reoIIiH .. Jiaur (London, Macmman, 1930). YOl. ii, pp. 
301-'. 

• Erid ..... orSirEmestH ...... ybeforetheMamnjUanCommi_Commiu..e 
on Finan .. and lnduatry. Ji ..... ¥ ~ (11131). Q-uon 3. 
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warning of the lJIlSoundness of the position that was developing 
beneath the surface. Conversely the exchange rates may undergo 
a fairly prolonged period of weakness, owing to an outflow of short
term funds, although the underlying position is perfectly sound. The 
movements of exchange rates are indeed a far less reliable barometer 
of the balance of payments position to-day than they were before 
the war. 

Under gold standard conditions, the problem of maintaining 
equilibrium in the balance of payments resolved itself into that of 
keeping the foreign exchanges stable. Thili was done by the central 
bank, an institution whose primary duty it was to protect the gold 
reserve. This reserve would dimjnjsh if the exchanges were weak, and 
the exchanges would be weak if the balance of payments was in dis
equilibrium. In order, therefore, to protect the gold reserve, the 
central bank had to regulate the balance of payments position. It is 
probable that few central banks realized that this was, in fact, their 
task, but they managed, nevertheless, to perform it with considerable 
efficiency. 

The Bank of England was never concerned, before the war, with 
the regulation of internal or external credit conditions as ends in 
themselves, but only in so far as they were related to the problem of 
maintaining the gold reserve. If bank rate was raised, it was done in 
order to stem an outflow of gold, not to check an internal inflation. 
From time to time the Bank increased the efficiency of its principal 
weapon-bank rate-by supplementary measures such as changes 
in its buying price for gold and open market operations; but these 
were always considered to be of minor importance. The Bank's dis
count poliey was used principally to regulate gold flows and only 
secondarily to control internal and external credit conditions. That 
this was so is shown by the evidence given to the United States 
National Monetary Commission in 1910 by the Governor and 
Directors of the Bank of England . 

• Q. When and under what conditions is the bank rate changed ! 
A. The bank rate is raised either with the object of preventing gold 

from leaving the country, or ofattraoting gold to the country, and lowered 
when it is completely out of touch with the market rate and circumstanoee 
do not render it necessary to induce the import of gold. 'I 

A high bank ratli stopped gold exports or encouraged gold imports 

1 United States National Monetary CoD1llli8aion: 1~ ..... Btmlmtg fA 
Englatwl, 8co1lmod. F_. G~. 8~. ond llaJy. Pnblicationo of 
the National Monetary Commioaion. i (Washington. 1910). p. 28. 
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p&rtly by attraoting short-term funds to London and p&rtly by dis
couraging overseas borrowers on both short- and long-term. The 
Governor and Direotors of th~ Bank have testified to the sufficiency 
of these methods: 

• Q. Do you regard prompt and adequate increase in the bank rate as the 
moat effeotive measure to proteot the bank's reserve 1 

..t. Yea. 
Q. Does the raising of the bank rate ever fail to attract gold and ohange 

the course of the exohanges 1 
..t. Experience seems to prove that the raising of the bank rate never 

faila to attract gold, provided the higher rate is kept effective." 

That the attraotion of short-term balances was also important is 
implied in the following: 

• Q. Is the raising of the bank rate more effective in controlling gold 
movements now than at the time of the last auspension of the Bank Act in 
18661 

..t. Yea. 
Q. To what do you attribute this increased efficienoy 1 
..t. To the increased and more rapid means of communication between 

finanoial centres." 

Consciously or unconsciously, the chief ooncern of the Bank was, in 
faot,' the maintenance of equilibrium in the British balance of pay
ments. Usually, this was done by operations which tended to affeot 
internal oredit oonditions and, oonsequently, the rel&j;ive sizes of 
imports and exports of goods; in other words, to bring the balance 
into equilibrium by altering the size of the balance on ourrent acoount. 
But the Bank's operations also affeoted the size of foreign balanoea 
in London, or, in our terminology, on the capital &coOunt side of the 
balance ofpayments. The Bank, of oourse, was notalwayssuocessful; 
but its mechanism was usually so good that it was not until after the 
war that more direct measures to oontrol the balance of payments 
were undertaken. These took the form of a oontrol of new issues for 
foreign borrowers in London, and they will be disouased in the next 
chapter. 

The oorollaryofthe pre-war gold st&ndard system was that the level 
of disoount rates and the volume of oredit within Great Britain, which 
ne1lessarily exert an important influence on trade activity, were deter
mined by gold movements. In other words, the jnternaJ. oredit policy 
of the Bank of England was subordinated to exchange requirementa.. 

, Ibid. 
• ct. Keynes, op. aiL, ,......., eap. all. 18. 
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This situation was accepted without question, partly because it was 
the traditional system, and partly because fluctuations in trade activity 
were regarded as being due to mysterious influences outside human 
control, since the effects of credit conditions on trade were not fully 
appreciated. Morecver, serious curtailment of credit was seldom 
necessary in order, to prevent gold exports, because of the peculiar 
position of London as an international 'lender of last resort'. Short
term capital movements took place in response to changes in rates of 
interest inc different centres; they were only caused by fear on rare 
occasions and, in any case, there was never any doubt that London 
was a safe depository for foreign funds. 

In the post-war period the working of the British credit system 
aroused increased criticism. Serious attention was given by states
men and economists to the study of trade fluctuations. There was 
an increasing insistence that everything possible should be done to 
mitigate,these fluctuations and an increasing appreciation of the fact 
that the regulation of internal credit conditions was a vital element 
in any policy of contro~. This led to a growing revolt against the 
principle of subordinating internal credit conditions to the exchange 
position-a revolt which gathered force from the controversy over 
the return to a gold standard in 1925, and the widespread belief that 
the parity then selected was too high; . 

Since the departure from gold in 1931, opposition to any return to an 
international metallic standard has been fortified both by a realization 
of the increased importance of short-term capital movements in the 
post-war international economy and by 1& belief that frequent move
ments of the Bank's discount rate might be necessary in order to 
maintain ahy selected parity under modern conditions. The merits 
of these questions have been discussed in other publications of this 
Institute.1 

Whatever the eventual outcome of this controversy may be, it is 
unlikely that Great Britain will return to a gold standard of the old 
type----at any rate for some time to come. Meanwhile, most of the 
countries of the world have paper monetary standards, and their 
authorities are concerned to prevent very wide fluctuations in 
exchange rates under this system. For this purpose the mechanism 
of bank rate is ineffective. because movements of i or 1 per cent. 
in discount rates do not influence owners of short-term money 
when there is a serious risk that. they might incur a muoh greater 

I TIatJ l",""""ional Gold Probl ..... 1932, M_rtI Polky tmd "" IHprUliM, 
1933, and The PtI4ur. of MotUfary Policy, 1935, all published for the Royal 
Institute of International Mairs by the Oxford University Preu. 
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exohange loss if funds were transferred from one centre to a.D.other 
in response to suoh ohanges in short-term rates of interest. In 
the fa.oe of this failure of orthodox methods, other means of con
trolling exohange rates by buying and selling foreign exchange 
have been evolved. This is the funotion of exchange equaJization 
acoounts. 

When there is a considerable risk of exchange fluctuations, aJl 
forms of international finanoial and commercial intercourse are 
affeoted. in some degree. Trade which is financed by short-term 
credit is not seriously hindered except in very extraordinary circum
stances, beoause merohants can usua.lly insure themselves aga.inst 
. adverse fluotuations at a smaJl cost through the forward exchange 
market and in other ways. But exchange risks cannot be avoided by 
BUch expedients in the case of those branches of trade which entail 
contracts spread over a long period, nor can they be avoided in the 
case of long·term investment. When exohange fluotuations are to be 
expeoted, an international loan neoessa.riIy entails an exohange risk 
which must be borne either by the lender or (as is more usual) by the 
borrower. 

In practice a considerable measure of exchange stability is likely 
to be seoured by the operation of exchange equaJization funds work
ing in concert with each other. It should be noted, however, that it 
is only with the exchange rates between the principal ourrencies, i.e. 
the pound, the dollar, and the frano, that the exchange equaJization 
controls are direotly concerned. These are the currencies of creditor 
countries. From the standpoint of international investment, however, 
what is important is not the stability of exchange rates between the 
different lending countries, but exchange stability between lending 
countries on the one hand and borrowing countries on the other. If 
the pound-dollar-frano ratios were to be fina.lly stabilized, but the 
exchanges of borrowing countries were to fluotuate widely, the ex
change conditions requisite for international investment would not 
be established. It is true that certain types of internationa.l capita.l 
movements, such as the traffio in securities between the Stock Ex
changes of London, New York, and Paris might derive a stimulus. 
But. this would not help to promote a flow of capita.l from developed 
to undeveloped countries, which was the esesnoe of the international 
investment of the pre-war period. 

It is thus to the prospects of exchange stability between borrowing 
and lending countries that it is neoessary to tum our attention. A 
country which wishes to borrow abroad may tie its currency to 
that of the partioular lender from whom it wishes to borrow. 
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This is, in effect, what most borrowers did before the war when 
Australia, for example, although nominally on a gold standard, 
was, in fact, on a sterling one. Since 1931, most of the British 
Dominions and the Scandinavian countries have tied their curren
cies to sterling. Other countries-including one British Dominion, 
CanadaL..have attempted to maintain fixed rates of exchange 
on New York. Both British and American investors, however, 
look upon such attempts at stability with a certain distrust. They 
feel that, if any of these borrowing countries should desire in future 
to devalue their currencies in terms of sterling or dollars, they 
will not hesitate to do so, as they have done in the past. It is not 
to be expected that any country would make such strong efforts to 
maintain a sterling or a dollar exchange standard as it would to 
support a gold standard. Further, there are many persons to-day 
in all countries who advocate experiments in currency manipula
tion as a means of fostering incniased trade, and who would strongly 
deplore the establishment of any rigid exchange parity. ' 

For these reasons it seems probable that for at least a considerable 
period to come less confidence will be felt than formerly in the stability 
of the foreign exchange rates between borrowing and lending coun
tries. This must be expected to constitute a further obstacle to the 
revival oflong-term international lending. Difierent types of lending 
will be affected by it in difierent degrees. Investments of an 'equity' 
character are not likely to be seriously prejudiced by the possibility 
of moderate exchange fluctuations. But the deterrent effect may be 
important in the case of investments in fixed-interest-bearing securi
ties issued either by public authorities or private undertakings. For 
the attractiveness of this type of investment depends in a large degree 
on the tacit assumption of exchange stability. . 

H the revival of a large-scale flow of international investment of 
this type were urgently desirable on other grounds, this consideration 
would supply an important argument for an attempt to reconstitute 
the international gold standard system. But, as has been argued in 
Chapterslli and IV, tendencies of an entirely difierent character are 
diminishing the scope for advantageous international lending of the 
fixed interest type. Indeed a recognition of the restricted opportunity 
in the modem world for this form of international lending is perhaps 
one of the underlying reasons for the widespread movement of'opinion 
away from the rigid gold standard system in borrowing and lending 
countries alike. The forms of international investment which appear 

1 Although the 'pegging' in this _ i.a not aheoluteJy rigid. neither i.a it 
offiClial. 
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to have an important future, suoh as the establishment of branch 
factories in new oountries, do not depend in the same degree on the 
assmanoe of perfect exchange stability. In these oircumst&noes it 
would seem unreasonable to dep~oate new developments in monetary 
policy on the ground that they may entail exchange unoertainties 
which are prejudicia.I to international investment. 



CHAPTER VII 

THE STATE AND INTERNATIONAL INVESTMENT 

FRoM time to time, and to an increasing extent in recent years, 
governments in most countries have considered it necessary to regu
late in one way or another the external lending or borrowing of their 
nationals. International inveStment has been encouraged or dis
couraged by state action. It has been forced into certain channels 
or in certain directions for various reaSons, economic and non-, 
economic. 

Government control o£ international investment is usually an 
attempt to regulate balances of payments without infIictjng undue 
hardships in the shape of credit restrictions upon domestic industries. 
Thus it is a result of the conflict mentioned in the previous chapter 
between the different requirements of internal and external equi
librium. State intervention for this purpose has become increasingly 
important in recent years, and most often takes the form of attempts 
by the governments of lending clountries to prevent exports of capital 
by controlling new issue markets. 

If it is considered necessary to prevent the external value of a 
currency from depreciating, or to provide especially cheap capital 
for domestic industries, the government of a lending country may 
attempt to discourage capital exports in various ways. The taxation 
at a special rate of income received from overseas investments is an 
effective method of achieving this end, since the difference between 
the rate of tax on domestic and foreign income offsets the difference 
between the rates of interest which may be received on home and 
foreign investments. Such control, however, cannot prevent all 
capital exports, since there are usually ways in which taxes can legally 
be avoided, and it also suffers from the further disadvantage that 
the degree to which capital exports are discouraged cannot be 
changed quickly as circumstances alter. It is, however, a suitable 
means of discouraging international investment more or less perma.
nently. If more stringent measures are required, or if it is desirable to 
be able easily to alter the degree of control from time to time, the con
trol of new issues is more effective. This control may be extended 
in a well organized capital market to cover other forma of capital 
movements, suoh as the purchase of securities already issued on 
foreign stock exchanges. 

In Great Britain the control of capital exports has been exercised, 
not by statutory authority, but by 'requests' to the capital market 
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by the Treasury and the Ba.nk of England. Throughout the post
war period this control haa been almost entirely confined to the 
flotation of new issues, but since May 1933 it baa been extended to 
cover purchaaes of large blocks of foreign· .securities. Since the 
control is non-statutory, it is neoessary to aacertain the B&nctions 
which ce.n be applied to th01!8 who fail to comply. One of the weapons 
which ce.n be used by the Ba.nk of England in order to enforce its 
wishes derives its effectiveness from the fact that the largest issuing 
houses in London combine accepte.nce business with their loan 
activities. Such institutions are, therefore, ultimately dependent on 
the wi1lingness of the Ba.nk to rediscount bills accepted by them, and 
if they should incur its serious displeaaure for any reason, they ce.n be 
placed in the unenviable position of being denied such facilities. The 

. infiuence of the Bank with the joint-stock be.nks provides an 
additional weapon by which the issuing houses may be deprived 
of credit on the initiative of the central institution. There is thus 
little likelihood that the Ba.nk of England's wishes would be over
looked. Moreover, even should official wishes in this matter be 
ga.insa.id, there is always the ultimate B&nction that the Stock 
Exchange Committee may refuse permission to deal in any issues 
which have not received the approval of the authorities. 

It is not suggested that there is normally any need to employ such 
devices. It has long been the practice of the issuing houses to 
notify and consult with the Ba.nk about any proposed flotation. 
Good relations are also preserved by the fact that certain partners in 
the issuing houses may also hold positions as Directors of the Ba.nk. 
Furthermore, it is clearly in the interests of the issuing houses to 
keep on good terms with the authorities so that they may be 
favourably considered in connexion with any business which the 
Treasury or the Ba.nk may have the power to allot. Only those 
whose behaviour meets with official approval will be suggested as 
suitable agents to conduct the loan operations of local authorities or 
of other bodies whose securities have trustee status. Altogether, 
the control ~ the new issue market is effectively exercised by the 
Bank and the Treasury with the minimum of statutory regulation 
or of dislocation of the capital market. This control may be both 
quantitative and qualitative in that it may discriminate, as was done 
in the case of overseas issues, between different classes of borrowers, 
and different types of transactions. 

The partial embargo which had been placed by the Government 
on foreign issues in 1930 was intensified in 1931 and, combined with 
the uncertainties of the period, served effectively to diminish the 
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volume of long-term capital exports. The first public appeal to the 
capital market to refrain from floating new issues was made by the 
Chancellor of the Exchequer in June 1932, just before the War Loan 
conversion operations were undertaken.1 This 'request' prevented 
any new issues, domestic, Empire, or foreign, from being made. The 
first relaxation of this total prohibition was permitted three months 
later, in September 1932, when domestic and Empire borrowers were 
again allowed to enter the market. The embargo still applied to 
'issues on behalf of borrowers domiciled outside the Empire, or 
issues the proceeds of which would be remitted directly or indirectly 
to countries outside the Empire'. It also applied to operations in
volving underwriting or invitation to the public to subscribe new 
capital for optional replacement of existing securities by new issues. 
Other conversion operations were permitted, and later optional 
replacements also, except of trustee securities. Empire governments 
were permitted to conduct conversion operations from September 
1932 onwards, and Australia inlroediately took advantage of this 
relaxation. The first conversion operation by a foreign government 
was the funding during 1933 of the Austrian League Loan and of 
the short-term credit which had been granted to Austria in 1931 by 
the Bank of England. Apart from this, foreign government con
versions were not permitted until March 1934, when Iceland con
ducted a small refunding operation. The first substantial foreign 
government conversion was that undertaken by the Argentine 
Government in June 1934. 

Thus, b6tween September 1932 and July 1934, the situation was 
that Empire borrowers, both public and private, were permitted, with 
the approval of the Treasury in each case, to convert old issues and to 
raise new money in London. Practically no conversion operations by 
foreign borrowers were permitted until 1934, when private companies 
(in February) and governments (in March) were first allowed to con
duct refunding operations. They were, however, forbidden to raise 
new capital, though an exception was made in the case of the Danish 
Government, which, in April 1933, was granted special permission to 
raise a loan of £1,000,000 in London to finance the construction of a 
bridge by a British finJl using British steel. The next step was taken 
in July 1934, when the Chancellor of the Exchequer announced that 
the embargo would be relaxed in favour of two classes of foreign 
borrowers: members of the sterling bloc, and any other foreigners 

1 On the regnlation of new foreign isauea from 1931 to Feb. 1936 _ J. H • 
. Richardson, Bf'ililil ~ F"...;g. PoUq (London, AJIen &; Unwin, 1936), 
pp.69-76. 
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who would agree to use the proceeds of their loans in such a way as to 
benefit British industry directly. Thus, in fact, the embargo on over
seas lending has been relaxed in favour of Empire and sterling bloc1 

countries, and other foreign countries may also borrow in London if 
their borrowings are correlated with increases hi British exports. But 
the Government, through the Treasury and the Bank of England, 
have continued to maintain a stringent control over the capital 
market. 

There was a new departure in April 1936 when.the Chancellor of 
the Exohequer announced the appointment of a Foreign Transactions 
(Advisory) Committee to report to him from time to time on the general 
scope of the restriotions on foreign lending and on their particular 
application. I The terms of reference and instructions given to the 
Committee reoa.pitula.te the steps whioh have been ta.ken to control 
the issue market since 1931. It is pointed out tha.t the prima.ry object 
of the restrictions is to proteot the sterling exchange ra.te8 a.nd tha.t they 

. apply to purohases of large blooks of seourities from foreign Holders 
aa well aa to new issues. The Committee is to consider applications 
for loans from foreign governments and other public authorities; 
offers of share or loan capital to the publio, whioh involve the remit
tanoe of funds direotly or indireotly to countries outside the British 
Empire;' offers of this kind, not to the public but in respect of which 
permission to deal ma.y be sought from the Stock Exchange Commit
tee; and the acquisition of blooks of seourities from abroa.d. In con
sidering whether to recommend that exports of capital under these 
headings should be permitted, the Committee are to give fa.vourable 
considere.tion to sterling bloo countries, and to ta.ke into account the 
volume of capital available for the purpose, the exohange position of 
Grea.t Britain, the volume of Empire borrowing and the movement 
of aeourities between British and other stock exchanges. They will 
also consider any financial or other questions at issue between Grea.t 
Britain and the country of the borrower. An important point is tha~ 

1 The llnIt of ouch loanaW1l8 one of .bout £1,1110,000 in Augnat 19340 to the 
Union Company of Oslo, which had the deot of otreogthaniDg the NonregiaD 
ezohllll8". 

• ct. ToW 7';_, 8 April 1936. 
• It ehould be noted th.t thia reaeon for the oontinuation of the embargo is 

Dot entirely oompatible with the polioy of aooording preferential _tment to 
Empire bono ......... for, emept in 80 far .. Empire bonowen may be u::peoted 
to apend • larger part of the prooeeda in the Uni"-l. Kingdom, loana to the 
Empire are 'not 1_ ~ to oanee • weakaniDg of the uchaDgea than I_ 
to foreign OOUlltri .... 

• It .ppeara th., Can..,' Dot being • member of the et;erIing ~ 
_"-I. ... foreign OOUll~ h:r the Commi_ 
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the Committee is to consider at an early date whether it can give 
general sanction, subject to specified conditions, for issues of parti
cular types which involve remittances to foreign countries which are 
both small in themselves, and small in relation to the total issue. 

No change of policy was envisaged when the Committee was set up, 
but specific machinery now exists and a body of experts is available 
to deal with problems which were formerly considered by a section of 
the Treasury. If control of the capital market has become a perma
nent feature of London' s financiaJ.sy~tem, which seems very likely, the 
appointment of the Foreign Transactions (Advisory) Committee is 
a first step towards the very necessary rationalization of British 
methods. It is important to realize that control of new issues alone will 
not suffice if a drain of long-term capital is to be avoided. This point 
was emphasized in the instructions to the Advisory Committee. It 
has become clear that it is insufficient to control overseas issues if 
those who desire to invest abroad are permitted to purchase securities 
on foreign stock exchanges or to remit large sums overseas by other 
methods. It ,was for this reason that the embargo was extended, in 
May 1933, to cover purchases from foreign holders of large blocks of 
securities for re-sa.le in Great Britain. This,like the ban on new issues, 
was made effective by a 'request' that financial houses should en
deavour to dissuade their customers from undertaking such purchases. 
Since companies were involved which, like the issuing houses, are 
directly or indirectly dependent upon the goodwill of the banking. 
authorities, it was almost completely effective. Treasury sanction 
was necessary before British companies were permitted to repatriate 
blocks of their securities which were held abroad, and it is clear that 
several proposed transactions of this sort were prohibited.1 Pur
chases of securities by private individuals, on the other hand, were 
not restricted, although it was stated that they were not in the publio 
interest. In these circumstances British investors have purchased 
large quantities of securities in New York since the recovery of prices 
began on that Stock Exchange.' Many such purchases have been 
made by insurance companies and other financial institutions not SO 
dependent upon the goodwill of the Bank of England as are issuing 
houses or industrial companies which require short-term credit from 
the banking system. 

S A more liberal attitude wae adopted in 1936 than in previolUl yean and 
about £6 milIiOIUl wae involved in permitted transactiOIUl undertaken by 
eeverallarge companies. 

I British long·term investmente in the United States .. ere estimated at 
£275 milIioDll at the end of 1935. and probably increaeed by over £50 milIiOIUl 
during 1936. 



THE STATE AND INTERNATIONAL INVESTMENT 81 

The unofficial methods employed in London have not proved 
entirely effective in preventing exports of capital. There has been 
an effective control of the new issue market and of conversion opera.
tions. Large industrial underta.kings have been prevented from im
porting blocks of their own or of foreign securities for re-sale through 
the medium of the Stock Exchange, because it ie known that the 
authorities can influence the Stock Exchange Committee to refuse 
permission to deal in such securities. But it has been leSs ea.sy to 
prevent Britieh companies from using the proceeds of their exports to 
buy securities on fo~gn stock exchanges provided that no attempt 
ha.s been made to introduce them into Great Britain for re-sale, and 
it has been impossible to prevent exporters from using such proceeds 
in order to expand their 'direct' investments abroad. Finally, it has 
been found extremely difficult, especially when a London bank or 
broker ie not involved, to prevent private individuals, insurance 
companies, &c., from buying securities abroad or dealing on foreign 
stock exchanges. Such transactions could only be stopped if a ~rous 
excha.ngecontrol were imposed onthe Germanmodel,requiringrea.sons 
to be given for all purchases of foreign currency. 

The scope and efficiency of British methods of control are thus 
limited by tl!ohnical considerations; but thie ie not the only 
criticism which may be made of the system. The unofficial nature 
of the oontrol itself may at times give rise to friotion and mieunder
standing, more partioularly &8 the public does not know either what 
sanctions can legally be applied in the last resort or with whom 
rests the responsibility for the authorities' decieions. In thie con
naxion it may be remembered that when British interests pro
posed in 1935 to establish a cheap transatlantic passenger service 
and to purchase for thie purpose two Amcrican ships, the Treasury 
refused to permit the neeessary export of capital. This decieion 
caused considerable confusion and mieunderstanding and the view 
wa.s widely held that the Treasury wa.s more concerned to prevent 
competition with the state-subsidized Cunard-White Star Line than 
to protect the British economy from the effeots of a small export of 
capital. When the question wa.s raised in Parliament, it wa.s an
nounced on behalf of the Treasury that the supposed ban had been 
nothing more than an 'informal expression of opinion' and to the 
question whether the Treasury would take further action to oppose 
the promoters the answer was, in the first instance, in the negative. 
A few days later the Treasury appears to have changed ita mind 
and to have decided that it would take further action.. The whole 
project wa.s aocordingly dropped and the ships in question were sold 

G 
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for the same purpose to a German firm. This lack of precision, which 
may cause a good deal of annoyance and wasted energy, seems to be 
an inherent defect of the unofficial type of control. 

In the United States, control over capital exports has been main-
.. tained for different reasons and by different methods. An element of 

control, somewhat simi,lar to that in Great Britain, has been exercised 
by the State Department ever since, 1922, when a statement was 
issued requiring that all those who wished to make foreign loans 
should consult the Department 'on account of the bearing of such 
operations upon the proper conduct of foreign ~ffairs'.l This general 
supervision was not exercised, as in Great Britain, for reasons con
nected with the financial position of the lending country. Its chief 
purpose was to provide the State Department with a weapon for 
~mpelling war-debt settlements and payments to the United States, 
and it achieved this object with a fair measure of success for a number 
of years.' The Johnson Act of 1934 was designed for a similar pur
pose, namely, 'to prohibit financial transactions with any foreign 
government in default on its obligations to the United States'." This 
Act does not prohibit issues for foreign private borrowers, and it 
permits loans to adjust existing indebtedness. The Act is couched in 
very wide terms: it is now unlawful, not merely for loans to be issued 
to foreign governments and political subdivisions of states in default on 
their obligations (including war debts) to the United States, but 'for 
any person to purchase or sell the bonds, securities, or other obliga.- . 
tions' of these public authorities. Nevertheless, during 1934 and 
1935, foreign securities to the value 'of $880 millions were, it is 
estimated, purchased by America.Iis. A considerable amount of foreign 
investment still, therefore, proceeds by this method, and it seems 
clear that the terms of the Johnson Act have not been rigidly 
observed, for it is doubtful if such an amount of investment could 
have taken place without the purchase of securities of some govern
ment, e.g. the British, which has defaulted on its war debt obliga.
tions to the United States. Although, therefore, certain types of 
capital exports are prohibited by statute in the United States, it 
does 'not appear that the control has, in fact, been much more strin
gent than that in Great Britain. 

The most severe of all contemporary examples of control is that 
maintained in Germany. Here, the logical conclusion of this form of 
state interference has been realized: complete exchange control has 
been established and the domestio as well as the foreign capital 

1 See below, Chapter Xl, pp. ISO-I. 
I Ibid" p. 196. 
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markets are striotly regula.tsd. Issues for foreign borrowers and the 
export of currenoy are prohibited. The purchase of foreign securities 
is illegal. Ciroumvention of the control by exporters is prevented by 
the requirement that a permit shall be necessary before any export 
takes pIa.oe, which provides the authorities with a means of ascertaining 
whether the proceeds of exports have l>een remitted to Germany 
or deposited abroad. Only the purohase of German bonds on foreign 
stook exchanges has been encouraged. These bonds, whioh are in many 
oases heavily depreoiated because of Germany's default, can be bought 
cheaply and provide a stimulus to exports through the' additional' ex
ports device. The efficiency of the German control cannot be doubted, 
but the multiplioity of its provisions, the extent and ramifications of 
its regulations, the ingenuity of its devices and the number of points 
at whioh it has been neoessary to exeroise bureaucratio control, em
phasize the extent to which the state must interfere in economio life 
if a complete control of exports of capital is to be maintained.1 . 

Broa.dly speaking, attempts by governments to restriot exports of 
long-term capita.! are usually initiated for one or both of two main 
reasons. These are, first, because it is feared that the exports of 
oapita.! whioh would take place in the abeenoe of control would cause 
the externa.1 value of the lender's ourrenoy to depreciate, and, 
second, because it is feared that if such oa.pita.! exports were per
mitted, rates of interest within the lending country would remain 
higher than is desired, or, as a coroIlary, that if internal rates of in
terest were foroed down, oa.pita.! exports whioh are undesirable for the 
first reason would take pla.oe. It is evident that these factors are 
usua.\ly inextrioa.bly interoonneoted. 

The control of new issues in most countries has probably been 
BUooessful in BO far as the prevention of a rise in interna.1 rates of 
interest is oonoerned; but there are, on other grounds, three main 
criticisms which may be made a.ga.instit. Thesea.re, brie8y: that there 
is no method by which it oa.n discriminate between proposed invest
ments on the basis of the purposes for which they are to be used, 
and their probable liquidity at a later date; that disorimina.tion 
on the basis of the nationality of the borrower has, usually, little 

• The importance which the German Cabine' attachee to the main""'""ce 
of thiecontroliaeho .... by the following law pasaed on 1 Deo.1936: 

• A GtIrm"" aitiHn who, knowingly and ~puloWlly. from motiva of 
groee ee\f-intenlo, or other moti ...... JelDova or leava property abroad, 
thereby aaUBing grooa inj....,. to the German _omio ..".-. will be 
punished by death. The criminal is aIeo punishable if the crime is perpe
tratod abroad. The ClOmpeleD' Oom for the offence will be the People'. 
00,,", The law hereby promulgatod ClOmee into force immedialely.' 

(Xu 2'\Ma, IDeo. 11136.) 
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economic justification; and that small investments made via a foreign 
stock exchange cannot be prevented. 

During the post-war period many issues were floated in London, 
New York, and Paris for purposes which were clearly 'unproductive '. 
Such loans could not be expected to earn their service payments even in 
terms of the currency of the borrower. Some loans, though themselves 

~ used for productive purposes, nevertheless enabled the borrowers to 
use other funds in their possession for unproductive purposes. Finally, 
there were cases in which, although no single issue could have been 
termed unwise for the above reasons, the total volume of issues was 
so great as to render ultimate transfer difficulties inevitable. It may 
be argued with some truth that no such issues have been floated in 
any capital market in recent years; but the fact remains that those 
who exercise control have, apparently, no means of judging whether 
this is the case. Any permanent system of control, an • Investment 
Board' for example, should, if possible, provide itself with such 
means, and it should employ the following criteria when judging a 
proposed issue: whether the purpose of the issue is sound and is 
likely to be profitable to the borrower so that he can make service 
payments; whether the issue, even though itself used for productive 
purposes, is likely to enable the borrower to embark on some un
sound enterprise; whether the industry in which the money is to 
be invested is in danger of becoming over-developed; whether the 
balance of payments of the borrowing country is likely to be ad
versely affected; and whether transfer difficulties may arise because 
the country as a whole has been over-borrowing. 

Secondly, the British system has tended to prefer Empire and 
sterling-blQc borrowers; the United States has attempted to ban 
exports o(capital to all countries" that have defaulted on their war 
debt obligations; and the French have favoured potential allies. 
There may be sound arguments in support of such preferences. As 
regards the first, risks of war or political disturbance within the 
British Empire are slight, and transfer difficulties are minimized if 
the currencies of both lender and borrower fluctuate together. These 
considerations are not without force, but it is easy to exaggerate the 
weight which popularly attaches to them. War risks may be no 
higher in the case of other countries with which Great Britain has 
intimate commercial relations, and transfer difficulties may be slight 
even when the borrower's currency is not pegged to the lender's. 
Indeed, the chief motive which has led to the British discrimination 
in favour of Empire countries·is not an economio but a political 
one: the desire to cement the political solidarity of the Empire. 
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Political motives are equally apparent in the cases of the United 
States and France. 

Finally, it is very difficult for any system of control to prevent 
entirely the purchase by individuals of secuP~ies already issued on 
foreign stook exchanges. This may have three sets of undesirable 
consequenoes: it may cause a stock exchange boom in the receiving 
country (although this might be prevented by appropriate action in 
that country); it may cause the external value of the currency of 
the lending country to depreciate if more than the whole of the 
available export surplus on current account is used in this manner; 
and it may deprive worthy borrowers of capital, for, if a Country 
has lent a great deal abroad by this method, the authorities may find 
that lending through other channels has to be curtailed. When con
sidering a proposed new investment, the authorities must investigate 
the balance of payments position of the lending country, and they 
will be severely handicapped unless they can control all the .long
term capital items in that balance. That no existing control can do 
tWa constitutes one of the most serious defects of present sys~ms. 

This disoussion of state intervention has so far been ·concerned 
with that of the governments of lending countries, but control over 
international capital movements may also be directly exercised by 
the governments of borrowing countries. Certain debtor countries 
have, for example, established loan counoi1e whose business it is 
to supervise public borrowing. The outstanding instance of this form 
of control has been that exercised by the Australian Loan Council. 

This body was created during 1923--' on the initiative of the 
Commonwealth Government in order to prevent C<\mpetition in the 
loan market. It functioned at first on a voluntary basis, but was 
vested with full constitutional authority in 1928, and since that date 
has had power to limit the borrowings of publio authoritiee and to 
impose upon them policies designed to reduce expenditure and con
trol deficits. The Loan Council is not concerned exclusively with 
foreign borrowing, but with all loan operations of the States, internal 
as well as external. A council with somewhat similar functions has 
also been proposed in Canada, but the plan has met with cousiderable 
opposition from the provinoee. 

In Germany. the control of foreign publio borrowing was at first 
compulsory. and a law requiring all the foreign loans of States and 
municipalitiee to be approved by the Reich Finance Minister was 
passed in November 1924., But this measure was resented as uncon
stitutional, and an Advisory Foreign Loans Council (Beratungsstelle 
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fiir Auslandskredite) was established instead, to which practically 
all State and municipal loans were submitted. The Council did suc
ceed in reducing these borrowings, for the total projects submitted to 
it amounted to $410,949,000, of which only $289,444,000 or about 
70 per cent. were approved. Some evasions, though probably not very 
substantial ones, there undoubtedly were, and the Council did not 
succeed in checking the increase in the volume of public indebtedness 
as effectively as might have been wished. Nevertheless, coupled with 
the warnings expressed and the supervision exercised by the Agent
General for Reparations, Mr. Parker Gilbert, the Council proved 
effective in a minor way. A vast amount of reckless borrowing was 
permitted, not because the machinery by which it conld be checked 
was inadequate, but because those who worked the machine were not 
sufficiently impressed with the necessity of stopping that flow of 
capital which brought such tangible, if ephemeral, prosperity in its 
wake. 

Wholly speculative schemes for which foreign capital is required 
can be prevented by loan councils, and they are likely to be used to 
prevent minor abuses of capital facilities rather than to carry out a 
long-term policy. A determined effort by a far-sighted loan council 
to restrict borrowing would be extremely unpopular, and the main 
function of loan councils will probably be to exert a not too strict 
censorship over the projects for which foreign capital is desired, and 
to reguIa.te through time and to centralize for cheapness the borrow
ings of public authorities. 

Although many governments have thought it desirable to attempt 
to restrict, exports of capital in recent years, they have, in other cir
cumstances, directly encouraged overseas investments of various 
kinds. The ways in which the state may encourage or promote over
seas investments may be conveniently divided into five classes, viz.: 

1. The provision of facilities whereby purchasers of a OOuntry'8 
exports may obtain short- or medium-term credit from the 
exporter at reasonable rates. 

2. Direct investment by the state, e.g. British interests in the 
Suez Canal and the Anglo-Iranian Oil Company, and the 
expenditure of the United States Government in Panama, as 
well as similar investments by all the Colonial Powers in their 
dependencies. Such investments are often made largely for 
reasons of national defence, and many of them are uneoo
nomic in the sense that it would not pay private enterprise to 
undertake them. 
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3 .. The encouragement of investment in certain (non-colonial) 
areas for political purposes, accompanied' or followed, in some 
cases, by the use of force to protect the investor. The pre-war 
loans to Russia by France were very largely political in 
origin, and the same country's more recent loans to members 
of the Little Entente were inspired by similar considerations. 
Some of the United States investmente in Central America ' 
were accompanied by many chauvinistic acte on the part of 
the Taft and other aAministrations. 

4. Loans for stabilization and relief purposes which are sometimes 
guaranteed and sometimes merely encouraged by the govern
mente of the lending countries. Among these should be 
mentioned the Dawes and Young Loans and the League 
Loans. 

5. The enoouragement of investment in oolonial pOBBessions either 
by direct government guarantee of the securities of colonial 
governmente or of private firms in the colonies, or by giving 
speoial preferences to issues of colonial securities, e.g. the 
Colonial Stock Aote, and the policy of the Chanoellor of the 
Exohequer regarding overseas issues in London during the past 
four years. 

We shall disouss export credite, stabilization and relief loans, and 
loans to colonies in some detail; since, however, direct inv~mente 
by the state and loans for political purposes involve ma.inly non
economio considerations, they have been neglected. It ghould, never
theless, be remembered that the economic argumente which we put 
forward when we consider the fourth and fifth of the above cate
gories apply, mutati8 mu/andi8, in the case of the second and third. 

The reasons for the increasing importance of medium-term export 
credits as ... method of international investment were discussed in a 
previous chapter. At the present time, when the risks of exchange 
fluctuations are very great, private institutions often find that 
they are unable to provide BUch credits. Export credite a.re. how
ever, a great stimulus to industry and various governments have 
established departments to underwrite them, £or private firms are 
always willing to finance a credit which is guaranteed by their own 
government. Facilities of this nature have been provided in Great 
Britain, Germany, France, Belgium, Holland, Cr.echoslovakia, Den
mark,Japan,Austria,Norway, Sweden, Finland,Latvia, Pola.nd,Italy, 
and Spain.l 

I For all at«)unt of the various aahemea Bee Etia 11. Shenkman. 1M. DRO' 
.. ,....... Ondi& BiaU (London, P. S. King. 1935). 
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In Great Britain this work is undertaken by the Export Credits 
Guarantee Department of the Board of Trade. This Department was 
organized shortly after the war in an attempt to stimulate British 
trade with various countries which had been forced to obtain goods 
from other souroes during the preceding four years. Originally, its 
business was confined to the granting of short·term credits in respect 
of exports to a number of specified countries. Later, it was per
mitted to grant credits for exports to any country, and for periods of 
time up to ten years. 

The Department's medium-term credit business was not, however, 
very large before 1931, partly because its Advisory Committee 
wished to move slowly in a new field, but this side of the work has 
become much more important in recent years. Treasury control of new 
issues has practically closed the market to foreign borrowers and, in 
addition, the depression has severely limited the number of borrowers 
who could present sufficiently attractive prospectuses to potential 
lenders. In these circumstances, medium-term credits have come to 
form the principal channel through which eapital-importing countries 
finance their purchases of machinery and other producers' goods. 
In the case of many such COuntriesl the risks involved have been 
so great as to deter private institutions, and exporters have there
fore turned to the Export Credits Guarantee Department for the 
neoessary facilities. When the foreign importer is a private firm, the . 
risk covered is that of insolvency but, in certain cases, transfer 
risks are also included in the guarantee. When the importer, on 
the other hand, is a public authority, the risk of insolvency does. 
not usually arias. In such cases the Department guarantees pay
ment in sterling to the exporter: this covers the riskS of default, 
of undue delay, and of transfer difficulties. Most of the Depart
ment's medium-term business is concerned with exports of capital 
goods to foreign public authorities. 

There is one similarity between long- and medium-term credit 
operations. The Department employs criteria of the same kind as 
those adopted in the new issue market to determine the worthiness 
of a borrower, but, in other respects, there are considerable differences 
between the two sorts of transactions. In the first place an exports 
credit guarantee is given only in respect of British exports .. Bor
rowers, in other words, are not permitted to purchase goods where
soever they will. Secondly, no direct appeal to the public is involved; 
the only persons concerned are the borrower, the Department, the 
British exporter, and the latter's financial associates. Thirdly, the 
a.mount risked a.t anyone time under the British scheme is likely to 
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form only a pm of the total credit, for repayment usually begins 
before all the goods are exported, and the exporter is able to withhold· 
deliveries if default takes plaoe or appea.rs to be imminent. 

The advantages of export oredit guarantees over long-term aapital 
issues &rise from these differenoes. The former help directly to en
courage British exports, and sinoe exports of capital are corre1a.ted 
with exports of goods, initial exchange difficulties are minimized. 
Seoondly, export oredits may be floated at times when it would be im
possible to obtain subscriptions to a new issue, beoause the teohnical 
conditions under whioh the credits are granted tend greatly to reduoe 
the risks involved. It may be contended that these are 'depression 
arguments'; that they are based on the assumption that the exporting 
country is not possessed of a sufliaiimtlyfavourable balance on current 
aocount to permit the export of long-term aapital, and that export 
credits may beoome unneoessa.ry when international trade recovers 
from its depression levels. This may be correot, but there is as yet 
no sign that export credits are beooming less important; on the con
tra.ry, improvement in international trade has been accompanied by 
a tendenoy for the number of these credits to inorease more rapidly 
than before. 

Although the Department may guarantee credits up to ten yea.rs 
in length, it has not usually given its guarantee for periods of more 
than five yea.rs. The majority ofits medium-term credits appear to 
be for periods of two or three yea.rs, and a considerable volume of 
business in aapital goods has been done, with Russia for example, 
on the basis of eighteen months' credit. This limitation of the length 
df the credit is a most important factor in reducing the risks involved. 
But another aspect of this question must be borne in mind, namely, 
the foreign exchange aspect. It is appropriate that a business which 
is purchasing aapital goods with a long period of life should be able to 
finance them by long-term borrowing. But it does not follow that 
the country to which this businees belongs can prudently borrow from 
the country which supplies the capital goods on credit of an equally 
long period. Whether such borrowing is possible or not depends on 
whether the capital expenditure is likely to improVll the bala.nce of 
payments of the borrowing country to the extent required for the 
service of the loan. This, however, is by no means generally the case, 
and, as has been argued in an earlier chapter, it is far leas common 
nowadays than it was in the nine~th century. The capital expendi-

. ture may be eaonomiaally BOund from the point of view of the inter
nal stru(lture of the borrowing country: it may earn a return, that 
is to say, which re~ts a subst&ntial rate of interest on the sum 
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invested. But unless this return is of a kind which either promotes 
exports or replaces imports it will not thereby become any easier for 
the borrowing country, regarded as a whole, to remit across the 
exchanges the sums required to meet the service on the loan. In such 
a ca.se, the prospective length of life of the capita.! goods is really 
irrelevant from the international standpoint: it can be argued that 
medium-term credits, which enable the borrowing country to spread 
its exchange remittances over several years, are the most appro
priate form of international finance, and that undue strain on the 
resources of the borrowing business should be prevented by internal 
credits in the borrowing country. This is not an argument which 
should be pressed very far, for in many of the countries concerned 
internal borrowing is a matter of great difficulty, and it is seldom 
possible to say how far an economically sound capita.! expenditure is 
likely to improve a country's bala.nce of payments. None the less, it 
supplies a reason for proceeding with caution in extending the period 
for which export credits are guaranteed. 

During 1936 the work of the Department was extended in two 
different ways. Through itS mechanism, a credit of £10 millions was 
advanced to Russia. for the purchase of British exports-a proceeding 
which has met with some criticism on grounds of policy from the un
fortunate holders of pre-war Russian bonds and others.1 The details 
of this transaction are interesting. Russia agreed to place orders up 
to the whole amount of the credit within fourteen months and to 
use it exclusively for the purchase of goods (excluding munitions of 
war) which would give rise to a considerable amount of employment 
within Great Britain. For this credit the Soviet Government is to pay 
interest at the rate of 51 per cent. per annum, payable half-yearly. 
The monily will be raised by the sale to the market, after endorse
ment by the Export Credits Guarantee Department, of five-year 5} 
per cent. notes. Since these are guaranteed by thl! British Govern
ment, they are sold at a substantial premium, and this premium con
stitutes the Department's earnings on the transaction.1 Exporters 
who take advantage of the scheme will be paid in ca.sh within thirty 
days of the shipment of the goods. 

There were rumours that a similar credit was to be advanoed to the 
Chinese Government; these were incorrect, but the Department has 
taken other measures to deal with the problem of credit to that coun
try. It announoed, in October 1936, the appointment of a representa
tive in China, whose functions are to examine proposals involving 

1 Ct. H0U8. 0/0_ Debates, 4, Nov. 1936. 
• The ftrst DOtes were .old at a premium of about IIi per cent. 
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credit for the sale of British goodS, to make all necessa.ry inquiries and 
to forward recommendations to the Department in London. Although 
it has been expressly stated that it is not part of his bnsiness to 
seoure orders for British exporters, it is very probable that his work 
will help to increase the demand for their goods, and although the 
Department has never considered it to be its duty aotively to 
enoourage British exports, this appointment may be a sign that this 
polioy is to be modified. 

These special arrangements for Russia and China are among the 
most interesting and important developments of the work of the 
Department in reoent years. Other oountries, however, have not been 
negleoted and there has been at the same time a rapid growth in the 
amount of credits guaranteed in respeot of exports to a large range 
of countries, including praotioally every country which maintains 
a system of exchange restriotions or is subjeot to an unusual degree 
of exohange uncertainty. 

Various criticisms· of the work of the Export Credits Guarantee 
Department have been made, and these must be considered with 
some oa.re. Some exporters, for example, point to the eystems in 
operation in other oountries and say that the Department's charges 
are too high. This is, perhaps, true-at any rate the Department has 
accumulated substantial reserves-but it is officially maintained that 
the bnsiness of the Department is not to grant a subsidy to British 
exports, and that there must be an attempt to lI8888III risks on a com
mercial basis as far as possible, a polioy whioh is not followed by cor
responding institutions in certain continental countries. Another 
oomplaint oomes from banks and exporters, who point out that the 
guarantee of the Department does not oover the whole amount of the 
credit. Firms appear to have no diffioulty, however, in obtaining 
credit from their bankers when up to 75 per cent. is covered by 
a government guarantee, and the Department believes that it is 
desirable that exporters should retain some incentive to fulfil the 
terms of their oontract to the letter, an incentive which would be 
absent if they bore none of the risks of the transaction. 

Other criticisms concern the countries to which credits are granted 
and the length of the credit. Most borrowers in the British Dominions 
and colonies and in the oountries of the sterling area are able to obtain 
Itmple credit in London through the ordinary commercial channels. 
The Department's bnsiness has therefore been concerned princi
pally with credits to oountries which possess worse records as 
borrowers or which have instituted e.xchange control causing a con
sequent increase in transferriska. It isBignifioant that those borrowers 
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who have had a.ccess to the market have tended to go directly to it 
There is thus a danger that the Department will find that all th, 
good risks will be handled privately and that it will be left to furnisl 
credit only to countries of a lower credit standing. 

This danger is increa.sed by the consideration that because th' 
Department will only grant credits for rela.tively short periods th' 
borrower is forced to make heavy amortization payments which h' 
will endeavour to escape whenever possible by borrowing on longel 
terms from other sources. In many ca.ses the shortening of the 91'Cdil 
period must be uneconomic. A three-year credit, for example, woulc 
be inappropriate for ca.pital goods which have a normal life of twentJ 
years, for it would compel the borrower to repay his debt in full befon 
he had received any substantial return from his equipment. This h8.1 
two disa.dvanta.ges. In the first pla.ce, it may involve the borrower iI 
default. Secondly, if the resources of the borrower are absorbed iI 
paying for one piece of equipment beca.use the period of his credit ~ 
too short, he may be prevented from buying further equipmenl 
which, if his business is not to suffer, he should obtain without dela.y 
The Department might greatly a.ssist the development of some over 
sea.s country. and at the sa.me tiIne do sound business, if it could pro 
vide credits of adequate length for exports of machinery and othel 
ca.pital goods. If, however, a.s may sometiInes happen, the period 0: 

the credit is too short, both the borrower and the Department maJ 
suffer. Ra.ilways, to take an extreme example, cannot be built on th' 
ba.sis of five-year credits. On the other hand, it must be rememberee 
that the demand of the modern world is chiefly for less durable goow 
than ra.i1ways; the durability of these goods must, in many ca.ses 
however"be greater than the average length of the credits guaranteec 
by the Department. 

In 1935 the Department's medium-term credit business wa.s twiC4 
a.s la.rge a.s in 1934, and it appears that 8. similar rate of progreB' 
wa.s maintained in 1936. This represents a remarkable rate of growth 
and even though this rapid development is partly attributable 1;( 

monetary uncertainties and difficulties throughout the world, whicl 
it may be hoped will eventually become less acute, there is no pros 
pect of any early or substantial reaction. Moreover, there are rea.sons 
which have been elaborated in a previous chapter, for expecting thai 
the pa.rt pla.yed by export credits in the system ofinternstional invest 
ment will tend over 8. long period to become increa.singly iInportsnt 
This lends additional significance to the fact that the British exporl 
credits system is, in effect, an enterprise conducted by the state. Thl 
principle involved is criticized in some quarters and it is desirable 1;( 
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consider some of the criticisms that are commonly made. It has 
been suggested that the Department might discriminate between 
exporters ,for non-economic reasons, and that certain firms might 
thereby receive undeserved advantages. Up to the present there has 
been no evidence of such discrimination and it seems improbable that 
it would ever occur. The work of the Department is supervised by a 
Statutory Committee of bankers and business men and, ultimately, 
by Parliament, so that any unduly arbitrary actions could easily be 
checked and remedied. 

Another criticism is that the Department has usurped functions 
which properly belong to acceptance houses, insurance companies, and 
certain other institutions. At present,'however, most of the Depart
ment's business could not be undertaken by private firms for two 
reasons. First, the risks are too high for a small institution to spread 
them adequately. Secondly, the underwriting of medium-term credits 
combines the two techniques of financing exports of consumers' goods 
on short-term credit and of making issues of long-term capital. Busi
ness of this mixed type is not done by private institutions in London 
-eJthough this may not always be the case and it must therefore 
be carried on for the time being by the Department. A Government 
Department must always, moreover, enjoy certain advantages over 
'private firms in this type of business. Like any commercial institu
tion, it must offer better services or charge less for the same eervices 
than its competitors if it is to continue to do business on its present 
scale. But this it can easily do. It has unrivalled facilities for the 
collection through diplomatic channels of information about the 
status of borrowers. It may, in certain cases, be able to use diplo
matic pressure to secure favourable treatment of the debts which it 
has guarantJeed. Finally, it can remain liquid on a smaller margin 
than a private firm since it has the whole taxable reeourcee of the 
community at its back. The Department can, in fact, never become 
bankrupt. It appears, then, that if private firms did wish to under
take this type of business, they would find that the Department was 
a most eerious competitor; transfer risks are, however, 80 great to
day that there is little reason to fear that the Department is taking 
much business away from private firms.1 

In 80 far &8 the Export Credits Guarantee Department cannot 
completely eliminate the risks which it bears by offaetting one against 
the other. there must remain a reeiduum of risk which is borne 

. 1 The Mtablioh_t in Dee. 1938 of • newoompany-Compenaation Brok_ 
Ltd.-... hich1rill.inelfect,grantupon.....ntatoBritiohe>:ponentoGermany. 
0110_ t.hat the City ~ the value of upon.....nt husin-.. 
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ultimately by the taxpaying public. At the moment, the Department 
has accumulated reserves which amount to about £2 millions, a con
siderable sum, which would be used to meet losses before it was 
necessary to call upon the taxpayer. (This argument is not invali- , 
dated by the fact that the Department's annual surpluses are ab- ' 
sorbed by the Exchequer. The taxpayer now receives an unexpected 
windfall which he may later have to repay.) The credit of the country 
is pledged in order to assist export industries and thereby, it is 
assumed, to benefit the community as a whole. It remains to be 
seen, of course, whether public opinion would permit a Government 

. Department to continue in the credit underwriting business if that 
business were to become unprofitable. On the whole, however, it 
seems likely that the Department has come to stay and that its 
business will continue to grow. 

Direct external investment by the state for defence and similar 
purposes, loans for colonisl development and loans to political allies 
are all of a type whose usefulness is determined by political and mili
tary rather than purely economic considerations. Of such criteria 
the economist cannot judge and, provided that his government 
guarantees the loans, the investor loses ouly in his capacity as a tax
payer if the borrower defaults. The chief criticism of such loans is the 
ethical one that, in some cases, e.g. French loans to Russia, the 
government of the lending country encourages but does not guaran
tee the loans, and, in the event of default, the investors are left to 
bear a burden which should more equitably have been carried by the 
taxpayers as a whole. 

This argument applies also, in part, to stabilization, relief, and 
reconstniction loans. Of the large number of such loans which were 
contracted after the war, ouly a few are free from default at the pre
sent time. British holders of the Dawes and Young Loans still receive 
service payments in full in sterling, though other holders are not so 
fortunate, and service charges on the League Loans to Danzig and 
Estonia are still fully met in lenders' currencies. The League Loan to 
Austria has been replaced by an issue bea.ri.ng a lower rate of interest 
and guaranteed in the same way as the original. All the rest of the 
League Loans are in some stage of default and many other recon
struction loans are in a like position. Thus, in only a few cases has 
the lender received the return which was promised him when the 
loan was issued.1 

This is not altogether surprising, since the risks attached to theBl' 
1 See below, Chapter XIV, pp. 297-8 and 304. 
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issues were considerable, although many lenders appear to have over
looked them. In the oase of the League Loan to Hungary, for 
example, there was a large element of risk. The issue was offered to 
the British publio at 88 and the interest promised was 71 per cent., so 
that the yield'to maturity (twenty years) was about £8 168. per cent. 
On the day that the issue was offered (2 July 1924) the prioe of 
Console was 561, giving a yield of about £4 88. per cent. and, if these 
may be assumed to be riskless seourities, the risk premium on the. 
Hungarian Loan was therefore about £4 88. per oent. The issue was 
heavily over-subsoribed, and there were a 'large number of applica
tions from small investors' many of whom 'enclosed currenoy notes 
or bank notes in payment of the application money'.l Thus it ap
pears that most of the subscribers to the issue, a number of whom 
were 'not altogether used to investment', thought that this was an 
over-estinlate of the risk involved (for it cannot be assumed that the 
small investors deliberately preferred a loan of suoh a risky nature). 
This is to be explained partly by the belief that the loan, being under 
the auspices of the League, was also guaranteed by the League, which, 
as an international organization of states, was assumed to be at least. 
as creditworthy as the soundest of its oonstituent parts. There was, 
further, a belief that the loan was, in effect, guaranteed by thegovem
ments of the lending countries, as the Austrian Loan had been. This 
belief was fostered by such statements as the following by the City 
EditorofTMTimu: 

, A well.informed correspondent points out that although the loan is not 
guaranteed by any of the Allied Governments, as was the case with the 
Austrian issue, the reparation and relief bond charges still exist, though 
th_, of course, are 8ubordinated to the service of the reconstruotion loan, 
which has a deftnite priority over every other obligation of Hungary. The 
existence of th_ aeoond ch~reparationa and relief loan&-meana 
that a number of creditor Governments are vitaJly interested in the 
recovery of Hungary, and it may be aBBumed that th_ creditors will sup
port the League in the enforcement of the obligations which Hungary has 
aaaumed. In this sense, our oorreapondent says, the position is theoreti
oally almost as strong as if th_ Governments had given guarantees. .. 

A further explanation is that the subscribers to the loan were very 
anxious to assist 'in the great work of European reconstruction'; 
but much stress cannot be laid on this factor, sinoe it can hardly be 
assumed that the larger investors, at least, were greatly inftuenoed 
by philanthropio oonsiderations. 

1 Th_ quotationa an from n. TiMM, 'CitT No&ea', of S 111171924. 
• S Ju17 1911&.. . 
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There appears to be prima facie evidence that the British investing 
public waa induced to make an unduly low subjective estimate of the 
risks involved in this issue' and that, although the Government tooli 
no active part in this propaganda, it gave its implied approval. T,f 
this is the case, it would have been better if the issue had beel 
guaranteed by the Government, and better still if the loan had beel 
made cfuectly by the governments of the lending countries. It is iII 
the interests of the whole nation that less fortunate countries should 
be aasisted in their endeavours to restore a semblance of economi~ 
equilibrium. If, then, the loan is unsuccessful, the individuals who 
contributed to it should not be made to suffer alone. If the govern· 
ment of the lending country is directly interested, the public aa a whole 
bears the burden of failure, just aa it would reap the benefit of success. 
Like the other types of loans mentioned at the beginning of this sec
tion,' stabilization and reliefloans, which are never intended primarily 

, to be used for the purpose of purchasing or erecting revenue producing 
aasets, are best made, not by private individuals, but by governments. 

There is a further argument in support of this conclusion. If, aa is 
usually the case, the commercial risk premium required on loans to 
states which need foreign credit for reconstruction purposes is high, 
the cost of their borrowing may be considerably reduced if the loan 
is guaranteed by the government of the lending country. This reduc· 
tion in the cost of the loan will, in itself, reduce the risk involved, 
since the borrower may be able more·eaai!y to obtain the supplies 
of foreign exchange necessary to meet service payments, and will 
therefore be more likely to avoid default. Both ethical and economic 
considerations, therefore, lead to the conclusion that, unless a recon· 
struction or stabilization loan can be raised on ordinary commercial 
temts a1ireaaonable rates, it should be guaranteed by the government 
of the lending country. 

The government of a creditor country, by giving'special privileges 
to owners of certain classes of securities issued by overseaa borrowers, 
can stimulate investment in such securities and thereby enable the 
issuer to borrow more cheaply. In Great Britain this haa been done 

1 These risks were not entirely overlooked, however. for Tlw E""""",iI' 
stated: 'The yield. allowing for redemption in twenty y ....... woru ont at 
approJrimately £8 168. per oent. This is a high yield and indieatee to lOme 
extent the measure of risk involved' (II July 1924). But compare this with 
Tlw Timu, 2 July 1924: 'The other prominent feature is the high yield obtain· 
able on the issue. Owing to the oearoity of eapita!, all European lo&llll have 
n.,.,......,.;Iy to give a good yield, but, in view of the type and claa8 of this 
"""urity. the retum on the loan must be tegarded .. generoUl.' 

• See above, p. 94. 
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by giving trustee status to certain Dominion and colonial issues. The 
relevant statutes are the Trustee Act, 1925, and the Trusts (Scotland) 
Act, 1921. These Acts permit trustees to invest, inter alia, in any 
capital stock issued by the Secretary of State in Council of India Qr 
any other seourities, payable in sterling. whicli are an obligation of' 
the Government of India; in certain government-guaranteed, Indian 
railway securities; iD. stocks, funds, or seourities authorized under the 
Colonial Stock Aots, 1877 to 1934; and in any securities the interest 
on which is for the time being guaranteed by Parliament. 

The Colonial Stock Acts permit tlie securities of Dominions and 
colonies to be registered as trustee securities, provided that the 
Dominion or colony concerned complies with certain conditions. 
The chief of these is that the Imperial Government shall have the 
power to. veto any Dominion or colonial legislation which appears to 
be disadvantageous to the holders of the securities.1 In accordance 
with the provisions of these Acts, a large number of governments 
have issued seourities in London. The outstanding total of these in 
January 1936 was about £858 millions.- In Addition, a number of 
governments have, at various times, issued securities whioh are 

1 After the p888ing of the Statuta of W 8Itminster the British Government, 
at the request of the Union of South Africa, obtained statutory authority to 
aocept, in lieu of a statement that legiBlation tending to prejudice the intereata 
of stookholdera might be disallowed, a statement 800Jlrmed by South African 
legislation in whiob that Dominion would undertake to submit suob legialation 
for the Royal ABBeIlt only after agreement with the British Government had 
been reaohe4. and would promise to obtain suoh amendments as might be 
nllOlllllla1'Y to Il!lliAlation that had been paaaed inadvertently. The Govern
ments of Canada, Australia, and New Zealand have informed the British 
Government of their willingneaa to abide by the original 8Ondition whiob, 
though anomalous in oonatitutional theory. is regarded as a bUBineaa obliga
tion that does not detraot seriously from equality of status. 

• These had been isaued by the following governments. 
Auatralia Jamaica Sierra Leone 
British Guiana Kenya South Africa 
British Honduras Mauritius South Australia 
Canada Natal Southern .Rhodesia 
Cape of Good Hope Newfoundland StTaits Settlements 
Ceylon Ne ... South Wales Taomania 
Cyprus N ..... Zealand Trinidad 
Fed_ted Malay States Nigeria Uganda 
Fiji . Northern Rhodesia Victoria 
Gold Coast QueenBland W8Itern Australia 

Northern Rhodeoia and Uganda, being proteotoratea, 80me within the pro
?iaiana of the Colonial Stooit Aots by virtue only of Ordera in Council under 
_tion 8 of the Colonial Development Act, 1929. By Order dated 1 Oo~ -
the &aid proviaiona .... made to apply. subjeot to eertain modillca" 
atooIt iaaued after the peaaiug of th .. laat-mentioned Act and forming> (Oxford 
public debt of the Fed_ted Malay StataL (Slodo Boo t ..,. Y -; 1936), pp. 
pp. af2IHIl.) 

II 
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guaranteed either wholly or in part by the British Government. A1 
the end of 1935 there were about £59 millions oflong-term securitiel! 
of this nature OUtstanding.l Finally, there were, at the same tinte, 
outstanding trustee securities of the Government of India to the 
value of £293 millions, and of Indian railwaye, £25 millions. The total 
of these outstanding trustee securities of Dominion, colonial, and 
foreign borrowers was, therefore, about £1,235 millions, to which 
must be added a small amount for colonial borrowing through the· 
Local Loans Fund. Default has only occurred on a small fraction of 
this amount. In no case have the investors suffered, and no Dominion 
or colony has defaulted. This is a quite remarkable record and 
appears to justify the preferences given in this way to Dominion and 
colonial borrowers. 

Because their securities had trustee status, most Dominions and 
colonies were able to borrow more cheaply in London than would 
otherwise have been the case.1 Unfortunately, this led to some abuse, 
for, although no default occurred, it was evident in 1929 that Austra
lian governments had borrowed considerably more than was war
ranted by their economic position. This sort of difficulty may often 
arise if particular types of investment are fostered or discouraged for 
political or sentintental rather than economic reasons. 

It is not easy to determine what part a state can or shonld play 
in attempting to collect debts which &re owed to its nationals by 
foreign states. Each case has to be judged on its merits, and is ueually 
decided in terms of expediency. If, of course, lenders know in advanoe 
that their government will intervene to assist them if their debtors 
de'fault, the risks which they bear are greatly diminished. 

In the nineteenth oentury, when Great Britain was the principal 
international lender, her Government ueually adopted the traditional 
laisseriair" attitude towards foreign (as opposed to colonial) invest
ment. This is typified by a circular sent by Palmerston to the. 
British diplomatic representatives abroad in 1848: 'The British 
Government', he said, 'has considered that the losses of imp rodent 
men who have plaoed mistaken confidenoe in the good faith of foreign 
governments would prove a salutary warning to others, and would 
prevent any other foreign loans being raised in Great Britain, exoept 

, The governments of the followiDg oountriell w .... the borrowen: 
. ~ Austria Mauritius Sudaa 

TIM :""'-ypt Newfoundland Tanganyika 
able on See N yaaaland Transvaal 
n~) Free State Paleetine Turkey 
~s!~~\"", Chapter X, pp. 135-7. 
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by governments of known good faith and ascertained solvency.'l 
But the Government did not always rigidly adhere to such a policy, 
for Palmerston on one oocasion sent a note to a defaulting pountry 
stating 'that the patience and forbearahce ofll.M.'s Government .. . 
have reaohed their limits, and that if the sums due to the British .. . 
olaimants are not paid within the stipulated time and in money, 
ll.M.'s Admiral commanding on the West India Station will receive 
orders to take suoh measures as may be necessary to obtain justice 
from the -- nation in this matter' .-

There have been other instances in the past of the use of force or 
threats of force by a strong oreditor country against a weaker debtor; 
but the situation has been very different in recent years. Whether 
through increased goodwill, lack of opportunity, or other reasons, 
attempts to recover international debts through direot coercion have 
almost entirely disappeared. The recent depression has caused new 
methods to be invented. Economio rather than·politioal pressure has 
been used to force debtors to meet their obligations. The significant 
feature of this is, since some countries are in a much stronger econo
mio position than others, that the principle that all holders of a loan 
should be treated alike has been ignored. H this is to continue in the 
future, it will have most profound effeots on the trend of international 
investment. 

The operation of the new methods may be illustrated by referenoe 
to the German debt negotiations.- In the middle of 1933 the German 
Government announoed a moratorium on the transfer of interest pay
ments on Germ ... ny'& foreign debts. After negotiation between the 
creditors and Dr. Schacht, President of the Reiohsbank, an agree
ment was reached by which, in effect, the foreign creditors reoeived 
payment in foreign ourrencies equivalent to 75 per cent. of the 
amount due. This arrangement did not, however, satisfy the Dutch 
or the Swiss, and, sinoe Holland and Switzerland import much more 
from Germany than theye%pOrt to her, they were able to insist on 
more favourable terms in return for trade ooncessions. Protests were 
made, and BOme ooncessions were secured by other creditors, but the 
discrimination remained. 

l 1IIaz Winkler, FtINip BoRda, p. 138, quo .... by A. K. Caim-. 'Did 
FonIigu lnnotmeo' Pay" In T'" Bmoot 'fI.s-w BIIodieo, October 1936, 
p.87. 

I H 9rlllet, B-u..Hou 'filM Old FtINip Oflioe, p. 84, quoted by Caimcraoa, 
100., • 

• 1 thiI 8M c. It. S. Barris, 9--7& FtINip I-delhi •• (Oxforcl 
lit,. p..,.. for the Boyallnatitole In ...... tioDal AJrain, 1936). pp. 
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Great Britain had joined in the protest against discrimination, but 
in due course she demanded discriminatory treatment for herself: 

'On the 15th June, some two weeks after the conclusion of the Berlin 
Conference, Germany declared a six mOl).ths' moratorium, expiring 31st 
December, 1934, on all Long-term and Medium-term debt, including the 
Dawes and Young LoanS. This action called forth a prompt and strong 
reply from the British Government and led to the passing of legislation 
empowering the Government in caee of necessity to 88t up a Clearing 
Office as a means of securing fair treatment of British Nationals. At the 
same time, the British Government invited Germany to send a delega.tion 
to London to discuss ma.tters. This invita.tion was accepted and on the 
4th July the terms of an Anglo-German Transfer Agreement were an
nounced whereby in consideration of the British Government agreeing 
not to set up a Clea.ring Office, the Germa.n Government undertook to pay 
full interest on Dawes and Young Bonds in beneficial ownership of British 
holders on 15th June, 1934, and, in respect of non-Reich debt, to honour 
the agreement rea.ched at the Berlin Transfer Conference in the previous 
May. This understa.nding with the British Government came into force 
as from the 1st July and had a currency of six months. It is worthy of note 
that nationals of those countries which have not made special arrange
ments with Geimany are at present receiving only part payment of their 
Dawes and Young coupons." 

There cim, of course, b~ no objection to state intervention in the 
-case of a loan which was encouraged by the government when it was 
issued, and it has already been shown that it is usually best for the 
government to take a direct part in such loans, in which case it has 
a perfect right to do all it can to protect its own interests. But in 
general, if the state is to be expected to help investors in time of crisis 
by bringit;!g pressure to bear on foreign debtors, its right to veto 
dubious issues before they are made must be acknowledged. Sta.te 
control over new issues has already been discussed, and the opinion 
was advanced that it should be exercised only in rather urgent cir
cumstances and, conversely, the state can only be expected to inter
vene for the collection of debts in a few cases. Such intervention 
may, however, be expected to continue, since, if it is successful, it 
is very popular in countries in which the interests of the rentier are 
predominant. 

Political or military considerations may, then, force a state to 
intervene to encourage or to discourage particu1ar types of long-term 

1 Council of the Corporation of Foreign Bondholder&, 1l6ptwC/0f' 1934. p. 35. 
This arrangement baa been renewed from time to time and ia now in force 
until 30 June 1937_ It has, however, been the object of much recent criticism 
in Great Britain. 
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overseas investment by its nationaJs. From the economio point of 
view, suoh intervention often has unfortunate results, although it 
may be justified for non-economio reasons. The intervention of the 
state may, however, be benefioial if it is part of a policy designed 
to secure equilibrium in the baJa.noe of payments or to maintain 
exohange stability by international agreement. State oontrol of the 
aotivity ofthe oapital market may also be benefioial if its result is to 
eliminate abuses such as prevailed in New York & few years ago. 
Fina.lly, in borrowing countries, the state may prevent unwise borrow
ing from abroad and may thus help to preserve exohange stability. 
It is unlikely that under modern oonditions state intervention in the 
field of international investment will djminjsh very much, but one 
oan at least point out that if it were used only for the purposes just 
mentioned, it would probably be more benefioia.I in the long run than 
the indiscriminate intervention of the past. ~ 



CH.A1.'TER vm 
CONCLUSION 

'As it is the power of eXchanging that gives occasion to the division of labour, 
80 the extent of the division must always be limited by the extent of that 
power, or, in other words, by the extent of the market. When the market is 
very small, no person can have any encouragement to dedicate himself 
entirely to one employment, for want of the power to exchange all that surplus 
part of the produce of his own labour, which is over and above his own con· 
sumption, for such part., of the produce of other men's labour as he has occa· 
sion for.'l 

BOTH in creditor and in debtor countries, the problems of interna
tional investment are often misunderstood. Extreme views, diametri
cally opposed to each other, are frequently advanced. There are, on 
the one hand, those who believe that international movements of 
long·term capital are always undesirable, and, on the other, those 
who regard a large annual flow of capital between different J)ountries 
as an essential feature of a healthy economic system. The former 
hold that exports of capital deprive the industries of the lending 
country of the means of obtaining the necessary factors of production 
and thereby tend to lower the standard of living, that sums lent 
abroad are nearly always lost in the long run, that they stimulate 
unsound economic developments in the borrowing countries, and con· 
tribute generally to international friction. The latter maintain that 
it is impossible to raise the standard of living in industrial countries 
without international investments which enable raw materials and 
foodstuffs to be obtained more cheaply from the borrowing countries, 
and that debtor countries can never develop their export industries 
sufficiently 'to enable them to buy the products of the industrial 
nations without the use of capital from external sources. Public 
opinion is confused by such extreme statements, for the protagonists 
seldom meet on a public platform and neither side is ever forced to 
concede that the other may be even partially right . 
.. We hope that this survey will have shown that both these extreme 

views are false and that the correct approach is a middle road. 
There has undoubtedly been a certain amount of unwise lending 
and unsound borrowing in the past; but, taken as a whole, the 
overseas investments made by Great Britain during more than a 
century have been profitable to investors and advantageous in ·a 
larger sense both to the lending and borrowing countries. Much of 
the post·war lending of British and American investors is now earning 
no return; but the losses which they have suffered may easily be 

, Adam Smith, TM W fdltA of NatioM, Book I, chapter B. 
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exaggerated. Many overseas investments have been more suocessful 
than Bome of the post-war investments in domestio industry, for 
example. Again, many of the loans that were made in the earlier 
part of the period to the countries of central and eastern Europe, 
though they have proved disappointing to the investor, filled none t!te 
less an invaluable social funotion. They enabled these countries to 
reoover from the devastation of the war and to regain a meaSure 
of international stability far more quickly than would have been 
poBBible without this aid. Reoonstruotion lending cannpt be con
demned outright by those who beaJ: in mind the poBBible alternatives 
of widespread sooial disorder and human suffering which would have 
ooourred if the war-strioken countries had been left to recover as best 
they oould without foreign aid. Moreover, even in the light of after
knowledge, it does not appear to be a foregone conclusion that the 
investor in reoonstruotion loans should have suffered the losses that 
have fallen upon him. Given a slightly more favoUrable oonjunction 
of political and eoonomio ciroumstances, the sequel might have been 
very different. . 

The dynamio eoonomio world of the future will present innumerable 
opportunities for new industrial development in different countries, 
and so long IB the savings available to finanoe suoh progress are un
evenly distributed between oountries, international investment must 
play an important part in world economios. Provided that the in
vestment takes forms suitable to the circumstances of each particu
lar OBBe and that the limiting oonditions conneoted with the balances 
of payments of creditor and debtor oountries are observed, there is no 
reason to deprecate and every reason to enoourage it. 

But the economio world ofto-day and the immediate future is and 
will be different in many ways from that of the put, and these dif
ferences may be expected to have considerable effeot on the direction 
and volume of new international investment. One of the most funda
mental changes which may be expected to ooeur BOOn is the reversal 
of the trend of increasing populations in western Europe and North 
America. There will tend to be a decreasing number of mouths to be 
fed, which, even if they are fed better, must have serious effects on 
food-producers all over the world. The produots ofBOme of the largest 
debtor oountries are primarily foodstuffs and BUch a change is bound 
to have serious repercussions on their principal export industries. 

On top of this, there has been a revolution in agricultural technique 
which hIB greatly increased the efficiency of the factors of production 
employed. Food·producers in both debtor and creditor oountries are 
Dowable to produoe larger quantities of foodstuffs with the same 
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amount of labour and capital. This has been one of the important 
causes of the present low levels of prices of these commodities. Food
producers in debtor countries, then, are faced both with a less rapidly 
increasing demand for their products than they experienced in the 
past and with much more serious competition, which keeps down the 
prices at which they have to sell their output. 

Finally, creditor countries-Great Britain in particular_nd other 
large importers of raw materials and foodstuffs, especially the 
countries of western Europe, have all attempted in recent years to 
make themselves less dependent upon foreign sources of supply. The 
"conomio reasons for this attitude are three in number: the desire 
to find employmen~ven at uneconomio tasks-for all their own 
citizens; the desire to be able to produce all essential commodities, or 
substitutes therefor, at home in case of war; and the desire to con
serve the scanty proceeds from their exports for the purchase of the 
materials needed for 'armament purposes .. Economic nationalism, 
then, is a further factor tending to diminish the value of the exports 
of many debtor countries. In its most extreme aspects, it may be 
merely a passing phase; but it is bound to remain important for many 
years to come. 

But any factors which tend to restrict the exports of debtor 
countries, tend ipao facio to diminish the opportunity of profitable 
investment in those countries. Interest can only be paid to external 
creditors in the long run by exports of goods or services, but few 
debtor countries are large exporters of services, and if their exports 
of goods are unlikely to expand they will find difficulty in meeting 
increased external obligations except by curtailing the volume of 
their imports. New investment in such countries will be unsound, 
except in so far as it makes possible economic activities which pro
vide, directly or indirectly, the foreign exchange neoeesary for interest 
payments. 

Considerations of their positions on international account will also 
affect the creditor countries. Compared with pre-war years, Great 
Britain's exports have very seriously diminished, and many overseas 
markets are now lost for ever to British exporters. In particn1ar, 
Britain's income from her exports of cotton goods, of coal, and of' 
shipping services, and from her overseas investments has fallen very 
heavily. Moreover, the present rearmament programme tends further 
to diminish her exports and to increase her imports. It is difficult to 
imagine how these losses can be made good in the long run; it is im· 
possible in the short. The amount of foreign ell:change obtained by 
British exporters is thus much smaller than it was some years ago, 
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whereas tha.t required by importers has not declined by nearly so large 
a proportion. The result is that Britain's export surplus on current 
account is very considerably smaller than it was even in pre-depres
sion years. In other words, the volume of foreign exohange ava.ilable 
to would-be British investors is smaller, and unless these investors re
strict their activities correspondingly, they will bring trouble both to 
themselves and to the world as a whole. Although the process oflend
ing may itself oreate some exports, there is no guarantee that it will 
do so to an extent oommensUl'8lte with the full amount of the capital 
exported, and at a time when the demand for armaments is absorbing 
the attention of industry in the lending country, there is every proba
bility that capital exports will be used to purchase goods, not from 
Britain, but from other o&untries. 

A simjlar situation has arisen in Franoe. Frenoh exports of manu
factured goods diminished very oonsiderably between 1930 and 1936, 
and there is little hope that they will soon expand to their former 
dimensions, partly because former purchasers of these goods are now 
producing them at home behind tariff walls, partly because effeotive 
substitutes (such as rayon for silk) have been developed, and partly 
because many markets have been captured by other produoers who 
can manufacture more cheaply. Great Britain and Franoe, then, can 
only lend abroad on a substantial scale if they either increase their 
exports of goods and servioea or borrow the foreign exchange required 
by their investors. The former is likely to ooour only to a limited 
extent, and the latter would most probably end in disaster. 

The position Of the United States, the other grea.j; creditor oountry, 
is in this respect different from that of Great Britain and Franoe. 
Although the United States export surplus on ourrent aooount has 
been diminishing, it is still sufficient, and is likely to remain sufficient, 
to permit a fairly substantial volume of long-term foreign lending. 
Yet, parado:s:ioally enough, the United States has been a net importer 
of long-term capital sinoe 1931. Her small exports of new capital 
through new issues and purob.aaes of foreign-owned securities have 
been more than offset by the repurchases by foreigners of the securi
ties which were issued in the United States on their beha.lf in the past, 
by the purob.aaes by British and other investors of American indus~ 
trial securities, and by amortisation and sinkjng-fund reosipts. The 
psychology of American investors imposes a formidable obstacle to 
long-term capital exports by the United States, and one, moreover, 
which may remain formidable for some time to oome.. Amerioaua had 
purchased foreign bonds only to • negligible extent before 1924, 
and the subsequent experlenoea of many of them were unfortunate.. 
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Although default (including partial default) on interest payments 
affeots to-day less than 40 per cent. of the total outstanding foreign 
dollar bonds. the publicity which defaults have received has turned 
the experience of the few into an object-lesson for the many, and 
American investors will probably continue to prefer American securi
ties, even though the returns from suob investments are considerably 
smaller than those offered by foreign borrowers. 

There are, thus, three forces whiok are now operating and whiob 
may be expected to continue in the future in such a way as to keep 
down the volume ofnew international investment_ The first will tend 
to make investments in primary-producing countries less remunera
tive than in the past and so to discourage new investorS'; the second 
will limit the volume of new investment whiob may safely be made by 
Great Britain and France; and the third will restrict the activities of 
American investors. These are the geuera.I conClusions reached by 
this survey regarding the influences which may be expected to act 
upon the. quantity of new international investment in the future ;~ut 
there may also be quaJitative differences between the past and the 
future and these must also be recapitulated. -

In earlier pages these diJferences have been divided into two 
groups: those connected with the channels through whioh new invest
ment will be conducted, and those whiob arise out of the present-day 
attitude of governments towards economic aotivity, but this distinc
tion is not always very clear and it will not be necessary rigidly to 
adhere to it, 

The most important channel for new investment in the past has 
been the new issue market; the relative importance of this obannel 
seems, however, likely to decline. There are three other types of 
international investment which will, to a eertain extent, tend in
creasingly to replace issues of long-term securities by external 
borrowers in New York and London. . 

The first are exports of capital by corporate rather than private 
individuals, i.e. 'direct' investments. These are likely to be favoured 
by investors in the future for several reasons. One of these is opera
tive mainly in Great Britain, but also, to a lesser degree in the United 
States and France 88 well. In so far 88 the governments of lending 
countries find it necessary to control exports of capital for any reason, 
that control must be most effective in the case of new issues and it 
may be found very difficult to prevent new direct investments, 
especially those which are made by the process of 'ploughing back' 
profits to reserve, although attempts to regulate even this are being 
made in the United States. Moreover, that economio nationalism to 
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whioh reference has already been made is especially favourable to 
suoh investment, because it causes the erection of high tariff wa.lls ' 
in order to prevent imports of foreign goods and thereby offers an 
opportunity to the manufacturers of suoh goods to establish a factory 
for ~heir produotion behind the tariff. A further encouragement to 
'direot' investment is to be found in the attitude of American inves
tors towards foreign seourities. They will prefer new issues by 
American oompanies, even when the capital so raised is to be used 
in foreign oountries, to new foreign securities, and in this they will 
be supported by the present legal restriotions upon foreign borrowing. 
in the United States. 

Secondly, medium-term credits may be expeoted to oontinue 
partly to displace long-term capital raised through the new. issue 
market. The most important aCivantage to be derived from the use of 
medium-term export credits is that exports of capital are directly 
correlated with exports of goods so that the process of lending im
poses no strain upon the exchanges of either borrower or lender. 
From the lender's point of view, moreover, they are welcomed 
because the teohnioal conditions under which they are granted, even 
without a government guarantee, are suoh that the risks attached to 
the transaotion are relatively small. When, in addition, a large part 
of the value of each credit is guaranteed by the lender's government, 
this form of capital export becomes even less risky. Finally, medium
term export credits are convenient to borrowers, despite the heavy 
amortization charges, because debtor countries no longer require 
large amounts of the most durable forms of capital goods which can 
ooly be financed by long-term capital .. They require, in the main, 
goods which can be purchased without undue strain with credits of 
less than ten years in length. 

Thirdly, exports of capital by means of the purchase of securities 
already issued on foreign stock exchanges are and may be expected 
to be increasingly important. There were, of course, movements of 
securities between European.oentres even before 191' i but in recent 
years such movements have been taking pla.oe on a Boale so large at 
times as to dwarf the international movements of capital through 
other channels. They have taken the form, ohiefiy, of French pur
chases in London and New York during the flight from the frano, and 
of British purchases in New York of both American and foreign 
dollar securities. As far as Great Britain is concerned, the exports of 
capital which are at present takingpla.oe by this method are the 
result partly of the Treasury control of the new issue market which 
prevents exports through that channel, and partly of the increasing 
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commercial activity in the United States which is expected to cause 
a consi4erable appreciation in the market values of American indus
trial securities. So long as there are important differences in the 
possibilities of capital appreciation and the rates of interest to be 
expected from investments in different countries (making. due 
allowance for differences in risk), capital will flow between such 
countries, and if it is prevented from flowing through the channel of 
the new issue market, it will go in the first instance to those countries 
in which an organized capital market exists. Both private and insti
tutional investors will seek by these means to increase their incomes, 
and the resources of insurance companies and investment trusts are 
now so large that it may be assumed that very considerable quantities 
of capital will move from centre to centre by this method. 

Under the conditions which we expect to be present in the future, 
'direct' investments and medium-term credits have a definite and 
useful part to play. Even though there is no longer any opportunity 
to employ large sums of money in the opening up of new territories, 
capital equipment may be required on a smaller scale for ~he develop
ment of industries or for public works projects, and it can often, 
with advantage to both borrower and lender, be obtained by one or 
other of these two methods rather than through the new issue 
market of the lending country. 

But the same advantages cannot as a rule be claimed for the inter
national movement of securities. Such transfers have usually in
volved a movement of capital into countries which are abundantly 
supplied with savings and have no need whatever to borrow from 
abroad. These transactions may, moreover, involve a movement of 
capital from countries whose balances of payments on income account 
are too weak to permit oflarge capital exports and may serve thereby 
to undermine the stability of the international monetary system. It is 
true that a large movement of capital from one stock exchange to 
another is likely to be followed in due course by a movement in the 
opposite direction and such movements may help to preserve rather 
than destroy international equilibrium. None the less, the rapidly 
growing traffic in international securities is fraught with serious 
daugers. 

Finally, we have noted the new positi9n of the state in regard to 
international investment. Governments all over the world, in both 
borrowing and lending countries, have felt it necessary in recent 
years to control and regulate the volume and direction of new invest
ment activity. State control of the new issue market and of capital 
experts through other channels, and state control of borrowing 
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through loan councils have come to stay. The continued attempts 
of the governments of so many countries to perfect their systems of 
control is depreca.ted by many, and sound arguments ca.n be advanoed 
in support of their views. But these attempts constitute a. recognition 
of the difficulties in the way of the international investors of the 
future and of the pitfalls which must be avoided if international 
movements of capital are not to end in disa.ster. It oa.nnot, of course, 
be a.ssumed that governments possess a. greater degree of foresight 
than individuals, but the fact tha.t government control is necessary 
must be a wa.rning to investors to exercise more care than they have 
been acoustomed to do in the past. 

The key to the economio progress of the nineteenth oentury was the 
development of international trade based on international speciaJiza
tion, i.e. division of labour between nations. In this development, 
large-aoale international investment played an essential part; without 
this investment the present standard of living throughout the world 

. could not have been attained. The tendencies of the present day are 
unfriendly, however, to a further extension of the international 
division of labour. In part, as the argument of this book suggests, 
these tendencies reflect the fact that the mutual advantages which 
further international speoiaJization haa to offer are less conspicuous 
than they formerly were. In part, the tendencies may be attributable 
to the present disposition throughout the world to subordinate 
economio considerations to those of national security. But, what
ever the explanation, the foroe of these tendencies is indisputable 
and the scope for international investment, the primary function 
of which haa been to stimulate the growth of international trade, is 
correspondingly reduced. So long, indeed, aa some countries are 
rich and highly developed while others are poor and ill-equipped 
with capital, international investment will have a valuable and 
constructive r&e to play. But, under the new economio conditions 
which have been examined in this volume. it becomes increasingly 
important that it should be conduoted with care and through appro
priate channels. 
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CHAPTER IX 

PRE-WAR INTERNATIONAL INVESTMENT 

TIm extent to which the principal creditor countries had invested 
capital overseaa before 1914 is not easily measured statistically. 
Some attempts to do so have been made, notably by Dr. Herbert 
Feis,1 byC. K. Hobson,' and by L. H. Jenks,' from whose books many 
of the estimates in the present chapter have been taken. As their 
authors would be the first to admit, these estimates are subject to a 
wide margin of error. They do, however, help to present a picture of 
the importance of international investment during the period when its 
advantages were most marked. 

Grea4 Britain. 
In the field of overseas investment, Great Britain was by far the 

largest lender, and there were three main reasons for her dominance. 
In the first place, the industrial revolution had come earlier to Great 
Britain than to any other country, and she had been able to concen
trate more and more on the production of manufactured goods, and 
to import an ever-increasing proportion of her requirements of pri
mary products from overseas. Secondly, years of expanding internal 
activity and of political peace had enabled the savings of her people 
to inorease, and had provided an incentive for the growth of a capital 
market in London which became, in a remarkably short period, more 
important in wol"ld finance than the older centres of Hamburg and 
Amsterdam. Finally, her overseas Empire provided a field for in
vestment in which the risks were considered to be lower than in 
other _, partly because political control was retained by the home 
government, and partly because the uses to which the capital was 
put were determined by British engineers and British managers and 
the requirements of British law. 

It is very difficult to estimate the extent to which British investors 
had purchased overseas 888ets in the early yeare of last century. 
Some data are, however, ava.ila.ble: Jenks, for example, gives British 
investments in EuroPean eeourities at £117 millions at the end of 18211 ,. 
in 182. TAe Ti_ estimated that £'7,8111,000 had been lent by 

I li'torofM, tU lVorW"allmohr,1879-1914, published hlt.heCoUDcilOllFonlip 
RelatiODa (Ne .. aaftll,. Yale UDiftlllity Pres, 1930),. 

• TAe1hpen <ifc..,m"J (London, Constahle. 1914),. 
• TAe.llignmool <ifBnlul GopiIIoI Ie 187. (Ne .. York. 1927),. 
• Jenb, op. ai\., pp. 366-7. 

I 
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Great Britain to foreign governments;l and in 1830 a letter to The 
'Timu suggested that about £5 millions had been invested in trade 
with Latin America, and that mines and governments in this area 
had absorbed £48 millions and £17 millions respectively of British 
capital.1 From this data it is, perhaps, permisSible to infer that the 
total of British overseas investments between 1825 and 1830· W&!l 
probably not more than £100 millions. 

Ih 1843 the nominal value of certain types of securities quoted on 
the London Stock Exchange was as follows: 

Nominn,l Value of certain quoted Securitie8, 1843-
£ 

Loans to foreign governments and American States. • 121,501,410 
East India Company • 6,000,000 
South Sea Company. . 3,662,734 
24 foreign mining companies. 6,4640,833 

- From A. F. Spackman, S~ Tables of 1M Umud Ki'IIgdt>m tmd ill 
Dep~ (London, 1843), quoted by Jenks, op. cit., p. 373. 

Spackman also gives the nominal value of investments in seventy 
railway.eompanies as £57,447,903; but he does not, unfortunately, 
distinguish between home and foreign undertakings. Taking these 
into consideration, the total of overseas investments at this date 
would not have been less than £150 millions. 

For the year 1854 Jenks has made the following estimate of British 
overseas investments. It will be noted that his total of 095--230 
millions is much lower thall Professor Bowley's estimate of £434 
millions for this date. It seems fairly clear, from earlier and later 
estimates, that Professor Bowley's figure is too high. 

BritiBk Overseas Investments, 1854-

United States. • • • • • • • 
French, Belgian, Duteh, and Ruesian government """urities 
Spain and Portugal. • • . • • . 
Latin America • 
Frenoh railwaY" 
Belgian railwaY" 

Total 
• Jenks, op. cit., p. 413. 

£ ".;u;",., 
60-$() 

46-56 
36-45 
36-40 
26-30 

6 
196-230 

The next available estimates relate to the end of the 'seventies. 
Giffen in 1878 estimated that the total of British overseas investments 

I Tho Pi_, 24 Oct. 1824, quoted by Jenks, 100. cit. 
• Ibid., 10 May 1830, quoted by Jenks, 100. oit. 
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waa £1,300 millions. The figure given by Nuh for 1880 is slightly 
lower; his estimate was: 

BritiBh Oller8eaB Inlle8lment8, 1880' 

Foreign government 10&118 and guarantee.!l. • . 
Railway. in Europe, the United States, and South America 
United States Debt • 
Indian Railwaye 
Indian Debt. • • 
Colonial governm"!'t 10&118 • 

• Jenb, op. cit., p. 413. 

£ """""" 600 
240 
200 

90 
70 
60 

To this must be added a considerable sum for mining and other 
investments whioh have been omitted. 

From the foregoing, and from Iatsr estimates by Hobson1 and 
Feis, I the following table haa been construoted: 

BritiBh 0!Ier8eaB I nlle8lment8 
£ mill ...... 

1828-30 100 
1843 • 160 
1864 • 210 
1880 • 1,300 
18811 • 1,302 
18911 • • 1,600 

. 19011 • . 2,028 
1909 • • 2,332 
1913 • • 3,763 

There WU, of oourse, little overseas investment in the latter part of 
the 'seventies,- and the great increase between 1854 and 1880 must 
therefore have taken pIaoe in the 'sixties and early 'seventies. The 
two following tables show that this was the 0888, and give some 
indication of the types of seourities which most attracted the British 
investor at this time: 

I Op. cit., p. 1107. 
"Op. cit., p. 23. 
I The following deoeription of the dep..uon of the later 'eeventiea is of 

interest. With a few ~"!:.angea it might be made to deaeribe muah more 
recent eventa. 'Trade e atagnan&. The continued &CClumuiation of 
oapita! was allowed to glut the money market oaWIiDg the Bank of Eogland 
rate to!elllain for a loog period at 51 per oan&.; or was invested in gilt-edged 
aeouriti .... the price of whiah was driven ateadiI7 up. Municipalities (and rail· 
_y companies) at home found borrowing a pleaaant diveraion, and loana were 
iaoued to Jarg. amount&. Britieh foreign investment, it is true, was not lUI· 
pended in every direction in this period •••• In general, the PlUpOllell for whiah 
loans were required ....... oarefIJlIy ....... tinieed and good eeourity inoiated on. ••• 
But even duriog the dep...;on there was a oonaiderable amount of epeou1ative 
""tirity whiah manifested itaelf eapeaiallJ' in South Afrioan and Wen A. ... ira
!ian gold miniog oharea.' (Bobaon, op. cit., pp. lGO-l.) , 
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1860 -1861 · 1862 · 1863 · 1864, 
1865 
1866 
1867 
1868 
1869 
1870 
1871 
1872 
1873 
1874, · 1876 · 1876 · 

Total 

18BUe8/or Overseas Borrower8 in London, 1860-76-
(£ milUImB) 

EuJ'O,Pecm GoZon(al and Indian Zoan.t Fordgn and Oolonial 
q...,.,......t (includjnq .,.".,anIu.d f'ailwai/s and aIMr 

10 .... raUwav 8ecuriJiu) compania 

6·8 13·2 6'7 
0·6 12·7 4·8 

· 22·5 12'4 H 
8·9 7·9 12·9 

· 13·6 6'4, l4,·2 
22·0 9·6 20·9 

8·0 11·6 11·0 
11·4, 9·4, 6·5 
22·1 11·9 9'7 
2001 10·8 8·8 
35·0 6·4, 9·8 
4,0·1 4·9 16·3 
4,3·3 2·6 31·2 

· 16·6 4·8 29·8 
27·0 17-7 26·0 
20·4 13·0 10·6 

3·6 7·6 6·4 

· 320·7 169'9 232·0 

• Jenks, op. c1t.. p. '25. 

Total 

26·7 
18-1 
42·3 
29·7 
33-1 
62·5 
30·6 
27·3 
43·3 
40'7 
61·2 
60·3 
77-1 
60·1 
70·7 
44·0 
17·6 

712·6 

18BUe8 0/ Private Companies Operating .Abroad, London, 1860-76-
(£ milUom) -- Un"", 8ou1A 

:Prl .... Colonial 81atu JI. ......... Qo...fordgn 
railWQJI' railtD4fl' nril1DQll' railwa1l8 companiub T_ 

1860 · 1·8 1·2 1·0 O·g 1·8 6·7 
1861 · 2·3 0·1 . - 1-3 1-1 4-8 
1862 · · 3·0 0-3 .. 0-2 3·9 7-4 
1863 4·0 .. 0-2 0-4, 8-3 12-9 
1864, - 2-7 0-3 1-3 0-6 9-3 14-2 
1866 4-6 .. 2-7 1-0 12-7 20-9 
1866 __ - 1-3 0·1 2-0 0-7 6-8 11-0 
1867 2-2 .. 1-0 0-4, 2-9 6-5 
1868 - 6·2 . - 1-6 1-1 1-7 9-7 
1869 3·3 0-3 1·8 0-5 2-9 8-8 
1870 0·5 0-5 3·9 0-1 4'5 9·8 
1871 · 0·9 1-0 6·1 1-3 1)-9 16-3 
1872 1-1 1-2 12-0 3-2 13-7 -31-2 
1873 0·2 2-7 l4,-3 3-2 9·2 29-8 
1874, 0-8 2·4, l4,-3 2·8 5·6 26-0 
1875 - 0-4 1-1 4·7 1-3 3-4 10-6 
)876 0-1 0-5 3-6 0,) 2-0 6-4 

Total - 34·4 11'7 70-6 19-1 95-7 232-0. 

• Jenb. op. cl.t.. p. uo. 
b Jenks comments: 'Of the "Other forefgn oomD&Jdw" It may be DOted that the bulk of tbele 

were to do business In Europe or the Neal' East. lIowtWOI'.lI'hlle iD the 'Blrtlee the roma1nder 
were mainly located in 80me part ot the Britlab li:mplro. in the 'eeveuUe8lt ... &lui VA1&ed 
States and Soutb Amerioa whlob ranted ~ Europe .. a 4eJ.d of opportunity" 
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In the earlier years of the nineteenth century, British overseas 
investment was directed mainly towards the' continent of Europe, 
where it hastened the industrial revolution; but with the develop· 
ment of this area,' and the increasing opportunities for invest
ments farther afield, the British investor. began, after 1870, as is 
clearly shown in the above tables, to pay more and more attention 
to the undeveloped oountries of the world.· By 1914, therefore, 
British investments in Europe formed only 6 per cent. of the total 
overseas investments, whereas the great agricultural producing coun
tries, Canada, the United States, Argentina, Australia, New Zealand, 
and India, had absorbe!i respectively 14 per cent., 20 per cent., 9 per 
cent., 11 per oent., and 10 per cent. 

Statistios of the yield on overseas investments show the foroes 
. whioh caused British investors to alter the distribution of their 

holdings in this manner. 

Yield on BritiBh 0!IerBell& In!JUlment8. 1870-8()a 
A. Govemm_ BORda 

.Mark'" """'" 
Total.........., ,HId" 

B .... o/ £ mill ...... £ .. iIIiotN p.,....,. 
United States • · · 160 12·00 7·5 
India · . · · · Iill 2·42 ,., 
British Coloniea · · 150 2·70 15" 
RDIIia · . . · 150 2·95 15·9 
Fran"", Bolland, &0. · SO 2·10 7·0 
Turkey · · · 20 -0,40 -2·0 
Egypt · · · 171 0·98 15·5 
Peru · · 171 -1·015 -8-0 
Spain · · 111 0·110 S·S 
Bruil · · · 11 0·89 6·2 
Italy · · · · 71 0·90 12-0 
Portugal · · · 6 0·87 U·II 
~tiDa · · 15 0·31 8·6 
C . e • · · 4 0'19 4·8 
Bonduru · · :II -0·18 -15·9 
Mexioo · . . . 8 -0·15 -11-0 
Other S. Amen ..... Sta"'" • 4 -0-04 -1-0 

Total • · · · 4118l 211·11 15·15 

Total (exoluding the United 
Statea) · · · 2981 13-11 4-4 

• A.B:.Caim_ ·DidForeiguIn .... tmeutPayf·iutheBmNo/Boo-O' 
alwl .... Oct. 1936, pp. 13 and 74-

" lnoludea both iD~ paid IIIId ... pital appreciation or depreciatioll. 
There _ a net ... pital"', ••. """" of the ... hole portfolio of 0-15 per oeu'- or, 
if United Sta"'" banda ..... exoIuded, of 0·98 per oeu'-
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MM7eet mlu. 
Total ......uaiy .. /d 

Typ. £ ",illions £ millions PtII' cent. 
Indian rails 80 6·04 6'3 
U.S. rails , 40 3·72 9'3 
Continental r&iIs 36. 1·93 6'6 
S. American rails 10 0·87 8'7 
Canadian r&iIs. . 10 0·21 2'1 

Total · 176 11-77 6'7" 

Telegraph, cablee, &e. · 16 0·80 6'3 
Colonial banks 10 1·24 12'4 
Foreign banks. • 6 0·29 6'7 
Land and mortgage. · 6 0·80 16'0 

Total · 210 14·90 7'1" 

" Dividends, 4·93 per cent., and capital appreciation, 1·79 per cent • 
• Dividends, 6·39 per cent., and capital appreciation, 1·70 per cent. 

Mr. A. K. Cairncross has made a most comprehensive analysis of the 
yields on various kinds of investments duringthe decade 1870-80. This 
is given above; while reading the table, it should be remembered that 
the average yield on.Consols during this period was 3·84 per cent. 

An investor who held foreign government securities during these 
ten years would, then, have been able to get an average yield of 
q to. 51 per cent.-l to 11 per cent. more than the yield on Consols. 
American government bonds were the most profitable, but a selection 
of European and South American bonds would have yielded at least 
q per cent. In foreign and colonial railways the yield was more than 
III per cent., but similar sums could have been earned on investments 
in home railways. The average yield from a representative holding 
of BritiSh railway debentures would have been about 5·3 per cent., 
on preference shares the yield was 6'5 per cent., and on ordinary 
stocks it was very high, 9·3 per cent.1 The highest yield shown in the 
table is that on investments connectsd with real estate, 16 per cent. 

The relatively low yield on foreign government securities made 
them less attractive to the British investor, and there is evidence that 
holdings of foreign government bonds declined between 1875 and 
1914. Indian and colonial government securities remained popular, 
however, because they were practically gilt-edged. The British 
investor turned more and more to overseas industrial securities, 
railways being, of course, particularly attractive. 

Some estimates of the yield on overseas investments at later 
dates may be of interest. The average return (including yield on 

1 Ca.irn_ op. cit., p. 74. 
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redemption) promised by certain groups of borrowers in the two 
periods 190~ and 1905-9 is given below.1 

Hom. Ooltmial FDf'olgn 
'PtII''''''. 'P"''''''' 'PtII' • ...,. 

1900-4 • 3-18 3·33 6·39 
1903-9 • 3·61 3·94 4·97 

These retUrIIII are much lower than those a.ctua.lly received in 1870-
80, but there remained a great difference between the yield on Con
BOls and that offered by foreign borrowers. In the period 190~ the 
yield on Consols was 2'7 per cent., and foreign borrowers offered 
6·39 per cent.; for the period 1905-9, oorresponding figures are 2'88 
per cent. and 4·97 per cent. For the year 1907, Sir George Paish 
estimated that the average yield on British holdings of the quoted 
seourities of overseas borrowers was 6·2 per cent. At this time the 
yield on Consols was approximately 3 per oent., and the overseas 
seourities with the lowest yield were Indian Government Loans at 
3·21 per oent. Indian railways yielded 3·87 per cent., and oolonial 
and provincial government loans, 3·71 per oent.·· It seems certain 
from these two estimates that Dominion and oolonial governments 
could borrow more oheaply in London immediately before the war than 
home borrowers (exoept those whose bonds were trustee seourities). 

An earlier table has shown how the total size of British overseas in
vestments increased after 1870. The two following tables give some 
further indication of the rate at which this increase took plaoe: 

Great Britain: AnnualAvemga Net IftCOPIIe Availohle/or 0ver8ea8 

InveB~,1870-1913' 
, .. illioM 

1870-4 81·0 
1875-8 1-7 
1880-4 23·8 
1883-8 81-1 
1890-4 "·8 
1893-8 26·8 
1900-4 21-3 
1903-8 109·6 
1810-13 1811'0 

• From Hobson, op. cit., p. 204, quoted by Feis, op. cit., P. 11. Thelatter 
atateo. 'Some teohnica1 abortoomings of Mr. Hobeon'. computationa ..... 
pointed out by SirJoaiah Stamp, BriNA l_aacl~ (London, 1920). 
pp. 2U-G, whioll. ho .......... do not invalidate them. The fact that they ..... 
upon the annual estimates of the Britiab balanOll of indebtedneea of the Boanl 
of Trade, whioll eontain many doubtfulllgorea, introcluoea more OBriona qua\i. 
~ doubta. But they CI&DIlot be improved upon: other published eatimateo 
..... IiWe more than gu_' 

• Ibid.,p. '11. • BlralUf,8upplement, UFeb.191'- SeaChapwX,pp.I69-41 • . 
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This table shows that the rate at which British overseas invest 
ments were increasing was by no means uniform. Capital expor't~ 
reached a peak of £83·5 millions in 1872, but became smaller in eaoh 
succeeding year until 1877, when there was a net capital import lIIi 
£15·4 millions. FrOD). this position, exports of capital increased 
erratically to a peak of £82·6 millions in 1896, after which they ds
clined again to £21·3 millions in 1894, and, after a brief recovery, til 
£11·2 millions in 1902. From that date they increased rapidly to 
£140·2 millions in 1907 and, after a slight setback in 1908 and 1909 
continued to expand still further and must have amounted to con,
siderably more than £200 millions in 1913. 

The growing importance of income from overseas investments is 
shown by the estimates of the Inland Revenue Commissioners. These 
figures are, however, too low because most of the income derived from' 
abroad from sources other than holdings of publicly issued securities 
have been excluded. 

British Income frtYm Foreign Inveatmentso 
FH«Hy«WB £~ 

1876-6 30·0 
1880-1 30·0 
1886-6 39·0 
1890-1 65·6 
1896-6 64·9 
1900-1 60·3 
1906-6 73·9 
1910-1 101·0 

o Hobson, op. cit., pp. 199-201. 

It is estimated that the total British income from overseas invest
ments increased from about £50 millions in the early 'eighties to more 
than £200 millions in 1913-14, while, during the same period, the 
total national income increased from £1,200 to £2,250 millions. In 
other words, income from overseas investments formed about 4 per 
cent. of the national income in the 'eighties, and this proportion 
increased to 7 per cent. in 1905 and 10 per cent. in 1913. 

The rate of growth of British holdings of the securities of overseas 
borrowers was so great that the total of these exceeded £3,750 mil
lions in 1913. If other investments of a kind not represented by 
negotiable securities were included, the total of British overseas 
investments could not have been far short of £4,000 millions at the 
outbreak of the war. The following tables, which give the distribu
tion by countries and classes of British overseas investments in 
December 1913, show clearly that the preference for investment in'food 
and raw material producing countries had been intensified after 1880. 
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In these oiroumstances it WIIB to be expeoted that a very large part of 
the investment should be in governmEint and railway securities since 
these must inevitably be the biggest borrowers in e. developing country. 

Britiak OVer8ea8 InlJe8tmenl8 in Publicly 188'1.1.ed Becuritiea, 
December 19134y countriea· 

£ miIUofUJ ptJI" ..... ,. 
. 

Canada and Newfoundland · - 614-9 13-7 
Australia and New Zealand _ - - · 416-4 11-1 
South Africa · - · - 370-2 9-8 
Weat Africa · · · · - 37-3 1-0 
India and Ceylon · - 378-8 10-(1 
Straite Settlemente - - - 27-3 0-7 
British North Borneo - - - · 6-8 0-2 
Bongkong _ _ - - · 3-l 0-1 
Other British Coloniea · 26-2 0-7 

British Empire . - · - · 1,780-0 47-3 

United Statee - - - - 75'-6 20-0 

Argentina - - - - - - - 319-6 8-6 
Bruil - - - - - 148-0 . S-9 
Mmoo - · - - - . · · · 99-0 2-6 
Chile. · · · · · 61-0 1-6 
Uruguay · - · - · · · 36-1 1-0 
Peru _ · · 0 · - · 34-2 0-9 
Cuba. · . . . · · 33-11 0-9 
Other Latin American Statea · · - · 26'6 0-7 

Latin America · · · - · 756-6 20-1 

Ruaaia · · · - · · · - llO·O 2-9 
Spain · · · · · · · · 19-0 0-6 
Italy • · · · · · 0' · · 12-6 0-3 
Portugal · · · · · · · 8-l 0-11 
Franoe · 0 - - · · 8-0 0-11 
Germany · · · · · · · 6 .. 0-11 
Austria · · · · · · · 8-0 0-11 
Denmark · · · · · · · ll-o O-S 
.Balkan Statea · · · · · · 17-0 0-6 
Reat of Europe · · · · · · · 18-8 0-6 

Europe · · · · - · · 11l8 .. 6-8 

Egypl · · · · · · 0 · 44·9 1-51 
Turke,. · - · · 0 · · · 114-0 o-e 
China 0 · · · · 0 · tJ-' HI 
Japan · · · · · · · 82-8 1-7 
Other eountri .. · · · · · · · '17-' II-I 

All foreign eountriee · · · · · 1,083-3 611-" 
Grand total • · · · · · 0 1,783-3 .100-0 

. 
• Feia, op. CIt., p. \IS. Ia~'" m ohippiDg .... ucluded. 
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By 1913 industrialization in the United States had proceeded onI.) 
a little way, and Russia was still untouched, so that it is probably true 
to say that less than 3 per cent_ of British overseas investments wellJ 
placed in countries which were not essentia.lly producers of primaq 
products, and that more than 80 per cent_ was invested in countries 
which were largely dependent upon their exports of primary product._ 

The distribution of British pre-war investments as between govern 
ments and the more important industries is given below: 

Briti8h Overseas Invll8tmentB in P'llhlicly IB8'Uetl, Becuritill8, 
Decemher 191~ classll8" 

£ milUoIII p",,--

Dominion and colonial gov8rnm""ts - - 675-5 17-9 
Foreign governments _ _ _. 297-0 7-9 
Overseas municipalities - - 152-5 H 

'Government and municipal - 1,125·0 29·9 

DOminion and colonial railways - 306·4 . '8-1 
Indian railways _ _ - - - - 140-8 3'7 
United States railways - - - - 616-6 16-4 
Other foreign railways - - - - - 467-2 12-4 

Railways - - - - 1,531-0 40-6 

, Electric light and power - - 27·3 0'7 
Gas and waterworks _ - - - 29-2 0-8 
Canals and docks - - - - 7-l 0-2 
Tramways _ _ _ - - - 77-8 2·1 
Telegraphs and telephones' - - - - 43-7 1·2 

Other public utilities - - 185-1 /l·0 

Coal, iron, and steel - - - - - 35·2 0·9 
Breweries. . - 18·0 O·/l 
Other commercial and industrial - - 165-3 41-0 

Commerce and Industry - - 208-6 /l·5 

Mines - - - 272·8 7-2 
Nitrates - - - - 11-7 0·3 
Oil - - - - - - 40-6 1-1 
Rubber - - - 41·0 1-1 
Tea and coffee - - - - - 22·4 0·6 

Raw materials - - - - - 388'6 10-3 

Banks - - 72·9 1·9 
Financial, b.nd, ";'d in;estm~t - - - - 244·2 6-/l 

Banks and flnance - - - - 317-1 8·4 

lIisoellaneoua - - - ' 8-1 0-3 
Total - .- . . . - 3,763-3 100·0 
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The preponderance of railway Securities in the British portfolio ill 
clearly shown in the above table. It has, for instance, been estimated 
that of the £754·6 millions invested in the United States, £616·6 mil
lions represented British holdings of the securities of American rail
ways. Total British investment in overseas railways in 1913 W88 

estimated at £1,531 millions, or just over 40 per cent. of a.ll British 
holdings of overseas securities.1 Next in importance were government 
and municipal seourities valued at £1,125 millions or 30 per cent. of 
the total. The securities of Dominion and colonial governments 
amountsd to £675'5 millions, and those of Dominion and colonial 
municipalities to £152'5 millions. Thus, of the £1,780 millions in
vested in Empire countries, £828 millions or 46·5 per cent. was 
represented by holdings of government and municipal bonds. At the 
same time, Empire railway securities accounted for £447·2 millions. 
(£140·8 millions in India) or 25 per cent. of the total, so that less than 
30 per cent. of British investment in the Empire was in other 
forms of enterprise. It is safe to say that fully 80 per cent. of 
British investment in government, municipal, and railway seourities 
was in countries in which the incomes of the borrowers were direotly 
dependent upon the profitability of agriculture as an export in
dustry. 

France. 
The seoond most important credito.r nation in the pre-war world 

was France. The savings of the French people were oonsiderable 
even before 1870. as is shown by the speed with which the Prussian 
war indemnity was paid olf. mainly through the mobilization of 
foreign securities. But it was not until after 1885 that .France began 

. to fill an important r6le as a. capital exporting oountry. The following 
table shows how these exports gradually increased: 

FraftCe: Atmual Average Nd 1_ AvaWble/or E:I:Imtal1"tJeII'
mmC.lS71-1913" 

"'""-. WMlUou 
1871-11 Very little 
1878-80 • -GO to +GO 
1881-11 • Noneorftl',Ylittle 
188&-110 «3-633 
1891-11 • 619-619 
1897-11102. 1.167-1,267 
i~ . 1.339-1.469 
1909-13 • 1,239-1.339 

• FIom Feia, op. clit., p. "' 

• See aIao Cbpter X. pp. 163 and 164, ... d Cbpter XlII. pp. US II. 
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The most rapid growth in French foreign investments occurred in 
the period 1890 to 1900. This decade began with the fall of Bismarck 
and the Russo·German detente which was followed by the Franco· 
Russian understanding of 1891, and marked the beginning of along 
series of French loans to Russia. The growth of French foreign in
vestment is shown below: 

Total French Foreign InvllBtmenta 

y..... .Amount 
(F......., •• miIliMdo) 

1870 12-14 
1880 15 
1890 20 
1900 28 
1905 34 
1910 40 
1912 42 
19l4. ,41>. _ 

o Feis. op. cit., p. 47. These ligures are IT'~''' i.e. no deduction baa been 
made for foreigners' investments in Fran .... 

France's income from her foreign investments was also increasing 
with similar rapidity. 

Net liumnefrum French, Foreign InVeBtmento 

.A"""'" tWM'GfJ' 

1876-80 
1881-6. 
1886-90 
1891-6. 
1897-1902 
1903-8. 
1909-13 

(F ......... milli<mo) 
500-800 
480-580 
515-615 
640-740 

915-1,015 
1,315-1,415 
1,705-1,805 

o Feis, op. cit., p. 48. See also Moulton and Lewis, Tho Fr-" Debt ProW .... 
, (New York, Macmillan, 1925). These ligures are""', deductions have been made 
for amounts paid to foreign holders of Frenoh """utities. 

The income from foreign investments represented about 21 per 
cent. of the French nntional income in the years 1875-80, and this 
proportion was approximately 31 per cent. in the years 1895 to 1900. 
and about 5 per cent. immediately before the war. 

The following estimates of the geographical distribution of French 
foreign investment show the predominance of Europe, and particularly 
Russia, as a field for French investment, and that comparative 
neglect of her colonies which has often been deplored by French 
statesmen. 
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GecgrophicaJ. Diatribution 0/ French Foreign Long·term 
I nllutmenta 

0 ...... "" -
RUllia . . . . · Turkey (in Asia and Europe) · · · Spain and Portugal. • 
Austria·Hunga.ry '. · Balkan States • · · Italy • • " • . • 
Switl8l'land, Belgium, and Netherlands 
Rest of Europe. 

Europe • · · 
Frenoh ooloniea · · Egypt, Su ... , and South Afrioa · United States and Canada • · Latin Amerioa · Alia. . · 

Total · 
• Feia, op. cit., p. 51. 
b Includea Australia. 

• 
- 1900 I 1911, 

(.Fnmc", milUtJrdB) 

· 7·0 11·3 

· 2'0 3'3 

· 4'0 8·9 

· 2'0 2·2 

· 0'7 2'5 

· 1-4 1·3 
1·0 1-5 
0·8 1-6 

· 19·9 27-5 

· 1·5 4·0 
3·0 3·3 

· 0·8 2·()b 

· 2·0 8·0 
0·8 2·2 

· 28·0 45·0 

The moat outstanding ohange in the distribution of French invest
ments between 1900 and 1914 was the increasing relative importance 
of the Frenoh colonial empire and Latin America as fields for new 
investment. Russia, of course, continued to head the list of borrow
ing countries. and loans to Turkey and the Balkans increased in an 
endeavour to weaken German inlluence in those quarters. Nearly 
60 per cent. of Frenoh foreign investment was in areas in whioh it 
might be expected to bring some political benefits to the lending 
country. Frenoh investors did. of course, receive service payments 
on this capital until 1914, but a very large part of it fell into de
faull! during the war and muoh of the remainder was rendered 
valueless by post-war inflation. 

That this investment was politioally advantageous cannot be 
denied; but its economio effects were not 80 clearly beneficial to the 
lending country. Despite the conditions attached to the loans. the 
Frenoh iron and steel industry received little direct benefit from 
Russian rearmament. because British heavy industry was incom
parably more efficient, and the loans did not give Russians greater 
spending power with whioh to purohase other Frenoh exports. Nor 
did Frenoh imports become oheaper. British investments 1I8Il&lly 
resulted in exports of British produots, ohieJly steel and cotton 
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goods, and caused eventually a decline in the prices which had to be 
paid for British imports of food and raw materials. But France was 
not in neea of the products of Russia or Turkey or the Balkans. On 
the whole, British exports of capital were correlated with exports of 
British manufactured go~ds, and the payment of interest on this 
capital was effected by imports of goods from abroad which were 
rendered progressively cheaper by the increasing use of capital as . 
a factor in their production. Only in rare cases did such results follow 
from French capital exports. . 

• 
Gerrng,ny. 

By 1871, after a century of untiring labour, that heterogeneous col
lection of princedoms, duchies, and free towns, called by courtesy, 
Germany, had been welded together into an empire under the super
vision, in the final stages, of Prince Otto von Bismarck -Schonhausen. 
From the 18th January 1871 to the 30th July 1914, this Empire was 
at peace and the genius of its people was concerned with economio 
rather than political development. Industrial progress, long delayed 
by military necessity, became cumulatively more rapid. The savings 
of the people were readily absorbed, and the rate of interest was per
manently higher than in France or Great Britain. In such circum
stances there was less incentive for Germans to invest abroad than 
there was for Frencbmen or Englisbmen because the differences be
tween the returns to be expected from home and from foreign invest
ment were smaller. Nevertheless, Germany was a substantial foreign 
lender, and her long-term investments in other countries are esti
mated to haYIl amounted to Rm. 25 milliards (£1,223 millions) in 
1914. . 

A very large part of this foreign investment was the result of 
the actions of the German banks in fostering international business. 
This was done both by the old private international German 
bankers who had carried on this type of business for many years, 
and by the newer joint-stock banks, the Deutsche Bank and 
the Dresdner Bank in particular. Indeed, Germany lent abl'Qad 
before the war considerably in excess of her export surplus of mer
chandise and services, so that these banks found much of their 
money by borrowing in London and Paris on short-term. Thus Ger
many, particularly before 1900, but to a substantial degree even 
after that date, had adopted the British post-war policy of' borrowing 
short and lending long'. 

The volume of German foreign investment at various dates has 
been estimated as follows: 
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GerfTI4n Foreign Invealment" 
Em. mVUcardo 

1883 • 
1893 • 
1905 • 
1914 • 

II 
10-13 
III-i8 
22-211 

• FeIs, ·op. oit., p. 71. 

The geographical distribution of this investment was rougbly as 
follows in 1914: . 

Geographical Di8tribOOon of German Ltmg-teml Foreign Invealment, 
1914" 

Auatria.Hung&l')' • 
Rusaia. • 
Balkan OOUlltri.. • 
France and Great Britain 
Spain and Portugal • 
Turkey". • 
Reet of EOIOpe 

TotalEOIOpe 

Afri ... • • 
Alia· . . . . 
United Statee and Canada 
Latin Ameri ... 
Other OOUlltri .. 

Total 
• Feis, op. oit., p. 74. 

. Em. tftiIlit.mM 
3·0 
1·8 
1-7 
1·3 
1-7 
1·8 
1·2 

12·5 

2·0 
1·0 
3·7 
8·8 
0·11 

2M 

b Inoluding Turkey.in.Asia. 
• Inoluding German ooloni ... 

This distribution shows that German investments were dictated in 
the main neither by political expedi.ency-as were the French-nor 
by oolonial amhition; although both these factors were important. 
Investments in Central Europe, the Balk&ll8, and Turkey to the value 
of Rm. 7 milliards were probably made to a great extent in an effort 
to increase the potential efficienoy of these countries as militaly 
allies, and this is partioularly true of investments in the Aostro
Hungarian Empire and in Turkey. In her own ooloniea, German 
investments must have been very amall, since Feis estimates that 
only Rm. 3 milliards were placed in the whole of Africa and Asia 
(enluding Turkey) rog.,ther. In;North and South America a total 
ofRm. 7'11 milliards was innsted. and these investments could have 
had no political or imperial signifioanoe. They were, in faot, dictated 
by the same motives as those which induced French and British 
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investors to place considerable sums in these area.s, viz. the high 
returns to be expected from capital ueed to develop new primary pro· 
ducing countries. But the proportion of German capital which was 

. used to develop such countries was only 47 per cent. in 1914,1 
whereas corresponding figures for British and French investments in 
1913 were 94 per cent. and 61 per cent. respectively. 

The United Statu. 

The United States began to invest capital in foreign countries to 
an increasing extent after 1890, although she remained a net debtor 
until after the war, since investments by foreigners in the United 
States were also growing very fast during this period, her largest 
foreign creditors being Great Britain and Germany. An estimate of 
the distribution of American long·term foreign investment before 
the war follows: 

United Statu: Geographical Distribution 0/ Long·term Foreign InVl!8t-
. mem, 1913' 

Canada . 
Cuba . 
Mexico. . 
Central America 
Soutb America 
Europe. • 
China and Japan 
Philippine Islands 
Porto Rico 

Total 

• mlllionB 
750 
100 

1,050 
50 

100 
350 
100 
75 
30 

2,606 

• Dunn, A ............ PM. Z""_ (New York, The Viking Press, 
1926), p. 3. 

This distribution calls for little comment as it shows exactly what 
one would have expected-a preference for investment in North and 
South America, which has characterized the investments of the United 
States ever since. The volume of investment in Mexico has been 
considerably reduced since the date of the above estimate, largely • cli! default. In all other cases, investments have, of course, increased 

moLY considerably. 

:r::tl?ther countries .were international lenders to any appreciable 
short anpefore the war, although several countries which were net 

The V01.,tio of all inveetmente outside Europe to total foreign and oolonial 
been estima\ 
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debtors had made smaJI foreign investments in various places
Canadiaus, for example, had investments in Newfoundland, the 
British West Indies, and Mexico_ But these investments were very 
smaJI, partly because the savings of the citizens of debtor countries 
were not large, and partly because, in any caSe, the returns from 
home investments might be expected to be almost as high as those 
from foreign investment_ 

The nature of pre-war international investment may be summed 
up in one sentence: apart from some loaus for politica.l and military 
purposes by France and Germany, the main body of investment was 
directed towards undeveloped primary producing countries, and the 
ohief borrowers were those who could offer the highest returns_ 

As a result of the war, this position underwenj; a considerable 
ohange_ The United States became a net creditor on a large scale and 
the foreign investments ~f most European countries were greatly 
diminished, so much so in the case of Germany that she became a 
debtor nation_ 

During the first three yesrs of hostilities Great Britain was the 
chief source of credit for the allies_ Before the entry of the United 
States aJI capital raised in America came from private sources, and 
it was only after that date that the United States Government made 
those direot advanoes to other belligerents which constitute the war 
debts proper. Prior to the spring of 1917, Great Britain had borrowed 
about £200 millions in the United States and had lent some £760 
millions to her allies, nearly half of which was advanced ~ RI1IIsi&. 
France re-Ient almost the whole of the sums which she borrowed in 
Great Britain, but obtained in addition loans to the ~tal of some 
£100 millions in America. 
, After the United States entered the war, on the 6th April 1917, 
she became the principal source of financial aid to the other allied 
powers, and the virtual pooling of resources that followed resulted in 
the creation of that huge volume of credits which has formed the 
foundation for the post-war indebtedness of the old world to the 
new_ Such credits amounted to over £1,400 millions, of which some 
£740 millions were granted to 'Great Brit&in, £0600 millions to 
France, and £200 millions to Italy. But the advances did not etop 
with the cessation of hostilities; they were followed by post-a.rmjstice 
loans under the Liberty Loans A., which remained in force until 
July 1921, to the extent of about £500 millions, and relief loans and 
sales of surplus stores on credit which amounted to nearly another 
£150 millions.. The total governmental indebtedness to the United 
States thus amounted to roughly £2,000 millions.. The amount owed 

II: 
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to Great Britain was about twice as large as her debt to the United 
States, and France was a net debtor to the extent of about £500 
millions. All the other allies were net debtors, in many cases to 
France, Great Britain, and the United States. 

Apart from the flotation of public issues in America and direct 
advances from the United States Government, another source of 
credit for the belligerents was provided by the sale of American and 
other securities which had been purchased before the war. In 1914 
the United States was a net debtor to the extent of between £400 and 
£600 millions. During the war, however, American foreign invest· 
ments increased by about £1,400 millions lLnd foreign investments in 
the United States declined by about £500 millions. By 1922, there· 
fore, the United States had become a net creditor to the extent of 
about £1,200 millions, excluding inter·governmental debts.1 

The mobilization of foreign investments began in Great Britain in 
July 1915 but was, in the first instance, voluntary. As the require· 
ments of the Treasury increased, an additional income tax of 10 per 
cent. was introduced on listed securities, and in January 1917 owners 
were compelled to sell or lend specified holdings on'demand. In this 
way £251 millions of United States stocks and bonds and £34 millions 
of Canadian issues were made available and sold abroad. In addition 
a large volume of holdings were disposed of privately, the bulk of 
them before 1917. The total reduction in British overseas invest· 
ments through such sales amounted to about £850 millions by 1921, 
of which more than two·thirds represented sales in the United States. 
Similarly in France the disposal of specified holdings through the 
Bank of France was made compulsory in 1916, and it is estimated 
that about £180 millions was made available in this way. In addition, 
Americans bought Brij;ish securities to the value of £190 millions, 
French to the total of £140 millions, and, in the early days of the war, 
£32 millions of Russian bonds and £9 millions of German. The 
investments of the United States thus increased by about £470 
millions in all. ' 

Sales of securities to America were not the only meIj.DS by which the 
total of British and French investments were reduced. In both cases 
large amounts had been invested in enemy countries and, of those 
securities which remained, many had suffered a heavy depreciation. 
M. Meynial has estimated these losses in. the case of France: 

'At the end of 1919 it can be established that about 20,000 million 
francs offoreign securities had beoome worthless (12,000 million of Russian 

I George N. Peek, r...a.r tD u.. PruitUmI .... l~ Omill, ..... 30tA 
Aug. 1931, p. 2 (Waahingtou, Governmeut Printing Office, 1934). 
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bonds, 3,000 million Austro.Hungarian, 2,000 million Turkish, 1,000 mil. 
lion German, 1,000 to 2,000 million Bulgarian, Roumanian, and Greek) ; in 
addition 3,000 million had undergone a very severe depreoiation (ItaJian 
bonds and misoellaneous holdings in Turkey. Serbia, Bulgaria, Roumania, 
and Greeoe) ; and about 3,000 million of Amerioa.n, British, and Egyptian 
securities had been BOld abroad. Henoe there remained in th" French 
portfolio about 19,000 million francs of foreign investments in a BOund 
oondition.'l \ 

Great Britain lost over £100 millions whioh had been invested in 
Russia, as well as a very large part of her investments of £24 millions 
in Turkey, £17 millions in the Balkans, £8 millions in Austria, and 
£6 millions in Germany. Reokoned in terms of their pre·war value, 
French foreign investments fell by more than 55 per cent. and those 
of Great Britain by more than 25 per cent. 

In the case of Germa,nythe deoline was of oourae even more striking. 
In 19i4 she had upwards of £1,000 millions invested abroad, but her 
long·term assets in other countries can barely have reached £100 
millions by the end of the war. About £150 millions were sold, 
largely in the United States, before 1917, and additional investments 
in a.lIied countries were seized which, aocording to official German 
estimates, acoounted for a lOBS of £585 millions, so that those secnri· 
ties which remained represented almost entirely capital exported to 
Russia, Austria·Hungary, Turkey, Roumania, and other oountries 
whose obligations had depreciated severely. Thus, even apart from 
the obligations which were imposed upon her as a result of the war, 
Germany had ceased to be a creditor nation. 

Such are the bare facts of the rise of the United States as a foreign 
investor, of the decline of Great Britain and even more so of France" 
and of the oomplete obliteration of Germany's foreign assets. A 
tremendous increase in the volume of international indebtedness had 
been acoompanied by a vital change in its ownership. The capacity 
of debtors to meet their obligations had been impaired, not merely 
by the phyaica.l destruction which the war entailed, but also by the 
economio distortion which resulted from the direction of' a.ll pr0-

ductive reeourcea towards the necessities of oombat, and later, to
wards rehabilitation. It is against this background that international 
capital movements have taken place since the war. These move
ments form the subject of the next four chapters •. 

1 PiemlMeynial..La Bar .......... _plet .... tut-"""'"", ......... 
(Paris, 1926), p. 126. 



CHAPl'ER X 

THE CREDITORS-GREAT BRITAIN 

The British Oapital Market si1J,Ce the Wa1'. 
THE acknowledged leader of world finance before the war, London 

yielded pride of place to no other centre. either in the volume of its 
investments in overseas countries, or.in the net addition it made to 
them every year. But the redistribution of international lending 
power, which occurred as a result of the war, seriously impaired the 
ability of Great Britain to export capital on the pre-war scale. 
Although the annual increment of new investment has been smaller 
than' it used to be-and when allowance is made for the fall in the 
value of money this decline is even greater than appears at first sight 
-the outstanding volume of British capital abroad is probably as 
large now as it has ever been and, so far as the figures are suffi
cientIy accUrate to permit of comparison, as large, war debts apart, 
as that of the United States. The great change which the war in
troduced is that business in which London used to possess a virtual 
monopoly has now become comptltitive, and certain classes of 
borrowers can normally obtain funds as easily, if not more easily, in 
New York. 

London is probably the best-equipped centre in the world for 
granting foreign loans. By virtue of their experience and of a desire 
to safeguard their reputations which has not always been equally 
marked elsewhere, the British issuing houses have developed & body 
of traditions and rules of practice which place them in & position 
second to none for conducting overseas business. In the words of the 
Macmillan Committee.: 

'When he [the investor] is investing abrosd he has the assistance oflong
established issuing houses, whose reputation is world-wide. When sub
scriptions to a foreign issue are invited by means of a public prcepectus, it 
is almost certain that that issue will be vouched for by one of these issuing 
houses whose name will be evidence that it has been thoroughly examined 
and the interests of the investors protected as far as possible. For the issu
ing house's issuing credit, which can easily be affected, is involved, and it is 
very highly to ite own interest to make sure that the issue is sound. Y, as 
must from time to time happen, something goes wrong with the loan or the 
borrower, the issuing house regards it as ite duty to do everything it can to 
put matters straight, and, indeed, to watch continuously the actions of the 
borrower to' see that the security remains unintpaired. These duties are 

, Cmd. 3897 of 1931. para. 387_ 
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'8ometime8 very onerous and involve a grea.t de&! of l&bour and expense, &8 

well &8 judgment, skill, and experienoe.' 

The oompl&int of the Committee W&8 not that these houses had 
f&iled in their duty. but that vjrtually' no llompa.rable institutions 
existed to &BBist the finanoing of domestio enterprise, which could 
consequently obt&in funds in London less e&&ily than oould enterprise 
abroad. 

That British issuing houses have been less open to criticism in 
recent yea.rs than their Amerie&n oontempor&ries is pa.rtly due to 
differences in the organization of the oopita.1 ma.rkets of London and 
New York. But the fundamenta.1 difference is th&t there exists in 
London a body of experienced professiona.1 investors who &re in d&ily 
cont&ct With one another and who ex&mine every proposed issue with 
great e&re. La.rge issues of foreign bonds practically depend for 
their 8UCcess on the appea.1 which they mue to these professiona.1 
investors and their terms must be settled &Ccordingly. 

The issue of foreign securities in New York after the W&l' had to be 
underts.ken by houses which had had little or no experience in the 
business, and there were no other persons with a thorough knowledge 
of the matter who could help to guide the investing public. That 
London's professiona.1 investors have made mistakes e&nUot be denied. 
but their guidance has prevented British purchasers of post-wa.r 
issues of foreign securities from m&king many of the mistakes which 
were only too oommon in the United St&tes_ 

There has been a substantia.1 decline in overseas lending by Great 
Britain since the W&l'_ The figures on p. 134, &re of new capitaJ. issues 
as given by the Midland Bank for the post-W&l' period.' and by 
C. K. Hobson for the years 1910-13.' Although they do not afford an 
accurate measure of net exports of capitaJ.. they ehow the volume of 
this type of business which has been ooncJucted through the City. 

Since the W&l' the decline in the proportion which issues for over
seas borrowers have formed of a.ll the new capitaJ. raised in London 
has been much greater than the fa.1l in the absolute amount of such 
issues. When. however. account is t&ken of the rise in the price level 
since 1913. the absolute fa.ll is more marked. for the average for the 
years 1910-13. if revalued in accordance with changes in wholesa.1e 
prices. is some £194, millions, a figure which has not been approached 
since the W&l'. Whereas during the years 1910-13 three-quarters of 
the new issues Boated in Great Britain were on overseas account. 
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only in one year since 1920 wa.s a.s much a.s two-thirds directed 
abroad, and even before' the depression this figure had fallen to 
less than one-haJf. 

New Oapito:l 18BUe8 in LorIiltm on OVer8etU1 Account. (Refunding 
excluded) 

Overseas UIIfUB 1M G 

AmounI l'..-tag. of total 
(£ '000) is ..... 

Average 1910-13 · 133,720 76-6 
1920 • · 69,659 15'6 
1921 • · · 166,722 63-6 
1922 • · · 135,200 67-' 
1923 • · 136,176 66-8 
19U • · · 134,223 60-0 
1925 • · 87,798 39-9. 
1926 • · 112,404 44·4 
1927 • · 138,671 44-1 
1928 • · 143,384 39-5 
1929 • · 94,347 37-2 
1930 • 108,803 46-1 
1931 • · 46,078 52-0 
1932 • · 29,211 25-9 
1933 • · 37,810 28-5 
1934 • • 43,449 28-9 
1935 _ · 20,890 11-4 

An unofficial embargo wa.s placed upon new oversea.s borrowing 
during th\l war and this wa.s not, in fact, withdrawn until November 
1925. It wa.s applied stringently until 1919, only issues which were 
necessary for. defence purposes being allowed by the government, 
but in 1920 a: small amount of Empire borrowing wa.s permitted. 
In 1921 three issues on behaJf of foreign countries took place which 
totalled £61 millions, and during the next two years a number of 
issues were made by both Empire and foreign borrowers. Currency 
disorganization in many parts of the world, .however, effectively 
kep.t down the volume of borrowing during these years, especially 
by ex-eneIiries, the only notable exception being the League Loan 
to Austria. During 1924, preparatory to the return to the gold 
standard, the control of new issues wa.s resumed, and during the 
eighteen months prior to November 1925, only refunding issues 
and certain loans to Empire countries and for financial restoration in 
Europe were permitted. A partial embargo was again placed on 
borrowing by foreign countries in 1930, although refunding issues 
such as the Japanese loan were permitted as well as loans to Austria, 
Brazil, and Germany, which were made in an attempt to stave off 
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the crisis. In 1931 the prohibition of new issues was first extended 
to all foreign borrowers and then to Empire countries.1 

But the decline in the importance of overseas investment in the 
national economy of GrelLt Brita.in since the war was the result, not 
of this control, but of the general conditions aJrecting the money and 
ca.pital markets. The lea.dership in 'World :finance which London 
possessed before the war has been challenged, but not beclLuae of 
any inefficiency in the conduct of overseas investment, nor through 
any set of special ciroumstances tending to reduce the volume of new 
issues in pa.rtioula.r yea.ra. The change has been the result of diffi
culties, la.rgely ca.uaed by the war, which put the London ca.pital 
market in a relatively disa.dvanto.geoua position 1IiB-d-vis other 
centres, and especially New York. 

The table below shows the relationship between interest rates 
and the price of new oo.pital as determined by the yield to maturity 
at the price of issue on oerto.in 01_ of bonde floated for external 

Inlere8I Ratu and tM Price oJ New Oapital 

II 
U.K. 3 

Weiglll«J U.K. 4 
.........,.qf Priaeqf ..... U.K. 6 

1 """qf,," Domin ..... Priaeqf ..... fI.8.A. 
U_K. .....ptobIio GIld ooIotMaI /oreigA pub. Priaeqf,," 

l'Mld .... --...... pubI"""'" Ito ........... • !->/oreigA 
0""",,,,' -wgb POtJJi"1/' inIJ" """""" p.,._. p.,.-. p.,.-. p.,.-. p.,.-. 

1921. · 11-11 8-6 8-f24 7'49" 7-04 
1929 • · H. 8-1 11-88 7-21 8-83 
1923 _ - 4-3 11-6 6-07 6-964 8-42 
1924 _ · 4-' 8-l II-OIl NIT 8-66 
1928 • · , .. II-l 4-99 8-000 8-61 
1928 _ · 4-6 MI 11·11 7·32 8-61 
1927. · 4-8 0-0 11-09 7-07 8-14 
1928. · '-6 6-6 II-OIl 8-73 8-09 
11129. · 4-8 6-9 4-99 7-200 11-81 
1930 • · '-6 8-1 6-118 7'14 

• Calou1&ted from \h. annual afth1!8 price in \he BWimoaI A~.for a. 
U,""", K in9dotot. 

• Publio borrowing dellned .. borrowing by Dominion, ooIODia\ and foreign 
II"vernmenta. Sta .... and mWliaipaiitiea. FiguJea from tile ~ .... 

• See Chaplier XI, p. 170. 
d No mWliaipal borrowing. 
• No II"vernment borrowing. 

1 ~ a more oomplete deooription of \he COIltrol of n .......... _ abon, 
Chaplier Vll, pp. 78 If. 
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borrowers in Greo.t Brito.in o.nd in the United States. Column 1 shows 
the yield on Consols in Greo.t Britain u.s 0. guide to the long-term ro.te 
of interest; column 2 shows the weighted o.verage of the price 0.11 
public overseu.s borrowers po.id for their loo.ns; columns 3 o.nd , o.re 
the constituent indices of column 2; o.nd column 5 gives the yield 
to mo.turity at issue price on all new foreign bonds lloo.ted in the 
United States. 

The long-term rate of interest u.s represented by the yield on 
Consols was remarkably steady, lluctuating slightly about '1 per 
cent. from 1922 to 1931. AU the other indices show much greo.ter 
movements than this. Thus, for instu.nce, the price of new borrowing 
by official bodies overseas ranges from O· 6 per cent. more tho.n the 
yield on Consols to nearly three times that margin. 

Turning, however, to the geographical situation of the borrowers it 
becomes apparent that it is very misleading to speak of u.ny single 
ro.te of interest for overseu.s lending o.t any particular moment. The 
advu.ntages of the cheaper rates which Empire borrowers can obtain 
are appo.rent from a comparison of columns 3 u.nd , in the above 
table. Between 1922 u.nd 1930 foreign governments and municipu.li
ties had to po.y at least 11 per cent. and sometimes as much as 21 per 
cent. more tho.n similar borrowers within the Empire (1925 being 
excluded as the so.mple is inadequo.te). The- average difference , . 
between the rates charged on Empire loans at their price of issue and 
the yield on Consols fell from over 1 per cent. to about 1 per cent. 
between 1921 a.n..d 1924, u.nd remained at o.bout that magnitude for 
the next six yeu.rs. Comparable foreign borrowers, on the other ho.nd, 
could only obtain lou.ns at rates which, between 1922 and 1930, were 
only once u.s low u.s 21 per cent. above the yield on Consols, and 
were more usuu.lly about 3 per cent. above it. If this margin may be 
treated as the risk-premium attached to lending abroad, it is seen 
tho.t between 1922 u.nd 1930 the risk-premium o.ttu.ched to foreign 
official borrowing was, at leu.st, three times u.s great as tho.t on lou.ns 
to Empire governments u.nd municipu.lities. 

The yield on new foreign bonds issued in the United States may 
be compared with the yields on Empire u.nd foreign government 
loo.ns ru.ised in Great Britu.in. For, although in one case all foreign 
bonds whose yields are known u.nd in the other only public borrow
ings have been included, it is certu.in that public borrowers in 
New York, who enjoy advantu.ges not open to private corporations, 
would not he.ve to pay more than the rates shown on p. 135, e.nd it is 
therefore permissible to treat these figures as the me.ximum prices 
the.t governments and municipu.lities would be charged for lou.ns. 
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The extent to which New York could succeasfully compete with 
London in granting loans to non-Empire borrowers is thus apparent. 
In every year between 1922 and 1929 it WSB cheaper on the average 
by 1 to 11 per oent. for such loans to be ~ed in tM United States 
instead of Great Britain. Only Empire borrowers still found it con
sistently to their advantage to come to London, for the cost ofborrow
ing in New York, even for foreign governments and municipaJities, 
WSB not SB low SB the rate at which most of the Dominions and 
colonies could float new issues in London. . 

Ca.na.da, and AustraJi& to a lesser extent, have been exoeptions. 
The weighted average index of the yield of aU new Canadia.n bonds 
floated in the United States hSB, in most years sinoe the war, been 
below the rate at whioh official borrowers within the Empire could 
obtain accommodation in Great Britain, and the yield on Canadian 
government and municipal bonds alone WSB, of course,even lower 
than this average. Publio authorities in Canada, therefore, turned to 
New York for funds, and could easily afford to saorifioe the advan
tages which the Colonial Stock Aots conferred on Dominion bor
rowers in London. During 1928 and 1929, however, SB rates rose 
steeply in New York, the price charged to Canadian borrowers rose 
aJao and for the first time since the war it beoame cheaper for 
Canada to borrow in London. It is thus not surprising that the 
largest part of Canadian post-war borrowing in Great Britain W8B 

done in 1928 and 1929. 
The maintenance in London of rates of interest 80 high SB to 

deter many 0veree&B borrowers WSB chiefly the result of the over
valuation of sterling in 1925, which rendered it neoeesary to control 
exports of capital if the gold standard were to be maintained. 
Stabilization at the pre-war parity W8B aooompIished only with diffi
culty; the strengthening of the embargo on new foreign capital issues 
during 1925 is evidence of this. When control of the capital market 
oeased there W8B a continual dilemma facing the monetary authori
ties: to avoid the Scylla of domestio deflation and the Charybdis of 
external depreciation demanded contradiotory movements in the 
rate of interest. The eventual compromise was a rate low enough 
to permit a substantial volume of foreign lending, but which aJao 
attracted considerable short-term deposits to London in 1926 and 
1927. The maintenance of the sterling-dollar parity was, moreover, 
facilitated by the OCHIperation of the Federal Reserve System which 
lowered its rate of discount in 1927 in order to prevent a drain of 
th_ short-term funds to N_ York, even though internal considera
tions warranted a rise rather than a fall in short-term rates. This 



138 THE CREDITORS-GREAT BRITAIN 

action was effective, at least for the time being, but it tended to 
increase the advantage of obtaining foreign loans in America rather 
than in Great Britain. 

A further factor, which may have been of some importance, was 
that the difference between the yield on all foreign securities and on 
gilt-edged domestic securities appears to have been smaller than 
before the ~ar. Sir George Paish ~timated that the average yield on 
overseas investments in 1907 was 5·2 per cent., at' which time the 
yield on ConsoIS was about 3 per cent., a difference of 2· 2 per cent. 
Sir Robert Kindersley's estimates of the yield on outstanding .over
seas capital for the five years 1929 to 1933 are 6·2, 5'6, 4·6, 4·3, and 
4·3 per cent. Since the Corresponding yields on Consols were 4·6, 4'5, 
4·4, 3'7, and 3·4 per cent. respectively, the differences were much 
smaller than in 1907, viz. 1'6, 1'1, 0'2, 0·6, and 0·9 per cent. Unfor
tunately comparable figures for the years before 1929 are not avail
able, but it is perhaps safe. to· estimate that the average yield on 
British overseas investments after the war was never higher than 
2 per cent. above the yield on Consols.1 

The Bala7U'Al of Payments. 
There has been consideral;>le discussion at various times since the 

war as to whether Great Britain was investing abroad more than was 
safe in view of the position of the balance of payments. Those who 
held that there was overlending pointed to the fact that, in several 
years, a decline in the export surplus on current account had not 
been accompanied by any comparable reduction in the volume of new 
issues for overseas borrowers. This argument in its crudest form was 
undoubtedly based upon an over-simplification of the data, as will be 
seen from a more detailed study of the balance of payments' figures 
on pages 139 and 140; it is, however, true that there was a continual 
tendency to overlend especially during the years 1924 to 1927. 

For the years 1913, 1920, and 1922 to 1928 only the Board of 
Trade's estimates of 'the items in the 'current account'l and the 
Midland Bank's estimates of new issues for overseas borrowers are 
given; but for the years 1929 to 1935 an attempt has been made 

. to show changes on 'capital account' in more detail. It shonld be 
noted that the items • overseas issues' in the two tables are not 
oomparable. a 

J But Bee below, pp. 161-2, for a critiaiam of Sir Robert Kindenley' ... ti· 
matoe. • 

• No .. timato wae made for the year 1921. 
• The completo OItimatoe of the Midland Bank are given above, p. 134. 
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The estimates for the years 1929-35 serve to emphasize the im
portance of capital items, other than new long-term issuesfor overseas 
borrowers, in the British balance of payments. The sources of these 
estimates are shown in footnotes, and a disCUBBion of their probable 
accuracy in the years 1930 to 1933, for which greater detaihl are 
available, is to be found in Appendix I. 

The balance on current account represents-in the absence of gold 
or.other capital movements-the foreign funds in the hands of British 
persons which are available for lending to borrowers overseas. H 
this balance is negative, it shows a surplus of sterling in the hands of 
foreigners and indicates that there must have been a netinftuw of 
capital (or an export of gold) during the year in question. The 
balance is negative only in four of the sixteen years shown in the 
tables, 'riz. 1926, 1931, 1932, and 1934. In 1926 this was the result of 
the Coal Strike and other disturbances which caused an exceptionally 
large surplus of imports of merchandise. In 1931 it was caused partly 
by the overvaluation of sterling during the first three-quarters of the 
year, which caused a decline in exports and a consequently larger 
import surplus, and partly by a sharp fall in British income from 
the • invisible' items in the current account. In 1932 this laat factor 
was combined with a fall in the government's receipts from overseas, 
so that the payment of £29 millions on account of war debts to the 

Bala_ olltllemtJtional PaymentIJ 01 tile Umletl Kingdom 
1913, 1920, aM 1922 to 1928.-

(S .ilUooIt) 

I'" I.,. ",. ",. II" "" I'" 1'" 
""""" "'ftIOtaI&." Mucbud ... -.....: -111 -sao -171 -108 -- -181 -- -ase 

Go'fWUUlODt. ...... - II t - 1 -!I -25 -11 + , + 1 
8hl •• lna: : : +N +uo +llO +188 +1" +11& +110 +1" 
lDOOiue ft'Om. 0 ....... 

lnVMt.meD.I;I. • +110 +100 +171 +100 +- +150 +260 +150 
b.tMNt. OIl 1balt-tenD. 

tnV8t1nebta. oommJito. 
+15 +30 +10 +80 +80 +80 +b .... ac.. . . + .. 0tI>er_. . + 10 + 1. + 10 + 10 + 16 + 16 + 16 + 10 -- . +1116 +108 +1" +1" +71 +" -u +as 

c.r.::"-' .woverwu ...... <_ 
-88 --. -lOB -80 -111 -1" -1" -Itt -1_ 

GoklIDO,....... • -14 + .. + 10 +11 -u + 8 -tt - , 
-Ill - 18 -111 -1" -110 -80 -- -us _ ... _. 
+IT -I. -10 -17 + .. + .. +138 +80 ...... -1M -108 -1" -1 .. -71 -'" + l' -as 

~ 
-161 

+ II 
+130 

+150 

+85 
+15 
+lJ:l 

-14$ 
- IS 

-1 .. 
+ .. 
-lJ:l 
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Balance 0/ International PaymentB 0/ tke United Kingdom 
1929-35." 
(£ miIUons) 

1929 1980 1931 19as 193& 1984 19a5b 

Ourret'lt Account: 
lIezcband1se -881 -888 -408 -287 -268 -294 -281 
Government tranSactlon. +24 + ,. +1< -24 - 2 + 7 - • ShippIng aerv1008 • 

invea"': +180 +105 +80 + 70 +66 + 70 +75 
Income from oveneaa 

m .... 
abOrt. ..... inVe8";' 

+250 +220 +170 +150 +180 +176 +166 
Interest OD 

menta, comm1ssloIll, &0,· + 66 + 66 +80 + 25 +80 +80 +80 
Other service.. • + I. + I. + 10 + I. + 10 + 10 + 10 

Balance . . +108 +28 -1'" - 61 0 - • + 87 C_ .4""""'" --
New Issues for overaeu blrrowerl • -98 -98 -41 - 87 -88 -68 - 80-
Capital repayments. . . + ,. + 39 +27 + '8 + 67 +42 +20 
Change. in other long-term JDveat-

menta abroad • . • - , 0 + 10 + 6 + 6 -20 - 10 
Changes in London's Bhort-term 

UablUtlea to Compen • • - 62 - 16 -200 + 67 +188 +16 + 26 
Changee In the amount of accep-

tances beld in the United King-
dom Cor account of forejgnen • + 25 + 16 + 86 + , - , - , - , 

Bank and Treaaury advancea. 1931 .. .. +74 -123 .. . . .. 
Balance of • known • capital 

Items . -74 -80 - 96 -40 +122 -28 + 6 

Movements of gold coJn and bulUon + 16 - 6 + 85 -H -196 -1M -71 
Estlmated boarding of gold in LoD-

don for account of forefgners . .. .. .. + 8 + 66 + 79 + 36 

Apparent 8alea of .terUng for 
gold • • • • + 16 - 6 + 8. -11 -180 -65 -86 

BalaDce of gold and capital 
- 61 - 81 Jtems • • • • - 69 -66 -80 - 8 - 81 

Er:ron and omIaalODl -44 + 87 +164 +102 + 8 +88 - 6 

Balance on capital account -108 -28 +1'" + 61 0 + • - 87 

.. For an explanatlon of theIe atattatlca see below, Appendix I, p. 838. + ... exporta of gooda au4 
aervfcea. - = import of goods and servicea. 

b TheIle figures are lubJect to revtalon III nrylog degree; the capital Items are uWe more thaD. -. 
United States caused a net outflow on this item of £24 millions. In 
1933 and 1934 the current account was practically baJanced largely 
by an increase in 'invisible' income. 

Between 1920 and 1930, then, the normal state of the current 
account was that the import surplus of merchandise was more than 
equaJlejl by receipts from the 'invisible' items, so that there was a 
positive baJanoe in every year except 1926. This positive baJanoe was 
so large in the earlier years that new overseas issues were insufficient 
to absorb all the foreign exchange available and Britain was also 
exporting capital in other forms. From 1924 to 1927, however, long
term capital exports were usually so large tlui.t foreign currency was 
borrowed to effect a baJanoe, and it was during this period that Great 
Britain was 'lending long and borrowing short', a process which llOuld 
not go on indefinitely and which created Iarge foreign balances in 
London which formed a potential danger to the"'1Vhole financial 
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structure of the country. It should be noted that the figures in the 
'errors and omissions' item for the years 1924 to 1928 almost cer
tainly over-estimate the extent of Britain's short-term borrowing 
beoause they include the receipts of British ~vestors in the form of 
amortization payments, &0. These, however, were probably offset in 
part by other exports of oapital such as the purchase of securities 
already issued on foreign stook exchanges, direot investments by 
British firma, and private purchases of mortgages, &0., in other ooun
tries, especially Germany_ Moreover, the 'errors and omissions' 
item is too large for another reason: the figures given for 'new over
seas issues' exclude conversion operations, but they do not exclude 
those proportions of the new issues which were subscribed by over
Beas lenders-probably I) to 10 per cent.-8<f that this item over
estimates the extent to whioh sterling wa.a exchanged for foreign 
ourrencies as a result of new issues and the 'errors and omissions' 
item is also overstated. 

It is therefore not poBBible to determine from the figures available 
the extent to whioh short-term funds were being a.ccumulated in 
London in these years, though it is probable that there were net 
additions to London's liabilities in ea.oh year, the largest being in 
1926 and 1927 when the French balances were inorea.aing very rapidly. 
There is, therefore, :prima-foote evidence fOr the assertion that. 
Britain was overlending in these years in that new OV6rB6&B issues 
greatly exceeded in amount the foreign exchange made available by 
ourrent tranaa.otions, and that the balance was completed by imports 
of short-term funds. 

More detailed figures are available for the later years. They show 
that the withdrawal of short-term funds began in 1929, partlya.a the 
result of the repatriation of French balances after the frano stabiliza
tion, and partly of the high interest rates in New York which attracted 
funds to that centre. This outftow continued at a slower rate in 1930 
and reached its peak, of course, in September 1931, since which date 
there has been an inflow of balances, chiefly from the United States 
in 1932 &n# 1933,1 but also from meet of the 'sterling bloc' coun
tries and, latterly. from France. The volume of long-term capital 
exports through new iBaues ha.a declined steedily; the principal iBaues 
for overseas borrowers have been for refunding purpoees and have 
resulted, therefore, in no outftow of funds. Partly as a result of the 
embargo on capital exports. Britain was actually a net importer of 
loug-term capital in 1931 and 1932. One of the causea of this pan.
doxioal position was the repatriation of the depreciated 860urities of 

1 Mod of the AmeDoea baIan_ ....... however. withdraW1l ill 19M. 
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their governments and industrial enterprises by .the nationals of 
various debtor countries.1 This has continued in more recent years, 
but it appears to have been more than offset by purchases by British 
investors offoreign (chiefly Ainerican) securities. Britain is thus once 
more a net exporter of long-term capital despite the fact that the 
balance on current account has been negative almost continuously 
since 1931. 

The Geographical .Di8tII'ibution of the I ftveatment. 
The table on the opposite pageshows in some detail the geographical 

distribution of 85 per cent. of Britain's long-term investment over
seas in 19ljO. Sir Robert Kindersley has also given a rough indication 
of the way ill which the remaining 15 per cent. is distributed,- and 
from this information the following table has been constructed: 

Geographical .Di8tII'ibution of BritiBA Lmu;-term Ift'/le8tmentB O'/IerBetJ8, 
December 1930 

£milU<mI 

Australasia · · · · · 494 
India and Ceylon · · · · · 540 
Canada · · · 526 
Sonth Africa • · · · · · · · 263 
New Zealand · · · 123 
Malaya (inclucting non.British) · · · 108 
British West Africa · · · · · 46 
British West Indies · · 40 
Other British countries · · · · · 48 

British Empire · · · · · · 2,187 

Europe (inclucting all of Turkey) · · · · 295 
Argentina • . . • · · · 450 
Brazil • . · · · · · · 190 
Chile - . . · · · · · · 49 
Beat of South America · · 84 
Mexico and Central America · · · · · 59 
United States · - · · · · 201 
Japan . - · · · · 7" 
China . · - · · · · 47 
Other Asiatic countries · · · 66 
Non·British Africa (including Egyptj · · · 34 

Foreign countries · · · · 1.539 

TOTAL · · - · · · · 3.726 

, See below. Chapter XIV. for further details. 
• B""""""" JovrnaI, June 1933, pp. 199-200. 
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Comparison may be made between these figures and those already 
given for pre-war years.1 The percentage distribution of all British 
overseas investments in 1913 and 1930 was: 

1913 1930 
Ptn' CBRt. p", _l. 

British Empire 47 69 
United States · 20 6 
Latin America · · 20 21 
Europe. · · 6 8 
Reat of the world . · 7 7 

. 100 100 

The most noteworthy changes have been an increase in the impor
tance of the Empire as a field for overseas investment, and a decline 
both absolute and relative in investments in the United States. t The 
latter is due chiefly to the volume of British investments which were 
requisitioned during the war in order to create the foreign exchange 
with which to purchase supplies in America. Less than half the 
volume of British investment in the United States is in the form 
of external issues, and the remainder consists of bearer bonds and , 
private holdings purchased in America, whose magnitude cannot 
be precisely determined. 

,Although the Empire as a whole has absorbed a larger proportion 
of British capital exports during and since the war than previously. 
the increase in indebtedness has not been evenly spread over all the 
Dominions and colonies. Investments in Australia and New Zealand, 
which in 1914 were less than those in Canada and Newfoundland, 
have since the war increased by £200 millions, making Australw 
the chief debtor of Great Britain. One-third of the outstanding 
capital now invested in Australia and New Zealand has been ex
ported since 1914. In India. and Ceylon the increase has not been as 
great, just over one-sixth of the total borrowings being of post-war 
origin. 

Investments in Canada were given as £515 millions in 1913 and as 
£525 millions in 1930. But it is inlprobable that this represents an in
crease in the volume of British capital employed in that Dominion. 
For it is almost certain that amortization payments between 1914 
and 1930 and sales of British-owned Canadian securities during the 

, l,I'ar considerably exceeded the amount of new investment. H this is 
cOrrect, the increase of £10 millions in the nominal value of invest-

1 &eabove, Chapter IX, especially p. 121 • 
• But see below, Chapter XIV. One of the featnres of the recent dep.-ion 

has been an'illCN&Be in British investmento in the United States. 
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m'ents in Canada. must be due chiefly to the use of more comprehen
sive statistioal material. The actual total of British investments in 
Canad& probably declined slightly over the period in question. 

Investments in South Africa were valued at £370 millions in 1914 
and at only £263 millions in 1930, & decline of over £100 millions. 
This is the only Empire cOuntry in whioh suoh a ohange has taken 
plu.oe; but it is important to note that new investments in gold
mines sinoe 1932 have partly offset this differenoe, although, on the 
other hand, & considerable amount of externa.I publio indebtedness 
has been paid off by the South African Government. 

The &mount of British investment in L&tin America hu declined 
&bsolutely, but has remained a relatively stable proportion of the 
total of British overseas investment. This is in striking contr&st to 
the growth of United States investment in this &rea, but it is probable 
that the considerable volume of new capital issues in London on 
behalf of South American countries sinoe the war hu.s been partly 
offset by the faJI in the nominal values of older 10&nB. The 
indebtedness of both Argentin& and Brazil to Great Britain has 
increased, whilst th&t of Chile has djminjshed; other oountries in 
South America have retained very much their previous relative posi
tions. In Europe (including Turkey) £296 millions of British capital 
W&B outstanding in 1932 u &gainst £243 millions in 1914, but of this 
pre-war total about one-half wu in Russi&. The importanoe of other 
Europeu.n borrowers in the London ou.pital market has thus inorea.sed . 
_ marked reV6l'll8.l. of the trend which had been typic&l of &!most the 
whole of the l&tter half of the nineteenth oentury. Nearly £40 mil· 
lions W&B subscribed to the Le&gue Lo&ns with enooumgement from 
the British Government, &lid large amounts were lent to Germ&ll 
borrowers betwesn 1926 &lid 1930. For the rest there h&ve been few 
ch&ng6B of &IIy oonsideru.ble importanoe: the volume of ou.pital in 
J&p&n &lid Chin& remains &t &!most the 1914 figure, &lid only in 
Egypt hu there been &IIy &ppreci&ble reduotion in British invest-
ments. . 

The in0re&86 in Empire indebtedn6IB hu been marked by a pre
ponder&nce of new ou.pita.I issues to the Dominions &lid oolonies in 
every year since 1920. except 1926. when the raising of the embargo. 
on foreign borrowing which had been operu.tive during the greu.ter 
part of the previous year C&WIed a sudden in0re&86 in the effective 
dem&lld of non-Empire oountries fur the faoilities offered by London. 
Of a total of £1.423 millions of new 0_ issues floated in Great 
Britain betwesn 1920 &lid 1934. M pel" oent. W&B on behalf of Empire 
borrowers. 

L 
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Turning to individual years we find that the period during which 
non-Empire borrowers were received most favourably in London was 
from 1922 until 1926, although they were excluded by the embargo in 
1925. During this period new issues on account of overseas countries 
amounted to £606 millions, of which £260 millions was for foreign 
countries. Although new capital for foreign countries amounted to 
£51 millions in 1927 and £57 millions in 1928, such sums represented 
a smaller proportion of the total volume of new issues in London, 
since Empire countries, especially Australia, were borrowing much 
more heavily. The general trend of capital exporU! from Great 
Britain since the war has been increasingly in the direction of Empire 
countries. In the years 1921-3 Empire borrowing, though quantita
tively large, had not reached the relative importance it was to occupy 
in later years, although there were heavy exports of capital to India 
and Ceylon, which together borrowed £91 millions compared with 
only £17 millions in the following five years. Since .1930 borrowing 
byforeign countries has been reduced to an almost negligible amount, 
and the operation of the embargo has placed the Dominions and 
colonies in ii. preferential position. 

New flotations on European account totalled £160 millions be
tween 1924 and 1930 as against £132 millions for Latin America. Of 
importance as an indication of the general trend, rather than because 
of their absolute magnitude, it is useful to study in this connexion 
the distribution of funds invested by twenty-six British Investment 
Trusts. The total book value of their securities was about £70 
millions in 1930, of which just over one-third was in domestic, and 
about 10 per cent. in British Empire, holdings. These figures re
mained almost constant between 1923 and 1929. At the same time, 
however, investments in the United States declined from 17·7 per 
cent. of the total portfolio to 9·9 per cent., and those in South 
America from 23·6 to 18 per cent. These reductions have been almost 
exactly offset by an increase in investments in Europe, which in 1923 
amounted to 4·5 per cent. of the total portfolio as against 17·2 per 
cent. in 1929.1 A continuous exchange of American for European 
securities was going on throughout these years. Germany was un
doubtedly the largest single borrower in Europe, but probably 
absorbed less British capital in the later than in the earlier part of the 
period, and in the years for which more detailed figures are available 
we find, during 1926, 1927, and 1928, that she only took some £21 
millions out of a European total of £80 millions. This may be inter
preted as a sign that British investol'8 were becoming more cautious, 

• See the B_iel. iii Feb. J 930. 
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but it seems doubtful since, during the same three years, £35 mil
lions 11'&8 lent to Bra.zil &8 aga.inst £20 millions to Argentina. 

Because rates of interest were relatively high in London through
out the post-war period and because, for various re8.sons, exports of 
capital were restrioted by official intervention from time to time, 
many borrowers who had formerly' met all their requirements in 
London turned to an inorea.aing extent to New York. Foremost 
among these were Canada and several South Amerioan countries. 
There were, however, many borrowers who still found it more pro
fitable to borrow in London, and these inoluded most of the oountries 
of the British Empire, Argentina, and several European states. In 
this sense, then, the direotion of British post-war investment 11'&8 

determined by purely economio considerations, in sharp contra.at to 
Frenoh investment. 

But this contra.at must not beover-empha.sized. Thelegaldelinition 
of trustee seourities in Great Britain forms a direot enoouragement 
to certain 01_ of borrowers, and the effeots of this have been 
further reinforced by the actions of the authorities who oontrol issues 
for overseas borrowers in London.1 The most important class of 
borrowers who have benefited from the provisions of the Trustee 
Aots are publio authorities in the British Dominions' and colonies. 
These have been able to borrow on relatively favourable terms in 
London and, as a consequence, several of them, including Newfound
land and Australia in partioular, h&ve tended to borrow more than 
they would have been able to obtain if the price oharged by lenders 
had been governed by purely economio consideru.tions. Lists of the 
principal borrowers who were encouraged in this way are given on 
another page,' and it is there shown that the total amount outstand
ing in January 1936 of overseas securities which are trustee securities 
in Great Britain W&8 roughly £1,250 millions. Not all of these are held 
in Great Britain; but it seems fair to assume that £1,000 millions are 
owned by British residents. This represents no less than 281 per cent. 
of all British overseas investments in quoted securities a very con
Bideru.ble proportion. It is true that there have been no defaults on 
these securities, th&t the vast majority of them represent investments 
in countries in which the risk of war is small, and that the low ru.tes 
of interest attached to them have faoilitated the continuance of ser
vice payments in depression; but it is nevertheless to be remembered 
th&t the diffioulties of certain borrowing countries bve undoubtedly 
been enhanced by the fact that they tended to over-borrow in London 

1 See abon, Chap_ VII. 
I See pp. 81--8. 
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because investors· were particularly attracted to their securities for 
legal rather than economic reasons. 

Although there was then less 'political' lending in London than in 
Paris and although fewer issues were made in London than in New 
York to borrowers who had already over-borrowed, there were 
features of London's lending which are open to grave criticism on 
these same grounds. 

The Okaracter of the I nlleatment. 
There are f~w types of enterprise in which some British capital is 

not employed. There have, of course, been changes in the distribution 
of capital between different sorts of investments since before the war 
and, to a lesser extent, during recent years. These changes and the 
extent of British holdings of various sorts of securities are best 
illustrated by the following statistics. 

Britiak Over8eas In!le8tments in Quoted Secwitiea-Nominal Values 

(£ miUiM&8) 

·(I""..........,ond .OMnp<>niM 
TonAL municipal operaUng alwoad 

1907-8' · 757·4 1,936'3 2.693'7 
1913'> · · · · ,1.125'0 2.638'3 3.763'3 
1926" 1.068'5 2.827-7 3.896,2 
1927" · · 1.110·0 2.880,1 ·3.990·1 
1928 

, 
1.400'5- 1.976·(\0 3.377·1· · 19290 · · 1.412,6 2.025'6 3.438,20 

193()c · 1.437,3 1.987,3 3.424,60 
1931- · · 1.440'9 1.969'5 3.410''-
1932" · · · · 1.431'9 1.924,0 3.355'90 
1933- · · · 1.479,6 1.9011'6 3.385,20 
1934- · · · 1.499,2 1.914,8 3.414·()c 

• Sir George Paish'8 estimates; of. E""""""" Jt>UffIOl. March 1929. p. 20. 
b Dr. Feia'8 estimates; see Europe. 1M World'. BGt>kor. p. 27. 
- E8timates by Sir Robert Kinderaley; of. E""""""" Jt>UffIOl. March 1929. 

June 1930. Sept. 1931. June 1932. June 1933. Sept. 1934. Sept. 1935. and 
Dec. 1936. The author very kindly allowed us to use an advance copy of the 
laat-mentioued number. which contains the flgwea for 1934. 

• ECOfIOmiIt·. estimates; of. the ECOfIOmiIt, I and 22 March, and 18 and 21 
Oct.19ao. 

o Other long-term investments not included in the above were eotimated .. 
followa (in £ millions): 

1928 
1929 
1930 
1931 

.500 

.300 
• 300 
• 290 

1932 
1933 
1934 

• 265 
• 280 
• 300 
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British In!le8tment8 in Foreign and Oolcmial Government and 

Municipal Becuritie8 
(£ milUom) 

D.........". <mt.l colMrial Ji'oroigfl 

Goo ..... • M .. ,.;.,o· Goo ..... • M --
ToIaZ 

........ ....,., pal - ", ... t pal Total TOTAL 

18800 . - .. 120 -. .. 500 620 
1907-8b _ 531-& , 531-11 167·0 58·go 225·9 757-' 
1913· 675-5 , 675-5 297-0 152·5" 449·5 1,125-0 
19264 · 594-2 82-3 676·5 359-2 32-8 392-0 1,068-5 
1927" 620·' 82-9 703·3 367·2 39·6 406-7 1,110·0 
1928" 944·5 91-11 1,036·0 324·0 40·5 364-5 1,400-5 
19294 · 970-6 91·0 1,061-6 312-8 38·2 361·0 1,412·0 
19304 985·5 96·0 1,080·6 320·1 36·7 356·8 1,437-8 
1931" · 1,014·8 88-6 1,103-' 301·9 35·0 337·5 1,«0·9 
19324 · 1,025·' 83·5 1,108-9 289-4 33·6 323-0 1,431·9 
19334 · 1,061-8 85·8 1,147·1 298-8 33-7 832-5 1,479-8 
198'" 1,078·9 U-I 1,163·1 803-0 32·6 336·1 1,499·2 

• Estimatee by Nub; of. Jenks, MignJUot> o,Oapital, p. 418. 
b Estimatee by Sir George Paiah; of. Sir Robert Kindersley in the E"""";" 

J'otIf"O!tJI, Maroh 1929, p. 20. . 
• E.timateo by Dr. Feia; of. Europ.,l1I. World'. Brmker, p. 27. 
" S .. note. in preoeding table. 
• lnoludeo Dominion and colonial munioipaliti .... 

The first of the foregoing tables illustrates clearly the in~ 
in the relative importance of government e.nd municipal securities 
as a form of oversea.a investment. Before the war these formed 
about 30 per cent. of all British overseas investments, whereas in 1933 
this proportion was 40 per cent. Despite the fact that the pre·war 
estimates were oompiled on a rather different basis the.n the post-war 
ones, there is here evidence that British investors have tended 
increasingly to prefer government aecurities-which are all fixed
interest-hearing-to those issued by private enterprises. 

The aeoond table, above, shows the distribution of British holdings 
of government e.nd municipal aecuritiea. Since no distinction was 
made in the pre-war ye&I'II between Dominion e.nd colonial, e.nd 
foreign municipal aecuritiea, it is not possible accurately to estimate 
the distribution of overseas investments as between British e.nd 
foreign borrowers; a very rough estimate, however, is that Dominion 
and colonial government and municipal aecurities acoounted for 70 
per cent. of the total investments in this cla.sa. In 1930 this propor
tion was-about 75 per cent. and it has been rising steadily in more 
recent ye&1'1180 that it is now probably in the vicinity of 80 per cent. 
Municipal aecuritiea alone form only a amall part (about 8 per cent.) 
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of the total holdings of the issues of publio authorities. About 70 
per cent. of the total were issued by municipalities in British 
D9minions and colonies. 

BritiBh I nveatmentB in Companiea Operating OVer8eat1" 
(£ millions) 

British oompaniBBb 
Foreign <md colo1Hal 

1J011IfJM' .... 

Loan. Skare Loan. Skare 
capital capital Total capital capital ~okll TOTAL 

1907-8" • .. .. .. .. .. .. 1,936'3 
1913" · .. .. .. .. .. .. 2,638'3 
1926' · .. .. .. .. .. .. 2,827'7 
1927' · .. .. .. .. .. .. 2,880'1 
19288 307·7 746·5 1,054'2 519·7 402·7 922·4 1,976'6-
1929' 385·2 801·6 1,186'8 402·8 436·0 838·8 2,025'6-
1930' : 389·6 815·1 1,204'7 391-1; 39B 782·6 1,987'3" 
1931' 397'0 812·8 1,210'3 383·7 370'0 759·2 1,969'5" 
1932' · 388·6 816·2 1,204'8 375·2 344·0 719·2 1,924'0-
1933' · 387·3 823·5 1,210'8 349·8 345·0 694·8 1,906'6" 
1934' 387·8 840·3 1,228'1 335-1 351-6 686·7 1,914'8" 

• For a statement of British investments in ovel'8688 railway companies, 
which form the largest single category of the above, lee below, Chapter XIII, 
p.228. . 

" i.e. companies registered in the United Kingdom. 
C i.e. companies registered abroad. 
• Sir George Paioh'l estimate, E"""""",, J ounwl, March 1929, p. 20, 
e Dr. Feis's estimate, Europe, the World's Banktw, p. 27. 
, Sir Robert Kinderoley's estimate, see note c, p. 148, above • 
• The Ecorrmni8t'. estimates, I and 22 March, and 18 and 25 Oct. 1930. 
- See note ", p. 148, above. 

While, then, 40 per cent. of British overseas investments are in 
government and municipal securities, almost the whole of the re
mainder is in the quoted securities of companies operating abroad. 
As is shown in the above table, the nominal value of this invest
ment is about £2,000 millions. This figure is somewhat smaller than 
that given for the immediate pre-war years and for 1926 and 1927, 
but there is some doubt whether the statistics are strictly comparable. 
It is clear, however, that the absolute amount of these securities 
has tended recently to decline, and that it fell by a.bout £100 millions 
or 5 per cent. between 1929 and 1933. 

Of the total of the investments ,included in the above table about 
60 per cent. consist of the holdings of the securities of British com
panies operating abroad (i.e. those registered in the United King
dom). Companies registered abroad account, then, for about 40 per 
cent. of the total, but it has beeu a feature of the decline in the amount 
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of British overseas investments in industrial undertakings that it has 
, been oonfined to the seourities of suoh oompanies. 'The growth of this 
form of investment', writes Sir Robert Kindersley, 'indicated the 
diminished scope for the direct development of overseas territories by 
British skill and enterprise, and the desire of Dominion and foreign 
countries, after a certain stage, to proceed with further developments 
under their own management. The incidence of British income tax, 
partioularly in post-war years, has been an important factor in this 
oonnexion.' There is reason to believe' that in more reoent years, 
particularly in 1936, there have been increased purchases by British 
investors of foreign industrial seourities and that these have been of a 
kind which ,would not appear in Sir Robert Kindersley's estimates 
beoause they are not quoted on British stock exchanges. 

Although, due to the preponderanoe of bearer shares in certain 
categories, the estimates of British-owned share capital in foreign and 
colonial companies are admittedly very approximate, they serve to 
show that investors have tended to hold share and loan capital in 
these companies in roughly equal proportions. This is in marked 
oontrast to the corresponding distribution in the case of companies 
registered in the United Kingdom but operating abroad, for more 
than two-thirds of the holdings of capital in theee oompanies is share 
capital. More detailed ststistioe of the amounts of share and loan 
capital held by British investors in 1930 are given on p. 152. 

The following table illustrates very clearly the tendency to prefer 
share capital to loan capital in British oompanies operating abroad. 
This is most notioesble in the case of oil oompanies, banking and 
financial institutions, mining oompanies, and rubber, tea, and oolfee 
plantations. This tendenoy is also eeen in the c8se of foreign milways 
-by far the largest eingle category in this group-where share capital 
forma 1I6l per oent. of the total investment. Only in holdings of 
eeourities of Indian and Dominion and ooIonial milways and tram
way and omnibus undertakinga does loan capital exoeed share 
capital. Investments in foreign and ooIonial oompanies are equally 
divided between loan and share capital, but this is not true of 
investments in individual categories within this group. Loan 
capital, for example, predominates in the C&Se of Dominion and 
ooIonial milways and most public utility underta.!ringa, whereas more 
than half of the investment in most commerci&l and industrial 
enterprises, including mining and oil companies, is in the form of 
share capital. 

The next two tables (pp. 153, 1M) show the distribution of British 
overseas investments in quoted eeourities, &8 between de es of 
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Britl8h Investments in Oompanie/l Operating Abrotul, 1930-
(£mUIiDrII' 

- Prwrign tmd tlOkmWII 
BritiIla oompaniu compcmiu 

Loaft 8""" Loaft -"'- .. - !l'aItII ..- .. - !l'aItII TO'f" --- -----
DomfnfOD and oololl1al rallab 26·_ H 28·8 180'0 67·0 2lN 245·8 
Indian ralI8b 42·. Zl-O 63'9 .. .. . . 68-9 
Indian ran annUJtleIb 26·8 

'0'8 
26-8 

i2·0 i"8 26-8 
25·8 

American raUab 0·8 ,·6 28" 
Foreign rallsb. : : ,70'8 220'2: 800'~ .... • .... 460·2 
Banka and d1soountoompanlea 

'0·8 
26'6 26' 18·6 28-0 4:4-8' 71'2 

lJreweriee • ,·8 5·8 • 1-8 ,·8 8·_ 
Canall and docks 2·' H S'8 2·5 1-8 ... H 
Commercial and induStrial: 20-8 62·3 82'9 24-8 73·8 98-8 181·5 
Electric Ught and r.wer • . : 6·1 7·. 14'0 81-0 11·0 42·6 56-5 
FinlUlclal, IaDd an Investment. 26-' 8 ... 110·8 28·0 24-0 62'0 162·8 
0&1 • • • • • 2·2 8-8 11'0 

'S'8 • 37·0 
11,0 

Iron, coal, and steel • "S 8·0 10'3 28·2 47'8 
Mtoea • • • 6-7 66'0 71·7 3-6 70-8 7.·2 1.fMt 
Nttratea • •. , 6·0 8-4 8-1 24-. 

3'1 11·6 on . . . 14-3 112-0 126'8 . . 24-6 160·8 
Rubber 6-8 84'2 90-0 'i-o "-2 "-2 

90-0 
ShlPPlni : 6-9 15·2 22'1 27-8 
Tea an coffee. 2·6 30·6 42·1 

i'·o "·8 is·s 
42'1 

Telegraphl and telephones: ... 23-9 28-6 ,7·8 
Tramwaya and omnibus • 18'9 14-9 33·8 11-8 9'. 21·3 .6-1 
Waterworks . . 2-0 ,·8 6·6 1-8 • 1·8 H 

Totol . 889·6 815'1 1,204'7 891·6 891'1- 782-'" 1.087·Jti 

. 

.. E8t1matet of Sir Robert Klnderalef,the Bt:JOMIJ&ieJfIUmIIl. J'une 1988. pp. 192 and 185. 
b For additional detal1e see Chapter XIII. p. 228. 
o Prne1Je esttmates are not obtaln"b}.~1 due to the preponderance or be&ror aharee In tbNe three eate

IOriea; in 1930, approximately £AO muuOlll WI8 invested 10 t.h1I waf, and thiI ILQlOODt baa therefOftt 
been Included In the totals. 

d Leu thaD £60.000. ' 

securities, before the war, at their post-war peak in 1930, and in the 
depression year, 1934. ':!.'he changes whicb took place between 1913 
and 1930 reflect the major events in world economics during this 
period; the most important were: (al sales of American railway securi
ties during the war in order to obtain foreign exchange for armament 
purchases; (b l increased holdings of government securities (despite war
time sales l which partly represented loans to Europe for reconstruction 
and similar purposes and, to a larger extent, loans to British Dominions 
and colonies to finance the aotivities of their governments in, for 
example, railway construction, which had formerly been carried on 
by private enterprise; (el a concomitant decline in holdings of 
Dominion and colonial railway securities for the same reason; (d) 
increased investment in certain newer forms of enterprise such 88 

electrio light and power, oil wells, and rubber plantations; and (e) a 
tendency for investments in most public utility undertakings and in 
ba.nking and financial institutions to decline, partly 88 a result of the 
rise of the United States 88 a capital exporter, and partly because 
many developing countries had reached a stage at which they desired 
to control the capital of suoh undertakings for themselves. 
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British Oller8/IIU Inllutmen!B in Quole/l Securiliu,1913,1930, and 1934 
(t m.iIUotIo) 

1913" 1930' 1934· 

Dominion and colonial governments . 675'0 985·5 1,078'9 
Foreign governments • • • 297·0 32001 308'6 
Dominion and colonial munioipalities I 152·11 { 95·0 84·2 
Foreign municipalities 86·7 32'0 

Governments add municipalities · 1,125'0 1,437'8 1,499'2 

Indian railwayo. • • . 140·8 89·7 88·2 
Railwayo in other British countries . 306'4 245·8 250'8 
United Statea railwayo · . . 616·6 28·2 34·8 
Railwayo in other foreign countries . , 467·2 460·24 438·1Jd 

Railwayo · · 1,631'0 828·9 812·7 

El.c light and power · 27'3 66'6 6.7·3 

G.. I 29·2 {IH" IH" 
Wat6rworka 8·4" 6·7" 
TraDjwayo and cmnibus • · 77·8 5501 52·6 
Telegraphs and telephonea · 48·7 47·8 37·9 

Publio ntilitiea · · 178·0 178'8 174·9 

~.s~g • · • 117-8 111·9 
and dooka · H 7'7 7·3 

Shipping, &0. • · .. 36·0 29·2 

Commercial and inQustrial 168'" 181-11 170·2 
Iron, coal, and .teal · · · H·II ,n·8 22·. 
Breweriea . · · · 18·0 6'9 8·. 

Commeroo and industQ' · · · 1118·8 2H·7 lJOO.7 

Minea . · · 1172·8 146·9 178·11 
Nitrateo · · · 11-7 II·6 17011· 
Oil · · · · 40·8 1110·8 1111·0 
Rnbber · · · 41·0 90·0 87·4 
Tea and ooftee · · · · · 12·4 42·1 41-7 

Raw materialo · · · · 388'0 440·3 4114'6 

Banb and diooount ocmpaniea · · 72·11 7HI 71-1 
Financial, land and in .... tment · 1144·\1 162·8 1116·1 

Banb and ftnance · · · 31N 234-6 . 118·. 

Total • · · · · · 3,788·3 3,424·8". 3,414·()d" 



154 THE CREDlTORS-GREAT BRITAIN 

British Overseas Investments in Q'l.Ulted Securities, 1913, 1930, 
and 1934 
(P .. ....,.) 

1913" 1930· 19340 

Dominion and colonial governments • ; 17·9 28·8 31-5 
Foreign governments. • • . 7·9 9·3 8·9 
Dominion and colonial municiPalities) 4-l (2.8 IN; 
Foreign municipalities · H 1·0 . 

Governments and municipalities · 29·9 42·0 43·9 

Indian railways • • • 3·7 2·6 2·6 
Railways in other British countries ,8'1 7·2 . 7·3 
United States railways · 16·. 0·8 1·0 
Railways in other foreign countries · 12·4 13·44 12·94 

Railways · · · 40·6 24·0 23·8 

Electric light and power · · 0·7 1·6 2·0 
Gas ) 0·8 {0'34 0·34 
Waterworks • · · · 0·2d 0·2d 
Tramways and omnibns · 2·1 f6 1'0 
Telegraphs and telephones 1·2 ·4 H 

Public utilities · · · · 4·8 5-l IH 

Shipping • · · · • 0·8 0·7 
Canals and docks 0·2 0·2 0·2 

Shipping. &c. .. 1'0 0·9 , 
Commercial and indnstrial •. ., 5·3 5·0 
Iron, coal, and steel · · 0·9 1·4 0·7 
Breweries · · 0'5 0·2 0·2 

Commerce. and indnstry · 0·8 6·9 11·9 

Mines . · · 7·2 4·3 11·2 
Nitrates · · · 0·3 0·3 0'11 
Oil . · · H 4·4 8·8 
Rubber · · H 2·6 2·6 
Tea and coftes • · 0·6 1·2 1·2 

Raw materials · · · · 10·3 12·8 13·8 

Banks and discount companies • · 1·9 2·1 :H 
Financial, land, and investment • · 6·5 4·8 .·5 

Banks and finance · · 8'4 6·9 6·6 

Other · · · · · .. 1·34 0·6" 

Total · · · 100·0 l00·()d 10()0()d 

• No estimate 11: RiVen for this Item. 
• ThIIIlnclndee £If-I mlUIoDi elauJJled .. ")I]aceIIaDeo1II". 
• In addltloD,about£SOO mWlooa wu lDvested both In 19S0and ID tD34IB~IIO&4-.JtID" 

the United KlD&dom and other fOllDl of JDveatmeDt Do&. aamlned.iD 4e&.Jl. 
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The extent of these changes is clearly shown. Holdings of America.n 
ra.ilway securities fell from £616 millions in 1913 to £28 millions in 
1930, and thus represented less than 1 per cent. of the total invest
ment at the later date, compa.red with over 16, per cent. in 1913. 
Holdings of Dominion. and oolonisl government securities (despite 
war-time sales of Cana.disn bonds) increa.sed by £310 millions or 
nsa.rly 50 per cent. and, at the same time, holdings of the securities 
ofra.ilways in British countries oversea.s fell by £122 millions or 25 per 
cent. The result of this wa.s that Dominion and colonial govern
ment securities represented 29 per cent. of the total holdings in 1930 
oompa.red with 18 per cent. in 1913. Investments in foreign govern
ment securities also showed an increa.se, in this ca.se £23 millions, 
between 1913 and 1930. There is, however, re&son to believe tha.t the 
amount of net new investment in this class of securities between 
1920 and 1930 wa.s considerably greater than these figures appear to 
indicate, because (a) it is known that there were, in 1913, considerable 
amounts of United States government bonds held in Great Britain 
and that these were almost entirely repatriated during the war, and 
(b) the British holdings of securities of the Imperial RUBBian Govern
ment a.re included in the 1913 figures, but not in the 1930 figures.l 
Investments in electric light and power oomp8.nies were more tha.n 
doubled in amount between 1913 and 1930, a development whicl1 
might have been expected. But no sinillar increa.se is seen in invest
ments in other sorts of public utility enterprises; there wa.s, indeed, 
a oonsiderable fall in investments in tramway and omnibus oom
pames, and there can be little doubt that the principal cause wa.s the 
enormous development of American direct investments in this clasa 
of undertaking. In the case of investments in industries producing 
raw materials, there ha.s been, a.s might be expected, an increa.se in 
holdings of securities issued by oil and rubber producing oompanies 
_ direct result of the development of the ~otor-car. But there have 
also been two other cl1anges whicl1 are not eo easily explained: 

• Brltiah holcUng. of RuaaiaD. government honda in 1913 amounted to 
roughly £GO mi\liona (_ Feia, Boo,.".., eM World'. BaIo1:<!r, p. 21 and p. 23 D.) 
and, although th ......... DO oatWactGr7 ... timatea of British hoicUng. of United 
Stat... govemment honda, it is oafe to oa,. that th_ amounted to £lIS mi\liODa 
at I ..... to II the Bum of th_ amounta be deducted from the total of British 
holdin!ta of foreign government IIIOUriti .. in 1913, th ..... is left £3111mi\li0lUl. 
The dilJeren"" between this &gore and that given for 1930 is £IOB mi\liona 
which _me to be a much better eatimate of the amount of D_ British in
..... tmente in foreign government eeouritioa in the poat-war period. In this 
CODDeDOD it should be DOted that the total amount of De,. iosu .. (uaIudiDg 
...... ftNiona) h,. foreign govemmenIB in Loudon during the eight ,...... 1923 
to 1929,... £123·8 mi\liona (_ Leogue of Nati ....... &1 •• -J Put......,., 
1911-9, ?OI. ii, p. 179.) 
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a decrease 'of £127 millions or over 45 per oent. in holdings of mining 
securities and an inllrea.se of £20 millions or nearly 90 per oent. in 
investments in tea. and coffee plantations. Of the first, there are two 
possible explanations, viz. that a large part of the securities of South 
African mining companies were repurchased by South Africans (or 
redeemed) out of the considerable profits which gold produoers made 
during the 'war and immediate post-war years, a.nd that a part 
of the British holdings of Canadian, mining securities were trans
ferred to United States and Canadian investors during this period. 
Of the inoreased investment in tea and coffee plantations, no 
logical explanation has been offered.' Finally, there has been a fall 
of 25 per oent. in investments in overseas banking and financial 
institutions; Ithis appears to have been due partly to an increase in 
American competition in this field, and partly to nationa.list senti
ment within the borrowing countries which has led them to acquire 
control of institutions of this type. 

The greatest changes in the distribution of British overseas invest
ments, then, have been the increase in the importanoe of govern
ment securities and the concomitant and partly consequent relative 
and absolute decline in holdings of railway securities. In other direc
tions there has been little change in British investors' choioe of 
seourities. 

Of the new capital issues floated in London on overseas account 
between 1920 and 1934 some 52 per oent. represented borrowings 
by governments abroad,and 6 per oent. of the subscriptions were to 
the bonds of municipalities ant;! public boards in all parts of the world, 
making a totl!l for public overseas borrowing of 58 per oent. of the 
entire sum subscribed. Ra.ilway issues were responsible for about 
7 per cent. of the capital raised and the remaining body of private 
enterprises, usually classified as • industrial', I for a further 35 per oent. 
The importanoe of governmental and municipal borrowing is thus 
clear; apart from the small sums raised for railway construction, the 
whole body of industry and commeroe in the widest sense has only 
been responsible for slightly more than one-third of British post-war 
capital exports to all parts of the world. Seventy-seven per oent. of 
the governmental borrowing consisted of Dominion and colonial 
loans. Lending to publio authorities on a large scale has, moreover, 
been typical of all but a few of the fifteen years; private enter-

I In this connexion it is, however, relevant to note that the apparent con
snmption per head per annnm in Great Britain of tea rooe from 6·7 to '·lIlb., 
and of coffee from 0·6 to O·Slb. between 11113 and 11130. 

I Inclnding inv_enta in minea. 
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prise within the Empire obtained its maximum amount of capital 
in 1927, when £44 millions was issued on this accountr, and in foreign 
countries in 1922, when it obtained £41 millions.1 Despite large 
fiuct~ationsfrom year to year, only in 11129 and 1934 were the 
amounts raised by Elnpire governments not in excess of any other 
cJaas of investment. ' -

New Oapital 1811'11.e8/or Otlef"8eaB BorrcnoerB in Lurt.don, 1923-:U· 
(£ milliona) , 

MunicipaU. 
Induotrial UutmdpublW BtJiZ· GooI ....... _ boardo ""'Y' tmderfakiRg. T.1aI 

1928 • · 89·0 _ II" 9·0 32·8 136·2 
192' • 9I0Il 8·7 8·9 3001 134·2 
1926 • 80·6 8·' 6·9 48·0 87-8 
1926 . "·7 9·8 7-6 48·8 112·' 
1927 • · 63,6 13·2 I1'S 60·6 138'7 
1928 • · 6707 1401 13·7 117·9 143·' 
1929 • so·, 4'S 12'S 47'S 94'S 
1930 • · 66·8 2'7 16·8 26·0 108·8 
19U • 30·7 . . S·9 11'6 4~H 
19S2 • · 24·8 1·0 I'S 2·S 29·2 , , , , 
19S5 • · 30'2b 7·6" 37·8 
1934 • 11·0- 32·" 43'4 

• From League of N.tio .... B"""'- II! P..,......". Exolud .. oonveraiona • 
• • Publio .. uthoriti .. •• 
• • Pri,,,,,te undertal<inge'. 

In his artioJes Sir Robert Kindersley has oJassified British commer
cial capital abroad under two heads: 

(1) Bonds and ahares of companies (as oJassified in the Stock Ez. 
eMnge OjJicial Year Book) operating entirely or mainly abroad 
and registered in the United Kingdom. 

(2) Bonds and ahares of companies in 0_ countries quoted 
and/or dealt in on the Stock Exchanges of the United King
dom hut registered abroad. 

Capital invested in companies falling within the first category
roughly designated 'British companies'-remaina largely under 
direct British control. In the latter oJass, however, some conoerns 
are 'virtually British-owned and controlled while in other instances 
British participation is insignificant, as, for enmple, in the _ of -
American Railroad companies'. 

In 1933 the volume of capital invested in British companies abroad 
1 ...... , .. Iguraa. 
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was £1,211 millions and in foreign and colonial companies £695 mil
lions. It is indicated, however, that although British companies have 
in the past absorbed a larger amount of capital than companies 
'registered abroad, there is now a tendency for greater expansion to 
take place in the lat~r class. Such a trend hlU! been noticeable ever 
since the war, for instance, in the newer types of public utilities. In 
the electric lighting and power group, British companies have ab
sorbed £16 millions &8 against £43 millions by foreign and colonial 
companies, and similar figures for telegraphs and telephones are £4! 
millions and £18 millions. An analysis of the securities quoted in each 
cl&88 according to the length of time that they have been outstanding 
would probably show that the average age of bonds and shares in 
British companies is considerably higher than in the other category. 
Foreign railways, which were mostly financed during the last century, 
constitute by far the largest single class of securities in the British 
companies group, whereas of the total holdings of securities of 
foreign a.nd colonial companies a much smaller proportion represents 
investments in railways. 

In the case of foreign and colonial companies, just over one-half 
of the investment is in loan capital and somewhat less than one-half 
in share capital. In British companies, on the other, hand, share 
capital is more than twice as large as loan capital. This may well be 
the result of the actions of nineteenth-century investors, who pre
ferred to place their money in concerns which were British-owned 
and British managed. Equity holdings confer rights of ownership; 
bond holdings do not; and it was therefore inevitable that the in
vestor should tend to prefer fixed -interest-bearing securities in the 
case of companies registered abroad, especially if control was in the 
hands of foreigners. Hence the purchase of bonds rather than of 
equities became a much more typical feature of investment in foreign 
concerns than in the older class of domestically controlled enterprise. 

Including governmental and municipal borrowing, £2,216 millions 
of the £3,385 millions of negotiable overseas securities quoted on 
stock exchanges within the United Kingdom in 1933 was loan capital 
bearing a fixed rate of interest; nearly two-thirds of British overseas 
investments, that is to say, are in the form of bonds and debentures. 
Although accurate figures for purposes of comparison with the pre
war period do not exist, it is certain that fixed-interest-bearing 
securities have become relatively more important since 1914, and it 
is probable that loan and share capital used to be much more nearly 
equal in volume. The growth of governmental borrowing since the 
war has been the most important single factor in augmenting the 
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importance of bond indebtedness; the Colonial Stock Acts, which 
have tended to attract capital into IO&ll8 for Empire governments, 
have inevitably had the effect of increasing this proportion, as is 
ebown by the fact that three-quarters of the OVerse&ll inveetment 
in eeourities issued by publio authorities has taken place within the 
Dominions and oolonies. . 

Britieb investment in overseas countries after 1920 was, then, a very 
important factor in the national economy. Investments were not, 
however, oonduoted on the eame lines or in the eame direotions as 
. before 1914. Even though Canadian borrowerspractioa.lly ceased to 
use the London capital ma.rket, while other Empire borrowers made 
increasing use of the fa.cilities of other ma.rkets, the proportion of 
Britieb OVerse&ll lending which was absorbed by Empire countries 
was rather larger after the wa.r than before it. Investments in over
seas railways tjended to decline, while thoee in oil and rubber pro
duotion inoreased, ohiefly as a result of the deVelopment of the motor 
oar as a form of transport. Simila.rly, investments in eleotrio light 
and power companies have increased, though thoee in telegraph 
and telephone companies have diminished, principally ·bec&use of 
American domination in this field. FinaJIy, inveetments in mines 
have beoome less important, partly, again, as a result of American 
competition. These are the bare facts of the trend of Britieb post
war investments overseas. 

TIM I-from IIlve8lmmt3. 
The table on p. 160 ebows the returns received, in the form of 

interest and dividends only, on Britieb capital inveeted in certain 
wasees of aeourities in 1907-8, 1930, and 1934. 

The most interesting feature of these statistics is the marked 
similarity between the pre-war and the 1930 figures. The average 
difference between the return in 1907-8 and 1930 is only +0" per 
cent., but individual differences range from -9·8 per cent. in the case 
of investments in nitrates to +7·9 per cent. in the case of holdings of v 

oil companies' issues. Both these changes are easily &COOunted for; 
the former by the increase in the produQtion· of synthetio nitrates, 
and the aeoond by the increased use of internal oombustion engines. 
In 1930 the average return on government and municipal aeourities 
was 4·5 per cent. and on railway aeourities 4·9 per cent.; in both 
oases this is 0·5 per cent. higher than the pre-war return. The 
average return on the remaining body of investment was, in 1930, 
.,.. per cent., which is 0.8 per cent. lower than in 1907-8. 

The fall in the yield of industrial investments is not sufliciently 
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11tCO'T1I£ frCYTTI British Lmg-!erm Over8eaB InlleBtmentB, 1907-8, 
1930, and 1934 

Retum. 071 N trIIIIimal 
Oopilal, PM' CMOt.· 

1907-8" 193(}o 19340 

Dominion and colonial governments 3·6 4·3 '·2 
Foreign governments. . • · '·8 4·9 3·7 
Dominion and colonial municipa.lities ) . (4-6 '·7 4'0 Foreign municipa.lities. • • · 0·6 3-l 

Governments, &c. . · · '·0 '·6 H 

Indian railways. . . . 3·9 6·6 6-l 
Railways in other British countries '·0 6·3 3·3 
United States railways. . • · '·6 6·0 2·3 
Railways in other foreign countries "7 ,.5' I'se 

Railways · · "4 "9 2·6 

Electric light and power · '·2 6·2 0·2 
Gaa. • . . · · 7.·3 1O·()O 7·90 
Waterworks · 6·9 6·()o 3·5' 
Tramways and omnibus 6-l '·2 2·3 
Telegraphs and telephones · · 6'0 7'0 6·0 

Public utilities, &c. · · 0·9 6'0 ,., 
Shipping • · · · • 0·5 '·6 
Canals and docks · 19·6 20'8 36·6 

Shipping, &e. · · · · . 8·9 12·3 , 
Commereial and industrial · . 6·3 7-5 5'0 
Iron, coal, and steel · 3·91 5·3 3·2 
Breweries . · · · 4·2 6·8 6·0 

Commerce and industry • · 0'7 7'0 '·9 
Mines • · · · · ll·lh 8·6 10·6 
Nitrates · · · · 16'0 6·2 11-6 
Oil · · · '·5 12·' 9·0 
Rubber · · 8·2 0·3 2·' 
Tea and coffee · · 8·' 7-l 6·2 

Raw materials · · 10·6 9·0 7·7 

Banks and discount companies · · 13·6 9·' '·9 
Financial, land, and inv_ent · · 3·3 '·8 2·' 

Banks and lInanee • · · 6·6 6·2 8·2 

Other investments' · · · . 5'7 ,.J 
Total · · · · 6·2 6·6 '·3 
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large to call for comment; but it is rather surprising that the yield 
on overae&B government and municipal and railway aecurities1 W&B 
80 low &B 4·5 and 4·9 per cent. respectively in 1930. In 1907-8 the 

. yields on these two cl&BBes of securities were 4·0 and 4·4 per cent., 
i.e. 1·0 and 1·4 per cent. respectively above the yield on Conaols; but 
in 1930 the average yield on Conaols W&B 4·48 per cant._lmost 
exa.ctly the same &B the yield on overaea.a government and municipal 
securities and a.ctually higher than the yield on Dominion and colo
nial government securities. At the aa.me time. the yieleJ on overaea.a 
railway securities W&B only 0·5 per cent. higher than the yield on 
Conaols. This paradoxical result a.riaes from the use of nominal values 
of securities by Sir Robert Kindersley in making his' estimates of 
British overaea.a investments. It is not his fault that his estimates 
are thereby rendered somewhat misleading. because it would be almost 
impoBBible to compile estimates of the total capital outstanding on 
the ba.aia of market prioes. Unfortunately. estimates of percentage • 
yield on the ba.ais of nominal values are of very doubtful validity. A 
rough survey· of the market prioes of certain securities in London in 

• It mUlt be remembered that a Ia.rge number of these are 80vernment 
guaranteed, especially in Canada and India. -

• The following table (from the EoonomW, 3 Jan. 1931) ahoWII the .yield at 
the beginning and end of 1930 on the baaie of market pri""" of a repreeentative 
eelection of oV8l'lleaa government and railway eeourities. 

Y'oId, PM' ...., 
~J'3" BIId 1'3' 

£ .. II. I .. II. 
21 per cent. Console . . · · , Iii S' , 8 91> 
'I per cent. India (1950-6) . · · II 0 0 /I 9 3 
Australia II per cent. (193l1-4li) · · II IS 0 7 1 0 
South Afrioa 6 per cent. (1933-'3) · · II 2 0 , 12 9 
Canada' per cent. (1940-80). • · <I IS 0 <I 7 3 
New Zealand !t per cent. (1947) • · II 1 II <I 111 <I 
New South W eo 6t per cent. (1947-117) · II I' II 7 3 0 
Braail 6 per cent. funding 1914. · · 7 1 9 7 l' II 
San Paulo CoJ!ee 71 per cent. • 9 1 0 11 II 8 
German 7 per cent. (192') • · · 1113 0 7 0 0 
~apan 8 per cent. (192') • • · II , 8 II 18 9 
'bina 'I per cent. Gold (IS98). · 7 12 0 II 19 7 

Argentine II per cent. Internal (1909) · II III 3 II IS 8 
Greek II per cent. Stabiliation • · II III II II 111 0 
Eu' Indian Railway 31 per cent. deb. · illS II II 9 8 
Canadian PacilIo , per cent. pref. · · II 3 II II 0 0 

•• n Ordinary • · · II 2 3 II 7 II 
Bengal N. Western Ordinary • · · illS II II IS II 
Buenos. Aires Paoifto Ordinary · · S , 9 14 2 10 
Leopoldina Ordinary • • • · 10 0 0 2' 8 10 
Buenos. Aires G_' Southern Ordinary · 8 3 0 8 J9 3 
United of Havana • • • • · NiL Nil. 

II 
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1930 showsthat,in fact, the yield on Dominionand colonial government 
securities ranged between 6 and q per cent., that on foreign govern
ments between 11 and 5t per cent., and on overseas railways between 
24 per cent. and zero. There were, indeed, few individual issues which 
showed yields as low as those suggested by the figures given in the 
foregoing table. 'Thus, although that table is useful in so far as it 
affords a comparison between the yields on different classes of securities 
at the same date, it is not nearly so suitable as a guide,to the changes 
which have taken place through time. Only when the difference 
between the yields at different times on the same category of invest
ment are very great can any useful deductions be drawn. 

During the years of depression the income from British overseas 
investments probably declined less than might have been supposed. 
Sir Robert Kindersley's figures for the percentage yield on certain 
classes of capital are set out below: 

Percentage Ret'/lA'71, em Bntia", Over8ea8 I TWe8tmentB 
• 

1929 1930 1931 19311 1933 1934'> 

Government a.nd mnnicipa.lloa.ns 4·6 4·5 4·6 4·3 4·1 4·1 
British companies 

abroad: 
operating 

Interest on loan capita.! . 4·7 4·5 3·9 3,5 3·2 ' 3·4 
Dividends on share capita.! S·4 7-l 4·1 3·6 3,6 3·9 

Foreign a.nd oolonia.! oompanies: 
Interest on 10Il0l1 capita.! • 4·9 4·9 4·7 4,6 4·2 4·1 
Dividends on share capita.! g·a S·1 a·o a·4 5·9 7·4 

A. verage yield on a.ll classes a·2 5·6 4·6 4·3 4·1 4·3 

• Provisional. 

The total income from British overseas investments is estimated 
to have amounted in 1932, the worst year, to 60 per cent. of the 
income from this source in 1929, and by 1935 this proportion had 
risen to nearly 75 per cent. With regard to the fortunes of the various 
classes of investment during the depression, two points emerge, one 
relating to the relative movements in the returns on bonds and equities, 
and the other to the comparative positions of British companies 
operating abroad and of foreign companies. To take the latter point 
first, the table shows that receipts from British companies operat
ing abroad suffered a heavier decline than those of foreign and 
colonial companies. In the category of British companies operating 
abroad the large volume of foreign railway investment was an 
important factor, the average dividends on foreign railway shares 
falling from 5·4 per cent. in 1929 to 0·7 per cent. in 1933. In other, 
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important olasses, dividends on oil shares fellfrom 14·7 per cent. in 1929 
to 1·4 per cent. in 1932, but rose to 10·2 per cent. in 1933; in mining 
from 9·35 per cent. in 1929 to 3·7 per cent. in 1933 (3·2 per cent. in 
1932); in' commeroia.l and industrial' from 5·9 per cent. in 1930 to 3·4 
per cent. in 1933; and rubber shares paid alniost no dividend in 1933 
oompared with g·o per cent. in 1929. The dividends of foreign and 
oolonial oompanies fell by muoh smaJ!er &mounts: ra.ilways in British 
poBBeBBions paid dividends of 9·9 per cent. in 19~9 as against 2·6 per 
cent. in 1932 and 2 per cent. in 1933;1 mines 16·3 per cent. in 11129 
oomp&red with 12·7 per cent. in 1933; and 'oommercial and indus
trial' 10·4 and 7·3 per cent. Dividends on shares in oil compa.nies 
were 0·7 per cent. in 1932 compared with 2'7 per cent. in 1929 but 
rose to 3'7 per cent. in 1933. A very la.rge part of the losses in British 
oompanies was in ra.ilway seourities, whioh constitute nearly one
third of the total investment in this oa.tegory, the exchange restrio
tions in South Amerioa being the most important single factor in 
stopping dividend payments. Maintenance of payments on certain 
classes of securities, espeoiaJ!y mjnjng shares, was helped by the 
depreciation of sterling; gold inines, espeoiaJ!y in South Africa, 
receiving the greatest benefits. 

A feature of the faJ! in the returns on British investments overseas 
bet~ 1929 and 1933 was that it was not, as might have been 
supposed, oonfined entirely, or even very largely, to the returns on 
equity holdings. Fixed-interest-bearing seourities are nsuaJly looked 
upon as being a safer investment than those whose yield is variable; 
but this is not always the case and, indeed, the safety of an invest
ment depends only to a minor degree on the form of the contraot 
between lender and borrower. This was well illustrated by the 
experiences of British investors after 1931, for they found that in 
many oases bonds yielded a much smaller return than that which 
was originally stipulated in the loan contract. I Some bonds have, 
indeed, been in complete default. It may, perhaps, be concluded, 
therefore, that the average British investor has under-estimated 
the risks involved in lending by !!leans of bonds in many oases, 
and that thllnl may, in future, be some tendenoy for him to alter 
his relative valuations of bonds and shares in favour of the latter. 

C~ 

The post-war history of Great Britain as a lending country may be 
summed up by saying that the volume of her exports of long-term 

1 Thia .... eaoaed 1arseIY by \he oomplete _tioa of dividend papDents 
by \he Canadi ... PaoilIo Rail1rey. 

• On \he diI1louluoa of draftiDg 10&11 ODDtncts_ beiow,Appeildix D,pp. U7f. 
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capital was determined by two opposing sets of forces. There were 
on the one hand, a group of fa.ctors whicll tended to restrict sucl 
exports and to cause overseas lending to be conducted on a mucl 
smaller scale than before the war. On the other were forces whicl 
operated in the opposite direction, which enabled a Ia.rge volume 0 

capital to be exported and which tended to remove any doubts as tc 
the wisdom oflending abroad to such an extent. 

Among the considerations which had the effect of restricting th, 
volume of exports of long-term capital should be mentioned th, 

. demand for capital to finance the reorganization of home industr:l 
on a sound pea.ce-time basis, which was especially important in th, 
earlier post-war years. By 1922 this demand had colla.psed, bUI 
capital exports did not expand immediately because of politica.l anc 
economic instability in most potential borrowing countries. Secondly 
many borrowers found that they could obtain capital more ea.siIy it 
New York, a new interna.tional capital market. Canada. and severa.: 
South American countries conducted most of their post-war borrow· 
ing there (although British investors often purchased some of thE 

. securities which were issued on behalf of these countrieff in Nel1 
York). The most important single cause of the reduced volume oj 
capital exports by Grea.t Britain after the war was,. however, the 
over-valuation of sterling in 1925. The chief concern of the British 
financial authorities between 1925 and 1931 was to prevent a drain 

. of gold from the Bank of EngIa.nd. To this end interest rates were 
kept at a relatively high level and certain qua.litative restrictions on 
capital exports were also imposed from time to time. Thus even 
borrowers in a sound economic position often found it impossible to 
obtain capithl in London at rates which they were willing to pay •. 

Had strict deflation been imposed in a.ccordance with the canons 
of orthodox economics, there would, of course, have been no capital 
exports at all. But such rigid restriction was, it was thought, ren
dered unnecessa.ry by a second set of factors which tended to conceal 
the symptoms of disorder in the British economic structure. Fore
most among these was the inflow of French capital in sea.rch of a 
safe, though temporary, resting-pIa.ce. These short-term funds gave 
a perilous equilibrium to the British balance of payments and enabled 
the authorities to aJIow money ra.tes to fall, a process which was 
assisted in 1927 by the action of the Federal Reserve Boa.rd in the 
United States. Moreover, the discernment of investors was blunted 
by the deep-rooted belief of the pre-1931 decade tha.t all ~he economic 
difficulties caused by the war would be overcome when the currencies 
of the world were once more convertible into defined qua.ntities of 
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precious metal. In this belief, the issues of many European a.nd other 
borrowers were readily purohased even when, to less biased judge
ments, they must' have appeared manifestly unsound. Finally, 
a.otive measures to encourage borrowers in Empire countries were 
taken by those in oontrol of the new issue market, and the privileges 
enjoyed by Dominion and colonial governments were renewed and 
enlarged by the Trustee Act of 1925. In suoh circumstances, invest
ment in these countries inoreased with great rapidity and formed by 
1930 more than one-quarter of the total of British long-term capital 
overseas. 

There has been no post-war' South Sea. Bubble', but the overseas 
investment a.otivities of Great Britain must be. criticized on three 
grounds: the volume of lending was too large in view of the balance 
of payments position; certain European and other borrowers were 
permitted to overborrow, because of mistaken estimates of their 
• capacity to pay'; and borrowers in Empire countries were unduly 
favoured, largely as the result of extra-eoonomio oonsiderations. On 
the whole, the post-war investments of Great Britain have not had 
8uoh Unfortunate results as those of the United States or France. But 
serious mistakes were made, nevertheless, and British experience 
offers no grounds for complacenoy on the part either of monetary 
a.uthorities or private investors. 



CHAPTER XI 

. THE CREDITORS-THE UNI'fED STATES 

IN 1913 the foreign investments of United States citizens amounted 
to about $2,600 millions, while investments by foreigners in the 
United States were between $4,000 and $5,000 millions. In 1930 
United States investments abroad were estimated at $15,675 millions 
(excluding government war debts), and investments by foreigners in 
the United States at $6,800 millions. It is this change from the 
position of a net debtor on long-term to the extent of about $1,900 
millions, to that of a net- creditor by about $8,900 millions which 
must be analysed. The principal changes in the position of the 
United States as regards long-term investment are shown below: 

Long-term Debts and Oredits of tM United Statea 
($ millions) 

1913" 

Owed to 1M United Statu 
by Canada · · 750 

Mexico · 1,050 
Central America · 50 
South America. · · 100 
Europe · · · 350 
Weotludieo · · · · 100 

Africa} · · · Asia · · · 205 
Oceania · · · · 

+2,605 
.Add for bank capital • • 
D.a..." for securitieo repurchased · 

Net total. . · +2,605 

o..ed by 1M United Statu • · -4,600d 

Net long-term position · · -1,895 

.' Dunn, .Amm..... For.;g..l_. p. 3. 
b E.timateo of U.S. Dept. of Commerce. 
• Excluding war debts of about $10,000 millions. 

193(}b 

3,942 
695) 
276 

3,042 
4,929 
1,233 

{ 118 1,023 
419 

+16,675 
+ 126 
- 1,100 

+15,17OC 

- 6,800 

+ 8,370 

1936" 

3,764 
897 

2,937 
3,643 
1,107 

132 
820 
406 

+13,605 
+ 126 
- 1,100 

+12,63OC 

- 6,036" 

+ 7,695 

, • The chief creditors of the United StBteo in 1913 were Great Britoin and 
Gennany. . 

• A. tBble obowing the nationality of this capital is given in Chapter XIV. 
p.310. . 

Estimates of the 1913 position are necessarily rather crude, and 
too much faith should not be pIaced in the figures, but the broad out-
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lines of the ohange in America.'s position a.re clearly shown by the 
table. A change of such magnitude necessarily imposed severe 
strains on the eoonomies of all the nations of the world, and it could 
not ha.ve taken plaoe in suoh a short time except as the result of the 
disloca.tions oaused by the war ... This ohaptilr attempts to describe 
the recent trend of American foreign investment and to analyse the 
strains and stresses whioh it set up in the international ca.pital 
and money markets. 

The American Capita! Market. 
The foreign investments of Great Britain, France, and Germany 

before the war were influenced very greatly by the character and 
structure of their money markets. Similar influences were equally 
important in the United States in the post-war period. Transition 
'from the world's chief debtor to its largest creditor' entailed such 
an increase in the importance of American methods and practices 
that the character of international investment was influenced almost 
more by New York than by the older and more conservative tradi
tions of the City of London. The difference between America and 
Great Britain as international creditors has been related both to 
more or less fundamental diBBimilarities in their finanoiaJ systems, 
and to the different ways in which each has conduoted the business 
of making foreign loans. 

To an English observer one of the most striking chara.oteristi08 o,f 
the American short-term money market is its lack of any well
developed business in bills of exchange. Discounting either of com-' 
mercial or government bills is of minor significance in comparison 
with the importanoe which it assumes in London. Though this may 
not appear vital in any respect, it has, however, a considerable 
relevanoe to the· working of the Federal Reserve System and to 
investment banking. For the value of the bill of excha.nge-apart 
from its funotion of facilitating commodity transa.otions--lies in the 
fact that it forms a second line ~ for the banking system. 
which requires quickly maturing assets to repla.oe cash ~ when 
they beooDie depleted. This would seem to be of special importance 
in a country where there were many thousand comparatively small 
banks instead of a few large ones. But the bill has never been 
popular as a means of eIfeoting payments in America and no amount 
of efFort has yet suooeeded in making it BO. Banks then, in the 
absenoe of liquid securities of this type, pl~ a certain proportion 
of their funds on deposit at low rates of interest in other banks, 
usually larger ones, and th_ in tum kept aooounts at the biggest 
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institutioD&-the 'down-town' banks of New York. Thus the quickly 
realizable assets of the whole American banking system were almost 
entirely' pyramided' oli. New York. Once there, they were lent to the 
stock exchange, which in normal times exerts a considerable demand 
for funds of this nature. For the New York stock exchange does not 
work on the basis of settlements every fortnight, as does London, but 
all obligations have to be met on the day following that on which 
they are incurred. The demand for short-term loans on the part of 
operators is, therefore, enormously larger than in centres where 
settlements are less frequent; the whole system centres on the 
stock exchange, and the New York call loan rate assumes immense 
importance. 

Thus, whereas British short-term money rates are extremely 
sensitive to international conditions, those in New York are in
fluenced almost entirely by domestic considerations. The call-money 
rates in New York are a function of the volume of business being done 
on the stock exchange, and since dealings on the exchange are very 
often carried out in the hope of capital appreciation rather than 
in expectation of changes in rates of interest, call-money rates are 
influenced very slightly, if at all, by simiJa:r rates in London and else
where or by the state of the foreign exchanges. During a period of 
rapid capital appreciation in stocks and shares, therefore, call-money 
rates rise to fantastic levels! and large quantities of foreign funds 
",re thereby attracted to New York." Such an influx can exert a 
strong deflationary effect in other money markets and become an 

. extremely important influence, as in 1928 and 19211, on the trend 
of American foreign investment. 

The dil!8itniJarities between British and American practice with 
regard to the flotation of foreign long-term securities are also impor
tant. In New York, between 1925 and 1930, this business was under
taken by spE'.c;alired issue houses. These issue houses, or syndicates of 
issue houses and banks, first made short-term advances to foreign bor
rowers, which, when market Conditions were favourable, were usually 
funded into long-term loans. The profits of the issue houses con
sisted of the margins between the purchase prices of the securities 
issued (Le. what the ultimate borrower received) and their selling 
prices (Le. what the ultimate purchasers of the loan paid). From 
these margins, the expenses of the flotation had to be deducted, but 

I CaIl.moneyrates rose.for example. to 20 per cent. at the end of March 1929: 
at this time the diocount rate of the Federal Reeerve Bank of New York waa 
5peroent. 

• In 1929 some $3.000 millions of foreign money ..... eotimated to have 
been inveated in New York on short-term. 
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despite this, profits were often subst~tial. An issue might pass· 
through the hands of several firms or syndicates before being offered 
to the public. Each of these would retain a part of the total; but 
would always try to make a profit on the part whioh was passed on 
to other buyers. As an example- of the way in which this system 
worked, the 1l0tation of a loan of $35 millions for the Polish Govern
ment in 1925 may be oonsidered. The issue house in this instanoe 
was Dillon, Read & Co. The Polish Government received 861 per 
cent. of the face value of the loan. The small syndicate who took 
up the loan sold it to a larger syndicate for 88, this syndicate sold 
it for 91 and the eventual retail price was 95. There was, therefore, 
a margin between the first buying price and the ultimate selling 
price of 8t per cent. of the face value of the bonds.1 This margin 
oovered the expenses of the various syndicates concerned as well as 
their net profits. Suoh margins were sometimes as high 'as 14 per 
cent. and devices were frequently employed which conoealed their 
true magnitude. 

The size of this spread was partly detern1ined by the heavy 
expenses inourred in 1l0tation. These arose ohielly from the methods 
which had to be pursued in order to ensure that the whole of an issue 
was sold to the publio at a remunerative price, for, especially in the 
early post·war years, the unfamiliarity of foreign securities made 
them diffioult to sell to the American investor. Thus the employ
ment of • bond aalesmen', whose services had been very valuable to 
the issue houses in the llotation of domestio securities before the war, 
became an essential feature of the sale of both domestio and foreign 
seourities. Issue houses also established branches throughout the 
United States and Canada in order to make these issues more readily 
available to emall investors who had formerly held only government 
securities or savings deposits. In addition, a number of the metro
politan banks in the larger cities created special oompanies, oalled 
'securityafllliates', which also sold new,issues allover the country. 
The best known of these companies were the National City Company 
(associated with the National City Bank of New York) and the 
Guaranty Bank (associated with the Guaranty Trust Company of 
New York). These new organizations were not bound by the laws 
that prevented branch banking and were able, therefore, to open 
offices in all the important cities and towns in the United States &8 

well &8 in foreign countries. Incidentally, a large number of the 
bonds sold in this manner found their way into the portfolios of 

• Ct. U,""", 8IaIoo S_ I",,*,..,.,IM 8M V"""" BoMt(W~ 
GoftnUll .... , PrintiDg Odloe, 1933), po '76. 
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small banks all over the country, which appear to have purchased 
them in many cases in order to maxjmize income rather than to 
spread risks or preserve liquidity. , 

Despite the expenses involved, profits from the sale of foreign 
bonds were large, and many foreign countries and corporations 
which might not have done so on their own initiative 'were induced 
to become borrowers in New York in order that such gains might be 
reaJized.1 As time went on new concerns were attracted into this 
business and gross margins gradually diminished. Thus, for example, 
the average margin between the first buying price and the ultimate 
selling price of 110 German loans floated between 1924 and 1930 was 
4·S6 per cent. of the f~ value of the bonds; but between 1924 and 
1926 the average was 0·88 per cent., and from 1927 to 1930 only 
3·62 per cent.· The same was true of loans to other borrowers; com
petition forced issuing houses to reduce their margins and profits fell. 

UniteiJ, Statea, 1920-29: Yie1ds on DCYTM8tic and New Foreign 
BO'IIJ1a' 

Weighted ..., .. - E.,....olllifU .Av .. age yifU ... 
ageyifU ... YifU ... 60 ... ..... I ... eign ..... I ... eign """". 
""'" I ... eign Aigh·g"lad6 do· """". "" .. do· relalWoIy to do-

btmdob mutic """".. muIic """". muIic """". 

P .. ....,. P .. ....,. PoinU P .. ....,. 
1920 7·69 6·88 1-81 131 
1921 7·64 5·79 1-75 130 
1922 6·63 4·94 1-69 134 
1923 6·42 4·98 1-44 129 
1924 6·66 4·85 1-71 136 
1925 6·51 4·72 1-79 138 
1926 6·51 4·60 1·91 141 
1927 6·14 4·47 1·67 137 
1928 6·09 4·49 1-60 136 
1929 6·81 4·69 H2 124 

Average 
1920-29 6·59 4·94 1-65 133 

• United State. Department of Commerce, HG1Jdboo1c ... .A",""""" Utwkr
tDriUng 01 P ... eign 8_iu (Government Printing Office, Wubington, 1930), 
p.44. 

b This is an index of all new forejgn bonda whose yielda at their price of iuue 
are known. 

• Standard Statiatica Co. Index: 15 indDBt:rial bonda, III railroad bonda, III 
publio n~ty bonda, and 15 municipal bonda. 

I See the 8_ Inqv.itoy info u.. 8ale 01 Poreign Btmdo, paeeirn. , 
• See Knczyneki, B"""-,' Profits IrmA G ......... Loono (Waobington, The 

Brookings Inotitntion, 1932). p. 135. It is indicated that these margina -. 
if anything. nnder-eotimated. 
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This decline in the difference between the cost to the borrower and 
the eelling price to the ultimate lender enabled the former to obtain' 
foreign capital more cheaply without reducing the yield received by . 
American investors. 

Rates of interest declined from-the heights- recorded at the end of 
the war, but once the peculiar conditions aBBociatsd with that period 
were passed, they developed a remarkable stability. Even more 
interesting is the unvarying nature of the margin between the yields 
on home and foreign bonds (see preceding table). The weightsd 
average yield on new foreign bonds at their issue price was, over the 
period, some 30 per cent. higher than that on high grade domestio 
bonds. The fact that this margin did not tend to diminish the 
exceptional year of 1929 apart-bears witness to the similarity of 
investors' anticipations throughout the ten years. 

The oonclusion emerges that the faJI in profits from foreign bond 
flotation enabled overseas borrowers to obtain loans more cheaply, 
while, at the same time, investors were willing to subscribe to those 
loans at prices which yielded a fairly constant margin over and above 
the return obtainable from domestio investments. And America was 
investinginoreasing sums abroad. Thefigurea given below, which are 

Total Foreign CapilalI_ offered in Ihe U.S.A., 1919-34' 

N OlIO""" ...".,." RefvAdifIIJ Em""""''''' No. qf No.qf Em"""'" MMitW r_ N ..... A_ u ..... - ...".,." 
I' .. ill ...... ) l.aiII ...... ) < ... iII ...... ) 

1919 · · 85 111 1511 879 892 
19l1O · · 104 80S 4. 106 .97 
1921 · · 118 899 III 89 823 
19211 · · 1511 868 18 99 1M 
1023 · · 18 .08 8 11 .21 
1024. · · Il10 l.211 17 2.e 969 
I_ · · 1M 1.316 ss 240 1,078 
1998 · · !l30 1,288 28 163 1,125 
1927 · · 265 1,571 211 2.1 1,337 
1028 · · 2111 1,'89 28 288 1,261 
1990 · I.e 106 11 35 671 
1930 · · 1211 1,088 20 1811 .9Q5 
1081 · · '1 285 .. - 68 229 
10811 · · 1 88 , 69 29 
1988 · 8 111 2 60 11 
198. · · , 65 , 65 .. 
1985 · · 9 811 9 17 4.5 

• From Moocly'. Jr __ qf I.. . .. ,., 1938. IlIauea for bomI ...... with
in U.e UDited S,""" 0IIII_ ........ ucluded.. 
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published annually by the United States Department of Commerce, 
include only publicly offered long-term issues and make allowances 
for such proportions of these flotations as may have been subscribed 
from abroad; they show clearly the remarkable growth in America's 
foreign investments. 

The amount of new capital subscribed increased in every year from 
1919 to 1927, with the exception of 1923, in which year the occupa
tion of the Ruhr and other political disturbances had violent 
economic repercussions. Refunding was most important in 1919, 
when many war issues became due; but after 1920 an increasing 
number of new foreign issues were offered, the majority of which called 
for new capital. The post-war boom in foreign securities began in 
1924, actually with the successful flotation of the Dawes Loan, and, 
despite a decline in the last year, it continued until 1928. The ten
dency was reversed by the boom on Wall Street which gathered 
momentum in 1928 and was at its height in 1929, a boom whose 
characteristic feature was that it was confined to domestic securities. 
When it collapsed, there was a moderate reviviIJ of foreign issues 
during 1930, but during the depression the figures fell to a small 
fraction of their previous size. 
- This growth of foreign investment did not, moreover, represent 

merely a facet of the general desire of investors to benefit from the 
increasing profitability of industry, for new capital issues on foreign 
account increased not only absolutely but also relatively to new 
domestic investment; 

New Foreign 188'11e8 in the UniteJl, 81ate81l8 a Percentage 0/ Total 
New Capital OJfering8 p,.._.- p,.._. 

1920 • 11 1926 • . 18 
1921 . 15 1927 . .20 
1922 . 15 1928 • 17 

- 1923 . 7 1929 • 7 
1924 • 17 1930 • . 14 
1925 • 17 1931 • 8 

Thus,1923 apart, a larger proportion oftheAmerican capital invested 
through new issues was seeking employment abroad every year from 
the end of the war until 1927. 

During the years prior to 1928 it is thus possible to discern three 
separate but interrelated trends in the American foreign issues 
market. In the first place, there was an increase both in the absolute 
volume of foreign investment and in the proportion of total new 
capital issues whioh were floated on foreign account; secondly, the. 
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margin between the yields obta.ina.ble on foreign a.s opposed to 
domestio investment rema.ined uncha.nged; a.nd thirdly, competition 
between issue houses tended to lower the cost of borrowing, without 
diminishing the a.pparent return to investors. This dords a.mple 
evidence of the inoreasing fa.ith iD the sa.fety of foreign investment 
during these yea.rs. Despite the la.rger proportion of resources whioh 
wa.s direoted a.broa.d, the ra.tee charged on domestio a.nd foreign 
borrowing did not show a. tendenoy to oonverge. The ca.pital ex
ported to Europe, a.bove aJ1 for a.ssisting the stsbiliza.tion of currencies 
a.nd for faoilitsting economio restora.tion, wa.s regarded a.s wisely 
invested, &dVa.nta.geoUB to lender a.nd to borrower a.like. Mea.nwhile 
the efforts of issue houses in a.ppea.ling to a.n ever-widening circle of 

,investors were aooompa.nied by a large mea.sure of suoC8f!8. 
Muoh critioism ha.s been levelled aga.inst America.n issue houses. 

They ha.ve been acoused of soliciting subscriptions to wholly un
worthy issues, of being ooncerned only for their own profits a.nd of 
disregarding the most elementsry preca.utions to ensure that &de
quate proteotion wa.s dorded to the loa.ns whioh pa.ssed through 
their hands. There is, undouptedly, a oerta.in amount of truth in 
many of these aJlega.tions and a number of the criticisms put forward 
before the Sena.te Inquiry were substantiated;. but it would be 
totaJly wrong to rega.rd every importa.nt house a.s involved to an 
equal extent in questiona.ble or unwise tra.nsa.ctions. Some American 
issue houses employed experts of the highest standing to investigate 
financial and economio conditions in particular countries in order to 
ensure as far a.s possible tha.t new loans would be suooessful. The· 
employment of bond salesmen is a practice which is open to abuses, 
but the over-optimietio judgements which were m&de, particularly in 
respect of European loans, were not encouraged solely by those 
responsible for negotiating the issues. 

Stsbiliution loans did, indeed, playa very important pari in p0st
war nMlOvery. and the difficulties with which debtors bve been con
fronted in meeting service payments have been caused chiefly by the 
enormou8 volume of borrowing which was contracted, e.g. by Ger-
many, oJIer 1M gold atmsdard 1Iad '*" reaCcmtJ. The mistake lay in 
the belief tha.t the whole of the economio disorganization resulting 
from the war h&d been overcome once ourrency stsbiliution ha.d 
been achieved. A m&88 of indebteclnam was contracted which it 
was impossible to repay and the economio systems of debtor countries 
became, in many oases. adjusted to an inflow of capital which it 
was optimistioaJly expected would continue indefinitely. The funda
mental reasons why the service olwges on this indebtedness could 
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not be met lay for a large part in the economic structure of the 
United States itself. One factor has already been mentioned, viz. 
the high rates of interest obtainable iD. New York for short-term 
funds which caused an inflow of foreign funds during the boom 
period, thereby creating a demand for dollars which tended to raise 
their price and to increase the. costs to foreigners of making service 
payments to American creditors. Of far greater importance was the 
whole nature ofthe American balance of payments, and in particular 
the markedly favourable balance of trade. 

The Balance of Payments 

United State8: Balance of International Payments 
(S milUonB) 

BIllanc. on MIWement8 Gold and 
OInT"'" of long.,",""" 01""'" capital 01Vf'l'8"M/J 

.ACC<IW1IP Oapital mot>mn<mlB'> M..,.....-

1920-4 +4,945 -2,820 -645 -1,480 
1925-9 +2,220 -2,610 +265 + 125 
1930-4 . +1,510 + 420 -585 -1,345 

• This is the balance on account of merchandise trade, Bilver movements, all 
service items, and interest payments inclnding war·debt receipts. 

b Includes government eapital transactions, short·term capital movements, 
and I errors and omissions' . 

• Excluding Bilver movements. 

In the foregoing table the treDl~ of the balance of international 
payments of the United States is clearly shown. In each five-year 
period large but rapidly diminishing balances on current account had 
to be paid by foreigners to United States citizens. In the first period 
this balance amounted to nearly $5,000 millions, of which over 55 per 
cent. was lent to foreigners and the remainder paid by imports of 
gold and exports of short-term capital. In the second period the 
balance on current account was less than half as large as in the first. 
Exports of long-term. capital were also sm8JIer, but by a very small 
amount, and their total exceeded the balance of income transactions 
by $400 millions, so that, in this period, the United States was an 
importsr of short-term capital and an exportsr of gold. Finally, in 
the third period, when the balance on current account was less than 
a third as la.rge as in 192G-4, the United States was an importer of 
long-term capital. In these circumstances the balance was com
pleted by imports of gold and exports of short-term capital The 
'over-lending' in the middle period was very slight, so that during 
the fifteen yea.rs covered by the table the net amounts lent to 



PM Balana oj InlemationDl Paymen18 oj 1M United Sto.tu, 1919-35' 
(1. tAilliou oJ ddl4n) 

1'/' 1m 1"1 1m 1'''1/11' 1m ,.,. 1m llU I'" 1III!!!! 1'" l'U 11U INS 
~Ow-'-"'--~--W4------------------~~~~-~~~I~-I---1 

L .. ......,... • ~ •• +4.P!! +',tIO +1.J7 +11' +17~!+181 +181 +S!~ + 181 +1,017 + Nl + 78t +~ +~ +111 + 418 + lSI 
.. _0Dd_ • " + 7 +"+ U!;7-a+..:- .-'-.~_" 11- "_7'_"_18 Ji- S • 
• 0 ~0GItIt apaadJr.w. • • • : - ~ _ )60 -400 -~ -NO -:!!! - ::: - HI us _ to. -U6 -~!~ -Ill - 146 - JUt 
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foreigners by the United States were considerably less than the 
export surplus on current account, Thus, despite exports of short
term capital to the extent of $965 millions, the gap was only filled by 
imports of gold to the amount of $2,700 millions, Half these gold 
imports arrived in the single year, 1934, and this trend was continued 
in 1935, when imports of gold and currency (excluding silver) were 
valued at $1,740 millions. One may say that the United States lent 
too much to individual borrowers, but it must nevertheless be remem
bered that her export surplus was so large in the early post-war 
years that the United States was 'underlending' to the extent of 
$400 millions a year up to 1924. A similar tendency is clearly seen 
since 1930 as the result of rather different causes. 

War Debt Payments (Principal and Intereat) to the U.S.A.-
Fiscal yeara 

1918 
1919 
1920 
1921 
1922 
1923 
1924. 
1926 
1926 
1927 
1928 
1929 
1930 
1931 
1932 
1933 
1934. 
1936 , 

..... lUOM 
• 106 
• 327 
• 93 
• 112 
• 68 
• 229 
• 214. 
• 183 
• 196 
, 206 
, 208 

199 
24,0 
236 

• 99 
20 

1 
0,' 

• Moulton and Pasvo!sky. W .... Deb'" oM World Pro8perity (Washington, 
The Brookings Institution, 1932). pp. 4.82-6. 

The above table gives the amounts received by the United States 
Government on account of war debts between 1918 and 1934. 
It is obvious that the difficulties experienoed by foreigners in obtain
ing dollar exchange were considerably increased by the necessity of 
making these payments. It should, however, be noted that the strain 
on the foreign exchanges would have been even greater if war debts 
to the United States had been paid in full, for, even in the years when 
actual payments were large, additional dollar exchange to the value 
of at least $250 millions would have had to have been found to meet 
the full payments. If, as is indeed probable, Americans would have 
been unwilling to lend even Iarger amounts abroad either ~n long- or 
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on short-term, these payments would have been made in gold, and it 
is extremely doubtful that increased gold imports would have foroed 
the United States to assume a less unstable position in regard to her 
foreign balance of payments. 

A word should, perhaps, be said about American imports of gold 
during the last three years. These are the coneequence partly of 
direot action by the United States Government, pa.rtly of the re
patriation by American citizens of their foreign balanoes, and partly 
of the Bight of oapital from certain European countries to the United 
States. Largely as a result of these imports the American banking 
system now possesses cash reserves far in exoess of the legal mini
mum. The Federal Reserve Commission has, however, made use 
of its power to oompel Federal Reserve Banks and Member Banks 
to carry higher reserve ratios, thus lessening the danger of inflation 
from this. source. Secondly, the Treasury has taken direot -action 
to 'sterilize' all purchases of newly mined or imported gold after 
21st December 1936. Finally, the American government has prao
tioally promised, in the 'Gentlemen's Agreement' of the 26th Sep
tember 1936, that it will not further devalue the United States 
dollar in terms of gold. Taken together, these official aotions have 
oonsiderably reduoed the possibility of the enormous inflation in the 
United States which might have been the result of such large gold 
imports. 

The basio situation with regard to the indebtedness to America is 
sufficiently well known by this time to require only the briefest 
comment. Debtors can, in the end, only meet the service payments 
on their borrowings by selling goods or services to their creditors. 
But the United States has continuously pursued a policy which 
would render such payment exceedingly diffioult, and it is not, there
fore, surprising that such a large proportion of the loans made by 
American investors are now in default, or that many equity holdings 
are earning praotioally nothing in dolla.rs; indeed, it is remarkable 
that this did not ooour at an earlier date. New borrowing, especially. 
by European countries, postponed readjustments in the balances of 
debtors and creditors alike and disguised the essentially unstable 
character of the whole situation. Theoontinued increase in the volume 
offoreignlending by the United States may be said to have beenoaused 
by four factors. each ofwhich it laywitbin the power of tbat country to 
oontrol to a oertainextent, vis. the high tariffwhichefl"eotivelyexcluded 
European manufactures, the insistence on the payment of war debta 
which increaaed the me of the transfers to be made, the proclivity 
of the American capital market to attmat short-term balances, and, 

JI( 
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finally, the 'share-pushing' of issue houses which was the result of the 
large profits to be obtained from the flotation of foreign issues. 
Throughout the post-war period, the long-term lending of the United 
States to foreign countries was made on such a sca.le that, in the con
ditions then existing, default became sooner or later inevitable. 
The United States waS lending goods and demanding repayment 
in gold or dolla.rs, and as the prices of these latter in terms of goods 
were forced up by the demands of debtors, the burden of interest 
and sinking-fund charges became more and more onerous. 

By the height of her tariffs and the principles which have governed 
their alteration from time to time the United States has repeatedly 
shown its failure to recognize the part that commodity movements 
must play in maintaining international equilibrium. Under the so
called 'flexible' provisions of the Tariff Act of 1922 the President was 
empowered to move rates of duty withiIi certain limits in order to 
make the costs of imported goods equal to the price at which they 
could be manufactured at home. Such a principle, if it could be put 
into practice and univer!!ally applied, would, of course, annihilate all 
international trade. These powers have not been utilized except to a 
minor extent, but considerations of a similar kind led to the Hawley
Smoot Tariff of 1930, which aroused general resentment abroad and 
hastened reta.liatory restrictions by other countries.1 No small part 
of the defaults of recent years have been caused, more or less directly, 
by this measure alone. 

Enough has already been said of the part that war debts and move
ments of short-term capital have played in bringing about what Mr. 
Secretary Wallace has called 'the mutual insanity of the different 
nations of the world with respect to international trade'. It should, 
nevertheless, be emphasized that certain of the most important 
hindrances to foreign debt payment are being reduced at present. 
Tariff amendments during 1934 repealed the cost-of-production
equaJizing provisions of previous Tariff Acts and envisaged a recipro
ca.llowering of barriers to trade. War-debt payments have practically 
ceased. Short-term ba.la.nces have almost all been repatriated, and 
whether they will be built up again remains problematica.l. As a 
consequence of the default of interest payments by foreign countries, 
the receipts and payments of the United States on foreign account 
are now equalized by capital transfers which are smaller by about 
$200 millions per annum than in 1930-32. 

I 

I See I""'""'""'" E""""";" 1lelolimu, Report of the Commilaion of 
Inquiry into National Policy in International Economio Relationa (Univeraity 
of Minnesota, 1934), pp. 36-8. 
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The outlook is, in fact, considerably improved, although, in the 
fa.ce of heavy gold imports during 1934 and 1935, it may be doubted' 
whether sufficient ha.s yet been a.ccomplished to permit the receipt of 
interest and amortization payments without grave dislocation. The 
devaluation of the dolla.r ha.s made things ea.sier, except in so far a.s 
loans obtained in America. bore oontra.ctual agreements to meet ser
vice payments in foreign 'ourrenoies, and except to those countries 
whose ourrencies have depreciated even more than dolla.rs. 

TIM GeograpMcaJ. Spread o/In!le8tment. 
The direotion of Amerioa.n foreign investment ha.s not been 

restrioted to cert&in zones by politica.l a.ftllia.tions as in the 'oa.se of 
France, nor diverted to any considerable extent into specifio ohannels 
by the ties of Empire a.s was the 0&88 with ala.rge part of the British 
exports of ca.pital. But other important factors, not always of a 
striotly economio ohara.cter, have tended to favour investment in 
oerta.in regions and to discourage it in others. 

Before the' war, of t!J.e $2,600 millions odd of foreign securities 
held in the United States, some S1,200 millions represented loans to 
Cuba, Mexioo, and various Central Amerioa.n republics; $750 millions 
were invested in Canada; of the rest, Europe had absorbed only 
$350 millions.1 Proximity had influenoed the direction of ca.pital 
exports, and a large part of the investment had taken pla.ce within 
the Amerioa.n oontinent, both because of the specia.lized knowledge 
whioh was available with respect to this region, and a.lso as a result 
of definite governmental pressure. Central America. and the Carib
bean Ielands were treated a.s a sphere of specia.l interest to the 
United States. Investment there was encouraged for a variety of 

. reasons by the State Department, and the politica.l factor was esp8-
cia.lly in evidence during tile first deoa.de of this century, when tile era 
of financial imperiaJism, known as • dollar diploma.cy' and linked willi 
the name of Secretary KnOll:, was at its height. To quote Professor 
Angell:-

• In the general CaribhMn a.re.--here understood broadly, taken 118 

running from Mexico to the northern oountries of South Ameri-u.e 
motive frequently et&ted by offioiala fur the uercisa of dollar diplomaoy 
was a desire to free the oountriee ooncerned from their financial dependence 
on Europe, which incidentally tbrestsned the Monroe Doctrine. Aotually, 
not only there bu' aIao in other pens of the world, the chief motive in 
thoee yeara was the desire to expand the financial influence of the United 

l See abo ..... p. lIS. 
• J. W. AngeU. Pl ••• ei .. 1 bmp PoMr 01 1M u.,;w s... (New York. 

The OoWlail on Foreip ReIa,,- 19S5), 1'- 77. 
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States, both for the sake of its political eonsequences in the regions directly 
affected and elsewhere, and for the sake of business profits &8 suoh.' 

Domination over these regions was aooompanied in the pre-war 
period by many chauvinistio acts which left little doubt as to the 
connexion between economic and political penetration. The pro
cla.mation of the right of the United States to interfere in Cuban 
affairs in order to 'maintain a government which can protect life, 
property and individual liberty'; the landing of troops on Mexican 
territory; and the general championship of GiviB AmeriC4nll8 in parli
In.ta peregrinia were designed to free these territories from dependence 
upon European countries, to ensure the furtherance of political am
bitions, and to protect profits. Nevertheless, such actions have 
served to reveal and check the tendency towards imperialism rather 
than to foster it. The war was not the signal for the amicable settling 
of a.Il these disputes-the intervention in Nicaragua and the occupa
tion of Haiti (accompanied by martial law from 1916 until 1931)' 
might indeed be taken as evidence to the contrary-but the amount 
of attention paid to the disturbances has sometiines masked the fact 
that there has been a very definite movement towards recognition of 
the 'right of national self-determination'. Undoubtedly such policies 
belong primarily to the past and, although statements such as that 
of President Coolidge that 'the person and property of a citizen are 
part of the general domain of the nation, even when abroad' may 
have served to attract certain quantities of capital into Central 
America, this represents but a sma.Il proportion of the total volume 
of foreign investment which has been undertaken by the United States 
during the past fifteen years; investments in Mexico, in particuIar, 
have been regarded with well-merited distrust by American investors. 

It is in Europe that the Iargest and most important body of Ameri
can investment has been made, and therein lies, perhaps, the funda
mental paradox of post-war international finance. The United States 
has remained aloof from European politics, but has increased very 
considerably her financial interest in European conditions. This 
peculiar, and one might almost say, impossible dichotomy of opinion 
has been at the root of many misunderstandings, of which the con
troversy with regard to war-debt payments has not been the 1east 
important. 

Recognition of the fact that economic and political interests can 
never be completely separated was contained in a public announce
ment made by the Department of State on the 3rd March 1922, part 
of which read: 

'The flotations of foreign bond issues in the American market an assom-
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ing an inore&&ing import&nce. and on &ocount of the bea.ring of suoh oper&
tiona upon the proper oonduct of foreign affa.irs. it is hoped th&t Amarlem 
CODoerna whioh coDtempi&te ma.king foreign le&ne will inform the State 
Dep&rtment in due time of the essential f&ets and subsequent develop
ments of import&nce .••• Responsible ba.nkers will be competent to deter
mine what information they should furnish and when it should be supplied. ' 
.•. The Department of State cannot of course require Amerlem ba.nkers to 
consult it •••• The Department believes that in view of the possible national 
interests involved. it should have the opportunity of sa.ying to the under
writers concerned. should it appear advisa.ble to do so. th&t there is or is not 
objection to any partioule.r issue.' 

Although nominaJIy a request. bankers were bound in their own 
interest& to aocept this 68 a oommand. and. with a few negligible 
exceptions. every foreign loan floated since that date he.s bad the 
approval of the United States Government at lee.st to the extent that 
they have' Been no objeotion' to it. The principal use of the power 
of veto in early ye&l'B WM to ensure that wa.r-debt paymenta were 
made or funding agreements reached. Within six months of the 
announcement a projeoted loan of $176 millions to Roumani& W68 

prosoribed until such time 68 an agreement should have been re&ehed 
with respect to war debts. Further loans to France were forbidden 
at the beginning of 1926 until the French Ambe.ssa.dor at Wa.shing
ton had signed a plan negotiated with the American World Wa.r Debt 
Funding Commission. Debt-funding oommissions were immediately 
dispatched by Belgium and Italy upon the threat of eimila.r action. 
In this way. the power to control new lending put private American 
investors in a worse rather than a better position. because it gave 
preferential treatment to the claims of their Government upon 
foreign debtors. 

But exports of capital from the United States have gone not only 
to Europe but to every oountry in the world. Details of the dis
tribution of the moet important item in these exports. new foreign 
issues, a.re given on the next page. 

The principal recipients. Europe. Can&de.. and Latin Amerio&, have 
none of them benefited from a steady inflow of capital from the 
United States, and there have been major changes in the direction of 
investment on IIIlveraJ oooa.sions. European borrowing we.sla.rgest in 
the immediate poet-war ye&rs and then again from 1924, until 1928, 
the steadies' stream of capital into Latin America OObWled from 
1928 onwards, and Can&de. proved most attractive as a field for 
investment in 1929. 

Europe had, of course. been borrowing heavily in the United States 
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during the WILl' and this was continued in the early post-WILl' yelL1'8 
by the granting of credits for relief an~ rehabilitation purposes. But 
such investment fell off to a marked extent between 1921 and 1923 
during the period of the most violent currency fluctuations. Between 
'the beginning of 1921 and the end of 1924 some 62 per cent. of the' 
capital exports to Europe were on account of countries which were 
themselves creditors of some standing.l In the following period, 
from 1925 to 1928, however, despite the fact that new issues on 
European account had more than doubled, the volume of issues made 
on behalf of these countries was 1ef!S than half as great as in the pre
ceding three y8&1'8, and the percentage taken by them of the tOtal 
issues of European borrowers fell from 62 to 11. After the successful 
flotation of the Dawes Loan'in 1924, Amerioan activity and resources 
were concentrated on attempts to restore economic equilibrium in the 
countries which had suffered most severely from the WILl'. 

Pe:rcentage DistributMn by GeograpkirnJ Areas 01 net Numinal OapitoJ, 
obtained tkrcntgk 188'Ue8 publicly oJle:red in the U.S.A •• 

Ewropo OrmtJila LJUn, .America BooI of II •• W .... /d 

1920 · · 49·7 37·0 9·9 3·4 
1921 · · 26-1 31·0 36·8 7·1 
1922 · 27'7 22·0 29'3 21·0 
1923 · 25·7 28·6 27·2 18·6 
1924 · · 54·3 15·7 19·3 10·7 
1925 · · 58·5 12·7 14·7 14·1 
1926 · · 43·0 20·1 32·7 4·2 
1927 · · 43·2 17·7 25·4 13·7 
1928 · · 47·8 14·8 26·4 11·0 
1929 · ,0., 21-1 43·1 26·1 9·7 
1930 · · 40·1 30·8 22·0 1-1 
1931 · 34·0 54'8 1·4 UH 
1932 · · .. 100·0 .. .. 
1933 · · 32·3 50·4 17·3 .. 
1934 · · No new caPij issued 
1935 · · .. 94·ll 0·4 5·4 

• Figures for 192G-9 derived from United State. Department of Com· 
merce, Htmdboolo; "".A ............ Ufl<lenDriUtag of F ..... S..,....;Jiu, pp.lll-ll; for 
193G-4 from League of Nationa, B~ of PayTMt0f.8, 1931 ,.,..j 1932, and 
1934; and for 1936, from the United State. Department of Commerce Bulletin, 
TM Balance of 11IIemGtional PayTMt0f.8 ofllN Uniled Slala ito 1936, p. 54. 

That so much United States capital was invested in Europe was 
the result of a general consensus of opinion that it would prove tre
mendously beneficia.l, not merely, to the borrowers oonoemed, but 
to the whole world. The Dawes Loan itself was preceded not only by 

1 Via. Great Britain, Franoe, Belgium, Sweden, Bolland, and SwitHrland. 
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solicitation from the Germa.n Government to the Amerioan banking 
hoU88B. but alSo by communications from the heads of the various 
allied governments. In the formulation of the accompanying plan 
the United States took an important part. The State Department 
did everything in its power to ens~ the 8U0Olll!8 of the League Loans. 
especially those to Austria and Greece. and the Secretary of the 
Treasury released various liens on publio assets in order that they 
might be pledged as. seourity for the new issues. A series of C):edits 
was arranged by the Federal Reserve Bank to facilitate the restora
tion of the gold standard in European countries. and Poland. C>.uIoho
slovakia. Italy. and France took advantage of these offers. The 
response of Amerioan investors was immediate. By the end of 1930 
private investments in Europe totalled nearly $5.000 millions. Ger
many was. of course. the largest single debtor-to the amount of some 
$1.'21 millions on long-term-her borrowing being partly dictated 
by the payments she had to make for reparations. Once the mark had 
been stabilized Amerioan capital poured into the country. This con
tinued for several years. but by 1927 some doubts of Germany's 
capacity to pay began to be expressed. Although. therefore. a large 
part of the loans to Europe were made in order to provide the foreign 
exohange With whioh bank _ could be increased and currency 
fluotuations stopped. the stability so obtained unfortunately attracted 
more and more capital in the belief that no further diffioulties could 
impair the ability of debtors to meet interest and amortization 
payments. 

The loans made under the auspices of the League of Nations 
between 1923 and 1928 were well received in the United States. The 
fact that there' was international supervision and control over the uses 
to whioh the loans'were put. and the general consensus of opinion 
that without suoh loans stable economio conditions in Europe would 
be impossible, rendered them partioularly attractive to American 
investors. As the table on page 18' showe, United States investors 
subscribed a part of all the League Loans except those to Danzig. 
whioh were issued in very apeciaI ciroumstanoea.. Unfortunately. 
moat of these loans are now in default, and have therefore been 
se~ criticized by American holders. For this the League is not 
wholly to blame. Despite the moat careful investigation before the 
loans were granted and. in moat oases. continued supervision ever 
since. the League officialS could not prevent new and more diffioult 
situations from arising. It is sufficiently obvious that the countries 
receiving these loans could not have carried on without them; bu'it 
is not nearly eo certain that the subsequent loans floated abroad, 
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League LoaM 1923-8· 

Sulnoribed ito U.S.A. 

A.mount P ... ....c.o/ 
N fIImtJ 0/"""" ($ miUiotl8) total 

Austrian, 1923 . · 25·0 15-1 
Hungarian, 1924 . · 9·0 13·3 
Greek (Refugee), 1924 · H·O 16·0 
Danzig (Mortgage), 1925 · · . . .. 
Bulgarian (Refugee), 1926 .. 4·5 29-1 
Danzig (Tobacco), 1927 . . .. 
Estonian, 1927 .. 4·0 53·0 
Greek (Stabilization), 1928 · 15·0 40·0 
Bulgarian (Stabilization), 1928 9·0 33·3 

Total . . · · 77·5 19·1 

• ThVrd A.nnual RepqrI of the Leagne Loans Committee (London), 1935. 

after compara.tive prosperity had been established with the help of 
a.Lea.gue Loan, were either as necessary or as useful as their promoters 
maintained. IB fact, they were definitely harmful, in that they gave 
these countries supplies of capiW to which their economic systems 
only became adjusted after several years, and which ceased almost 
as soon as that adjustment had taken pla.ce. Each loan made by 
Americans to Europe after the war could probably be justified· by 
itself; it was the cumulative effect of these loans which was harmful, 
and which made ultimate default unavoidable. . 

The financing of Latin America has undergone several important 
changes since before the war. Most of the capiW imported was 
formerly of European origin, but between 1914 and 1920 the Latin 
American cOuntries could look toNew York alone for fresh funds, and 
over a large part of the post-war period it has been cheaper for most 
of them to borrow there rather than in Great Britain.' The flow of 
United States capiW into South America has been erratic, but apart 
from the year 1921, during which investment in other parts of the 
world, and especially in Europe, was limited, the steadiest increase in 
United States holdings occurred from 1926 onwards. Private invest
ments by the United States in South America doubled between 1925 
and 1930. 

The largest single debtor of the United States is Canada, where . 
American investments amounted to nearly 14,000 millions in 1930. 
The causes of the post-war increase in this indebtedness -require 
little explanation: proximity has undoubtedly been an important 

. factor, and the technical facilities for the estabIishment of new firms, 
I See above, pp. 136-8. 
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together with the Ca.nadian ta.riff policy, and, latterly, the prefer
ences given to Ca.na.dian goods in Empire markets, have all furthered 
auoh movements of capital. Even so, the volume of investment in 
Canada ha.s been of surprising magnitude, and the extent to which 
the United States ha.s displa.ced Great Brita.iil a.s a source of ca.pital 
for Canada oa.n be gauged from the faot that, wherea.s before the 
war between 80 and 90 per cent. of all imported capital ca.me from 
London, since the war only some 4 per cent. ha.s been of British origin, 
although borrowings in London ha.ve tended to increa.se slightly 
since 1932. The oharaoter of that investment is disoussed below; the 
important point is that Cana.dia.n borrowing wa.s at its maximum 

'in 1929 during the New York boom, when new ca.pital issues in the 
United States on oversea.s aooount were about half a.s la.rge a.s in 1928. 
In oontra.st to other pa.rts of the·world where boom conditions in 
the United States tended to exert a deflationary effect, the spread 
of the boom &Ol'OBB the border had results similar in Ca.na.da to those 
which were experienced in the United States. This W&B beca.use the 
exports of oapital largely took the form of direct investments by 
Amerioa.n enterprises. 

Further consideration of the geographioaJ distribution of America.n 
investment oa.nnot conveniently be made apart from the nature of 
the enterprises in which oa.pital ha.s been plaoed and the general 
cha.ra.oter of that investment. It does not suffice to consider the 
spread of Amerioa.n resources between different countries alone, for 
in many 0&BeB this would give a false impression of that investment, 
which h&B frequently been restrioted to a narrow range of enterprises. 

TAe OltaracW o/llle 1 nlJe8imem. , 
Amerioa.n holdings of foreign securities are frequently cl&BBi.6.ed 

as 'direct' or 'portfolio' investments. • Direct' investments are the 
foreign security holdings of United Sta.tes industrial and commeroia.l 
corporations which, in 80 far &B they possess a majority interest, 
thereby uert control over foreign aubsidiaries; 'portfolio' invest
ments are the foreign security holdings of private individua.la, inaur
ance companies, investment trusts, and the like. Foreign government 
loans are not included &B direct investments, which therefore consist 
of Amerioan-owned properties, publio utilities, puroha.sing agencies, 
and raw material developments in other countries.1 Thus, broadly 
speaking. the direct investments of industry and commeroe re~t 

I See the United Sta"" De~' of 00_ Trade IDformaQon 
BuIlMiDl, Noe. 131 .... d 181: .d..,...;= Dind I" I ....... FONiga 0 .. ,,-. 
1930, IoIld ... 6 .. BIfi ..... oJ ... ..,...; ••• 1ft I _ ........... 1831. 
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United Statu: Private Ztmg-term inIIIJe8tments abroad, December, 193(}O 
, \ (S millions) 

PMVolw In .......... 

(JDMlU4,&ent Gn4 ~ p.,. -... ~ imuI- Pr0- M ...... C::;/J 
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B...". 
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80 85 0"" 
Denmark. · 1. 100 .. " • 168 18' 1-2 
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7 17 0·1 • 
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0..... • 10 .. · . 2"< 'i8 60 

.8 53 0·8 
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52 28 i09 
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Luxembourrl: 1 
"7 

.. ... .. 7 7 • i=l N ethedaoda " . ~ i' • .9 122 166 
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Polan • 53 .. 177 1-1 
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Saar Territory · .... .. .. .. 8 8 

0:0 Spain • · 8 · . .. .. 
ii4 

8 95 
Sweden • 19 SO .. .. . . 264 278. 1-7 
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Tur~. : 

,. 
i4' 

.. .. .. .. .. H 0·1 
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1 .. 
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iS6 

.. .. . .. m ISO 0·8 
Dutch B. IDdieI 66 .. . . .. .. 201 1·8 
lodl& 89 .. .. .. .. .. . . 89 U 
Izaq • • • iet .. 'oS iO iii iSs • f. J:r,: . . .2 .. W 
P eatlne, SYria, 

7 7 Cyprua. • . . .. .. .. .. . . .. 
Persia . • 1 '05 .. " 'i '1 • '85 1 

i:l PhIlIppinea 82 .. 107 

1'oIaI AoIa 420 862 .. .7 18 168 608 1,028 .6'6 

0 ..... 1<1 
Australia and 

New Zealand • 166 162 65 85 .. • 264 419 1-7 

Tot&iOoeaDla · 166 162 65 86 .. S 264 419 .-7 

NtwfhA_ 

Caaada UDdiand} 1,04&! 298 888 109 451 6B8 1,869 nS,842 26' • 
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Total North 

~ 26·2 Amerl .. 2,049 822 888 '61 6B8 1,808 I,IMI 

• League or Na~ 1JaI.4wtw 0/ ~. 1-. p. 178. 
b Dand &ton1&. IAt.tvla. l.Jthuanla. 
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United Stales: Private long-term intJe8tmentB abroad, 
Deumb/!/l', 1930 (Oom'Il.) 

(I millions) 
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the ownership of foreign branch-factories and subsidiary organiza
tions, which are not merely financed with American capital, but also 
controlled and managed from within the United States. Such hold
ings largely consist of those equities which carry voting rights. 

The distribution of United States investments abroad at their 
maximum in 1930 is shown in the tables on pp. 186-7. At the end 
of 1930 almost exactly half of the foreign investments of the United 
States were direct and half portfolio-$7,841 millions in the former 
category and $7,834 millions in the latter. It will generally be 
found that in the more highly developed and industrialized areas of 
the world portfolio investments have tended to predominate, and 
that in agricultural and primary-producing countries the reverse has 
been true, though there are important exceptions to this generaliza
tion. Investment in European countries, with the important excep
tion of Great Britain, has been very largely portfolio, whereas in 
Latin America and in Canada direct holdings have formed the greater 
part of the total. Thus nearly three-quarters of the enterprises 
abroad which are controlled from within the United States are to 
be found in the Americas. ' 

The growth of direct inveStment in other countries refiects the 
desire of United States undertakings to obtain control of similar 
organizations abroad. About 1,500 branch factories in foreign lands 

, are owned in the United States, and it is interesting to note that 
over 70 per cent. of the total direct investment in foreign manufac
turing industries is in concerns in which the American equity holding 
exceeds half the total issued capital. On the other hand, there are 
very few foreign concerns 'whose capital is completely held within 
the United "States, largely because of legal difficulties which fre
quently confront organizations of this type. Equity interests have 
been readily acquired if control could be obtained thereby, but the 
American investor has shown a marked reluctance to acquire indus
trial securities without voting rights. Many devices have been 
adopted in order to secure control, especially the acquisition of 
patent rights, and the purchase of blocks of securities previously 
issued on foreign stock exchanges. The penetration of American 
ownership has been particularly marked in certain industries such 
as transport, petroleum, and mining. 

The table opposite contains an estimate of the distribution of 
, American foreign investments as between different types of holdings 
in 1930. It should be remembered that the values of direct and 
portfolio investmenta were approximately equal at that time, as has 
been shown above. Of the portfolio investments, about 63 per cent. 



THE CREDITORS-THE UNITED STATES 189 

are represented by holdings of foreign government securities, issues of 
public utility underta.kings account for 8 per cent. of the tot&!, rail
roads for 6 per cent., and bA.nking and (lredit companies for I) per cent. 
A comparison of the first and second columns of the table shows 
that investment in manufacturing industries' and in the petroleum 
and mining industries is mainIy direct; investment in banking and 
credit companies is chiefly portfolio, and that the pulp and paper in
dustry seems to have attracted both kind,s of investment in almost 
equa.! proportions. 

United SI.ata: DiBlribution 0/ Private Long-term Intle8tments Abroad, 
1930 

p~. tn.woIod 

Kmdo/"""""-' DO,..., PortfolM Totol 

Government aeountiea, 
National · · · · · .. 42 1Il 
Provinoial · · · · .. 11 8 
Municipal · · · .. 10 Ii 

Commeroe and transport · · 22 15" 18 
Manufacturing induatriea · · 20 4" 12 
Petroleum It · · 111 1 8 
Mining .. · · · 111 I 8 
~oulture · III 4· 8 
DIStributing agentll • · II .. 3 
~~,:d paper induatriea • · · 4 S 8 
B . g and medit oompaniea · · 1 Ii S 
Miaoellaneoua · · · • · 8 3 II 

100 100 100 

" Publio utilitiea 8, railroada 8, IteImabipal. 
" Iron.· and .toeI I, match indaaU7 I, ohemioal indaatri.. 0·6, eloctrioal 

induatri .. 0'11. 
• Sugar S. 

The epread of United States ownership acrosa the border into 
Canada haa taken place on a tremendous scale. The paper and pulp 
industry baa virtually migrated from the one oountry to the other; 
more than ha.If of the newsprint used in the United States is produoed 
in Canada, and a large proportion of this Canadian industry is oon
trolled by United States capital. Direct investments in other manu
factures amount to more than $500 millions, and this is concentrated 
espeoiaIly in industries produoing agrioultural and industria.! machi
nery, motor oars, and electrical goods. Muoh of this investment baa 
been stimulated by the CanadilYl tariff, and United States manufao.. 
turera have a.Iso established plants in that oo~try in order to take 
advantage of the prefereDoes granted tQ Canadjan exporis by Empire 
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countries. Public utilities have received nearly $1,000 millions of 
United States capita.!. There is, in fact, almost no a.ctivity in Canada 
and Newfoundland which hSB not obtained some capita.! from the 
United States, and throughout almost the whole of the post-war 
period it hSB been cheaper for Ca.na.dia.n public authorities to borrow 
'in New York rather than in London. 

Statistics of United ~tates investments in Ca.na.da. are given below. 

United Sf4te8 Inveatment8 i1l Oanada, Ja1VlU.M7/, 1931-
S milIioDS 

Government securities (Dominion, provinoiaJ, and municipal). 826 
Railways • • • 806 
Other publio utilities . • 667 

'Pulp, paper, and lumber . • '78 
Mining. • • IU 
Metal industries . • 601 
All other industries. ., . • 288 
Trading establishments • 170 
Finanoe and Insuranoe • 161 
Land and ¥ortgage • 98 

Total ,,108 
- Estimates of the Canadia.n Bureau of Statistios. 

. In Europe, on the other hand, only in Great Britain have AmeriOan 
direct investments exceeded portfolio holdings, over one-third of the 
enterprises controlled by the United States in the whole continent 
being in the United Kingdom. The borrowings of public authorities 
since the war have been the chief factor in the preponderance of the 
portfolio clSBs of capita.! exports_ In Germany, for insta.nce, portfolio 
holdings amounted in 1930 to $1,177 millions, of which $801 millions 
represented "securities of the National Government, States, munici
palities, and corporations which were governmentally guaranteed, 
and only $376 millions the borrowing of private corporations. In 
France $300 millions WSB invested in public and semi-public bodies 
and only $10 millions of the portfolio holdings were in private 
corporations; in Norway' $169 millions were public SB against $22 
millions private; and in Sweden a large part of the borrowing by 
private corporations represented issues raised by the Swedish Match 
Company, which WSB in turn a lender to European governments. 
In lta.!y public utilities absorbed a large part of the American capita.! 
invested there. About $700 millions 'of the direct investment in 
Europe W8B in manufacturing concerns and $230 millions in petr0-
leum, especia.lly in distributing agencies. The manufacturing indus
tries chie.fly favoured were those producing motor-ca.rs and e1ectrica.l, 
telephone, and wireless apparatus. The most striking feature of the 
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whole export of United States oapital to Europe was the high pro
portion absorbed by publio authorities. Securities which bore a 
fixed rate of interest were preferred, largely in the belief that such 
investment was safer than equity holdings--a. belief which was 
somewhat (but not altogether).ill':l8Ory, as later developments have 
shown. 

United States investments in Central America before the war 
were almost entirely direct, and investment of all types has been on 
a much sma.ller scale in recent years. Cuba has absorbed a very large 
part of this capital. It is estimated that about li3 per cent. of this 
investment is in the sugar industry, 10 per cent. in .real estate, 8 per 
oent. in railroads, 7 per cent. in publio utility undertakings, and 
12 per oent. in government seourities. The remainder is spread over 
aU the other industries of the oountry. In Mexico, petroleum wells 
and refineries have absorbed 27 per oent. of the total American 
capital invested. Other important fiNds of investment in Mexico 
have been mines (23 per cent.), railways (18 per oent.), and real estate 
(14 per oent.). The destruotion of property and the proc1emation of 
decrees nationaJizing various assets have rendered the future of that 
investment very problematical. Investments by private individuals 
and corporations in other Central American countries have been of 
relatively sma.ll amount. In Panama and the Canal ZOJl.e very large 
sums have been invested by the United States Government in the 
Canal itself, in railways, hospitals, and various publio utility enter
prises. In Guatemala, Costa Rica, and several other countries large 
direct investments have been made in reoent years by the United 
Fruit Company. 

Investments in South America have been principally in govern
ment and publio utility securities i but direct investments in raw 
material producing industries have also been important. More than 
one-half of the American investment in Argentina is represented 
by the borrowings of the federal, provincial, and municipal govern
ments. Of the remainder, 40 per oent. is in publio utilities and 20 per 
oent. in manufacturing industries. About 40 per oent. of the $700 
millions invested in Chile is in government and municipal bonds, 
and a further 40 per oent. is directly invested in copper and nitrate 
produotion. In Brun, most of the portfolio investment is in govern
ment obligations, and recent direct investment has been largely 
conoentrated in publio utility undertakings. The larger part of the 
direct holdings in Colombia are in petroleum, but mining and banana 
produotion have also absorbed considerable amounlll i 84 per oent. 
of the portfolio holdings 11ft) government and municipal bonds. In 
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Venezuela., 97 per cent. of the direct investments are in petroleum, 
of which commodity that country is now one of the world's principal 
produqers, and there has also been some investment in railways. 
In Peru, American investors have been interested chiefly in minerals 
and petroleum, and in Bolivia, in miningo In Uruguay, about two
thirds of the United States investment is in government and muni
cipal securities; direct investments have been made in meat packing 
and public utilities. Over 40 per cent. of the investment in South 
America is, then, in government and municipal obligations; of the 
remainder, large amounts have been absorbed in public utilities, 
petroleum production, and mining. This ~bution is typical of 
American investment in most parts of the world. 

In other countries, United States capital has been employed prin
cipally in the production of raw materials or in subsidiary manu
facturing pIants where high tariffs or other barriers to trade make it 
difficult to supply commodities by the ordinary channels. Mining in 
South Africa, rubber in the NetherIands East Indies, and agricultural 
production in China have utilized considerable BumS as have manu
facturing in Japan and AustraIasia and public utilities in the more 
highly developed parts of Asia. But the investment of the United 
States in areas other than Europe or the New World has been small 
compared to that of Great Britain. The British Empire (Canada and 
Australia apart) has remained the preserve of British capital. Such 
American investment as has taken pla.ce within its boundaries has 
been very largely in the form of direct investments by United States 
enterprises which wished to establish subsidiary concerns to supply 
the Empire market with products that it would be uneconomical to 
import from America. 

As will have appeared from the above, there are two factors which 
have profoundly influenced the character of the foreign investment 
of the United States. Where the risks attached to lending seemed to 
be high, as was the case with investments in Europe, there has been 
a marked preference for fixed-interest-bearing securities, and loans 
to public authorities have been by far tile most important type of 
investment. Capital .exports to most other parts of the world (and, 
to a lesser extent, to Europe) have been dictated by the desire of 
American companies to obtain control of concerns which would 
otherwise be their competitors in other countries, and by the impossi
bility of continuing business in many countries unless goods could 
be manufactured locally and sold as domestic produce. Direct in
vestments have been largely concentrated in a few particular lines 
of activity, and in many coun~es these have formed the larger part 
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of the Amerioa.n ca.pital employed. Examples of this tendency are 
afforded by the investments of the International Telephone and 
Telegraph Company, whioh has Bubsidiaries in nearly every country 
of the world, of the General Electrio Company, of the Standard Oil 
Company of New Jersey, whioh ~ indirectly responsible for a large 
part of the $1,115 millions invested abroad in petroleum, of the 
firms whioh control the Canadian pulp and paper industry, of 
General Motors and Ford, and of Amerioa.n publio utility conoerns 
whioh control similar enterprises in all parts of the world. 

The private Amerioa.n investor, as distinot from the big interna
tional conoern, has shown a marked preferenoe for fixed-intere!Jt;. 
bearing seourities rather than for those whose yield is variable. He has, 
that is to 8&Y, been a lender rather than an investor, using the words 
in their narrower sense. It is improbable that the private citizens of 
any large international creditor country have ever shown suoh a 
decided unwillingneBB to subscribe to foreign equity issues. Between 
1921 and 1924 the volume of publio offerings of preferenoe and 
ordinary she.res on overseas aooount amounted to 1_ than half of 
one per oent. of the issues of bonds and notes, and, of the fixed-intere!Jt;. 
bea.ring obligations, those for governments and munioipalities were 
about three times as large as those for industry. From 1925 to 1929 
this aversion W&B 1_ marked: equity flotations rose to 21 per oent. 
of new foreign issues in 1929-whioh W&B, however, a year of deoree.sed 
oapital exports-and at the se.me time indUBtrial bond issues in
creased relatively to those for governments and munioipalities, 
eneeding them in 1928 and 1929. Even in this respect 1929 W&B 

an exoeptional year. The Wall Street boom W&B almost entirely in 
equities, and this affected foreign issues to a oerte.in extent, particu
larly those of Canadian borrowers. In 1930 the movement W&B again 
reversed, equities falling to 4. per oent. of new foreign issues and 
official bodies obtaining larger loans than indnstry. 

This preponderanoe of bonds and debentures among the DeW' 

issues floated on the American oapital market may appear to be 
irreoonoilable with the picture whioh has been drawn of that coun
try'a she.reholding in a vast number of commercial and induatrie.l 
undertakinga abroad. In the first plaoe, however, a very large pr0-

portion of the direct inveatments of the United States were acquireIl 
through the purohaae of oonoerns whioh had already been established 
in other countries. Corporations have not usually sought; too obtain 
the oapital with whioh too establish subsidiary ent.erpriIB by 
appealingdirectJytothegeneralpubliobymeBllllofano.& Baieaae: 
they have ~ded inatee.d too purohaae flourishing undertakinga or too 

o 
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lease patent rights in order to obtain majority interests. Such pur
chases of foreign enterprises have usually been financed by the issue 
of additional obligations by the American holding company. In the 
second place, American companies which wished to operate in coun
tri~where there were no established concerns in their particular line 
of bueiness have frequently' found it less expensive and more con
venient to finance overseas expansion in a similar roundabout man
ner. This was particularly the case during the boom years, when 
appeals to the public were most fruitful if equities in American under
ta.kings were offered. A considerable part of the direct investment 
abroad has thus taken place without the flotation of foreign issues. 
Thirdly, certain of the most important corporations have been able 
to finance a considerable part of their foreign development without 
having any recourse to the capital market. The petroleum combines 
in particular have been practically independent of new issues, since 
the funds for both domestic and external expansion could be taken 
from large' accumulated reserves. Lastly, during the post-war years 
portfolio have been increasing more rapidly than direct investments, 
principally on account of the heavy borrowing of European publio 
authorities. A consider~ble part of the direct investments abroad 
were made before the war, and probably not less than $3,000 mil
lions was exported for this purpose between 1914 and 1922. 

The character of United States investment has thus resulted in a 
narrower diversification of resources than might be expected. Loans 
to European governments and municipalities have been by fur the 
most typica.l form of capital exports since the war. Secondly, invest
mentin subsidiary industrial and commercial undertakings in Canada., 
Latin America, and elsewhere has taken place on a considerable sca.le 
without the flotation of foreign issues. Thirdly, public utilities have 
proved attractive since they appeared to promiss a dependable rate 
of return. The distribution of American foreign investments was 
narrow in an industrial rather than a geographica.l sense, although 
the latter is also very important. It was the result of two desires 
which have conditioned almost the whole of the post-war capital 
exports of the United States-to assist Europe to recover from the 
aftermath of the war and to obtain monopolistic control of certain 
qpsential goods and services through the expansion of American cor
porations. In the one case, little attention was paid to the ability of 
Europe to meet the interest on her borrowings in the form of goods 
and services; in the other, the restricted number of commodities 
involved rendered that investment more vulnerable in the face of a 
fall in prices. 
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Recem Legislation.. 
Publio sentiment in the United States has been roused by the de

fault on interest payments by a very large number of foreign debtors,l 
and steps have been taken by recent Aots of Congress to prevent such 
a situation from arising in future._ This legisl&.tion takes the form of 
attempts to regulate both the activities of issue houses and specula
tion on the stock exchanges, and its most important features are 
contained in four Aots passed in 1933 and 1934. 

The Banking Aot of 1933 foroed all banks who wished to insure 
their deposits with the Federal Deposit Insurance Corporation to 
discontinue their investment banking activities and to sever their 
connexions with any • seourity a.fillia.tes'.. Among the more impor
tant New York firms which have abandoned their securities business 
are the National City Bank, the Guaranty Trust Company, J. P. 
Morgan & Co., Drexel & Co., Brown Brothers, and Harriman & Co. 
Others who abandoned their bA.nking business and beoame issue hoUBes 
include Kuhn, Loeb & Co., Speyer & Co., and Dillon, Read & Co.· 

This Aot also gave certain additional powers to the Federal Reserve 
Board which may be summarized as follows: 

1. (a) The Federal Reserve Board is given supervisory control over 
all relations between Federal Reserve Banks and foreign 
banks or bankers. 

(6) Any negotiations between Federal Reserve Banks and 
foreign banks must receive the prior permission of the 
Federal Reserve Board. 

(e) The Federal Reserve Board may be represented at such 
negotiations, and, in any oaae, must receive special reports 
of the progress of the negotiations. 

J. TheFederalReserveBoardisgivenpowertomakeregu1ations 
governing the relations between Member Banks and foreign 
nationals who wish to make 10&118 on the Stock Ex~. 

The Securities Aot of 1933 was framed when the pssion fur reform 
was at its height. 

'The purpoees of the Seoariti .. Aot of 1933 are to make available to 
him [the inge&tor] oomplote aDd truthful information from which he may 

1 The u.. IoDd distribution of th_ defauU. are diaa1l888d below, Chap. 
XIV, in lOme d"tail. 

• All Federal RMarve Member BUlb IoDd all banb which are _tabliahed 
with ill" aid of iIle F .D.I.C. are GOIIlpe11ed to iDaure iIleir deposita; other 
banb may do 10 by oooforming to eertain ngulatioDa. ~ ibM ihe;r 
ahall allow the F .D.l.c. to iDapeo$ iIleir boob. 

• Maddeo IoDd Nadler, TIM 1 ___ -' JI...., JI .... (Londoa.l'WnaD. 
1836). p. 161. 
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intelligently appraise the value of a security. and to I!&feguard against the 
negligent and fraudulent practices perpetrated upon him in the past by in
competent and unscrupulous bankers. underwriters. dealers. and issuers.'l 

The Johnson Act of 1934 is aimed specificaIly at foreign borrowe1'8 
wd may have importa.nt repercussions in future. It is printed in full 
below.-

The Securities Exchange Act of 1934 regulates the margins which 
must be required on brokers' loans. The actual margins required are 
determined by the Federal Reserve Board. but certain kinds of colla-
teral are exempted from the regulations. . 

The Act a.lso laid down strict rules governing the issue of full pro
spectuses for all new issues in order that investors might be given 
whatever protection tIlere may be in a complete disclosure of the facts 
of wy given situation. 

Legislation of this sort can assist only future ulVestors; it can do 
nothing to obtain for American investo1'8 the sums due on their past 
loans to foreign borrowers. All attempts to prevent highly specula
tive activity in the new issue mlirket must be worthless if the balance 
of payments of tile lending country is of such a nature tIlat it is 
impossible in mwy cases for even the most deserving borrowe1'8 to 
meet tIleir obligations in full. Of the American legislation the further 
criticism may be made that it consists mainly of 'locking the door 
after tile horse has been stolen'. for it is extremely doubtful if 

• Report of Senate Committee on Banking and CurrenCY. 193 •. 
• An Act-To prohibit financial transactions with any foreign government 

in default on ita obligations to the United States. (Public No. 161-73» Con
greos.) (S. 682.) 

Sec. 1. 'Be it enacted by the Senate and H01l88 of Repreoentativ .. of the 
United States of America in Congreos ...... mbled. That hereafter it ohaIl he 
unlawful within the United States or any place subject to the jurisdiction of 
the United States for any person to purchase or sell the bonda, aecnritiee, or 
other obligations of any foreign government or politicalaubdivision thereof or 
any organilation or aaaociation acting for or on behalf of a foreign government 
or political subdi~n thereof issued after the P8olO8Bg8 of this Act, or to make 
any loan to auch foreign government, political subdivision, organization. or 
aaaociation, 8lI:OOpt a renewa.l or adjustment of existing indebtadn ... while 
such government, political subdivision, organization, or aaaociation ia in 
default in the payment of ita obligations, or any part thereof, to the Govern
ment of the United States. Any persoa violating the provisions of this Act 
aha.II upon eonviction thereof he fined not more than $10,000 or impriaoned 
for not more than five years, or both. . . 

Sec. 2. 'As used in this Act the term "person" includ .. individual, partner
ship, 8Orporation, or aaaociation other than a public 8Orporation created by 
or ptmJDBllt to special authorization of Congreea, or a 8Orporation in which 
the Government of the United States haa or 8lI:eraiIea a 8Ontrolling intareet 
through otock ownership or otherwise..' 

Approved, 13 April 19M. 
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American investors will ever again be attracted by the doubtful 
seourities whioh they purchased 80 readily in the 'twenties. 

Oonclurion. 
In terms of the balance of payments, the ultimate nature of the 

seourity whioh debtors oan offer bears little relation to the specific 
enterprise in which American capital is invested. It is clear that the 
ability of most oountries with a heavy indebtedness to the United 
States (except Germany) to meet the service on their borrowings can 
only be restored by a recovery in agrioultural prices. Whether the 
investments are in petroleum, publio utilities, communications, raw 
materials, or telephones, they can yield once more an adequate return 
to their American owners only if the exports of the debtor countries 
expand rela.tively to their imports. H further defaults and losaes are 
to be avoided, it is imperative that the United States should make 
without delay the adjustments necessary to enable its debtors to pay 
in goods and services. 

But there are few indications that any attempts to make these 
adjustments are contemplated at Washington. '.Q1e fundamental 
nature of the problem is not even yet apparent to 80me American 
statesmen. This cannot be more. clearly illustrated than by the fol
lowing quotation from a speech made by Mr. Cordell Hull, the 
Secretary of State, to the United States Chamber of Commeroe on 
the 30th April 1936. He said: 

'The t'oreign trade programme of this Govermnent is based fundament
ally upon what to us is an indisputable aasumption-'D&ID.ely, that our 
domestio recovery can be neither oompleta nor durable unless our eurp1ua
creating branches of produotion suooeed in regaining at 1eaet a subetantial 
portion of their loat foreign market&. Our produotion o! ootton, lard, 
tobaooo, frw.'te, oopper, petroleum, automobiles, machinery, eleotrioel and 
ofIioe app1ianoea, and a hoat of other specialities is geared to a aoele of 
opera\ion the output of which uoeeda domestio oonaumption by 10 to 
GO per oent.'l 

Unleaa and until it is olearly reoognizecl that America's imports are 
more important to the world as a whole than her exports, there can be 
no real revival of international trade and international lending. The 
vast majority of American publio men are Cl'b 5 e e d with the idea that 
their export industries must regain 'their lost foreign markets'. They 
fail utterly to realize that the development of theaa industries WIllI 

• n. ~ 1 ~ 11136. 
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only possible when America was lending abroad on a large scale and 
that these industries cannot mainta.irl, still less increase, their exports 
unless either foreign lending is resumed again on a large scale or its 
place is taken· by a. corresponding increase in imports. • America. 
must choose.' 



CHAPTER XII . 

THE CREDITORS-FRANCE 

IN addition to Great Britain and the United States. several other 
Btates have at one time and another lent larger or smaller amounts 
abroad. Among them may be mentioned France, the Netherlands, 
Sweden, Germany, Belgium, Italy, 'and Japan, but mOBt of these are 
borrowers more frequently than they are lenders. France alone has 
been collllistently a net creditor on an appreciable Beale. 

StatiBtiOB of French economic and indUBtrial activity are few and 
it is therefore almost im:pOBBible to ascertain the exact position af 
that country on long-term capital account. The present chapter 
contains, for this reason, only approximate estimates of French 
investments in other countries. The figures given should always be 
treated with the greatest reserve; they do show, however, that 
although France is an important lender, her total foreign invest
ments are small compared with those of the two countries already 
diBcUBBed. 

Tile Balance 0/ Paymmta. 
No official computation is made OfFrance'B balance ofinterna.tional 

payments, but there have been aeveral private estimates, of which 
the mOBt generally accepted are those of M. Pierre Meynial.l It is 
important to notiOB that they refer not to France alone but to France 
and her 0_ territories with the exception of Indo-China. The 
reason for this is that most French colonies UBe the same currency as 
FranOB itself, and thUB form an homogeneoUB unit from the point of 
view of foreign exchange requirements. Merchandise movements 
between the colonies and the home country are therefOl8 excluded 
from the fmeign trade figures, and of the invisible items one of the 
most important omissions is that of capital exports to the colonies.. 
Also, owing to the failure to draw a fine distinction between interest 
and amortization payments on 0_ loans, the balance does not 
always represent very accurately the BUm available for new fmeign 
investment. 

The violent changes from year to year in the French balanOB of 
• 

l See Lo 801._ .... ~ ... "' ... "... JIGfC i=dcc+Wa (PariI, 11126). 
AIao ..... ua1 artial .. ill Lo ~ ... ""-;. poliN"..., ... Pr-. """""""" 
For 1937 and 1&_ yean ~oetimatea of the LoegIle of NaI;iooa baft "-..-.. 
Th_ .... baoed on tho. ill Lo ~ ... "" .... poliN"..., b"t ~ _ 
wW from \he 1&_ .. aertaiD nviaiODe baft "-maoie. 



France: Balance 0/ Paymema-1913, and 1920-6. 
(Ft'allCO miUiona) --

1913 1920 1921 1922 1923 1924 1926 1926 
CutnnlA ..... nI: 

Merchandise • · -1,671 -20,380 - 224 ~2,366 -3,092 - 500 - 1,300 ~ 2,483 
Shipping • • · + 330 + 3,200 +1,200 +1,120 +1,500) + 1,500 (+ 2,200 + 3,750 
JusUioanoe and tranoit + 60 + 170 + 142 + 155. + 169 + 400 + 500 
Foreign workeno • · · .. - 330 - 336 - 388 - 720 . - 1,000 - 2,000 - 3;300 
Touriata • • · · + 600 + 2,200 +2,800 +3,000 +4,000 + 4,800 + 9,000 +13,000 
Intereet paYment. • · · +2,300 + 1,600 +1,900 +1,960 +2,000 + 2,300 + 1,800 + 2,800 
W .. debta and _tiona · · . - l48 - 376 - 74 - 807 + 2,500 + 150 + 938 , 
Balance on current ...... unt · · +1;619 -13,988 +5,106 +3,407 +3,0511 + 9,600 +10,250 +15,205 

C1/::AOCOUnI: 
ow foNign iIIu .. floated in Pranoe -1,155 - 202 - 215 - 256 -1,122 · . - 200 

Fmlob _uriti .. floated abroad · . + 1,974 +1,600 +1,487 + 150 + 1,650 .. + 1,720 
Other known capital movementll · · . - 1,292 -2,837 - 675 -2,302 - 906 ... - 580 

Balance -1,155 + 480 -1,452 + 6M +3,274 + 744 · . + 940 
Goldmovomenta. · · - - 537 + 473 + 212 - 48 + 18 .. · . - 65 

Balance of gold and known capital itema • -1,692 + 953 -1,240 + 608 -3,266 + 744 · . + 875 
Erro .. and omiIIIiona. • .• • + 73 +13,035 -3,866 -4,015 + 206 -10,344 ... -16,080 

Balanoe on capital ...... unt · · -1,619 +13,988 -5,106 -3,407 +3,050 - 9,600 · . -15,205 



1917 

~...-: 
Jderchaadloo "" ........ + 108 

IJbIppiD8 - • · + ',360 
Inouraaco and SNDIil · + 460 
J'oteIi!D- · - t,500 
T_~_. + 1,000 )let; __ t. · + t,240 
)let; ,,,,, debY and I8JM'N" 

+ 2,882 -.,.,...-. · · 
BaIaaoe • . · · +12,330 

0"f/::: A_: _ -... _1Ioatal1D -... iIo.tod - 500 
J'reDDh MGIIri~lao 

.broad. + 1,182 
~t. ;....a.~ 

...."._ eaplt.l 
- 4,892 movenumt. . . . 

~lntheftoatlDa_ 
of Bank of F ...... and 
the Clovemmen& · · + 2,232 

B ........ . . · · - 1,978 
OOId ....... enumta · + 121 

B ........ ollJOld and Imown 
... plt.l1tama • • - 1.463 

Erron and omlMloa.o · -10,877 

B ........ on ... plt.laoooant -12,330 

Frrz'IIUi lJaUJ'IIU 0/ Pa1fTM1ll8, 1927...:l6 
(1'...- ... illiolu) 

1111 1919 1930 1931 • 

- 1,299 -11,107 -12,913 -13,250 
+ 3,150 + 3,100 + 2,700 + 2,400 
+ 500 + 500 + 400 + 300 
- 2,200 - 2,500 - 2,600 - 1,800 
+ 7,500 + 8,500 + 8,500 + 8,000 
+ 3,230 + 6,000 + 4,874 + 3,350 

..... 3.824- + 4,693 + 4,300 + ~,320 

+12,606 + 8,088 + 1,181 - 1.680 

- 179 - 1,100 - 1,400 - 3,721 

+ 187 + 300 .. .. 

- 3M - 130 - 3,107 - 9,819 

- 7,140 + 8,678 + ',140 + 8,860 

- 1,906 + 1.148 - 387 - 8,99' 
- 8,473 - 8,689 -11,729 -18,_ 

-14.379 - 8,043 -12.098 -25,498 
+ 1,874 + 6.043 + 8,935 +27,178 

-12,606 - 8,088 - 1,161 + 1,880 

• ProviaiODAl fIgwea. 

lUI 1933 1984 19i11J1o 

-10,088 -8,998 -8,750 - 6,000 
+ 2,000 +1,800 +1,300 + 1,300 
+ 300 + 500 4- 300 + 300 
- 1,200 - 800 -1.<M>O - 750 
+ 3,000 +3,000 +2,500 + 750 
+ 1,183 +1,850 +2,500 +4,000 

.. .. .. .. 
- 4,921 -2,848 -1,150 - 400 

. , 
- 1,846 - 400 .. - 221 

.. .. + 300 +2,000 

+ 4,738 - 700 - 200 f 

+17,844 +8.832 + 184 f 

+20,937 +2,632 + 284 + 1.775 
-18,489 +2,070 -1,500 +15,000 

+ 2,448 +4,802 -1,218 +18,776 
+ 2,477 -1,764 +2,366 -16,375 

+ 4,926 +2,848 +1,150 . + 400 
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payments were l!O.important as to overshadow aJmost completely the 
long run position which was that of a creditor country receiving con
siderable sums annually as interest on its Pl!Bt investments abroad, 
and making considerable new investments at various times. Very 
important were movements of short-term capital; but these are 
aJmost entirely 'unknown', though their magnitude may be guessed 
from the 'errors and omissions' item. Because of their size and 
because they had very serious repercussions in Great Britain and the 
United States, and through these countries, in most of the debtor 
states of the world, movements of French short-term capital must be 
considered in some detail. , i 

During the war the franc had been supported in the face of a huge 
import surpJus of merchandise by means of credits from Great Britain 
and the United States. In the spring of 1910 both these countries dis
continued their advances and removed the burden of maintaining the 
rate of exchange on to the shoulders of France herself. Faced with a 
deficit in the baJance of trade of the magnitude of 20,000 million 
francs, France· sought private' credits from abroad which were, in 
fact, forthcoming, for speculation at the time was on a rise rather 
than a faJI of the franc. At the beginning of 1920 the short-term 
credits granted to France amounted to about 3,000 million francs, 
and during that year they increased by over 12,000 millions, consider
able sums being deposited in French banks and with French mer
chants or used for the purchase of short-dated securities. But such 
a method of bridging the gap created by the withdrawal of officiaJ 
foreign support for the franc was one which could in the end ouIy 
have led to disaster and default.· It is, in fact, a striking instance of 
the ease with which the balance of trade can adjust itself to the 
volume of foreign investment thlllt when, in the course of 1921, those 
foreign credits began to be withdrawn, the adverse baJance was 
reduced to a smaJI fraction of its Size in the previous year.1 By the 
end of 1921 the short-term lie.bilityofFrancewas about 11,000 million 
francs a.nd a reduction in the next year to some 7,000 millions was 
accomplished without any great disturbance; the passive baJance 
remained at a normal figure and the franc-dollar exchange rate 
rose from an average of 16·90 in November 1920 to 10·82 in April 
1922. 

Matters did not rest for long in this comparatively satisfactory 
state. It should be emphasized that the events leading up"to the final 

1 See Iv""""" I~ OGpilal M ... n_ (London, Humphrey Mil· 
ford, 1935), p. 87, and Jaoqu .. Ruelr .. against J . .14. Keynea, Beoowmtie 
JOfM'ftlIl, 1929, pp. 391-8. 
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collapse of the frano cannot be tra.oed to an inherently unsound com
position of the baJa.noe of payments; the budgetary situation was 
a much graver source of anxiety. SucoesBive French governments 
hoped to obtain from Germany such sums in reparations as would 
pay, not merely for the restoration of the de'tastated areas, but also 
for part of the ordinary services normally financed out of the budget. 
The government debt, which arose from a suooesBion of unbaJa.nced 
budgets, was allowed to accumulats because that indebtedness was 
regarded as a tt.mporary phenomenon to be paid off out of receipts 
from Germany. When such payments were not forthcoming, this 
debt was the principal80uroe of inflation, and the attempt to enforce 
payment by the ocoupation of German territory ouly served to 
augment the volume .of government borrowing. This belief in 
Germany's ability to pay repa.t&tions and the consequent series of 
unbalanced budgets, rather than over-borrowing from abroad or the 
existence of a prioe and income structure greatly out of equilibrium 
with those of other countries, was the cause of the flight from the 
frana in 1926. 

The flight of capital brought about BuooesBive readjustments in 
the other items of the baJa.noe of payments. Some observers, working 
on the basis of different figures, are of the opinion that the baJa.noe of 
trade became active between 1924 and 1926; oerta.inly, the increased 
income from the invisible items of the account, and notably from the 
ezpenditure of foreign tourists, rendered the baJa.noe of goods and 
servioes suooesBive1y more favourable from 1923 to 1926. That the 
'criaia was due to laok of confidenoe rather than to any insufficiency 
of reserves of foreign exchange was shown by the recovery of the 
frano-dollar exchange between March and April 1924 from 27'06 to 
U'82, following the announcement of the Morgan Loan, which was 
not sufficiently large in itself to cause BUch a marked recovery. With 
the &88Umption of power by the Oarlel flu GaucAu another fall eat in. 
and the frana deolined to about 18, where it remained for nearly 
twelve months. As far,as O&n be asoert&ined, the bulk of the foreign 
short-term credits granted to Paris had been withdrawn before the 
end of 19U; when the final oollapee began in the spring of 1926 
it was oocaBioned, not by the withdrawal of foreign capital, but by a 
flight from the franc on the part of the French themselves. By the 
20th July, 1928, the dollar stood at ~; three days later Poincare 
formed his ministry and in December the period of de /ado stabili __ 
tion began with the frano-dollar rate at 26·60. 

Reviewing the period between the end of the war and the begin
ning of 1927, capital movements fall into three periods: first. the 
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inflow of funds which took place while the exchange was pegged 
between 1918 and 1920, and which consisted of short-term money 
owned both by official bodies and private persons; secondly, the four 
yel\ol'S from the beginning of 1921 until the end of 1924 during which 
these foreign balances were realized and the funds repatriated; 
lastly, the period of the flight from the frano during which French 
oapital was exported for safety. 

There was, of course, an embargo OR the export of capital through
out. Under the law of the 1st May, 1916, the French market was 
practioally closed to foreign securities; after the 1st August, 1917, 
all transactions in foreign seourities and exchange were centralized 
through the Treasury; and, finally. all forms of capital export were 
forbidden on the 3rd April, 1918. These laws remained in force until· 
the stabilization, but it did not prove very difficult to evade them. 
The easiest way to increase balances abroad was to re-invest in other 
countries the proceeds from exported merchandise. Even the intro
duction of foreign securities on the French stock exchanges went on 
unhindered for some time.1 Various foreign issues were permitted by 
the government which itself made certain direct advances to foreign 
governments .. As far as can be ascertained, only a small proportion 
of the funds which escaped the control were used to purchase long
term securities or to subs.cribe to new issues. The bulk of the re
sources was placed in foreign 'banks, left in merchant and credit 
institutions abroad, or hoarded in foreign currencies, Great Britain, 
:Holland, Switzerland, and the United States being the chiefrecipients . 

. At the beginning of the period of de facto stabilization in December 
1926, the balance did not undergo any pronounced change. Exports 
of capital, predominantly on short-term, . continued, and it was soon 
found that the new franc-sterling rate was too low rather than too 
high and two courses thus lay open to France. Either the balances 
abroad could be realized and gold imported on the basis of which a 
monetary expansion could take place (which would in the course of 
time bring French costs into line with those in other countries) or 
capital could be exported in order to prevent the frano from rising. 
Despite the French investor's reluctance to place his money in foreign 
long-term securities because of his recent losses on pre-war invest
ments, and although the French Government did not believe that 

I See the EotJfIO'Ir>i8I, 1 March 1924, p. 474. Some 'hundreds of milliona of 
franca' were used to buy eharea in Royal Dutch; Shell, and Mexioan Eagle in 
spite of the law of 1918. The Treaaury Department reaponaible for aIlIxing the 
stamps which gave th_ securities lega1 currency in Frauee received no 
inatructiona to refrain from doing 80, and from 1918 until 1924 continued to 
sanction the import of atocka and aharea. 
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politicaJ considerations warranted the encouragement of such trans
actions. the policy of lending the foreign balances was the .one chosen. 
This was the result partly of intema.l and pa.rtly of extema.l con
siderations. In order to ba.lanoe the budget the government had had 
to impose very heavy taxation. part of whioh could be avoided by 
Frenoh citizens if they purchased foreign securities·in London. New 
York. or Berlin. The export of capita.l caused by this attempt to 
avoid taxation permitted the underva.lua.tion of the franc to continue. 
It was. however, chiefly because any extensive conversion of French 
ba.lances into gold or their withdrawa.l from Great Britain would have 
embarrassed the Bank of England that the former policy was not 
adopted. M. Poincare pointed out in the Chamber of Deputies on 
the eve of stabilization that 'The Bank ofFranoe ... has bought gold 
in New York and London. But on the la.tter market the monetary 
stocks were soon reduoed to a point at which the bank of issue was 
disturbed. Therefore, in order to a.llay the anxiety of the Bank of 
England ..• the Bank of France has volunta.rily stopped buying gold 
on the London market.' 

That this situation could continue for any length of time was im
possible; French short-term ba.lances abroad could not continue to 
increase indefinitely, because a point must eventua.lly be rea.ched 
when a sudden scare and scramble for liquidity would bring disaster 
to the Bank of England. The de jure stabilization ofthe franc by the 
law of the 25th June 1928 took pla.oe at the moment when the 
inoipient boom in New York was just beginning to attract capita.l 
to that centre and a transfer of some part of the French short-term 
funds from Great Brita.in to the United States could not be avoided. 
The drain of capita.l f'iom London began with the sta.biliza.tion, and 
short-term oa.pita.l exports from Franoe had oeasod by about the end 
ofI928. 

The magnitude of the French ba.lanoes abroad cannot be precisely 
determined. Those of the Bank ofFranoe amounted to about 27,000 
million francs in the middle of 1928 and by the end of the year stood 
at nearer 33,000 millions; the Treasury held about 10,000 millions 
and credit institutions and private individua.ls at least 15,000 mil
lions in foreign oountries. In the la.st-named oa.tegory there had prob
ably been a fairly heavy reduction during 1927 &8 oonfidence was 
restored in the franc. but this was more than offset by an increase 
in offioial holdings of foreign _ta. Of this 58,000 million franos, 
equivalent to about 1450 millions, it is probable that at least £300 
millions was held in Great Britain. In the long run, if the French 
investor oould not be persuaded to invest abroad on long-term it was 
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inevitable that a la.rge part of these funds should be repatriated 
sinoe, apart from fea.rs as to their safety, resources would not be at-, 
tracted to any great extent by short-term rates in London or, after 
the autumn of 1929, by those in New York. 

The truth of the accusation that the gold imports which followed 
upon the realization of the French balances were 'sterilized' largely 
depends upon whether they could have been stopped before they en
dangered other European currencies. In the first plaoe the Bank of 
Franoe must be acquitted of the charge, for it oeased to import gold 
on its own behalf in 1929 and further reductions in its foreign balanoe 
were not used to obtain precious metal from Great Britain. As has 
been pointed out by Dr. Balogh,l the demand for gold arose from the 
need of the joint stock banks to replenish their cash reserves because 
. of the rise in the note circulation and, after the Oustric craSh in 1930, 
to meet the requirements of their depositors for hoarding. Contingent 
factors were the operations of the Treasury and the Caisse Autonome 
d' Amortissement in converting and funding the national debt at a 
lower rate of interest, and the peculiar structure of the French banking 
system with its inability to economize in the use of gold. 

Even under these circumstances a large measure of expansion did 
in fact take plaoe. It is argued that although the increase in the ratio 
of gold holdings to sight liabilities in the Bank of Franoe from 40·4 
per cent. in June 1928 to 57·02 per oent. in September 1931 may not 
imply that there was a deliberate attempt to prevent internal expan
sion, nevertheless it does show that the French system was not capable 
of meeting such an abnormal situation. That the French monetary 
authorities must be acquitted ofains of commission does not make 
them guiltle1!8 of ains of omission, and they may well be accused of 
failing to take abnormal measures to meet an abnormal situation.
But from the evidenoe afforded by the bala.noe of payments it appea.rs 
tha.t readjustments to the gold inflow took plaoe on an extensive scale. 
The balanoe of trade which was active in 1927 to the extent at 108 
million francs became BUcoessively more passive until in 1931 there 
was an import surplus of over 13,000 million francs. The balance of 
goods and services (excluding gold) underwent a similar decline in 
each year from 1928 until 1932. Such changes, accompauied by a 
heavy import of gold, showed that that gold was not being wholly 
sterilized, either deliberately or unintentionally. 

1 E"""""",, Jourro4l, Sept. 1930. 
• In this reepect the inability of the Bank of France to make nee of open 

market policy is important. See Royal Institnte of International Main. 
TAo lnUmtJUonal 6014 hob""'" (Oxford, 1931), poori .... 
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The Frenoh balance of trade during the ye&l'8 before the collapse 
of the gold standard exhibited the aa.me power of readjustment to 
movements of capital on an extensive soa.le lIS it had done in the 
early post-war period_ This readjustment may not have taken place 
with sufficient rapidity, but within the existing legal framework it 
WIIB not possible to avoid the reperCussions on other ourrenoy systems 
except, perhaps, by exohanging short- for long-term BBSets. The 
initial cause of the withdrawal of gold WIIB the under-valuation of the 
franc at the time of stabilization. But had it proved possible to invest 
large BUms abroad in long-term seourities further disasters might 
well have been avoided. Indeed, from 1926 until 1931 there WIIS an 
inoreBBe every year in the volume of new issues floated on foreign 
acoount in France; but it WIIB tota.lly inadequate to meet the existing 
aituation. Neither were the prospects for la.rge-soa.le foreign invest
ment favourable, nor were the French financial institutions equal to 
the suddenness with which the inoreBBe had to take place. 

The failure of France to adapt itself to ohanged oiroumstanoea after 
thereturnto the gold standard was notafailurewhichitwould havebeen 
easy to avoid. The inflation had inoreBBed the propensity of the French 
to hoard; it had reduced foreign investment to a minimum, and it is 
Ilot, therefore, 8urprising that France hIlS played a much smaller part 
in international investment in recent years than in the period before 
1914. Not in two or three years oould the memory of loeaee in pre-war 
Russian and European bonds, nor even in Rmtu, be obliterated. 

FmtiIt Holding. 01 Colorlial otlll ForeigA Securitiel. 
To estimate the volume of foreign and oolonial securities held in 

France in recent years. it is neoeasary, in the first place, to lISoer

tain the effect of war loeaee and the ensuing devaluation of the franc 
on tho portfolio lIS it existed in 1914. Secondly, from data on Ilew 
issues and other sources, the amount of new investment which took 
place between the end of the war and the beginning of the period of 
dej_ stabilization may be obtained. Thirdly, the amount of capital 
used to purohaee long-term securities abroad during the same period 
must be oa.loulated. Lastly, aooount must be taken of the new invest
ment since 1928, and of the reduotion in the portfolio through aalea 
of foreign assets between 1930 and 1933. 

There is a substantial meaaure of agreement that in 1914 France 
held oolonial and foreign aecuritiea to the value of about 45,000 mil
lion franCJI.' Upwards of half were rendered wortb.lesa by the war, 

I See'OO ..... ChapW IX. Moulton and I.e .... Co K. BobeoD, CoJacm. Biat,. 
ad eamanx are ill egnMIIIl"" wiUa Uaia 8ganI. 
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and in 1920 there probably remained in the French portfolio about 
19,000 million francs, including both those holdings which were 
actually paying interest and th~ which might be expected to do so 
with some measure of economic and financial restoration. Between 
1919 and 1924 there were further reductions through the sale of a 
considerable number of foreign securities which had been pledged as 
collateral for loans in Spain, Holland, Switzerland, and Scandinavia.. 
In addition, sinJdng fund receipts and amot1;ization payments would 
probably have reduced the total to approximately 18,000 million 
francs by 19118.1 

A number of estimates have been made of the effect of the French 
inflation on the portfolio, and there has been an undoubted tendency 
to exaggerate the extent to which it enhanced the value of bonds and 
shares issued on account of countries in which the franc was not the 
currency unit. It baa usually been assumed that the depreciation had 
the effect of multiplying the monetary value of the portfolio by the 
average extent to which foreign currencies appreciated in terms of thIi 
franc. I . But, eyen when acC011llt is taken of the fact that the franc was 
not the ouly currency which became severely depreciated after the 
war, it will be clear that the ouly securities whose market value was 
likely to be greatly increased were those whose service was payable in 
foreign currencies or in gold. During the period between the end of 
the war and 1928 there was an a priori assumption that all foreign 
bonds whose contractual agreements bore promises to pay in francs 
would be paid in paper francs and not in Jra1/U de germi1llll, i.e. of a 
gold content fixed by the law of 1803 (the 17th Germinal year XI (5». 

The law of the 25th June 1928, which stabilized the franc at 
approximately one-fifth of its pre-war gold value,. contained, how
ever, a clause which read 'the present definition is not applicable to 

1 Cf. Moulton and Lewis, TM p.,,,,,,,A Debf Problem, p. 27, in which the tIgme 
of 18,600 millions is given for 1919. It is pointed out that in_ payments 
were B1I8pended during the war on about 3,000 millions of oecuritiea in South 
America. A large number of these, however, were soon NOtored to the income
paying cIaos • 

• e.g. by Meynialwho, having pointed out that about 19,000 million franee 
remained of the pre-war holding&, continuee: 'but the depreciation of the franc 
at the end of 1919 and above all in 1920 doubled or tripled their 1913 value 
(Egypt and SU6ll, U.S.A. and Canada, England and the NetherlandA, Swi_
land, Spain and Portugal, Argentina and Brazil). Th1l8, the portfolin ough$ to 
be evaluated at a figure, varying with the courae of the franc, between 40 and 
60 tho1l8&Dd million franca as a minimum.' Similarly Moulton and Lewis (op. 
cit., pp. 27, 32, and 36) lUI8 conversion ratioe, difterent for French commeraial 
and political debts, which vary with the courae of the exchange on 'oeventeen 
inlportant countriee'. . 

• 1 fro (1928) equalled 86·6 milligrams gold nin ... tentha IIDe as againat 
322·686 milligrams gold nin ... tentha line by the Jaw of 1806. 
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international payments whioh, before the promulgation of the present 
law, could validly be stipulated in gold franoa'.l This was an attempt 
to eriaure that the holders of foreign investments in France should not 
suffer any 1088, measured in real terms, from the devaluation, and that, 
in monetary terms, they should t4u1! reCl!ive service payments which 
would increase the market value of their seourities fivefold, mea.suJ..ed 
in devalued franoa. In this objeot the olause has beenunsuooessful 
despite the attempts of the French Government to enforce payment 
on these terms by bringing proceedings before the Permanent Court 
of International Justioe at the Hague. In fact, only in the case of 
four pre-war loans were the gold clauses interpreted strictly in accor
danoe with theFrench contention, viz.iaaues to Denmark,StookhQlm, 
the port of Rosario in Argentina, and the Credit-Foncier Franco
Canadien, which in all represent a quite insignificant sum.· 

Very few loans iaaued in Franoe before the war carried gold olauses. 
Thll servioe payments on the vast majority of those which have not 
gone into default have been made either in foreign ourrencies which 
have themselves depreciated or in devalued franoa. The suggestion 
haa been made that the law should be modified in order to ensure 
that loans which did not bear gold clauses should still be payable in 
/mfIU de germ,tIal, but it is admittedly somewhat late in the day to 
institute judicial prooeedinga with this end in view. Apart from the 
doubtfullogio and ethioa of the French claim that a country whose 
foreign debt payments have been reduced by four-fifths should have 
the right itself to be paid in full, there is the incontrovertible fact that 
this interpretation of the obligations of debtors haa been gsnerally 
reoognized nowhere save in Franoe. 

In order to arrive at a valid estimate of the present value of French 
pre-war foreign investments it would be neoesaary to discover what 
part of the whcle bore contractual agreements to meet servioe pay
ments in franoa and what part in other ourrencies. As far aa can be 
aaoerta.ined no data on this point exist, and at any rate such con
tractual agreements bear little relation to the ourrenoy in which pay
ments have in fact been effected. It may, however, be &BB1lIII.ed that 
holdings of shares in companies abroad whose earnings ~uld not 
be directly affected by the French inflation, have, in general, been 
enhanced in prioe relatively to fi.xed-intereat-bearing obligations. 
Neymarok estimated in 1911 that of the foreign investments held in 
France only one-quaner were equities. I In default of further inf0rma-

l Artoicl" t. 
• ,JOWWIloJlWtil. 7Ocst.l~ BapJlOrC __ ",.r.o. ..... ,,,_ •• ,I U Ita .... 

• A. Neymarct. ~ _poo". (P .... 1811), YOI. rio Po 171-
p 



!lmUiHl~fil~!f~ IlHUJ[~tnl:f!H rif!1 ~U! ~ 
nU~ffi l~fti im ltu~HthlBHffLlfdUU 
]:litlfl' .·'-l,i1 ,.!-, i,"l rs-.2.II" - s:~ [f~~ !~Ir''''S a: 1 

- I·.· ... ~~ i. U r ~ I· [ I t ~ 'i ~ ~ S ~ I ! ~ .. g. r 5 2 ~ ~ ~ a e ! 1;1: 

(1)lllli:!' ~lj~1~ Uji I·t! ~ ~ i iff. ! I r ~ !J II il ~ll ~". "'1- e: 
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only sources of material which are available and their very variety 
affords a useful means of checking the 1'e8Ults obtained, one against 
another. The nominal volume of capital exported through issues 
subscribed both publicly and privately on behalf of borrowers in the 
oolonies and foreign oountries may be placed at roughly I) milliard ' 
£ranoa between the end of the war and 1928. No great aocuracy is 
claimed for this figure, but it may be taken aa representing the order 
of magnitude of the awna involved. 

Attempts to estimate the volume of purohaaes of loug-term eeouri
ties in other oountries or of the introduction of foreign aecurities into 
France meet with even greater diffioulties. Even in oountries with 
the moat reliable statistical information, estimates of theae items 
are the least certain of the terms entering into the balance of pay
ments. and in France only indirect information proves of any use. 
Much of the capital exported during the inflation might well have 
been uaed in purchasing foreign aeeuritiea, eapeoially British and 
American. As has been shown above, the introduotion of foreign 
aeourities on to the French Bourse amounted to some 'hundreds of 
millions of £ranoa'. Moreover, in view of the popularity of bearer 
aeourities on the Continent, large sums oould pass from oountry to 
oountry by this means with very little hindrance. Nevertheless, 
it haa been generally assumed that the bulk of the French capital 
which BOught safety abroad during the inflation was left in short-term 
deposits or hoarded, for the French investor still believed in the ulti
mate stability of his own oountry, and regarded the balances which 

issues. govemmen~ advan..... TIeaaury billa, and obort-term oreditll .... 
mingled indiacriminately and no distinotion is made between new issues and 
refunding operationa. M. Meyuial, in hia annual oomputation of the baJanee of 
paymenta, shoft the moo important issues of the previous yeer, but hia IlguJee 
opeoiftoa1Jy ""clude ooloniaJ borrowinga and in any """" do not appear to be 
complete; in partioular, holdingo retained by the goftrDDlent, e.g. the whole 
French IraIocAe of the Dawes Loan), are ""cluded. L'O""""",,",,, ""-'qu 
(e.g. Dec. 1934) listll the issues from 1926 onwan!a, but the IlguJee are open to 
the Bame objection ao thooo of the ~ ~ and in addition conver. 
moploano aJoo appear to be included. La 0 .............. del ....",....,. ..... includes 
in ilo list a number of government -.anti .. 80ated oinee the war, but th_ 
do not appear to be complete ao checked from other IOU1"08II. MaJpao (Lea 
Jf .... _ ................ cIe ~ pp. 2Ot-e) baa eotimated the issuea in 
oertaiD yean from lOme of the above lOur-. but no totaJo .... _Jed and 
comp1eteneao is not olaimed for the preeentation. Nor are tbe oaJouiotioDO 
of the baJanee of paymentll of uae ao an indirect guide to the volume of long. 
term oapital upclIil!d, oin", apan from the ""elusion of the oolonies. the 
8gureo for the genaraJ baJanee ao mentioned above do not aeourately repreeent 
the ourna available for new lending. oinee a 01008 diotinotion between intoreot 
and amortioation paymenlB ia DOt aJwaye made, and, in addition, a large pan 
of the oapital uporlo ....... made on shon.term and have oinee been repatri. 
ated. 
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he held abroad as of use in tiding over the period of temporary dis
organization rather than as an accumulated fund from which it would 
be possible to expand his long-term loans to foreign countries. 

The volume of the French' balances abroad has been estimated 
above. Of the 36,000 million francs in the possession of the Bank of 
FraD.ce in June 1928, 10,500 millions represented 'negotiable securi
ties', a sum which increased to 18,400 millions by the end of 1930. 
Such holdings h~ fallen almost to zero by 1933, and this appears to 
have been the case also with the balances of the Treasury and of 
private indiViduals. It is clear that very little of the total of 58,000 
millions c:an have been placed in long-term securities or,if such was 
the case, the securities have since been sold. It is known, however, 
that the French held certain quantities of Consols and Local Loan 
Stock in Great Britain,1 in Belgium they were purchasers of Bente8, 
in Switzerlsnd, Holland, and the United States it is possible to trace 
their participation. Most of these securities were acquired before the 
stabilization. The magnitude of the sums involved was probably not 
more than twice the volume of capital exported through subscrip
tion to foreign issues floated in France, and it is accordingly esti
mated to be roughly 10,000 million francs for the period between the 
end of the war and 1928. Between 1928 and 1933, however, a good 
deal of this capital was repatriated. 

With the advent of comparative calm in the currency sphere, it 
appeared that ·France might once more regain her position as an 
international financial centre of importance. The volume of long
term foreign investment increased as stability was restored, and the 
hope that had been entertained in the early post-war years of a 
return to conditions comparable to those which had ruled before 
1914 proved not to be altogether without justification. By the time 
that the franc was established on a firm basis, most of the other 
European currencies had also recovered from their post-war vagaries, 
and the confidence of the French investor had been partly restored. 
From 1928 until 1931, there was a steady increase in the vohune of 
foreign investment. (Even at the beginning of the ,depression, the 
decline was not as great as in the case of Great Britain or the United 
States.) It was only in these years that long-term capital exports 
occupied a place in the French economy of importance eq'uivalent 
to that which they had poasessed before 1914. 

J Not, however. to the extent of £369 milliona .. recorded by the Oom ..... rimo 
iIa emptV"fo..".. This figure represents the totCll volume of the IIeC1lritiee out
standing in which French holdinge have been traced. and Dot the volume of the 
French holdings themoelvee. 
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Despite the inorea.Sed statistical information about this period, it 
proves no less contradictory than that which is available for earlier 
years. The calculations appearing in L'Ob8enJation loonomique are 
reproduced on p. 214 and ma.y be accepted only with the provisos men
tioned above, tha.t apparently a, number of refunding issues have 
been included and that the data relating to the ca.pita.l raised by 
priva.te companies operating in the colonies and foreign countries 
does not closely represent the volume of ca.pita.l actua.lly exported on 
this account. 

When these figures are compared with those obta.ined from other 
sources' it a.ppears tha.t they tend to exa.ggerate the sums involved. 
Nevertheless, they are valuable in showing the genera.l tendencies 
from year to year and the relative quantities of ca.pital attra.cted into 
various lines of investment. 

'For the period 1928 tct 1933, the volume of French ca.pital eub
scribed through new issues on foreign account, according to M. Mey
nial, was nearly 9,000 million francs. Although some movements may 
have esca.ped attention, this is less proba.ble than that a number of 
short-term advances which were renewed from time to time have been 
included more than once by L'Ob8enJation loonomique. On the other 
hand, there is evidence of fairly considerable purchases of Americ&n 
and other foreign securities during 1928 and 1929 which would not 
appear in the statistics of new issues. Sinlilar consideration points to 
the conclusion that new colonial investment probably did not exceed 
half the sums recorded in L'ObBenJation loonomique. The increase in -
the French portfolio offoreign securities between 1928 and 1933 may 
thus be tentatively estimated at about 15.000 million francs, and the 
increase in holdings of colonial securities at approximately 7,000 
million francs. 

As against these inoreases there were heavy reductions in the tota.l 
portfolio through the sale of foreign securities held in France be
tween 1930 and 1933. The most readily marketable form offoreign 
long-term assets-those expressed in foreign currencies and origina.lly 
bought on' other markets-were euocessively liquidated, especia.lly 
as the widespread currency depreciation rendered them lees attrac
tive to French investors. Sales of American holdings began in 1930 
and the withdrawal of short-term baJanoes went hand in hand with 
8. repatriation of funds previously invested on long-term. During 
1931 this movement reached its maximum. and the import of 
oapita.l through sales of foreign securities and purchases of French 

I e.g . .r.. ~ cr ........... poIiIiqu. • .r.. ~ ~ annual ricIea 
on aapiW ioou,," and on the baIanoe of paymeDa; MaIpaa. Joo. ei'-o &0. 
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• L'Oblmmion deonomique, Dec. 1935, p. 452. 
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investments by foreigners has been pla.ced at 12,000 million francs. 
In 1932 the process continued on a smaller scale after the heavy repa
triation of seourities in the previous year, and 1,000 million francs are 
.estimated to have been involved. Such movements went a long way 
towards offsetting the increase in foreign investment which resulted 
from the confidence which stabiliZation engendered. The confidence 
was in fact short-lived and barely had expansion set in than it was 
offset, first by the American collapse in 1929, and then by Great 
Britain'. departure from the gold atande.rd. The search for aafety 
which had led French inveatora in the earlier post-war pericx1 to seek 
assets expreaaible in foreign currencies now led them to revert once 
more to the franc. The reduction in the French portfolio through 
such sales of foreign ~tiea probably amounted to about 12,000 
million francs. 

We are now in a position to gain an impreaaion of the Frenoh port
folio as a whole at the end of 1933. 

FretICA Pori/olio 01 Colonial aM Foreign Ltmg4erm rnvutmml8,1933 
F..

Pre·war holdinRl revalued in 10118 franca. • . • 
wHUiardt 

36 
6' 

10 
Capitaloubeoribed to Dew ooIoDiai and foreign isaueo, 1019-28 • 
Capital involved in pun>haae of Icmg.term foreign aeountieo, 1019-18 
Puroh ..... of foreign _unties and Dew isauesfor ooIoDiesand abroad, 

192&-33 • 22 
1111 

Leu sales of foreign aeouritieo, lo~a III 
Total in 19S5 • 60 

French holdings of foreign and oolonial seouritiea thus amounted to 
about 60,000 million franos (£750 milliona at 105 franos per £). The 
margin or error involved in such oalouIationa is large and the true 
figure may be greater or smaller by 10 to 15 per cent.l .It should be 
emphaaiaed that this is a grwII figure, i.e. no &ooount is taken of 

• Other estimates of the portfolio are .. follows: 
191& Moulton and Lewis • &3,100 million fran .. 

L·I""~ . . . 16,600 .. .. 
19S5-t II. Olphe-GaiIl&Drd • • 80,000 .. .. 
191tr.1 .. .. • eo.OOO n ,. 

1921-8 U Q .. 80.000 » ... 

19i8-1 " .. .. 118,000 .. .. 
It ill helliIved thM th_ oaIculalioDa ..... on the aide of euggeration. both be
oa_ of the .... u whiob pno-wv lIo1dinga have been revalued ill pod-wv 
franca and b, ,._ of _ Jelldy an .-p_ of the dUa with regard to ... 
ioou... The estimates of 1l0ub0D aDd Lewis, alJeIIdy oriQai.oed abo .... appmsi. 
maw ....... ' IlMI'Iy '" th_ given 11_ aDd there ill ......,.. tor thinki,. thM for 
the period eo ... they ....... the mod ........... aftilable. 
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investments by foreigners in France or foreign holdings of French 
securities. 

A certain check on these calculations, at least up to 1928, can 
be obtained from the figures of France's income from foreign invest-. 
ments~ Between the end of the war and 1928 the market value of 
overseas holdings has been written up from 19,000 million francs to 
50,000 million francs, including both pre-war and post-war exports 
of capital. Between 1920 and 1928, the gross income from foreign 
investments (i.e. neglecting sums paid out on account of investments 
by fore~ers in France) increased from 2,000 million to 4, 700 millio~ 
francs, but of this latter figure approximately 1,000 millions repre
sented the interest on short-term balances abroad. Some measure of 
depreciation would have enhanced the value of certain foreign 
securities even by 1920. After that date, the increased income from 
foreign investments does not suggest an increase in the total volume 
of overseas holdings in excess of the above estimate. From 1928 on
wards, M. Me~al has not given separate figures for the gross income 
from foreign investments, but the data are more reliable for these 
years. 

Colonial and foreign investments are not 80 important to the 
French economy as they were before the war. The depreciation. of 
the franc brought heavy losses to the holders of foreign securities just 
as it affected adversely those. whose savings had been placed in 
domestic bonds, and the losses were increased by the preference of 
the French investor for fixed-interest-bearing obligations. The net 
receipts in the form of interest and dividend payments only amounted 
at their highest point in 1929 to 5,000 million francs (including short
term· holdings) as compa.ted with 2,300 million old gold francs or 
11,500 million post-war francs in 1913. It is clear that currency dis
organization is as disadvantageous to creditor countries as to debtors, 
and that, in the event of devaluation, there is little hope that lenders 
will be able to obtain service payments comparable in real terms to 
those which they formerly received. . 

Go!Iemment Influence and the Dire.ctUm oJ I n!1e8lment_ 
There has been a close association between finance and government 

in France since the earliest days of large-scale capital exports. At no 
time has there been the same readiness to accept the principle of 
laiaser1aire in investment matters as in Great Britain. Although 
restrictions upon the gtantiug of foreign loans do not, under normal 
oircumstances, amount to a rigid control, certain well-defined ru1ee 
must be observed in oonnexion with all transactions involving finan-
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oial rel&tions with other countries. In p&rticuIa.r, the opinion of the 
Qua.i d'Ors&y ha.s to be obta.ined. If the Ministry does not &pprove'it, 
the flot&tion ce.nnot be attempted, and there is a high degree of co
oper&tion in this m&tter, not only between the Qua.i d'Orss.y, the 
Trea.eury, &nd the Ba.nk of France, but aJsQ between these institu-
tions &nd the Press. -

It would be difficult to over-estim&te the effect of his losses on pre
war IO&D8 on the attitude of the French rllfttier with regard to foreign 
investment since the W&r. Although the countries which def&ulted 
for the gree.test &mounts, Russia and Austria-Hungary, were no 
longer in a position to ra.ise c&pital in P&ris, the feeling of distrnst 
Bpre&d to other borrowers. It W&8 l&rgely beC&use of his bitter 
experience with regard to political IO&D8 before the w&r th&t the 
French investor preferred to hold his baJanoes abro&d in the 
form of short-term deposits during and after the post-war infl&tion. 
The government ha.s found it oorreapondingly difficult to direct 
capital tow&rda those countries whose friendship it wished to con
aolid&te. It is not surprising, therefore, that a oomp&r&tively large 
p&rt of the French foreign investment during the la.st fifteen years haa 
t&ken ple.ce not by means of public issuee, but tllrough private loans 
from French industry and oommerce in the form of valeur. non 
abonw .. 

One of the ma.in linee of development of French foreign policy in 
the ee.rly post-war period W&8 the Btrengthening ofPola.nd a.s a useful 
ally to domin&te Germa.nY'B eastern frontier in the pl&ce of Russia. 
Impoverished and in need, not merely of capital, but aJso of the 
friendship of a Power Bufficiently strong to gu&r&ntee her indepen
dence, Pola.nd looked to France for &BBiata.nce, and a.ny underata.nding 
offered mutual &dve.nt&geB. Since, however, such friendship would be 
useless to France if unaooompa.nied by Bufficient ~uroes to ene.ble 
its concomita.nt obligations to be implemented, it W&8 essential that 
Poland should not rema.in weak a.nd undefended. ThWl, considerable 
quantities of armaments were eold to Poland on credit, but not all the 
French capita.l invested in Poland has, needleea to say, been directly 
connected with armaments. 

The oountriee of the Little Entente aJso received oonsiderable 
amounts of French capita.l. Investment in these oountriee waa 
favoured by the French Government for political reasons, and a 
oonsiderable part of the oapita.l which waa sent to CJeohoslovakia, 
Rouma.nia, and Yugoslavia waa WIIld fur purposes which oould ~ 
be justified on strictly economio grounds. Some of the mcmey WlIB 

ra.iBed by new iBBuee in Paris on behalf of governments and private 
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companies in these countries; but a part of it took the fonn of direct 
advances by the French Government-a method which was not 
Common before the war. 

French exports of long-tenn capital reached their post-war maxi
mum in 1931. This is of particular importance since the capital 
exports of Great Britain and the United States had diminished con
siderably by that date, and most European countries were badly in 
need of foreign capital. France was the only country from which suoh 
assistance could be procnred, and the quasi-monopoly which French 
capitalists thus obtained was used by their government for political 
purposes to a degree which had been impoSsible while the London and 
New York markets were still freely open to foreign' borrowers. The 
French opposition to the proposed Austro-Gennan Customs Umon 
was a case in point. Austrian finances showed pronounced weakness 
ea.rlyin 1931,andin May a loan of 150 million schillings was projected, 
but French participation was refused except on the condition that 
the idea of a Zollverein was abandoned. The Bank of England lent 
£5 millions to stave off the crisis, but this was exhausted by Septem
ber, and as further credits could not be obtained from this source, 
Austria. was left wtth the only alternative of accepting the French 
conditions. At the same time, financial aid to Gennany was refused 
except on condition that the proposed Zollverein be abandoned by 
the Gennan Government and that work be stopped on a new cruiser 
which was then being built. These conditions, however; were not 
accepted because Dr. BrUning believed that they would seriously 
antagonize public opinion in his country. This is a particula.rly clear 
example of the French" policy of combining finance and politics; 
but all posi"'War exports of capital were not, of course, made in such 
circumstances. " 

Nevertheless, in general, there was a considerable similarity be
tween French investment since and before the war, not in its im
mediate geographical direction, for with the political map of Europe 
changed almost beyond recognition this would be meaningless, but 
in the policies and motives which gnided those movements of capital. 
According to the figures of L'Obaervation I.cmwmiqtu, of the capital 
invested in French companies operating abroad between 1927 and 
1933, over 60 per cent. was used in Europe, and of the loans to 
governments, which are far more important, almost the whole were 
made within the Continent. Russia had, of course, ceased to be a bor
rower in Paris; the pre-war financial alliance with Italy and France 
had no post-war counterpart; instead, Poland and the countries of 
,the Little Entente were the principal recipients of funds, though when 
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the moment was propitioUB AUBtria., Hungary, Bulga.ria, and Turkey 
were also aocepted as borrowers. The very nea.rness in point of time 
of these post-war loans closes many avenues of information which are 
open to the chroniclers of the financial history of an earlier epoch, but 
general impressions, impalpable I!-Ild unsatisfactory as they are, can 
only lead to the conclusion that there has been no radical change in 
the type of foreign investment most favoured in France. 

There was, however, one feature of French post-war capital 
exports which deserves special mention. Not all of the investment for 
political purposes was done by private investors; a very considerable 
part consisted of direct advances by the French Government. In so 
far as this was the case the stigma which attached to pre-war loans to 
Russia that the rmtler was left to bear the burden of default-doea 
not apply, becauee this burden was spread over the whole tax-paying 
publio. In an earlier chapter it was argued that political loans of 
this nature have both moral and economic advantages over loans of 
the pre-war type, and that it ie better for all concerned that capital 
exports which have a political rather than an economio JUBtification 
ehould be made directly by governments. In this respect, therefore, 
post-war French governments cannot be so eeverely criticized as 
those which promoted the pre-war loans to Ruesia without taking 
any responsibility for their failure. 

Most of the French colonial investment was made before the warl 
and the majority of the p~war issues have beeD for refunding 
purposes. (XIlonial eecurities enjoyed a certain popularity before 
1927, but since that date attention lias been diverted to the con
tinent of Europe. They are unattractive both beoauee of their low 
yields, for which the possibilities of capital appreciation are in-
8uflicient to compensate, and beoauee their prices are extremely 
erratic on the I)oench etock exchanges. ThUB, of eeventy Indo
Chineee hcldings, thirty-nine, repreeenting capital invested to the 
total of about 1,500 million franCll, have paid no dividends, while 
the remaining thirty-one, capitAlimd at 8,500 million franllll, have· 
paid on an average 1·87 per cent. It has been estimated that French 
inveetments in her oolonies amounted in 1929 to 16,000 million 
franllll.· Of this amount about 3,200 million franllll repreeents the 
publio issues of French ooloniel governments, and about Ii40 mil
lion franca are invested in bonds of the credit Fancier de France, 
the remainder being in eeouritiee ieeued by baob and private 

I cr. L'B1mIpe ...... u.. 11 Jan. 1830, pp. 71-8. 
• cr. Southworth. TM""'" OoIoaiat V_ (LoDdon. P. S. ltiDg, IIISI). 

pp. 1M II. O\her ~ are mueh 10 ...... 
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companies in the colonies. The most important forms of private 
enterprise in which French capital hIlS been invested are railroads; 
banks:. mines; phosphates, fertilizers, and chemical products: trading 
companies; and ports, docks, and warehouses, in that order. In 
addition to French capital, British, Syrian, and Chinese invest
ments have been made in some colonies on a considerable scale. 
Colonial investment has not, however, been very important at any 
time, and several attempts have been made to increase the popu
larity of colonial issues; these have, however, met with little response. 

Indeed, fo~ign investment lIS a whole has never been regarded 
with such favour in France lIS in England or America. Before the 
war several resolutions were passed in the Chamber of Deputies 
deprecating the export of capital. Since the war the lack of con
fidence resulting from losSes in Russia, and political agitation in 
Europe, have effectively reduced the volume oflong-term loans. Even 
at the peak period between 1927 and 1933 only about 17 per cent. of 
the new issues :floated on the French capital market were on account 
of the colonies and foreign countries. It was for this reason, probably 
as much as any other, that the French Government made direct ad
vances to its political allies. There appears to be a growing body of 
opinion in France which desires to restrict capital exports to invest
ments in the colonies and to refrain altogether from loans to European 
countries. It does not seem probable, however, that political con
siderations would permit of such a conservative policy and one may 
expect to see no great change in the direction of French capital 
exports in the near future. 



CHAPTER XIII 

THE DEBTORSl 

THB creditor countries of th&world a.re few. In 1929 they were: 
Great Britain, the United States,· France, Netherlands, Switzerland, 
Belgium, the Irish Free State, and Sweden.' Certain of these were 
only creditors for small amounts, though some had considerable 
foreign investments i but in genera.I, the countries which have 
exported capital on any large scale, in addition to the three principal 
creditors whose 'holdings have aJready been discussed, can be num
bered on the fingers of one h9.nd. AIl the rest a.re debtors, some for 
very Iarge and others for very sniall amounts. 

T1M Volume 0/ International Indehtedne8B. 
Estima.tes of the total volume of interna.tional indebtedness can 

only be compiled with considerable diffioulty and a.re, a.t the best, 
little more than appronma.tions. Moreover, any violent exchange 
mOvenlents tend to make them misleading within a short space 
of time. One of the most recent oalouIa.tions of this type ha.s been 
made by Professor Julius Hirsch' and relates to the middle of the 
yea.r 1932. He estimates that the total international indebtsdness 
of the world (exCluding repa.ra.tions) wa.s at this time ,Rm. 307,208 
millions (£15,000 millions),' of which Rm. 252,628 millions oonsisted 
of priva.te indebtedness and Rm. 54,580 millions of • politioal in
debtedness' (,polili8cAe Ver&eAuldufl9'). The total of Rm. 307 mil
liards includes both short-term indebtedness and inter-governmental 
debts i if deduotions a.re made on aooountofthese, the total is reduced 
to slightly less than Rm. 250 milliards (say £12,000 millions).' A 
certain oorroboration of'this figure is given by the League of Nations 
estimats that total international interest payments in 1930 amounted 
to £750-800 millions, which represented an average rate of about 
6 per cent. on the ospital sum.' On an earlier page we estimated 
that the rest of the world owed rather more than £7,000 millions on 
long·term in 1930 to the three principal creditor oountries, Great 
Britain, the United States, and Franoe. A comparable figure from 

• N.B. W'- ito WI Map .... frweip .......,;,. Mw ...... _ ......... 
.m..,tMraleof~.....,_, ..... otMnoinaCated,tM_oftM""" 
.... HIli.., ,.,., for opoe_ .... ,. f'IOW ito.Lotadoa .... 10 Oaf. 1936. 

I ct. t.e.gue of Nati ...... ~ of P.., ..... 19JJ. p.llI. 
I W~""" ............ April 11133, pp. 8Ur8. 
• Converted., RIll. J«H3 pet' £. 
I Bcal ... _ of P..,.,_.19JO. 
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Hirsch's estimates would be Rm. 208 milliards (£10,000 millions);l 
but this total would appear to include (a) some inter-governmental 
debts, (6) some short-term debts, (e) the long-term private indebted
ness of France to Great Britain and the United States, and of Great 
Britain to the United States. It is not possible to estimate by how 
much Hirsch's figure should be reduced, but it is clear that some 
fairly considerable deduction is necessary, and that that would 
reduce the total to a figure not greatly different from our own 
estimate of £7,000 million. 

This estimate of £12,000 millions for the total long-term indebted
ness of the world' in 1932 has little lI!.eaning unless it is compared 
with similar estimates for other dates, but such estimates are, un
fortunately, not very reliable. Two are, however, available: from the 
data given above in 9hapter IX, it is seen that the total long-term 
investments abroad of Great Britain, France, Germany, and the 
United States amounted to £7,000-£7,500 millions in 1913; and the 
total international indebtedness in 1924 was said to be about £9,500 
millions.· Suc~ figures are sufficiently comparable to show that there 
was a very considerable increase in long-term international lending 
in the decade following the war. 

'International investments were at a maximum about 1930; since 
that date they have been considerably reduced. In order, therefore, 
to gain an impression of the weight of debtors'liabilities at the onset 
of the depression, one should attempt to estimate the amount of 
foreign capital in each country at that date. The following table has 
been compiled from a number of different souroes which vary widely 
in accuracy, methods of compilation, and results. It must be re
garded as merely tentative, and includes as far as possible industrial 
and direct investments as well as public and private debts. Most of 
,the investment was of a long-term character, but where a consider
able proportion of the liabilities were on short-term this has been 
indicated. The gross amount of foreign capital employed includes all 
outatanding obligations, and the net figures show the deductions 
which must be made on account of the foreign investment whicl1 
some debtors have themselves undertaken. 

Germany was the largest debtor, but about half her obligations 
were on short-term. She also possessed foreign assets to the amount 
qf about £400 millions, some £250 millions of which were long-term. 
Canada and Australia appear next in order among the borrowing 

I Converted at Rm. 20·43 per £ • 
• Woc~ dee 1_ fUr KOfljtmldurjOf'OMung. Berlin, i" (1931-2), 

p.I64. 
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Foreign Oapita! Emp'Wyed in Certain Oountriu, 19300 

Ii'Ol'trip capilal I-..ctmd lXvi, Ii'Ol'trigA 

employed . dend paymenlll capilal 

0""",,", Nefb 
employed 

(kos, - Nefb (kos, per h6IJ<i 

, (£ .... 1Uo7IB) £ 
G<lrmany . 1,3500 926 68 49 20 
Cana.d .. 1,330 956 66 38 127 
AustraJia 817· 753 36 34 122 
Chin ... 660 680 20 20 11 
Arf:tin .. 640 636 32 32 66 
In' . · 575 566 26 26 2 
Brazil . 620 520 160 .160 13 
Dutch Eaat Indies 320 320 22 1I1i 6 
Cub.. • · 295 295 (1) (') 74. 
South Afrioa 260 260 16 16 34. 
J .. pan · 260 50 12 2 4. 
Chile 260 250 11' 11' M 
Poland 2341 206 11 10 7 
Roumania · 200 200 8 8 11 
New Zealand 197" 189 9 9 128 
Hungary 14.31 14.3 7 7 11 
Norway 1261 94. 6 4. 45 
Austri .. 120 80 ,5 3 18 
Peru lUI lUI (1) (') 17 
Greeoe. 1111 1.16 6 6 18 
Denmark . 94" 53 6 S 27 
C.eohoalovakia 88 4.6 7 S 6 
Colombia . · 85 85 (1) (1) 9 
Ven8luel .. • 80 80 (1) (1) 26 
Uruguay 60 60 4. 4. 3 
Yugoelavia • 60 60 II II II 

• JlGjM" 8 .. .-. Leagu .. of N .. tio .... B.w.-o/ Pay_; Corporation of 
Foreign Bondboldera, BeporU; 8~ Y-ooob of Canada, Australia, New 
Zealand, India, and Souib. Afrioa; ~ Y-ooob of League of N .. tiona; 
Staley, War""" 1M P,;_l __ , App.I; 80Wi A ___ J""",,,,; Moedy'. 
JlatltICII of III""""""; Kimber'. Beoord O/OGII8IlllIWJ'M DebeI. 

• i .... alter deduotioDi on acoount of each oountry'. inV88trnenta abroad. 
• Of wbioh about £575 millione OODIiated of ahort-term oapitaJ. 
« Of wbioh ahort·_ oapital, £Sf. milliODL 
• Th_1Igorea refer to 1931. 
, Th_1Igorea refer to ooly eia montha at 183D. 
• Of wbioh ahort·_ oapitaJ, £71 milliODL 
• .. ., "£26" 
1 ... " N£49 .. 
I U .... £40 N 

II: ... , .,£23 •• 
1 No aoourate estimate oan be ma.ci .. "-"",, .. large pan of the forIIigIl 

oapital OODIiata of 'direo\' inftllUllenla. .. 
..gh 
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nations, and China, Argentina., India., and Bra.zil wete aJl net debtors 
to the extent of more than £500 millions. The three countries with by 
far the la.rgest external indebtedness per head of population were a.ll 
British Dominions: New Zealand, Canada, and Austra.Iia.; they are 
followed by Cuba; Chile, and Argentina. During the post-war period 
the indebtedness of Germany has increased much the most rapidly. 
Other investment was directed mainly towards South America, 
Ca.na~a, AustraJa.sia, and the other countries Of central Europe. The 
ca.pital invested in South America. and Canada was principally 
American, that in AustraJasis, British, and in Germany and the rest 
of Europe, British and American. 

The interest and dividend figures indicate the size of the fa.vourable 
balances on current account which would have been necessa.ryto meet 
service payments in full after the flow of new ca.pital had ceased. 
Those debtors who were accustomed to maintain a favourable 
balance of trade, like New Zealand and Ca.na.da.. found themselves 
after 1929 in a much better position than others, like Germany and 
Argentina., wh!l had relied for some time on fresh borrowing in order 
to pay the service on their old debts. 

T.m!: CHARACTER 011' THE INvESTMENT 

A rough estimate of .the cha.racter of British, American, and 
French holdings of the securities issued by foreign and colonial 
borrowers shows that about 37 per cent. of the external investments 
of these three countries are represented by securities of national, 
State, provincial, and municipal governments in aJl parts of the 
world; between 25 and 30 per cent. has been employed in industrial 
and commercial enterprises of various kinds. and a further 20 per 
cent. in the development of means of communica.tion and transport-
especially in railways. These figures are only very approximate; but 
it is evident that governments. industrial and commercial enterprises 
(including direct investments), and communications have attracted 
ca.pital in that order, and that, together, they have accounted for 
rather more than four-fifths 0' the total external investment of the 
three principal creditor countries. 

Governmenl Debl. 
The importance of government borrowing has been emphAJrired 

in the preceding chapters. The total amount of the public debts of 
the most heavily indebted countries are given below. So far as is 
.>OSSible, publio indebtedness has been understood to include the 

p. lel.igations of national, State, provincial, and municipal govern-
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ments; but for Ii. number of countries about which less information is 
. available, only the debts of central governments have been inoluded. 
Reparations are exoluded, but' war and relief debts are included. 
These figures must be regarded a.s little more than approximations, 
like those already put forward in _this chapter. 

E:&Iernal Publio I ndebtedneaa 01 Oertain OO'Untnea, 1930 

E_lpubUo 
EzIm&dl publiC indobfodnu. 

... pM"C6lltag. 01 indobfodnu • 
EzIm&dl pubUo total loffl!f1' ... p ...... tag. 01 

indobfodnu. 1lGjIital ..... total pubUo 
(£ .... UionB) ployed debl 

Germany . 0 0 260 20 .. 
Canada 0 0 0 270 20 25 
Australia 0 0 599 73 62 
China 0 0 0 86 13 75 
Argentina 0 240 38 36 
India 0 0 0 390 68 44 
Brazil 0 166 32 61 
Dutch East lndiee 99 31 .. 
Cuba 0 0 30 11 64 
South Africa 0 161 62 63 
Japan 0 0 0 192 74 24 
Chile 0 0 0 80 311 85 
Poland 0 0 90 38 90 
Roumania 0 0 167 78 91 
New Zaaland 0 0 0 169 81 67 
Hungary 0 0 66 S8 86 
Norway 0 0 0 42 S3 60 
Austria 0 0 0 60 60 90 
Peru 0 0 211 19 70 
Denmark 0 0 32 S4 66 
CoaohOBIovakia 0 0 III S6 19 
Colombia 0 0 0 30 SIS 68 
Vacuuela 0 0 nil nil nil 
Uruguay 0 0 30 60 .. 

s ........ , Sea nota to tabla on po 223. 

Despite the natUre of much of the material on which it is based, 
the table II8l'V8II to emphasize the magnitude of the II\lIJl8 lent to 
debtor governments. In oertain oases such aa Australia, India, Japan, 
and New Zealand, over two-thirds of the imported capital haa been . 
for the use of publio authorities. Only in a few oases has a large 
part of the inYestment not been in government bonds; Cuba, China, 
and Venezuela may be partionlarly mentioned. Th~ oountries 
which have not financed the major part of their government debta 
by foreign borrowing are th~ in which there has been enough 

Q 
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industrial development to peimit loca.l accumlllation of capital suffi
cient for such purpOBeB and, occasionally, even for investments in other 
countries as well. Such countries include, for example, Germany, 
Canada, Czechoslovakia, and Japan. On the other hand, relatively 
undeveloped countries with little experience in the accumulation and 
handling of capital have tended to borrow abroad for government 
purposes. It is not surprising that some of these countries, whose 
governments are often unstable and whose banking and financial 
systems are almost entirely undeveloped, should be among the least 
credit-worthy of debtor nations. 

The scope of government activity differs tremendously from 
country to country, and borrowing for certain purposes such as rail
way building has sometimes been undertaken by public authorities 
and sometimes by private companies. In many countries the govern
ment have undertaken to exploit large areas of land, to build 
railways and to develop other public utility enterpriBeB with the pros
pect of a return on capital which would not be sufficient to induce a 
private entrepreneur to shoulder the risk of such an investment. 
In these cases the foreign holdings of government securities are 
relatively large. They may be large, too, when governments have 
borrowed for less easily justifiable purpOBeB, e.g. in order to finance 
deficits which would have been met out of current inoome if stricter 
control were kept over government expenditure. 

Government borrowing is sometimes classified as 'productive' or 
'unproductive' according to the way in which the proceeds of a loan 
are spent. If the loan is used to purchase capital assets which can 
reasonably be expected to yield an annual return to their owners, the 
investment'is said to be productive; investment in goods which yield 
no monetary,return is said to be unproductive. Such a definition is, 
however, necessarily vague, although the statement that one form 
of investment is more productive than another does have a certain 
meaning, viz. that, other things being equ&l, the borrowers in the first 
case will probably have less difficulty in meeting service payments on 
their loans than those whose borrowing yields little or no annual 
return.1 In this sense, it may be said that borrowing by the British 
Dominions and oolonies has, on the whole, been more productive than 
that of many other oountries, particularly the majority of the South 
American republics." 

I It ahould, however; be noted that by borrowing for motly prodnctive 
pnrp ...... a borrower may releaae otber fnnds which he can 1188 for noproduo
tive pnrpoaeo. 

I It may, of 001llll8, be argued that if inv_ant in inoome-producing I1118te 
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In the field of foreign investment a further classifioation is Bometimes 
made, namely between 'self-liquidating' and 'non-self-liquidating' 
loans. If a loan is used to extend harbour facilities, for instanoe, and 
if the dues paid by ships UBing the harbour are in the form of drafts 
on foreign oountries, then the return on that. investment is in foreign 
currencies and the problems 01 meeting servioe payments on the 
loan are greatly reduced; suoh a loan is therefore oaJIed • self-liquidat
ing'. Here again, it is olear that this distinotion is one of degree rather 
than of kind, and it is more aoourate to speak of loans as more or less 
self-liquidating rather than as self-liquidating or non-self-liquidating 
in any absolute sense. 

I "tI&9tmem1 '" Railway •• 
A detailed analysis of the types of private undertakings in whioh 

foreign oapital has been invested oannot be made here; but beoause 
there appea.rs to be some misapprehension on the subjeot, a few_ 
words about investment in railways may not be inappropriate. Be
fore the war, oountries in all parts of the world borrowed very large 
Bums in Lo~don, Paris, and Berlin for railway building, and this 
investment was regarded as highly desirable by all oonoerned. The 
volume of oapital exported from theee three centres for this purpose 
was never known with any great a.ooura.oy, since the borrowing was 
frequently undertaken by publio authorities and a very large part 
of the oapital subsoribed to government bonds represented, in faot, 
investments in railways. About 40 per cent. of 13ritish overseas 
holdings in 1913 were in railway securities, and Sir George Paish has 
estimated that as muoh as two-thirds of the oapital raised by over
seas governments was also employed in this way. Thus about 60 
per cent. of the entire volume of British overseas investment appea.rs 
to have been devoted to railway oonBtruotion. As far as Great Britain 
is oonoerned, however, investments in overseas railways have be
oome muoh less important since the war, &8 is olearly shown in the 
table on the next page. 

There have been three main re&BOns for the decline of roughly 
£700 millions in the total of British overseas railway investments 
since 1913: (1) the aale of nearly £609 millions of American 

ia 'produotin', th .... In_ .... , deoigued to pre ...... , depreciatioa of th ... 
_ta ia aIao produot;;n; upendituN aD ........... ""ta, therefore, may ....... be 
ngarded as produot;; .... if viewed as all amortaataOD paJDl .... , or iDeunDoe 
pnIIlIium whiall COOD_fa or pre .......... me poaoible forma of depreciataOD 
of. COODVJ'a _IlL Suall all &rgIUIl"'" ia, perbapa. rather far-"'toIled, and ill 
thia book 001:1 meuurable 1DOIl.:r ... _ an OODaidend whea dfte,,;ng the 
produot;;rit;r of an iIl_" 
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BritiBk Holdings 0/ Securities 0/ Railway Oompanies Operating 
Abroall 

(Nominal values--£ millions) 

In Bf'itiBh ~ I .. fOf'. ~ 

Ufllited 
India OIhM Total 8tale8 0IMr Total Total 

1880a • 90 , 90 , 240 240 330 
1907-8" · 123·3 189·0 312·3 600·0 286·7 886·7 1,199·0 
1913" • 140·8 306·4 447·2 616·6 467-11 1,083·8 1,631·0 
192&1 • 116·4 276·2 392·6 .. 484·oa 484·0 876·6 
19274 • 114·6 275·4 390·0 .. 489·60 489·6 879·6 
1928' • .. 306·2 306·2 29·6 629·3 668·8 865·0 
19294 • 97·6 240·6 338·1 29·8 454·41 484·2 822·3 
19304 • 89·7 245·8 335·5 28·2 460·21 488·4 823·9 
19314 • · 89·7 249·7 339·4 29·1 460·1- 489·2 828·6 
19324 • 88·4 251·0 339·4 29·6 454·go 484·4 823·8 
19334 • · 88·4 250·4 338·8 28·1 444·30" 472·4 811-2 
1934" • · 88·2 250·8 339·0 34·8 438·9" 473·7 812·7 

• Estimates by Nash; of. Jenks, Migratiofo of Oapital, p. 413. 
b Estimates by Sir George Paish ; of. Sir Robert KindersIey in the EOO"Il<>1fIIic 

JOfWfIIJl, March 1929, p. 20. 
• Estimates by Dr. Feis; ct. his EUf'Op" t1uJ WOf'ld'. BamktJr, p. 27. 
4 Estimates by Sir Robert KindersIey; of. EOO"Il<>1fIIic JI>fIIr7IIJl, March 1929, 

June 1930, Sept. 1931, June 1932, June 1933, Sept. 1934, Sept. 1935, and Deo. 
1936. The author has very kindly a.Uowed us to use an advance copy of the 
last·mentioned number which containB the figures quoted above for 1934. 

• Includes the United States. , 
f Estimates by the E~ of.'issues of 1 to 22 March and 18 Oct. 1930. 

The figure for' Other British countries' appears to include India, and that for 
'Other foreign countries' includes bonds and debentures of foreign companies 
valued at £162·8 millions instead of £118·5 millions in aooordance with the 
correction suggeBted by the E"""",,"",. 

• The preponderance of bearer securities makes it impossible to estimate 
the amount of the British-owned share capital of foreign companies, and this 
has aooordingly been neglected in preparing these estimates. 

" The smaJlnesa of this figure is aooounted for by the reduction in British 
loan capital outstanding in 'Foreign Raila' from £60·6 millions in 1932 to 
£47·9 millions in 1933. This ean only partJy be explained by the substantial 
repayments during the year; the chiof reason was the ""change of oterling 
debentures of a foreign ra.iJway company for shares of a mining company. (See 
the EOO"Il<>1fIIic JOfWfIIJl, Sept. 1935, pp. 446 and 460.) 

ra.ilway securities during the war; (2) the increa.eed tendency of the 
governments of many countri_particu1a.rly British Dominioll8-
to undertake the operation of ra.ilwaya themselves rather than to 
leave them in the hands of private enterprise, and (3) a decline in new 
ra.ilway construction. The first point requires no oomment. Regard
ing the second, it is clear that the fact that meet new ra.ilwaya are 
government owned and that old lines are being purcha.eed by govern-
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menta haa tended to mask the amount of new investment in railways. 
Some meaaure of the extent of the ohange from private to govern
ment ownership is found in the faot that 46 per cent. of the railway 
mileage in operation in the British Empire (excluding India) waa 
privately owned in 1913, whereaa the oorresponding figure for 1931 
waa only 24 per cent. Finally, the following table shows that even 
if new investmenta in private overseaa railways have deolined, they 
have not oeaaed: 

N8W 188Ue8 in London by Railway Oompaniu Operating OverSe48· 

(£ millions) 

I .. BriUah I,,/onigft 
.......".... .......".... To"" 

1923 3·0 8·0 9·0 
1924 · 0·8 3·3 3'9 
1925 Jo7 4·2 6·9 
1928 · .. 7·6 7·6 
1927 5·0 6·3 11·3 
1928 · 9·6 4'2 1307 
1929 · 4·11 7·8 12·3 
1930 · · 11·11 9·8 lIS·3 
1931 · . .. 0·8 H 3·9 
1932 · . · Jo3 .. 1·3 

100year total · 31'9 52·3 84·2 

• Excluding oonveraions; from the League of Nations B..z.m- 0/ p~, 
1927-8, vol. ii, p. 178, and 1934, p. 181. . 

During the ten years 1923 to 1932, private overseas railway oom
panies appear to have raised new capital in London at the rate of 
£8,' millions a year. of whioh £3·2 millions were taken by Empire 
and £5·2 millions by foreign borroWlll'll. The amount of railway b0r
rowing, then. represented 8·1 per cent. of the total of new issues in 
London during this period. 

Railway building in the Britieh Empire has by no means oeased 
since 1013. The table on p. 230 shows, for the four Ia.rgest Empire 
oountries, the length of line open for railway traffio and ita oost of 
oonstruotionand equipment in 1913and 1020 ase: peroentageof 1031.1 

Between one-eixth and one-third of the present railway mileage of 
eaoh of th_ four oountries has been put into operation since 1013; 
in South Africa one-quarter and in India and Australia one-eeventh 
of the lines have been opened since 1920. Moreover, as networks Bl'8 

expanded, there is an in_ in the oost of oonstruotion and con
aequently in the demand for capital per mile of line built. Thus in 

1 BIaI;.Ii,IIIAIIrfraoC ftw eM BrW.1htpire, 1934. 
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AustraJia., half the expense of railway building bs been incurred 
since 1913, and in South Africa an4 India more than two-fifths of the 
capital employed in ra.ilways has been invested during the last 
twenty odd years. , 

19111 1920 1931-

South { milea · · 63 73 100 
Africa cost '. 56 68 100 

India { :!tea · · 83 86 100 

· 57 72 100 

Australia { :!tea · 66 86 100 
· 50 69 100 

Canada . milea · 70 94 100 

The larger Dominions and colonies have, of course, accllli:lUlated 
considerable quantities of capital of their own since the war, and 
their railway building has been financed to an increasing extent out 
of domestio resources. But in Canada an estimate for 1931 showed 
that $1,738 millions of British and foreign capital had been invested 
in railway secUrities, i.e. about 27 per cent. of the total externa.I 
capital employed. In Australia., State loan expenditure on railways 
until 1933 had amounted to £358 millions or about 45 per cent. of the 
total productive loan capital employed. In South Africa some 37 per 
cent. of the public debt is represented by expenditure on ra.ilways and 
harbours, and in New Zea.la.nd about 22 per cent. of the government's 
borrowing has been for railway purposes. These figures are not con
clusive, but they do indicate that, aJthough the borrowing of Empire 
countries in Great Britain for railways has been smaJIer since the war 
than it was. before, a considerable amount of construction has still 
been proceeding, and that railway indebtedness still constitutes one 
of the most important items in Dominion and colonial public debts. 

There has been little investment in railways in other parts of the 
world, either by the United. States or by Great Britain, since before 
the war. British investment in Argentine railways has shown no 
tendency to expand at its former rate, and this is aJso true of similar 
investment in other parts of South America. The United States has 
never made a great· number of railway investments abroad, except 
in Canada,1 and it does not appear that other ereditor countries have 
been greatly attracted to this form of capital export during the 
period in question.-

I It may be noted in paaaing that the Canadian railway companies have 
made substantial direct investmenta in railwaya in the United Sta_ . 

• Although Dutch investon hold a considerable amount of United States 
railway oecuritiee. 
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Economio nationalism, as manifested in many agricultural 
oountries which are attempting to attain comparative Il6lf-sufficiency, 
has been responsible for some new investment in railways in more 
recent years. The Export Credits Guarantee Department of the 
Board of Trade has found that'countries s~ch as Iran, Poland, and 
Brazil are making great efforts to improve their transport facilities, 
and tenders are constantly being invited for railway construction and 
eleotrifioation. It should be remembered, however, that such in
vestment is very different from investment by means of new issues 
of long-term capital. , 

Thus, although they cannot be expected ever to regain the position 
which they held before the war, Britain's investments in OV6rll68B 

railways must continue for some time to be an important factor in her 
economio life. Even in the depth of depression, th6ll6 investments 
enabled Great Britain to obtain over £20 millions worth of imports 
per year without any immediate guid pro guo, which is a not in
oonsiderable benefit. 

INDIVIDUAL DBBTOBS 
BUBOPlII. 

The principal European borrower since the war has been Germany; 
'but almost all the other countries have borrowed larger' or smaller 
sums for various purposes. The period is especially notable for the 
number of government-a.ided or guaranteed loans made to various 
European states by France, Great Britain, and the United States, 
and in this conn6lrion it is neoessary to make some reference to a 
mes of loans made under the auspices of the League of Nations. 

Tile League Loa,...1 

The tables on the next page show the amounts of the League 
Loans and the proportions subscribed by various countries. 

There are eeveraJ reaeons for giving speoia.l consideration to the 
League Loans. In the first place, their importance, in view of what 
was achieved with their aid, was such as to make the sums in
volved an exceedingly misleading guide to the part which they' 
played in the universal effort to restore European stability after 
the war. This is the result of the particular circumstances which 
preceded their flotation, for almost all the countries which received 
League Loans would have found it impoesible to borrow abroad 
by any other method. 

• cr. A ....... &oporct of tile Leogue Loau Committee (LoodOD). 



232 

Date --
1923 
192~ 
19M 
1926 
1926 
1927 

1927 

1928 

1928 

THE DEBTORS 

Natm6 

Austrian Government Guaranteed Loan 
State-Loan of the Kingdom of Hungary • 
Greek Government 7 per oent. Refugee Loan . · Municipality of Danzig 7 per oent: Mortgage Loan 
Kingdom of Bulgaria 7 per oent. Settlement Loan • 
Free City of Danzig ili per oent. (Tobacco Monopoly) 

State Loan. • • . . • -. . 
Republic of ESto.pa 7 per oent. (Banking and Currency 

Reform) Loan . • . . • . . . 
Greek Government 6 per oent. Stabilization and Refugee 

Loan. . . • • • • . · Kingdom of Bulgaria 7 i per oent. Stabilization Loan 

Total . . . · 
• 

Oreditor8/or League Loa1I8" j. 

p",.....,.ol 

Austria 
Belgium • 
Czechoslovakia 
Franoe . 
Great Britain 
Greece 
Holland 
Hungary 
Italy • 
Spain • 
Sweden • 
Switzerland • 
United States 

totollo,.... 
3·2 
1·2 
~'8 
3-0 

49-1 
3·3 
1·8 
o-~ 
6·9 
2·6 
1·6 
4·0 

19-1 
100·0 

.A1>IOU1II 
(£m.ilUo ... ) 

33·6 
14·2 
12·2 
1·6 
3·4 

1·9 

1'6 

7·6 
6·~ , 

81-2 

• League LoBUS Committee (London), PM<do A"""'" Beporl, Jnne 1936, 
pp. 60 and 61. 

Secondly, they enabled the newly created states of Europe ~ 
attain that modicum of economic independence without which their 

',politica.l independence would have been an empty sham, and it 
enabled them to do this quickly; without any loss of prestige, and , 
in a~anner compatible with the strongly nationalistio sentiments 
of theiIinhabitants. 
Thirdl~he League Loans involved several novel features which, 

in the y before the depression, promised well for the furtherance 
of financial -operation between nations. These features, some of 
which were n ~ entirely unknown before the war, were concomitants 
of the existenae of any such extra-national body as the League 
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itself. The general supervision which the League exercised, to a 
greater or lesser extent,· at different stages and ple.ces, represented 
a departure from traditional practice in that contact between 
borrower and lender was not direot, but through an intermediary. 
In each 0&B8 the whole question of the situa,tion in the prospective 
borrowing country was the subject of a special inquiry conduoted 
by the League before any loan was ra.ised.1 As a result of this inquiry 
recommendations were made to the Council of the League by the 
Financie.1 Committee whioh, on endorsement, were put into effect 
by that Committee. Nor did the League's supervision stop with the 
suooeBBfu!. fiotation of a loan. Except in the ce.ses of the Danzig and 
Estonian issues, the League maintained an International Financial 
Commission. or appointed a Commjssioner-Genere.1 resident in the 
borrowing country. to supervise the colleotion of the loan service 
and to see how the proceeds were spent. These officials were given 
adequate powers to interview persons and .ex&n1ine documents so 
that proper supervision could be exercised. . 

The loans also exhibited certain new features whereby· additional 
security. other than the pledge of the borrowing country. was given 
to investors which, e.1though it was not a serious emb&lTllSBlllent to 
the borrowers. did much to ensure the suooess of the issues. In all 
_. the service of the loans was secured. over and above that 
proteotion afforded by League supervision. by a first charge on 
various revenues or real &Bsets. The interest and principe.1 of the 
Austrian Loan were. moreover. guaranteed by various governments, 
in many ce.ses to an extent considerably in exoess of the subscription 
of their respective nationals to the loan. This, the first of the League 
Loans. was the only one whioh was direotly guaranteed as to principal 
and interest by foreign governments. and it is possible that an 
extension of this practice to the other League Loans would have 
been of oonsiderable 8ubeequent benefit to those who invested in 
them. 

Fine.1ly. the League Loans represent an enormous increase in 
• anonymous' inter-governmente.1 lending. By this is meant the 
fiotation of a single issue in several financie.1 centres which made it 
impossible for any single creditor to put pressure on the borrower. 

It must be emphasjUld that the creditor governments were not 
80 intimately connected with League Loans &8 has often been sup
posed. except in 80 far &8 they had a moral obligation to their own 
peoples whom they urged to 8ubscribe to the issues. Sirnj1a.rly, the 

l Thia d_ Dol apply to lbe two IIII&IlIoaaa to Dauig whi6h ,... made in ""1 opeoial m...WDII __ 
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attitude and responsibilities of the League itself should be noted 
and not exaggerated. Though the moral obligation of the Council 
cannot and would not be disputed, it is as well to remember that 
it was actually under no obligation beyond that of ellSllling the 
successful flotation of a loan and of making such provisions for the 
collection of the service as was indicated in each specific case. To 
quote the Report of the Rapporteur on the work of the Financial 
Committee at the League AsSembly of 20th September 1927: 

'All these loans were issued without the least difficulty. The investing 
public has confidence in the loans issued under the auspices of the League 
of Nations because it knows that they are based on plans carefully studied 
by the impartial and highly qualified experts' who form the Financial 
Committee. Furthermore, it is well known that this Committee follows 
systematically and assiduously financial conditions in the countriss with 
which it is concemed.'l 

In general, it is impossible to deny that everything which could 
reasonably be done was done in order to e~ that the League 
Loans should 'be successful in the broadest sense of that word, and 
with the utmost good faith on the part of the League, the borrowers, 
and the lenders alike. No justifiable appeal for assistance was refused 
to any impoverished country, and the criterion of what was justifiable 
was determined by persons whose ability and disinterestedness were 
beyond question. The genuine desire on the part of the debtors 
to fulfil their obligations is shown by the manner in which, without 
exception, they have given absolute priority to the League Loans 
before any other external obligations. League Loans are the 'First 
Debentures' of .international investment; if their dividends have 
remained nnpaid it is certain that many creditors for other securities 
are in a far worse plight. 

(lennany.1 

Ethical and economic considerations alike were favourable to the 
export of foreign capital to Germany at the end of the war. Apart 
from the gigantio industrial reorganization necessitated by the 
sudden change from war to peace, and the need to ameliorate the 
actual physical distress of many of her inhabitants, Gem1any was 
also forced to pay large amounts as reparations to the victors and 

~ ~ Quoted in the :F .. BlA"""'" &pori of the League Loans Committee (Lon-
o I. p. 23. 
which ~or a detailed analysis of German borrowing ..... c. R. S. Barrie, On
of the e/,Of"rign lndebtodnu. (Oxford UDiveraity Preas, for the Royallnatitute 

.. tional Aftai:ta, 1936). 
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to attempt to re-establish the former'standards of life of her people 
in a geographical area which had been shom of some of its richest 
parts. Only by a long and difficult struggle could she hope to do 
this with the aid of her own capital accumulation, and she was foroed 
to rely on foreign lenders in order to obtain the funds necessary for 
the work of reconstruction. These lenders, especially the United 
States, were more than willing to assist, and vast sums of money 
began to pour into Germany. In such circumstances, it is hardly 
to be wondered that Germany borrowed a larger volume of foreign 
capital in a shorter space of time than any other country has ever 
done. 

The period of large-scale German foreign borrowing began in 1924 
with the stabiJ.iz&tion of the mark and the issue of the Dawes Loan. 
Rates of interest within Germany were relatively high and lenders 
all over the world, and particularly in the United States, Great 
Britain, Holland, Switzerland, and Sweden, were willing and anxious 
to make loans to German governments, municipalities, banks, and 
industries. The problem of how Germany was to obtain an export 
surplus sufficient to meet the service payments on theaeloans as well 
as the Bums due on· reparations account appears to have been over
looked. Even before the war Germany had had an unfavourable 
balance of trade; in 1924, her productive capacity had been greatly 
diminished by the territorial changes and consequent industrial 
dislocation imposed by the Peace Treaties, and her creditors were 
protecting their own industries with ta.ri1fa to a far greater extent 
than ten years before. In such circumstances the creation of an 
export surplus was almost an impossibility. ' 

A secondary, though neverthelees important, consideration con
cema the purpoaea for which the loans were used. Much of the foreign 
investment in Germany between 1924 and 1930 was of an unpro
ductive nature, and an even larger proportion was of a kind which 
added nothing to the available supplies of foreign exchange. That 
much of the borrowing of municipalities was ofthiB type was pointed 
out by Dr. Schacht, President of the Reichsbank, in November 192'1_ 
• The expenditure', he said, 'upon the construction of stadia, swim
ming baths, pleasure gardena and ornamented bnildings. upon land 
and estates, amusement halla, banqueting haIla, hotela, offices. 
planetaria, aerodromes, theatres and museums, upon credit oem
oeasions to. and participation in, private bnsi-. amounts to • 
totalaum not much below the total of foreign loans raised by cities. '1 

Such investments do. of course, provide an economio return, but 
I ~ Z ........ 111 NOT. 1927, quotied b7 Barrio, opom"', p. Ii, .... 
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since this cannot be measured in money terms, and since it does not 
accrue directly to the borrower in an accounting sense, these invest
ments must be classified as unproductive. 

Of a slightly different nature are the problems raised by the 
technical methods employed in· using foreign short-term funds. 
Loans to German banks and other borrowers on short-term were 
used to purchase as~ts of a kind which were liquid only in the long 
period; Technically, it is not true to say that German banks bor
rowed short and lent long, since their IQans to industry were nomi

. nally for short periods; but if they were used to purchase fixed plant-
as was often the case-they became, in fact, long-term loans since 
they could only be repaid over a long period of time. The existence 
of these loans materially intensified the difficnIties of German banks 
during the international scramble for liquidity in the summer of 1931. 

Germany's foreign indebtedness reached its highest point during 
the summer of 1930. At that time, short-term loans and credits 
amounted to about Rm. 15 to 16 milliards, and long-term loans to 
Rm. 11 milliards.1 Of the short-term loans, probably about 70 per 
·cent. was due to foreign (mostly American) banks, chiefly by 
German banks who had re-lent it to industry-but also by German 
industries and municipalities. The remainder of the short-term loans 
were due mainly to foreign firms who had made loans to German 
industry or who had deposits in German banks. It is diffioult to 
give any distribution of the long-term loans to Germany as between 
classes of borrowers. As a whole, however, States, municipalities, 
and other publio and semi-public' bodies were by far the largest 
group of borrowers. In this connexion it is interesting to note that 
long-term investment in Germany also took the form of purchases 
of German domestic securities, real property, mortgages, &c., by 
foreigners. If these are included, the total of foreign long-term 
investment at its peak in 1930 would be raised from Rm. 11 milliards 
to, perhaps, Rm. 18 milliards. 

Some idea of the relative amounts of capital invested in Germany 
by different countries can be gained from the following tables. The 
figures given by the EconomW for the position of the short-term 
debt at the end of July 1931, when some Rm. 3 milliards had been 
withdrawn, are,shown at the top of page 238. 

The United States heads the list, with Holland second and Great 
Britain third. The relatively high proportions taken by Holland 
and Switzerland are indications of the continued importance of these 
countries as international banking centres, and much of the money 

. 1 Cf. Harris, op. cit., p. 8. 



D." .. ODd Young Loowo · Btateo, municlpali~leo, &0. 
Public oWiUN . 
Municipal b&ob, &0. . 
Privata borrow ... · 

Tot&I • · (e mlllicoa)' • 

Peroontege dl.otribotiml 

Lmg-tmn Foreign Loam to Germany, 1924 to 30th June 1931" 
(Nominal value in millions of Reicbsmarks) - 8_-

U.B.A. BriItJm BoUmul land 8wtdIm p,.,.,.". BtlgIum IIDlg 

875 490 174 136 162 '75 51 « 
860 210 256 53 630 · . " . . 

1,073 « 115 114 3 .. " . . 
188 8 80 8 , · . .. .. 

2,259 U8 699 201 108 · . -. .. 
6,256 1,100 1,17' 612 197 '76 61 46 
(258) (") (67) (26) (39) (23) • (2) (2) 

66·2 11-6 12-3 6-' 8-3 6-0 ' 0-6 0,5 

0IMr 
..,..,."... 

.. 
10 
32 
14 
69 

126 
(6) 

1-3 

NrM' ThiI table ohowa "b8ro the 10a0a in qoeotiml were iaooed, but doea Dot indicate tbeir p"""""t domicile. 

• The E""""""",, 28 J&O. 1932, Reparatiouo &ad War Debta Supplement, quotad by Barris. op. cit., p. 96. 
• Converted .tthe rate, Rm. 20'43 - £1. . 

P..--o-
ToCal lags 

2,399 26·2 
1,919 20-1 
1,386 14-5 

260 2-6 
3.692 37-6 , 
9,646 100 
(466) 

100 
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which came from them must have originated in other European 
countries such as France, Czechoslovakia, and Sweden. 

Slum-term Foreign Loana to Germany, July 1931· 
(Rm. millions) 

Acoepta7IcB Otlwr .Iwrl- P ...... ,. 
J)wto .. .dill ,.,.".10 ..... Total ago 

U.S.A. .• · 1,405 1,738 3,143 26·3 
Great Britain · · 886 1,167 2,053 17·2 
Holla.nd · 263 1,806 2,069 17·3 
Switzerland • . · 236 1,642 1,878 15·7 
Other countries · 188 2,638 2,826 23·5 

Tota.1 . 2,978 8,991 11,969' 100·0 

• TIw Economist, Reparations a.nd War Debts Supplement, 23 Ja.n. 1932, 
p. 11, .quoted by Harris, op. cit., p. 9. . 

• Approximately £685 millions (Rm. 20·43 = £1). 

As the table on p. 237 shows, the United States was.also Germany's 
largest credito1 on long-term, with Holland and Great Britain 
second and third: Over half of all the foreign long-term loans to 
Germany during the period 1924 to 30th June 1931 were floated in 
the United States. 

How these vast imports of capital affected the baJance of Ger
many's foreign payments is shown in the following consolidated 
balance of payments for the years 1924--30 inclusive: 

The German Balance of Payments 1924-30· 
Ourrw GCCOU7II: Em. ""'!Umu 

Mereha.ndise. . • • - 8,224 
Shipping and other services • + 2,928 
Armies of occnpation, &C. • • + 907 
Interest payments • . . - 2,728 
Reparations payments • -10,146 

Balance on enrrent account .. =16;263" 
OapitdlGCCOU7ll: 

Long-term loans a.nd bonds repurchased 
Movements of securities. . . 
Other Germa.n investments abroad (net) 
Short-term capital movements. . 
Indefinable capita.! movements • 

Balance of capital movements. 
Gold a.nd fo~ exoha.nge 

Balance on capital account 

'l 

• Ca.!eniated from estimates given in the BtmMrlwft N Statist''', No. 14, 1934. 
• £745 millions (Rm. 20·43 = £1). . 

+ 7,174 
+ I,ooS 
+ 69S" 
+ 4,758 
+ 3,734" 
+17,370 
- 2,107 

• +16,263 

Wirlleh4ft .....r 

" ThiBiaaccountedforbytherepatriationofpre-warinveetmentsintbeU.S.A. 
• Includes Rm. 1,200 millions of United States bank-notes exported in 1924 

and 1925. 
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It is seen from the foregoing table tha.t imports of ca.pital exceeded 
Germany's payments to foreigners on a.ocount of interest and re
parations by a considerable sum, which was ba.la.nced by la.rge net 
imports of merchandise, gold, and foreign exchange. How Germany 
was to continue to meet her obligations ab!'Oad when this capital 
import ceased does not appear -to ha.ve been considered by her 
creditors, whose concern for their own future was completely over
shadowed by their desire to have as large an income as possible in 
the present. , 

The most important features of German borrowing were, then, that. 
foreign loans continued to be made long after the need for stabiliza.
tion and relief loans had vanished; a.nd that debts-most of which 
could be ca.lled at short notice-were accumulated in foreign currencies 
to an extent which, in view of the industrial development of the 
oountry and the high tariffs imposed by its creditors, could never be 
justified by reference to her actual or potential export balance of 
goods and services; and, finally, that mllJlY of the short-term credits 
were used in such ways that any crisis would render them illiquid 
even in terms of German currency. 

The inevitable crisis ca.me after the failure of the Kreditanatalt 
in 1931. It was followed by moratoria, exchange restrictions, default, 
and radica.l politica.l changes • 

.AWN. 
The circumstances in which Austria was left at the end of the war 

are sufficiently well known to require only the briefest recapitula
tion. Formerly the centre ot the vast Auatro-Hung&ri&n Empire, it 
was economica.lly and geographica.lly truncil.ted by the war, which 
enabled many parts of it to gain their independence 'and left Vienna 
with • population of nearly two millions isolated in a oountry whose 
total inhabitants were less than three times that number. Sur
rounded on all sides by tarifF wa.lls, burdened with heavy repa.rations, 
threatened with profound socia.l disorders and forbidden to unite 
with Germany although plebiscites in two of the provinces showed 
an overwhelming majority in favour of UDion, eoonomio disintegra
tion appeared inevitable unless aid were forthcoming from some out
side sources. An appeal was made to the :r-gue, and in September ' 
1922 a plan was formulated for the financial and economio reha.bilita.
tion of the country and was adopted by the representatives of the 
principal European Powers. The unrestricted issue of paper notes 
was stopped in the next month and confidence began immediately to 
return. The programme of reorganization also included. reduction 
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of the number of ministries, reform of the system of tax collet 
tion, and the release of 100,000 employees in state industrial acti.vi 
ties. Despite the prompt response to remedial action, however, i 
was realized that the flotation of 80 new loan was an indispensabl 
part of the whole plan, and 132 million Austrian gold crowns ha. 

. actually been advanced by neighbouring foreign governments d~ 
1922 in anticipation of this issue. 

The loan, floated in June 1923, took the form of 80 governmen 
I guaranteed loan, repayable before 1943, and was issued in AustriB 

.Belgium, Czechoslovakia, France, Great Britain, Holland, Ita.!, 
Spain, Sweden, Switzerland, and the United States, in bonds 0 

various denominations and in various currencies, for amount 
sufficient to yield an effective ·sum equivalent to 630 million AustriaJ 
gold crowns (£33'6 millions,nominal). Officially, the object of the 10801 

was to repay those short-term debts, incurred in anticipation of th, 
loan, which are mentioned above; and to liquidate the budge 
a.rrea.rs of 1923 and 1924 during the completion of 80 ,Programme.o 
financial reform. In effect, the loan served to provide the basis whicl 
secured finan~ial and monetary stability in Austria. A bank 0 

issue, independent of government control and having the sole paWl!: 

of note issue, was established with 80 capita.! of 30 million Austria) 
gold crowns, and exchange stability was maintained from Octobel 
1922 onwards. 

G-uo.rantor8 0/ the .A fl8trian Loan 

Great Britain 
France . 
Czechoslovakia 
Italy • 
Belgium 
Sweden 
DenlD&Jk 
Holland 

• • 

PtII'unt. 

· 241 
· 24i 
• 241 
• 201 
· 2 
· 2 
· 1 
· 1 
100 

Security for· the loan was effected by 80 first lien on the CustoJIUI 
and Tobacco Monopoly. A reserve fund in foreign currencies was 
also in the Trustees' hands, and was originally equa.! to one ha.lf. 
year's complete service. Further security could also be called for 
if the yield from the assigned revenues was insufficient to meet the 
service. The precise association of the League with the issue is 
defined in 80 Council Resolution of the 4th October 1922, in which 
the Council • approves .•• the scheme submitted. .•• It agrees to 
accept the duties and responsibilities involved. • ..' The guarantee 
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by various governments of the prinoipal a.nd interest of the bonds 
oovered 585 out ofthe 630 million gold crowns whioh comprised the 
total issue, the portion whioh was not gu&.ra.nteed being ohiefly a.n 
advanoe from the Swiss Government of 20 millions and the Spanish 
tranche which was the subject of a speoial_ &lTa.ngement with the 
Spanish Government. . 

In 1925, at the request of the League Counoil, a thorough inquiry 
into the Austrian finanoial a.nd eoonomio situation was made by 
MM. Layton and Rist whioh afforded ample evidence of the extent 
of the reoovery whioh had followed the issue of the loan. This was 
espeoially marked in the finanoial sphere, stability of exohanges, a.nd 
sound budgetary finance being thOl;oughly restored. The same'oould 
not be said of general eoonomio conditions, however. The deflation 
which had aooompanied stabilizationhad oausedan enormous increase 
in unemployment, and industrial produotion remained at a low level 
in striking oontrast to the feverish aotivity of the immediate post
war years. It was a situation, moreover" which the investigation 
showed would be very little remedied by increasing industrial 
efficienoy or further deflation, ~ce it was due; not to inflated posts, 
but to the high ta.ri1I walls by whioh Austria was surrounded and 
which effeotively excluded her from any really wide international 
market. That Austria's position was nevertheless relatively sound 
was generally agreed by 1926, a.nd the League's Commissioner
General, who had resided in Vienna since the end of 1922 and super
vised the whole ailministration of the loan resources and the collection 
of the service, was withdrawn in the middle of 1926. 

This optimism, which was accompanied by a large inflow offoreign 
capital, mostly on short-term, was based on very unstable founda-
tions. The difficulties of the situation became glaringly apparent 
in 1930, when a further international loan was made to Austria, the 
8ubscribers being the United States, Great Britain, Hol1a.nd, Italy, 
Sweden, and Switzerland. This loan, which is due to be completely 
repaid in 1957, and which is secured by the receipts from the Customs ' 
and the Tobacco Monopoly, was issued nominally to pay for im
provements to the Austrian railways and the postal and telegraph 
administration. In reality, it provided the Austrian banking system 
with foreign exchange sufficient to postpone the oollapee for a further 
ten months. 

Default on Austria's external obligations was again imminent in 
1935 and was prevented by a further international loan of SOO 
million scbiJJjngs. Towards the end of 19S4 the foreign exchange 
provided by this loan was nearly exhausted, and, for a third time, 

B 



l'HE DEBTORS 

default was staved off by the conversion of the League Loan of 1923 
to lower rates of interest. 

Given political stability and further time to make the necessary 
economic readjustments, it is possible that Aus~ria may be able to 
re-establish something approaching equilibrium in her economic 
system. She cannot, however, hope to make herself economica.lly 
self-sufficient, but must depend on foreign trade which cannot 
increase until the tariff barriers which are maintained by neighbour
ing states for political reasons are lowered or destroyed altogether. 

The following tables show Austria's position on fore~ capital 
account at the end of 1932. Unfortunately no data is ava.ila.ble 
regarding the amounts due to ~ditors in different countries. 

Repuhlie of Austria: EztenwJ, Debt in F()Teirrn, OUf"fenciea, 
31at December 1932-

(In millions of gold schilling) 
-

Medium- S/wrI. 
o..edl1g Funded ,.,.". ,.,.". Total 

State .. - 1,299'2 416·9" 100'()O 1,816'1 . . . · Provinces and mUnicipalities 465'7 1l·9 .. 477'6 
Transport • • · · 14-4 13-2 33-2 60-8 
Charitable institntions · · 4-0 .. .. 4-0 
Banks . . . · · 41-9 3·3 978-4" 1,023'6 
Industry and Commerce · 186·3 68·2 82-0 326-1\ 

Total · · 2,01l'6 603·6 1,193-6 3,708,6 
(£ millions) . - (76) (20) (46) (140) 

- From Moody'. M......al oj I..-ts. 
b Includes 408·7 millions of gold schilling for relief debts. 
o Advance by the Bank of England consolidated by the Austrian Govern-

ment International Guaranteed Loan 1933/63. . .. 
• Includes 90·0 millions of re-discount credit granted by the Bank for 

International Settlements, which w,," funded in 1933, and 624·9 millions of 
abort·term bank credits of which 410·2 millions relate to the Credit-Anstalt. 

Service RequirementB of External Debt, 1932-
.o4morli-

o..ed I1g Intn." ...uo.. Total 

State . . . . · - · 100·9 66·0 166'9 
Provinces and municipalities · · · 27·7 11-7 39·4 
Transport • • · · · 4·6 6·11 10·1 
Charitable institntions · · · 0.3 0·2 0.11 
Banks . . . · · · 62·7 103'9 166·6 
Industry and commerce · · · · 23·8 9'4 33·2 

Total . · · · · 220-0 186·7 406·7 
(£ millions) . · · · · (8,3) (7'0) (16·3) 

• From Moody'. JlGtItIGI 0/1 .. _. 
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Hungary. 
Encouraged by the success which attended the AUBtrian recon

struction, Hungary made a similar appeal to the League in 1923. 
The economic situation was, however, much less desperate despite 
grave political difficulties, since Hungary is p~arily an agri
cultural country with no city comparable in size to the Austrian 
capital, and much more nearly self-supporting. From the point of 
view of League financial assistance, the situations of the two countries 
were very similar. It was natural, therefore, that in dealing with the 
problem the League should follow essentially the same plan as that 
which had been put into execution in Austria. Success followed even 
more quickly. In addition to the provisions 'designed to secure 
stabilization of the Hungarian currency and balancing of the budget 
on a permanent basis through taxation by 30th June 1926', the 
Bcheme also required 'satisfactory political relations between Hun
gary and its neighbours and especially the conclusion of agreements 
for enoouraging commerce with other countries in the same region '. 
The loan1 floated in July 1924 at '11 per oent. was such as to yield 
in the aggregate an effective sum of 250 million Hungarian gold 
crowns (£14,200,000). It was issued in eight separate Wa7lches in 
Czechoslovakia, Great Britain, Holland, Hungary, Italy, Sweden. 
Switzerland, and the United States, in the form of twenty-year 
bonds redeemable before 1944. This sum was raised without diffi
oulty, although, unlike the Austrian Loan, the issue was not 
guaranteed by the government of any creditor country. It was 
seoured by a first charge on customs, sugar tax, tobacco, and salt 
monopolies. Further security was prorided by a Reserve Fund in 
foreign ourrencies in the Trustees' hands originally equal to one 
half-year's complete eervioe. If the yield of the assigned revenues 
should fall below 150 per oent. of eervioe, additional security could be 
demanded. As with the Austrian Loan, eervioe and amortization 
payments were due monthly, to be paid into the hands of the Trustees 
in foreign ourrencies. A CommiAlrioner-General with the same duties 
as his counterpart in Austria was appointed. 

Budget equilibrium was reached with great rapidity and, although 
a deficit of 100 million gold crowns had been 8%peCted for the financial 
year beginning June 1924, there was in fact a surplus. The following 
year was equally favourable, eo that two years after the control had 
begun-which was the minimum period contemplated-4he recon
struotion work had been sucoessfully concluded. Only abont one
fourth of the reoonetruotion loan had been used to meet deficits, 

I See rJao P. 85. 
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the baJance being available for productive investment. Accordingly 
the Commissioner-General was withdrawn in the middle of 1926, 
leaving the country in a thoroughly sound financial position and with 
her bonds at a premium in the creditor countries. 

The government of Hungary, however, continued to borrow abroad 
after 1926 both on long- and, in 1930, on short-term. In 1931' a 
moratorium was deblared on transfers abroad, and since that date 
default has occurred either wholly or in part on all the foreign 
obligations of the Hungarian Government. As in the case of Austria, 
though for slightly different reasons, the lowering of tariff barriers 
is an essential condition for Hungarian recovery. Economic stabi
lity for her rests on the development of exports of agricultural 
produce to her more industrialized neighbours, a development 
which can only occur if tariffs are lowered and if agricultural prices 
rise substantially. 

The external indebtedness of Hungary has been estimated as 
follows:' 

Ki/IU,JOOm 0/ H'/l,1VJarg: External buleblR.d'M88, 
Deamher 1932-

(In millions of Pengo) , 
Meditm>- and 

O1Dedbg Long.term .horl-term 
State . · · 1,252'> 310 
Public bodies · · 486 25 
Municipal enterprises • · · .. 36 
Charitable institutions · · 30 .. 
National bank · · .. 145 
Corporations; banks, &0. · · 703 1,322 

Total · · · 2,471" '1,838 
(£ million) · · (91'6) (68'1) 

Tot<» 

1,562'> 
611 
36 
30 

145 
2,026 

4,309D 
(169'6) 

'. From Moody's Mrmual oj 1 __ • 
b Tbia includes the debt of the Caisee Commune, which is &hown at ita face 

value; it haa, however, been reeapitalised at one-third of that value and .. 
deduction of 600 million pengo &hould therefore be made from the above 
figures., 

Poland. 

Poland was one of the last of the new European states to establish 
a stable currency after the war. Equilibrium in the budget and on 
the foreign exchanges appeared to have been reached in 1924, but 
the government could only keep the budget baJa.nced by means of 
increasing issues of notes and coins of small denomination, The 
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inflation so oa.used forced the exchange to deprecia.te. This deprecia.
tion wa.s brought to a.n end, a.nd sta.bllity wa.s fina.lly esta.blished in 
1927-8 a.s the result of three different factors, viz.: the government 
oea.sed its infla.tiona.ry issues of ourrenoy a.s the first step towards 
internal equilibrium; the fortuitous circum~ta.nce of the Coal Strike 
iIi Brita.in in 1926 grea.tlyincrea.sed Po1a.nd's foreign bala.nces; fina.lly, 
a sta.blliza.tion loa.n of $72 millions, subscribed ohiefly in New York, 
ena.bled a more perma.nent sta.bllity to be atta.ined. 

In addition to the Sta.blliza.tion Loa.n of 1926, other foreign 
investments in sta.te a.nd municipal issues were made both before 
a.nd after that da.te. It is estima.ted tha.t the total amount of foreign 
oa.pital invested in Pola.nd in 1930 wa.s $1,158,801,000, of which 
a.bout 40 per cent. wa.s in government and municipal bonds, 20 per 
cent. in issues of Polish industries, a.nd a further 20 per cent. in 
ba.nking a.nd commercial credits, ma.inly on short·term. About 40 
per cent. of the oa.pital issues of Polish industries were' held by 
foreigners in 1930, principally by French, Germa.n, America.n, a.nd 
Belgia.n investors, in tha.t order. . 

Pola.nd's present diffioulties &rise pa.rtly from her political position, 
which neoessita.tes large expenditure on a.rma.ments which would not 
be justified on purely economio grounds. Her foreign exoha.nge posi
tion ha.s also been a.1fected by the fall in agrioultural prices. Real 
recovery depends on the sa.me fa.otors which ha.ve a\rea.dy been 
mentioned in the oa.se of other central Europea.n countries. 

The following ta.bles give some interesting sta.tistica of foreign 
investments in Pola.nd:1 

.&ptiblic 0/ Polaflll: E:r:IenIal I fIIlebl«l_, 1929 aM 1932 

(In milliODB of alotya) 

. . 1935 1929 

Stata debt . . . · · · · · .,614 3,744 
Looal go ........ ment debt. • • · · · S13 229 
Privata debenturM and mCll"tgllge bonda · · · 426 317 
F . boldings in Poliab entarpriaee · · · 2,009 1,800 C:'roana. . . . . · · · 1,600 1,828 
Branch .. of foreign entarpriaee · · · · 600 658 
Merobandiae credits · · · · · 200 1,163 
Bank credits , . · · · · · · 29S 878 
Other credits . · · · · · · 203 89 

Total. · · · · · · 9,966 10,393 
(£ milliona) • · · · · · · (378'S) (396·9) 
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Nationality oj Foreign Oapital InlJe8teil in Polish Joint-Btoclc 
Oompaniea, 1st Jan1JD,ry 1933 

French • 
Germa.n • 
America.n 
Belgia.n • 
British • 
Austrian • 
Dutch 
Swiss • 
Swedish • 
Italian. • 
Czechoslovakian 
Other '. 

Pm coni. o/Iotal/()'f'mg,. 
C<ip1ta1 i1wIsted 

.2404, 
• 23·' 
• 21-9 

10·0 
'·9 
3·5 
2·8 
2·8 
2·3 
1·5 
1-1 
1·' 
100 

Foreign Oapital In'lJe8ted in Polish Joint-Btock Oompaniea, 
1st January 1933 

Total Block 
C<Ip1taI Pm coni. 

NfJlrllbm 0/ (millWroB held by 
I 'IIiJuslTy Ct>T1Ipam.. 0/ dote.) /()'f'.-

Petroleum. · · · · 35 273 8'·0 
Mining, foundry . · · · · '9 920 77-1 
Metal • • · · · 15' 2" 28·8 
Electro-technical - · · 39 l(u 47·' 
Electric works · · · · · 21 185 75·' 
Mineral · · · 78 106 21·15 
Chemical · · · · 117 i, 205 '1·6 
Lumber · · · · · · 97 '7 26·9 
Paper · · · 28 85 26·8 
Graphio' 

, . 
'3 36 2·1 · · · · · Textile '." 153 628 28·1 · .. . · · · · Clothing · · .. · 25 18 0·8 

Leather · · · 28 18 U·6 
Foodstu1fs · · · 148 168 16·0 
Sugar · · '. · 158 168 9'0 
Agrioultural · · · · II 9 .. 
Building · . · · · · 69 315 19·2 
Hotel, hcalth resort · · · 20 22 .. 
Entertainment · · · · · 7 3 '·8 
Tra.nBportation · · · · " 218 28'0 
Precision products · · · 7 3 10·8 
Trade · · · · · · 153 63 17·2 

Total · · · , 1,41' 3,'600 46·7 

• £131·8 milliODB. 
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PM Balka1l8. 
The only Balkan countries to receive League Loans were Greece 

and Bulgaria.. Greece borrowed, in 1924 and 1928, £19'7 millions in 
this way, and ,Bulgaria obtained a total of £8'8 millions in 1925 
and 1928. These countries, and their neighbours, Roumania, Yugo
slavia, and Albania, have all borrowed larger or smaller sums abroad 
in other ways. 

The finances of the Greek Government have been partly~derthe 
control of an International Financial Commission since 1898 and 
this has enabled the government to borrow abroad at slightly more 
favourable rates than would otherwise have been obtained. It seems 
clear, unfortunately, that the foreign funds obtained by Greece both 
through the League Loans and by other means, were not used in 
ways which would have been dictated by purely economic considera.
tions. The chief creditors of Greece are Great Britain, the United 
States, and Holland, who all lent money at various times in the 
post-war period. The Greek Govemmentalso obtained small amounts 
through the' Kreuger interests, and the total amount of foreign 
capital invested in Greece was estimated at £115 millions in 1930. 

In 1932 the Greek Government went into partial default on the 
gold loans of 1889, 1893, and 1898. In April 1933 the League of ' 
Nations sent '" delegation of experts to investigate financial condi
tions at the request of the Greek Government. In November, after 
negotiations, the government offered to transfer 271 per cent. of 
the interest of its external debt in 1933-4 and 35 per cent. in 1934-6. 
These proposals were not put into operation completely until April 
1935. When the Greek Government desired to extend this arrange
ment for a further year, bondholders resisted in '" detemlined fashion, 
pointing out that the undoubted improvement visible in every branch 
of the Greek economy was such as to warrant an offer of at least 
50 per cent. of the full contractual debt eervice.1 The offer of the 
Greek Government was accordingly declined. Many obeervers be
lieve that the Greek Government is in '" position to make better , 
offers to its external. creditors and that its default must, in some 
measure, be due to unwillingness rather than inability to pay. 

The League Loans to Bulgaria were secured respectively by excise 
and customs revenues. Their purposes were to enable oerta.in short
term debts to be repaid, to 8.ssist in the settlement of refugees and 
to provide foreign funds for currency stabilization, for the repayment 

• See Tl .... A __ Report of the League Lo&Da Committee (London). June, 
1936. Alao below, Chapter XlV, p. 198. . 
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of floating debt, and for railway reconstruction and improvement. 
Apart from investments in government securities, the foreign 
capital in Bulgaria in 1929-30 was estimated at 7,094 leva (about 
£lOl millions). Nearly 40 per cent. of this was invested in industry 
and 37 per cent. represented credits to private banks. 

Roumania did not receive a League Loan, but the government 
borrowed £37·5 millions in London and New York in 1922, and 
further amounts in 1929 and 1931 in London, Paris, and New York 
through the Monopolies Institute. Being the fortunate possessor 
of petroleum deposits, Roumania was a field for considerable direot 
investment by British, American, and French interests which now 
control a large part of the oil production and the heavy industry of 
the country. The fall in the prices of oil and agricultural products 
coupled with rather indifferent government OOmjnjstration preci
pitated foreign exchange difficulties. Some attempt to re-establish 
stability has, however, been mOOe as the result of recommendations 
by M. Charles Rist, who conducted an investigation into Roumania's 
economic and financial situation in 1932 . 

. Y ug08lavia has also borrowed abroad on a considerable scale since 
. the war. Most of the government's external debt is held in France, 
but a part represents loans by the United States. The economic 
condition ofthe country was reasonably sound up to 1929, but started 
to deteriorate with the fall in agricultural prices which began in that 
year. Further loans from France in 1931 failed to prevent an almost 
complete collapse, and strict exchange control has been instituted. 
Most of th!l. foreign capital invested in industries in Yugoslavia is 
French and there. are, particularly, several direct inveetments by 
Skoda interests. As in the case of Hungary, revival of trade and 
eConomic stability depends partly upon a rise in agrarian prices and 
partly on political developml\llts. 

The smallest Balkan state, Albania, has, of course, received only 
a little foreign capital. Most of this has been invested by Italian 
interests for political reasons. 

OJh.ef- European Oountries. 
Statistics of foreign investment in Ozedi08lovakia are not very 

satisfactory. The external government debt W88 eetimated at about 
£51 millions in 1930. Of this amount, slightly less than half W88 due 
to the United States, and the remainder to Great Britain, France. 
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and Italy. Another estimate placed the external public debt at 
1,457 million, Swiss francs in 1930, and other external debt at 580 
million Swiss franos. The United States Department of Commerce 
estimated that American investments in OLechoslovakia amounted 
to $33 millions at nominal values in 1933 {direct, $5 millions and 
portfolio, $28 millions). A large part of the private external debt 
must be due to French lenders who have invested large sums as part 
of their government's polioy of strengthening thei Little Entente. 

The following estimates, quoted in Moody's Ma1llluU 0/ 171t1e8'
ment.9, 1934, give some idea of the relative sizes of the different 
kinds of foreign investments in OLechoslovakia, but they appear to 
under-estimate the volume of private indebtedness. They are also 
interesting in that they show in some measure the extent of 
Czeohoslovakian investment in other countries. 

FONigra dobl. 
Government debt • 
lrIunioipalitiea' debt • 

Total publio debt 

Private long.term debta 
Private short·term debta 
Bank aooounta 

Total private debt 

Total utemal debt 
(£ millions) 

PONigra "' ..... 
Government. • 
Private long·term loans 
Private short-term credita 
Bank aooounta 

Total utemal _ta 

Net external indebtedn_ 
(£ millions) • 

1938 I 1931 

(in millions of Ko) 
8,838 8,3" 

397 412 

9,2311 8,756 

1,275 1,193 
323 665 
?57 1,178 

2,355 3,036 

11,590 11,?92 
(83'8) (85·3) 

503 636 
?32 913 
107 34 

1,960 1,974 

3.301 3,457 

8.288 8,3311 
(59'9) (60-3) 

There remain two states which reoeived League Loans: lj'.atonia 
and Danzig. Theee are the only borrowers who now m~t the 
service on their League Loans in full according to the ~ 
contract. " 

Financial advice had been BOught from the League .!Financial 



• 
THEDEBTORB 

Committee by the government of Eaton.ia in 1924. In 1926, when 
further reforms were contemplated it WIIB deoided to remodel the 
whole monetary mt'Obanism by three national statutes issued in 
pursuance of a protocol of that year. These provided for (1) a law 
to reform the bank of issue and amend the statutes of the bank, 
.(2) a law for the transfer to the bank of the function of issuing notes, 
(3) a new currency law. In pa.rticular the newly created central 
bank WIIB not to make 1lIIllOOUred loans or to give long-term credit. 

It was in connexion with this lIIBt point that a loan became neces
sary. A considerable quantity of long-term industrial securities WIIB 

in the possession of the bank and these were taken over by the govern
ment and traneferred to a Mortgage Institution created for the 
purpose. Accordingly the 7 per cent. Ba.nking and Currency Reform 
Loan was floated to effect this purohase, to provide capital for the 
new bank, and to provide working capital for the new Mortgage 
Institution. IBSuedin June 1927 in three Beparate tranche8 in Britain, 
Holland, and the United States, the loan amounted in all to 
£1,500,000 and was secured by a first charge on excise on tobaoco, 
beer, matches, &c. That it WIIB successful in its object is shown 
by the exchange stability and budgetary 80undneBS of Estonia, 
which would certainly not have been achieved but for the timely aid 
eJforded by al.eltgue Loan. 

The following table shows the composition of the external govern
ment debt: 

E~ Debt of 1M Estonian GotJemment, 181 Jan1UJ,ry 1933" 

United States Govemment • 64,381S 
British Government: 

Relief debt • 2,756 
War debt • 11,299 
Railway loan . 642 

Viokers,Limited • 148 
Swodisb Government. 413 
Swodisb Match Trust . . 7,600 
League of Nations Lolloll (1927): 

United States shaN 14,115 
British.hare . 8,204 

, ----~----------------~-----~~---Total • 109,562' 

• FromMoody'.X""....zo/I..-. 
• About 6,003,400. 

As ,.l_.:~ has been a Free City since the war under the adminis
tratio=a;the League, and not within the. territcry of any soVereign 
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state, it WIIS neceaaa.ry for any loa.na which might be required to 
be ra.ised externaJIy. The two Danzig Loa.na are, therefore, in a 
somewhat different clBBa from the remainder of the League Loa.na in 
that they represent ordina.ry municipal borrowing conducted, by 

. virtue of ite control, through the League o~ Nations. They do not 
represent credits, such lIS the Refugee Loans, granted to a country 
with extraordina.ry liabilities, and cannot properly be caJled recon
struction or stabilization expencliture, consequently they were not 
the subject of the same procedure lIS the other League Loa.na. In 
April 1925 a British banking firm offered for publio subscription the 
Danzig (Municipality) 7 per cent. Mortgage Loan of £1,500,000. In 
June 1927 a further loan of £1,900,000 WIIS issued in London and 
Amsterdam (these markets supplied £1,600,000 and £400,000 respec
tively). The loans were both ea.si1y ra.ised and have been fairly suc
cessful on the London ma.rket despite the doubts which have been 
felt at various times for the general sa.fety of the Polish Corridor 
and the independence of the city. 

The other countries which were formed from pa.rts of the former 
Russian Empire, Latvia, Lithuania, and Finland, have also borrowed 
smaJIer sums from most of the principal European lenders. lithuan
ian diffioulties, it should be noted, have been enhanced by almost 
continual politioal disturbances. Finland, on the contra.ry, hIlS been 
more peaceful. It hBB conduoted much of its foreign borrowing 
through Sweden. 

The Scandinavian oountries Norway, Sweden, and Denmark have 
tended to look to Great Britain lIS the ohief source of foreign capital. 
Sweden hIlS also borrowed in the United States, and has exported 
capital to most European countries chiefly through the Kreuger 
interests. From the point of view of British lenders, the soundness 
of borrowers in Scandinavian countries has been increased in recent 
years by their adherence to the • sterling bloo '. 

Borrowing by European governmen~ after the war was not 
predominantly for the creation of revenue-producing assets, but 
neither was it unproduotive, in a. social, or even in an economio 
eenee. Investments by Great Britain, France, and the United States 
were demanded by the politioa.l assumptions of the time, for if the 
plight of the central European oountries was not alIeviated, and if 
the new nations were not made sufficiently strong to maintain their 
independence, there would inevitably have been civil upheavals and 
defensive a.llia.noes detrimental to the security of the rest of Europe 
and to the new international system. But before investore oould be 
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tempted to lend money where it was most needed, it was necessary 
that currencies should be stabilized, that an attempt should be made 
to balance budgets, and that the advance towards general in1lation 
should be checked. Thus, the first loans were made in order to provide 
borrowers with foreign exchange reserves, to establish central banks 
and supply them with capital, and to fund short-term debts at home 
and abroad. The largest of these • first-aid' oredits was the Dawes 
Loan. Its success in restoring confidence in the Reichsmark was so 
striking that investors soon lost their fears (and their caution) about 
granting loans to Germany. . 

Under the circumstances, it is useless to examine how far loans 
were productive in a narrow economio sense. Stabilization and 
relief loans were necessary; if they were not represented by income
producing assets they were an essential condition of obtaining further 
capital which could be invested in a more self-liquidating manner. 
It was the borrowing undertaken after oppo,rtunities had been pro
vided to establish finances on a sound footing which calls for con
demnation in many cases. For several debtor governments continued 
to borrow foi unproductive purposes, and what may be excused as 
an expedient cannot be condoned as a matter of policy. It was this 
post:stabilization .borrowing whioh was one of the primary causes of 
the later difficulties of most European countries. 

THE BRITISH EMPIRE. 

One of the characteristic features of the borrowing of the British 
Dominions and colonies (except Canada) has been the large amount 
of the external indebtedness contracted by publio authorities rela
tively to the total amount of foreign capital employed. This is shown 
clearly in the table on p . .225 above, part of which is recapitulated 
below. 

External Public I'TUlRhtednl!88 0/ Certain Countriea as a Percentage 
0/ the Total Foreign Capital Employed, 1930 

New Zealand 
Roumania 
Japan • 
Australia 
India • 
South Africa 
Canada 

Per"""'. 
• 81 
• 78 
• 74 
• 73 
• 68 
• 62 
· 20 

Of the six countries showing the highest percentages in the above 
table, four are British. That similarly high percentages would be 
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. shown for the oolonies is indicated by the fa.ct that of £2,187 
millions of British ca.pital estimated to have been invested in the 
Dominions and oolonies in 1930, £1,080 millions or 49·4 per cent. wa.s 
represented by holdings of government and municipal seourities. 

Though the volume of government borrowing abroad has been, 
therefore, relatively la.rge, these-Ioa.ns have, in the Dominions at 
least, been used ma.inly for the purohase of productive assets. In 
South Africa. about 80 per oent. of the expenditure from loans 
floated between 1910 and 1931 wa.s spent on income-producing 
ca.pital goods.1 In Australia £786 millions or 91 per cent. of the loan 
expenditure of the States before 1933 was officially classified a.s 
produotive, i.e. spent on publio works or primary produotion, and 
the Commonwealth debt in 1933 stood at £397 millions of which 
£283 millions represented war debts and £114 millions debt for publio 
works and kindred purposes. Inoluding both war and peace-time 
borrowing by the Australian Commonwealth and States, it therefore 
appears that about 70 per cent. of the ca.pital raised-which in &ll 
amounted to some £1,250 millions-had been used for produotive 
purposes. If only peace-time borrowing is included, over 90 per cent. 
of the debts were represented by inoome-produoing a.ssets. The 
enormous inorea.se in the burden of unproduotive debt during the war 
years is also reflected in Canadian figures; almost the whole of the 
national debt of about £70 millions in 1914 represented investments 
in publio works suoh a.s railways and ca.na.ls, but the bulk of the 
£560 millions debt in 1934 had been oontracted for war purposes. In 
India the official oIa.ssification put 90 per cent. of the central and 
provincial government debt in the produotive category in 1929-30 
oompared with only 70 per cent. in 1921-2. 

These sta.tisti08 refer to loa.ns raised internallya.s well as externally, 
but they serve to emphasize the fact that almost the whole of the 
peaoe-time borrowing of British oountries has been undertaken for 
produotive purposes, however defined. And since it is usually 
necessary to offer better security to external than to domestio 
investors, it may be assumed that a larger proportion of this external 
borrowing has, in fact, been spent on the creation of capital goods 
than these figures tend to show. There is little doubt that most 
of the capital whioh the Dominions and oolonies have raised abroad 
has been used in a more or less produotive manner. 

Holders of British Empire securities have benefited from the high 

1 I. .. ualocling from the total loan ezpeoditure the ~ of ........ defenoe, C- unemploymeni iDa ...... oe, ineetiDg dedm8llmee in 1'8 .......... and raiaiDg 
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standard of financial morality and from the prudence with which 
governments have, in most cases, administered their finances, from 
the fact that the exports of the larger Dominions and colonies are 
comparatively well diversified, from the rise in the price of gold, 

_ and from the British policy of preferential tariffs. Regarding the 
financial integrity of British countries, there is little that need be 
said in view of the expe~ence of reoent years. There has been only 
one caSe of default on Empire loans.1 The prudenoe of raising so 
many loans in the United Kingdom may perhaps be questioned, but 
there have been few examples of over-borrowing. Since the war 
both the Bank of England and the Treasury have exercised a general 
scrutiny over the borrowings of Dominion and colonial governments, 
and very flagrant over-borrowing has thereby been prevented. 
Empire borrowers themselves, realizing the dangers inseparable from 
the possession of a large external debt, have taken measures to prevent 
obligations from growing to an excessive size. Australia tended to 
over-borrow more than any other part of the Empire, but the 
Australian Loan Council undoubtedly curtailed the use of overseas 
. capital and the external debt was thus smaller than it lnight other. 
wise have been.· 

The diversification of exports among the larger British· countries 
may not perhaps appear exoeptional in comparison with indus
trialized nations, but, if compared with the majority of South 
American republics, they must seem fortunate in this respect. Wool 
in Australia, gold and wool in South Africa, wheat and flour in 
Canada, and cotton in India form the staple exports, but not one 
of these countries is dependent on as few as two commodities for 
more than 60 per cent. of its exports. In addition, the British 
Empire is by far .the most important producer of the one com
modity which has been greatly enhanoed in price during the depres
sion-gold. In 1933 the British Empire produoed 64-7 per cent. of 
the total gold extracted in the world, and if Russia is excluded the 
peroentage is 73 per cent. It is significant that Empire countries 
produoed 82 per oent. of the gold raised in debtor countries (i.e. 
excluding from the world total the production of Russia and the 
United States of America).8 Gold has risen in price in terms of sterling 
by more than two-thirds since before the depression, and the benefit 
to South Africa, which produces almost half the world's gold, to 

1 The action of the Province of Alberta in 1938. 
• See above, Phapter V, pp. 85 and 98-8. 
• Pre!iminari',eatimatea suggest that the British Empire produced about 

53 per cent. of , total in 1936, or, i1 Rusaia be ""eluded, .. bout 86 per cent. 
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Canada, whioh (excluding Russia) is second l8.rgest producer, and to 
Australia, whioh ranks fourth, ha.s been immense. Indio., too, has 
gained, since she ha.s been able to sell a part of her enormous gold 
hoards at a substantia.1 profit. The rise in the price of gold ha.s thus 
been an important factor in helping the British Empire to survive 
the economio difficulties of the la.st few yearS. 

The British policy of preferential ta.ri1f treatment for the exports 
of Empire countries ha.s a.1s0 made it relatively ea.sier for these 
countries to find a market for their goods in the United Kingdom 
and to maintain their service payments. Whether, in fact, this ta.ri1f 
polioy will in the long-run make it any ewer for Empire countries is 
more doubtful, but it ha.s certa.in1y faoilitated the payment of Empire 
obligations a.s compared with those of non-Empire countries. 

OCJfll1da. 
During the la.st generation Canada ha.s had reoourse to foreign 

capita.1 in two major periods, roughly from 1900 to 1913 and from 
1920 to 1929. In the earlier period the bulk of the capita.1 wa.s 
borrowed for constructive purposea of a.ll kinds; about £660 millions 
wa.s lent to and invested in the oountry during the fourteen yea.rs, 
of which some £360 millions came from Great Britain and £130 
millions from the United States. The remarkable eoonomic growth 
of Cana.da wa.s prima.ri1y due to the abundance of foreign capita.1 thus 
ava.i1able for the development of natural resouroes. The l8.rgest 
number of loa.ne were for purposea of ra.i1way construotion; next in 
importance wa.e the borrowing of governments and municipa.1ities; 
third, industria.1 enterprises; fourth, land and lumber companies; 
and fifth, minjng. 

In the decade since the war the foreign capita.1 inflow ha.e been of 
.. somewhat different character. There wa.s .. steady reduotion in 
the'tota.1 funded debt of the Dominion between 1920 and 1930, but 
municipa.1 borrowing increa.aed. Direct investment by United States 
enterprises increa.eed enormously; by 1930 such holdings amounted 
to about £420 millions. 'Under the spur of high commodity prices 
and ready markets we borrowed to modernize and expand our pro
duotive equipment. Arteria.1 highways, municipa.1 improvements, 
commodious dwellinga for our working and leisure houm, ra.i1ways, 
stock speculation in New York, and industry-notably power and 
paper-hloomed under the beneficent rays of borrowed capita.1.'l 

The extent to which American capita.1 haa displaced British in the 

• InDia and Plumptre, eel.. Xu Cawadimo ~.....J m.l'ro6'- (Toronto. 
Canadian lnatitute of Iolenlatinnal Allain, 1934), P. 126. 
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financing of Canada since the wa.r, and the growth of Canada's 
interna.1 savings a.re illustrated by the following tables: 

British 

British ana Foreign ['I/,!leatmentB in OanaU:a 
($ millions) 

19140 1919" 1929' 1931" 

- 2,712 2,607 2,128 2,734 
United States - 904 1,800 3,609 3,983 
Other _ - - 178 174 155 96 

Total - - 3,794 4,581 5,892 6,813 

• R"PDrl 01 fIN Royal O .......... Bion .... BfMIlWng ....a O ...... MICY ... OfVlllMlD 
(Ottawa, The King'. Printer, 1933), p_ 63_ 

~ OfVlllMlD Y 00/1 Book, 1936 (Ottawa, The King'. Printer, 1936), p_ 891_ 

Oanmlian BO'IUl [88'IU8, 1910-35" 

.A""""" 
p",.-.tag. plautl .... 

( $ millions) OfVlllMlD Uniled statu G-real BritMtt 

1910 - - -" 
231 17·0 HI 81-6 

1911 - - - 267 16-9 6-6 76-5 
1912 - - - 273 13-8 11-4 74-8 
1913 - - - 374 12-2 13-6 74-2 
1914 - -' - 273 12-1 19-8 68-l 
1915 - · - 342 43-7 fI-1 14-S 
1916 - - - 317 33-5 64-9 1-6 
1917 - - - 766 74·6 24-7 0-7 
1918 - - - 764 94·9 4-7 004 
1919 - - - 909 76·9 22-5 0-6 
1920 - - - 319 32·8 67-2 -. 
1921 - " ., - 400 50-3 45-5 4-2 
1922 - · · 483 46·0 63-11 0011 
1923 - · · 49&, 82-2 17-2 0-6 
1924 · - - 593 64·6 34-3 H 
1925 - · - 469 116-8 42·2 1-0 
1926 · · · 660 60-2 48-0 1-8 
1927 · - - 608 49-2 49·0 1-8 
1928 - - - 424 48-11 48·0 3-11 
1929 - - - 628 62-4 43-2 4-4 
1930 - - - 705 61-8 46·5 1-7 
1931 - - · 1,260 86·8 13·6 0-8 
1932 - · - 473 80-0 17-1 2-g 
1933 - · - 670 76·/1 10-/1 13-0 
1934 · · · 638 83·0 7-8 g-S 
1935 · · · 1,017 84·0 1/1-9 0·1 

• Figures for 1910-31 from the Ropm1 ojfM Royal 0 .......... '""' .... B.....mo, 
Gnd ~ ... 01Jllllda, p_ 107; for 1932-6 from the 0.......,.. Y_ BooA:, 
1936, p. 934. 
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The diversity of the types of investment in Ca.nada is illustra.ted 
by the following table: 

BritiBh aM Foreign. InvUtments in Oa'fWl1o" lilt Jan'llM1l1934" 
(I millions) 

-
By By By 
~ .lleBidentB ~ 

of 1M oflM of 
f'ype of UtKled UtKled 0lMr 

I'"'"""'"'" Kmgdom Blata Ootmlriu 

Government aecurlti .. b · 668 1,118 3 
Railway •• · 1,181 746 24 
Other publio uti1iti ... 180 564 8 
IndUlltri .. , 

Wood and wood produot. 93 364 1 
Mining, &o.d • · · 146 219 4 
Metal induetri .. 73 324 4 
Other induetri .. · 188 263 8 

Merohandioingandaervice · 72 1« 4 
Insurance. • • 67 93 2 
Finance and mortgage · 168 93 34 
MiBoeIlaneouel . · · 10 ,80 6 

Total . · · 2,734 3,983 96 

" Ocmada r_ Book, 1936, p. 891. 
b Inoludee Dominion, provincial. and municipal aecurltiee. 
• Traotion, light, heat, power. telephone, &0. 
d Inoludee olay produot. and quarrying. 

ToloJ 

1,684. 
,1,950 

752 

458 
368 
402 
469 
219 
162 
283 
76 

6,813 

• Inolndee agrioulturallando, summer reeidenoea, proepeoting, &0. 
• 

British investors favoured railway securities, mines, finance, real 
estate, and insurance. Those in the United States were chiefly con
oerned with manufacturing industrieS, mines, railways, and publio 
utilities. To pay the service on its foreign debt and dividends on the 
investments, Canada requires some £55 millions a year, but this is 
partly offset by similar receipts to the amount of £10-15 millions, 
leaving a net outward movement of about £40 millions a year. 

The extent to which Canada. has beoome a oapital exporter is, 
perhaps, not generally realized, and the table on the next page may 
be, therefore, of some interest. 

In 1929-30 Ca.nada's exports of agrioultural and vegetable pr0-
ducts amounted to 32 per cent. of her total exports of commodities ; 
and animals, and animal, fish, and dairy produots amounted to 12 
,per cent. of the total. Forty-four per cent. of her total exports, 
therefore, consisted of commodities whceo prices fell very sharply 
at the outset of the depression. Exports of raw ma.teriaJs and 

8 
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Oa'lll1llian InlJe8tments Abroad, lilt January 1930-
(In millions of Canadian dollara) 

In Groat In"'" In til""" 
BriftJin United 8ta1es flO1IInfriBB 

Canadian G1>vemment 
credits and b&lances 
abroad 0·4 15·5 30·8 

B&lances of chartered 
banks abroad 19·6 58·8 19·6 

Foreign seomities held by 
banks • • • 25·9 15·5 26·7 

F~reign investmen~ by 
22-1 21/;:5 112·9 msnranoe compames . 

Direct indnstrial invest· 
ment . 1·0 154·/1 198·6 

Miscellaneons . 11·9 562·1 290·0 

80·9 1,021'9 678·6 

ToW 

46·7 

98·0 

68-1 

350·/1 

35401 
863·9 

1,781'3 

• Estimates of the Canadian Bureau of Statistics, OIJAl4dG Y ..... Book, 1933. 

unmanufactured goods accounted for 68 per cent. of total exports. 
Another kind of export the value of which was considerably reduced 
by the depression is the expenditure of foreign tourists in Canada; 
the net receipts on this account were $185 millions in 1929. . 

Against this it must be remembered that Canada.'s exports of 
manufactured goods, whose prices did not decline With such rapidity, 
amounted to over $400 millions, in 1929-30, that Canada was on 
balance a capital.exporter between 1920 and 1929 and that the 
balance of trade, although unfavourable in the first and last years, 
was over the whole decade favourable to the extent of £250 
millions. This is in striking contrast to the periQd 1900-13, when 
Canada had an increasinglr adverse trade balance as a result of 
large imports of producers goods (used, for example, for railway 
construction) which were paid for by external borrowing. 

At the onset of the depression Canada was therefore in .. 
relatively strong position. Her ability to meet external obligations 

. was increased by the fact that she had become adjusted to main
taining a f'a.vourable balance of trade, that her economic struoture 
was reasonably well diversified for an agricultural country,1 and that 
the national debt, despite the sums borrowed for war purposes, 
represented to .. considerable extent capital invested in revenue
producing Besets. There is, however, one aspect of the structure 

1 Particularly in that she possessed large unexploited depooits of gold and 
other metals, the produetion of which hae increaeed considerably in reoent 
yean. 
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of the national debt which may at times throw an added burden 
on to the exohanges. Although only 20 per cent. of the publio 
debt has been issued abroad, 55 per cent. of the total debt of the 
Dominion, provincial, and municipal governments and of the guaran
teed oorporations is represented by bonds l\Chich are payable at the 
holdere' option in foreign, ourrencies. The Dominion Bureau of 
Statistics estimated that out of £1,900 millions outstanding in
debtedness of this type on 31st December 1932, £472 millions or 25 per 
cent. were actually held in the United States and £338 millions or 
19 per cent. in Great Britain. Thus, 44 per cent. was held abroad 
in a form whioh would, under certain conditions of the exohanges, 
mean that payments would have to be made in United States 
dollare or in sterling. The potential burden thus thrown on debtore 
when the Canadian exchange is weak, is augmented by the close 
connenon which exists between the' Montreal and New York 
money m~kets. The diffioulties in which some of the' Western 
Provinoes and municipalities have found themselves have been in 
no small measure due to this factor. 

N ew/oll:ndlanil. 
The position of Newfoundland is unique in that it is the only se1£

governing Dominion ever to have relinquished that status. The 
government, whioh, in addition to normal governmental activities, 
had large interests in many commercial enterprises, was very badly 
administered throughout the whole post-war period. External 
capital was used to finance a good deal of unneoessary publio works 
construotion, and the possibility of any return on suoh investment 
is very remote indeed. Deficits in the ordinary budget were also 
financed in this way. Loans were contracted in Montreal, London, 
and New York by the government and by private firms, and there 
was also a large amount of direct investment by Canadian and 
American firma, partioularly in the pulp imd paper industry and in 
iron mines. The service charges on the government debt could not 
be met in 1931 and temporary loans for this purpose were made by 
Canadian banks. In 1932 the British Government advanced the 
neoessary funds, and in 1933 took over the responsibility for New
foundland's external indebtedness. The burden of debt charges has 
been substantially reduced by a oonvereion operation which was 
carried out under the auspioes of the British Government; but • 
further period of reorganization and reconstruotion will be netmssery' 
before Newfoundland can again achieve complete financiaJ. indepen
dence. 
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A wtralia a1Ul New ZeaJg,1Ul. 
Long-term foreign investments in Australia and New Zeale.nd 

amounted in 1930 to about £945 millions (excluding inter-govern
mental debts). Most of this capital was invested in the bonds of 
the various governments. In Australia private investments by 
foreigners were estimated at £175 millions, or only 22·6 per cent. 
of the total foreign long-term capital employed in the country, 
and in New Zealand private borrowing, including direct investments, 
amounted to some £20 millions, or only 11·6 per cent. oJ the total 
external liabilities. Governmental borrowing has been conducted 
on a hnge scale, but rather spasmodica.lly. Australia had an export 
IIUl'plus of merchandise in every year from 1892 until 1912 and again 
from 1916 until 1920. Between 1920 and 1930, on the other hand, 
there was an import IIUl'plus in a.ll but three years. New Zeale.nd 
has had an export IIUl'plus ever since 1885 with the exception of 
only three years, 1908, 1920, and 1926. 

Estimates of the Australian balance of payments show that 
Australia had a sma.ll favourable balance of trade and a further sma.ll 
balance abroad on account of service items and short-term invest
ment in London from 1919 to 1929. These items, however, formed 
together less than 40 per cent. of the amounts paid abroad as service 
charges on the external debt; the balance being made up of borrowing 
by governments and private firms, and exports of gold. New Zeale.nd, 
on the other hand, ha4 a relatively large export surplus of services, 
merchandise, and specie during· this period. The foreign credits 
created by this IIUl'plus were approximately doubled by new invest
ments in New Zealand by British and foreign lenders. If interest 
payments and new investments abroad by New Zeale.nd are set 
against thiS, it appears that New Zeale.nd's foreign assets increased 
by a sma.ll amount over the period. 

Both Australia and New Zeale.nd are agricultural countries, but 
New Zealand is to a much greater extent pastoral. In 193()-'1 butter, 
cheese, eggs, and meat accounted for 66 per cent. of the exports from 
New Zealand and only 14 per cent. of those from Australia, 37 per 
cent. of the latter's exports being wool and 21 per cent. wheat and 
1Iour. Thus non-food products are of greater importance to Australia, 
which was materia.llyto her advantage during the depression. Another 
factor which favourably influenced the ability of both Dominions to 
meet their external debt service was the productive manner in which 
almost the whole of the peace-time borrowings of the governments 
were expended. Debts were, however, incurred on a large scale, 
especially during the period 192~8 in Australia, and in both 
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countries the indebtedness per head is very high. Interest and 
amortization of thepublio debt oost New Zealand £11 millions or 
« per oent. of the national revenues in 1930-1. In Australia, 
Commonwealth, State, and local governments remitted abroad £30 
millions during the same year. There is little doubt that both 
countries have, in fact, borrowed abroad almost to the maximum' 
point at whioh servioe payments can be maintained without causing 
tremendous internal disturbances. International trade is of great 
importance to both Dominions, and the value of exports is therefore 
a most vital consideration from the point of view both of financial 
integrity and the internaIstandard of living. 

India.1 

Estimates of the amount of foreign oapital invested'in India in 
1930 vary between £565 and £700 millions. The debt of the govern
ment of India payable ~ sterling amounted to about £366 millions in 
1930, and a further amount of between £20 and £25 millions was owed 
by State and municipal governments. Of the investDl@nts in private 
industry (£200-£250 millions) over half was in trading and manu
facturing industries; banking and loan companies and insuranoe 
companies together absorbed rather more than one-fifth, steamsbip, 
railway, and other transport enterprises about 13 per cent., and tea 
plantations and mines about II. per oeilt. each. 

The largest part of this investment is, of course, BritWl, but a small 
amount, estimated at $39 millions in 1930, comes from the United 
States. British investments are both direct and portfolio, but there 
has been a tendency for the former to predominate in recent years, 
because the government has given special enoouragement to firms 
having rupee capital and a number of Indians on the board of 
dUeotors. . 

Investment in India has been, on the whole, very satisfactory, 
judged by the criteria employed in this chapter. There has been 
little unproductive government borrowing, and India has been able 
to maintain a favourable balance of trade over a long period. 
Difficulties were experienced in 1931, but default was avoided and 
einoe then the financial poeition has improved. This reoovery may be 
attributed to three factors: first, that the rupee has been maintained 
on a sterling standard; 8eOOnd, that the high prices of the precious 
metals have called out large supplies from hoards in India which 

l Jather .... d Berl, Itld ..... ~ (Bombay, D. B, T .... ponInla, 21 TOIa.. 
1918). Aostey, T_ ~ Dowlop;;_ o/l...n. (Londo ... Loogmaoa. 
19i9); Dubey. T_ Itld'- hbIio DoW (Bombay. D. B. Taraponlnla, 1930); 
Shall, S..." r_ of 1 ..... "-(Bombay. D. B. T .... ~ Ism). 



262 THE DEBTORS 

increased her foreign balances; and thirdly, since most ·of the obliga
tions of the Government ,of India are trustee securities in Great 
Britain, the Indian Government has been able successfully to carry 
out favourable conversion operations in London and to borrow 
cheaply on short-term. 

India is now at a critical stage in her economic and political 
development, an!i forecasts of future trends of foreign investments 
are therefore dangerous. It seems obvious, however, that India's 
need for capital will be met in future more and more from interna.! 
sources. With the development of the banking system and the 
lowered cost of investment the desire to hoard capital rather than 
to invest it will probably diminish. If more interna.I capital is used 
the interest rates paid to foreign investors will tend to faJI, and 
less capital will flow in from abroad. These trends appear to be 
fairly clearly marked, but it will be a long time before the amount 
of British capital invested in India decreases very much. Investments 
in India must remain for many years one of the chief sources of 
Britain's overseas income. 

8rnah. AJricq,. 
It is estimated that £260 millions of foreign capital were invested 

in South Africa in 1930. or this amount £156 millions consisted of 
the emma.! debt of the Union Government. The remaining £100 
millions represents principally investment in municipa.! securities, 
railways, and mines. The foreign capital came chiefly from Great 
Britain; but smaJIer amounts were furnished by the NetherIa.nds 
and the United States. 

Since gold is one of the most inlportant of South Africa's exports, 
little difficulty has been experienced during the depression in meeting 
the service payments on externa.I debt. Helped by the deva.!uation of 
the South African pound, a'phenomena.! rise in the price of gold, and 
a credit policy designed to prevent interna.I infIa.tion, South Africa 
has suffered since 1932 from a surfeit rather than a shortage of foreign 
ba.Ia.nces. These have been used to payoff a large part of the externa.I 
debt of the country; but they have tended to be more than sufficient 
even for this, and infIa.tion is still feared by the South African 
monetary authorities. In short, South Africa's position is unique; 
instead of cursing the foreign investor for • exploiting her natura.! 
resources', she has been blessing him for absorbing her too plentiful 
supplies of foreign exchange. 

The other parts of the British Empire are aJI debtors on capita.! 
account. Great Britain had, in 1930, about £250 millions invested 
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in her smaller dependencies. A few of the colonies have also borrowed 
from the larger Dominions and the United States; both Canada and 
the United States have made investments in the British West Indies, 

. Bermuda, British Hondura.s, and British Guiana, and Austr~ and 
New Zea.Iand have interests in Fiji and other British possessions 
in the Pacific.' All these colonil!!! are primary producers, and their 
credit standing depends more upon the prices of food and raw 
materials than upon any other single fa.ctor.l 

A survey of investment in the British Empire would be incom
plete without a pa.ssing referenoe to three more or less indepen
dent states whioh have olose financial connexions with Great Britain: 
Palestine, Iraq, and Egypt. A large part of the government debt of 
these countries is held in London, and their political status ha.s 
encouraged considerable private investments in industries and publio 
utility undertakings, the largest investments being directly or in
direotly connected with the petroleum industry. 

TIIlI B'AB BAST. 

OhifIG aM M ancAuria. 
The most comprehensive survey of foreign investments in China 

haa been made by Professor C. F. Remer.· He puts the total of 
such holdings at between U.S. $3,000 and U.S. $3,600 millions for 
1931. These figures do not, however, represent the graBB foreign 
investment in the sense in which it haa hitherto been understood 
in this study, and are therefore not striotly comparable with those 
which have been given for other countries. Remer sets out to 
aaoertain the 'sources within China from which an income is reoeived 
or is normally to be expected by persons who are not Chinese '. 
Thus the property of racial minorities more or less permanently 
resident in China, aa, for instance, the colony of RUlWA.DS, is in
oluded, aa weIlaa the holdings of those resident outside the country. 
Hence the volume of foreign investment in this sense does not oloee1y 
correspond to the nominal capital upon which interest and dividends 
haVe normally to be transmitted into foreign ourrencies. Aooording 
to Remer's caloulationsofthe balance ofpayments,interest, dividend, 
and amortization payments transmitted abroad in 1930 equalled 
about U.S. $100 millions or some 3 per cent. on the total volume of 

I With the pooaible enepti ..... in the _ of Bermuda for uample, of the 
tourist trade. 

• Co F. Remer, PoMp Ito. I • ..",. ito CMfta (New York, M..,mmau, 19S5). 
See aIao .. CIOIl....ueu\ auJIlIII&Il' of 80me of Remer" flgm'lS in the League 
of N .. tiou, Bal"" •• oJ p~ 1931 11M 1932, pp. M-& 
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foreign investments as defined above. The smallness of this figure 
may perhaps be taken as an indication that up to one-third or even 
one-haJf of the volume of foreign investment, as Remer has calcuIa.ted 

. it, does not yield interest and dividends in foreign currencies. 
The earliest form of investment by foreigners in China was in the 

coast town trading-stations. Later, government loans appeared, 
but from the middle of last century most of the capital has been 
employed in business undertakings owned, managed, and in part 
staffed, by foreigners. The total volume of foreign capital employed 
in China was approximately doubled between 1902 and 1914 and 
again doubled between 1914 and 1931. Business investments totaJIed 
$2,532 millions and accounted for nearly 80 per cent. of the foreign 
capital employed in the country in 1931. Transport, import and 
export companies, manufacturing and rea.l estate were the most 
common forms of undertakings conducted by foreigners. External 
government obligations amounted to U.S. $710·6 millions in 1931, 
of which $427·6 millions were used for the 'general purposes of the 
Chinese government', $248'5 millions were railway obligations, 
$20·3 millions- had been devoted to communications other than 
railways, and $14·2 millions represented extemal municipal in
debtedness. 

In 1931 Great Bptain was still the largest foreign investor in 
China, having invested U.S. $1,189 millions, or 36·7 per cent. of the 
total foreign investment. Japan's investments were almost as large, 
estimated at $1,137 millions, qr 35·1 per cent. of the total, with 
Russian capital third, at about $273 millions, and American, fourth, 
at $197 millions. Britain and Japan each owned about 32 per cent. 
of the government debt, and Franoe, Belgium, Italy, and the United 
States also held large amounts. With regard to the business invest
ment, it is of particular interest in the case of China to note the 
geographical distribution of the various foreign holdings. About 
three-quarters of the British interests are in Shanghai, and about 
two-thirds of the Japanese holdings represent investments in Man
churia. As far as can be ascertained, Japan and Russia were, in 
1931, the only two countries with large interests in Manchuria, 
though Remer suggests that British and American investments in 
this region might have amounted to not more than U.S. $40 millions.! 

1 Some further information on investmente in Manohuria is given in the 
Lytton Report (League of Nationa aeries of pubJieationa, 1932, VII. 12,pp.121-
2) .• According to a Japanese oouroe of information, Japanese in_enta ware 
estimated in 1928 at about 1,500,000,000 yen, a figure whioh, if oorrect, mnat 
have grown to-day to approximately 1,700,000,000 yen. A RWlllian oouroe 
pute Japanese investmente at the preeent time at about 1,600,000,000 7"" for 
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A further quarter of the Japanese interests are in Shanghai. Of the 
British, Japanese, Russian, and American investments together 
some 46·4 per cent. are in Shanghai, 36 per cent. in Manchuria., and 
only 17·6 per cent. in the whole of the rest of China; inoluding Hong 
Kong. In other words, apart from Manohuria, foreign oa.pital in 
China is still employed almost exclusively in the coast towns. 

The amount of foreign 08i>ital in use in China. is extremely small 
per hea.d of the popula.tion, a.nd most of it is used more or less 
direotly in export industries. For this reason, and as a. result of the 
fall in the gold prioe ,of silver after 1920, there was little difficulty 
in meeting the service pa.yments on China's foreigq ind\lbt;edness. 
The rise in the price of silver since 1933 consequent upon the pur
chases of the United States Government, however, oa.used a sharp 
reversal of this position, although pa.yments are still maintained in 
respeot of many private investments. The default of the Chinese 
Government has been the result of political rather than economic 
upheavals. 

Japan.' 
Japan has ma.de very considerable foreign investments, but she 

is still a net debtor on capital a.ccount, although it is difficult to say 

the whole of Manchuria, inclusive of the KwantuDg Leased Territory, and at 
about 1,800,000,000 yen for the Three Provinoeo, the bulk of the Japanese 
capital being in ..... ted in the Leooing Provin .... ' 'A recent RIl88ian eetimate 
for North Manchuria ooly, which the Commission wae not able to verify, 
indioatee the United Kingdom &II the next largeet inveetor with 11,185,000 
gold do11are, followed by Japan with 9,229,'00 JIOld doll..,.., the United Statee 
of Amerioa with 8,220,000 gold do11are, Poland with 6,025,000 gold do11are, 
Fran ... with 1,760,000 gold dollars, Germany with 1,235,000 gold dollara and 
miaoallaneoUl in ..... tmente 1,129,000 gold dollars, making a total of 37,7M,OOO 
gold dollara. For South Manchuria aimilar 1Igurea are not available.' A .tate
ment gi"", by the South Manchurian Railway, which the Commission wae not 
able to verify, pute Japanese inveetmente in Manohuria on 31 March 1931. at 
the following amounte: 

r ..... iIl ...... 
South Manchuria Railway Company (including aIIlli· 

ated undertekingo and oompanieo, &0.) • • 1,063 
Japanese Government'. guarantee: Leana to Chinese , 

Government. • • • • • • 99 
Japanese Corporationo: Leana to Chinese Govern· 

ment and individualo • • • • 
JapaneseCorporatioUl:Capitailundain ..... ted • 
Japaneseindividualo: CapiW lunda in ..... wt • 

!O "9 
85 

1,718 (£121NI milliono) 
Since the date of these 1Igurea the Chinese Eaetern Railwa7 hae b-. BOld to 
Ja~ b~ RUIOia for 170.000,000 yen. 

S __ from Moody' • • MOIaI 0/ I., I ...... 
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by how much. Some idea. may, however, be gained from the following 
table: 

1927 • 
-1925 • 
1932 • 
1933 . 

Japan 

(In million yen) 
102·7-
10S'0 
10S·S 
14S·7 

Interest tmd 
difJidmIdB ,....wed 
from /Of'eigMrB 

99·6 
93-1 
26·4 
19·4 

Foreign Investments in Japan in June 1933 were estimated at 
2,077 million yen, distributed as follows: . 

Frneill1l Inve8tment in Japan, 30th June 1933 -
(In million yen) 

.A""""'" I .. terest 
Government • · . I,S90 73 
Municipal · · 233 13 
Private bonds · · 464 27 

2,077 l1S 
(£ millions) • · (14S) (S) 

In addition there is a considerable amount of 'direct' investment 
by foreign firms. 

The principaIlenders to Japan have been Great Britain and the 
United States. British investment in Japan in December 1930 W88 
estimated at £63 millions, and a.t the same date United States 
investments- were about $445 millions, $61 millions being 'direct' 
and $383 millions 'portfolio'. American investments in Japan in 
-December 1933 were estimated at $426 millions, distributed 88 
follows: 

United Bta1.e8 In1Je8tmentB in Japan, Deumher 1933 

'Direct': 
(In million U.S. dollaro) 

Missionary and pbilanthropio 
Bwriness investments. • 

'Portfolio': 
Japanese Government bonds 
Municipal bonds • • • 

Government guaranteed bonds • 
Secoriti .. iaaued by private lIrma 

8 
60 

161 
40 
62 

116 
42i 
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There has been little or no .. difficulty in connexion witll. service 
payments on foreign investments in Japan, whose credit standing 
would consequently be very high, were it not for the continued 
threat of war in the Far East. With continuing industrial develop
ment, however, it is more than likely that Japan will become a net 
creditor on capital account within a short p8nod. Even in the midst 
of depression there have been increases in Japanese investments in 
Asia, and oontinued repatriation of foreign-owned securities. Among 
other problems raised by Japanese progress, therefore, is that of the 
future of European and American investment in the Far East, for 
it is possible that the profitability of such investment will be less in 
future than in the past. 

LATIN AMERIOA.l 

South America suffered from several ciroumstances which tended 
to aooentuats rather than to diminish the full force of the depres
sion. In the first place the honesty and prudence with which finances 
have been administered has not always been unexceptionable; 
seoondly, South American countries often produce ouly one or two 
important oommodities for export; and thirdly, many of the natural 
resouroes a.re owned by foreigners in such a way that only a small 
part of the proceeds from the sale of exports remains in the 
benefici&l ownership of nationals of the exporting oountry. The 
history of investment in South America throughout the last 
oentury has been one of oonfidence followed by disillusionment, of 
borrowing cycles followed by widespread defaults, and of a series 
of alteruating repudiations and recognitions of external debts. 
Willingness to maintain service payments has certainly been 1_ 
high than in the British Empire, and excesses were inevitable 
under the conditions which existed while the United States was 
investing such huge sums in these oountries. The Legnia affair 
in Peru, and other evidence brought to light by the investigations 
of the United States Senate, showed unmistakably that much 
South American borrowing was marked by lack of foresight and 
financial mismanagement if not by even more unsavoury incidents. 
The ability of the most credit-worthy governments to avoid default 
must necessarily be impaired if any considerable part of the nominal 
value of loans has not, in fact, been put to the use for which it was 
intended. 

• See \he forthaomiDg """"7 of \he South A.meriam Republiao b:r \he 
Royal Iuatitute of IDtemationai Atfailll. 
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The dependence of each republic on one or at the most two pro, 
ducts in order to ea.rn foreign excha.nge is very marked; ArgentinE 
is the only important exception. Before the depression tin constitute( 
73 per cent. of Bolivian exports, ,coffee 71 per cent. of Brazilian and 
61 per cent. of Colombian, nitrates and copper 84 per cent. oj 
Chilean, petroleum and copper li8 per cent. of Peruvian, and o~ 
76 per cent. of Venezuelan. Such a situation is not necessa.rill 
dangerous at all times, but in the face of such a genera.l fall in priOOl 
as that which occurred between 1929 and 1933 there was little that 
could be done to defend these countries from the full impact of the 
depression. It WIJB obviously impossible to increase the number oj 
different commodities produced for export in such a short time, and 
although attempts to do this are being made, many years must e1a.pse 
before all the republics cease to be dependent upon exports of one or 
two products for their necessary supplies of foreign excha.nge. 

In addition to the development of new export industries, South 
American republics have a.lso directed their attention to the pro
duction for home consumption of many manufactured products 
which were formerly importeil from Great Britain, the United States, 
and elsewhere. Among such goods which are now produced in 
appreciable quantities in many republics may be mentioned textiles, 
leather, saw-mill products, furniture, meta.l manufactures including 
machinery and tools, pottery and china-ware, cement, drugs and 
oosmetics, clothing, rubber goods, fertilizers, cigarettes, and 'paints 
and varnishes. H such development continues, as seems probable, 
the ba.lance of payments of these countries will undergo radica.l 
change. They will import raw materials instead of manufactured 
goods, and ,$oeir surplus of exports-which may well increase-will 
be used to pay' for capita.l to develop industries which will compete 
directly with the export industries of the creditor countries. For 
such a change, the creditors have partly to tha.nk themselves. H 
the exports of debtors are so restricted by tariffs tha.t service pay
ments cannot be met, the only a.lternative is a reduction of imports. 
By its attempt to be a net exporter both of capita.l and of commodi
ties, the United States may have killed the goose that laid the golden 
egg, for neither kind of export can be as large again as it was in the 
post-war boom. 

The problems raised by the foreign ownership of minera.ls in South 
America,' though not unique, are certa.inly more numerous than in 
other parts of the world. A very1srge part of the minera.l output 
of the continent is foreign controlled; foreign corporations, mainly 
American, have obtained minera.l conoessions from the republics, 
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usually in exohange for a loan, and have then proceeded to extra.ot 
and export the minerals as rapidly as possible. This type of owner
ship makes the statistics of the ba.lances of j;rade of several of the 
republics very mislea.ding, for a part, and sometimes a large part, of 
the proceeds from the sale of the minerals aocrues, not in the currenoy 
of the republics ooncerned, but in United States dolla.rs or in ster. 
ling. The only receipts of a country whose natural resources are 
foreign owned (a.fter the usual loan and the inflow of ca.pital for 
equipment ·purposes) are in the form of }Va.ges, payments for materials 
used, and tra.nsport oharges. The exports of many of the republics, 
therefore, do not provide them with quantities of foreign exohange 
whioh are nearly equal to the total value of those exports. In suoh 
circumstances, the difficulties of meeting service charges on the 
• portfolio' investments of foreigners are, of oourse, considerably 
enhanced, and the republics have had to obtain the funds needed 
to pay the interest on their foreign debt by mea.ns of taxes and 
royalties imposed on the export industries.1 This has been done with 
suocess in certain ca.ses, notably by Venezuela, but foreign corpora
tions have frequently refused to make new loa.ns except on con
dition that such taxation should not be impcsed. 

Argentina.-
In Argentina, as in most Latin American countries, a very large 

part of the external debt was contra.oted for unproductive purposee. 
The Finance Minister classified the purposee for which loans had 
been ra.ised as follows: 

ArgmtiftlJ: Public LoaM Ocmlmctetl192~7, accorrl'nglo P"rpo3e 
(In thousancla of paper peaoa) 

Per-. 
1'vtpGH A_ 0/""'" 

eon.oIidation of the floating debt, including that of 
railways and sanitary works departmente • · 545,650 U·3 

For """;'OUI publio works and sanitary works · .7lH2. 39-. 
Armaments" • " " " .. " 146,798 11·1 
For aupplementary oredite or unbudgeted expendi. 

turee • . . . . . . · 39,189 S·I 
1,103,761 10(}00 

(£88,590,300) 

1 It ohould be noted tha\ the funclaao obtained _ of 6OlIIII8, in lcoal our
nmciea.. 

• See Peten, 1''' Porriga Do6C 01 1M Ai,6 Ii .. &poobIio (Baltim ...... Johna 
Bopkina P--. 111M). . 
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Of this increase in the funded debt, 813,884,525 paper pesos, or 
approximately two-thirds, was external. At least 60 per cent. of 
the bcirrowing was unproductive. As Peters expresses it: 'Success in 
obtaining funds abroad made possible the persistence of the deficits, 
which would otherwise have forced a more rational consideration 
of the [budgetary] problem.' The provincial and municipal govern-

. ments were even more reckless in the purposes for which they 
borrowed; the P'nited States lent £27 millions to Argentine muni
cipalities and provinces between 1924 and 1928 and almost all the 
loans were unproductive and the subject of excesses. 

Argentina first borrowed abroad in 1824, but until 1880 loans were 
few and far between. During the 'eighties expansion was accelerated 
and the transformation of the country from an undeveloped pastoral 
community into an important agricultural producer was begun with 
the aid of foreign capital. Loans followed one another in rapid 
succession_ Default and the Baring crisis of 1890 were followed by 
a ten-year period of readjustment, during which the government 
assumed responsibility for provinci&l obligations and restored the 
country's credit. Complete service had been resumed by 1901, and 
from that time until the war borrowing was conduoted again on 
an enlarged sc&1e, though with much greater caution: Argentine 
credit was, in fact, higher during these years than at any other 
period before or since. 

During the war Argentina, as a non-belligerent, like all the other 
countries in South America except Brazil, was affected by adverse 
financi&l and trading conditions less than many other agricultural 
nations. There was an increase in the floating debt, but during the 
war years Argentine finances were on a sufficiently sound footing 
to enable her to lend $250 millions to the allies. It was during this 
period that the country first came to rely on capital from the United 
States instead of from Great Britain, and since that time by far 
the largest part of the foreign borrowing has been conduoted in 
New York. The period during which Argentina was received most 
favourably in the American market extended from about 1924 until 
1927; direct investment by United States enterprises continued 
throughout the 'twenties. By 1930 United States investments in 
Argentina amounted in value to about $808 millions, of which 
$4491nillions were portfolio holdings-e.bout 72 per cent. in national, 
19 per cent. in provinci&l, and 9 per cent. in municipal government 
bonds--and $359 millions were direct investments, mainly in power, 
transport and communications, blUlkjng, meat packing, and oil 
companies. British holdings of Argentine securities have tended to 
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deorease since the war, both because a considerable part of the 
United States direot investments during this period took the form. 
of purchases of enterprises previously owned by Great Britain, and 
because, in the absence of any considerable new investment, the 
prooesa of amortization helped to reduce the 'volume of capital 
outstanding. In 1930 British investment amounted to about £370 
millions, of which some 57 per cent. was in railways and 16 per cent . 

. in government bonds. ' , 
Argentina is primarily a food-producing country. In 1929, 30 per 

cent. of her exports were wh,eat and flour, 18 per cent. maize, and 17 
per cent. meat and meat products. She had, moreover, remained a 
capital importer from 1920 to 1931. The fall in the value of Argen
tina'l exports began in the autumn of 1928,. and in 1929 their gold 
value was 10 per cent. lower than in the previous year. This decline in 
exports was accompanied by an almost complete oessation of capital 
imports, but there was no corresponding deflation. Budget deficits 
continued under the Irigoyen administration, and the extent of the 
ourrency depreciation is perhaps illustrated by the fact that ex
port values declined only 39 per cent. between 1928 and 1931, 
measured in pesos, as against a fall of 58 per cent. in gold prices. 
According to Sir Otto Niemeyer, the depression was less severe in 
Argentina than in many other countries, partly because her exports 
are relatively well diversified compared with some other South 
American states. The government finances have to bear a consider
able weight of debt, much of which has been incurred for unproduc
tive reasons. Service of the publio debt, more than half of which was 
paid to foreigners, required 31·9 per cent. of the 1932 budget; but, 
even eo, the central government avoided default, although many 
provinces and municipalities ceased payment on their external debt. 
The government was able to meet its foreign obligations by a rigid 
control of foreign exchltnge rates; it has a prior claim on available 
supplies of foreign exchange, with the result that the • official' 
buying rate for sterling has been lower than the rate available to 
private buyers by £rom two to five pesos in the pound. It has been 
asserted that the rate for non-government transactions represents 
an artificial depreciation of the peeo; but no real evidence has 
been adduoed in eupport of euch a conclusion and therefore the 
complaints continually made by British-owned railway companies 
that they are making enormous exchange loeses are 1iiflicult to 
understand. The government maintains a wide margin between its 
buying and eelling rates for eterling, and this may cause loeses to 
thoee who have to make remittances in both cfuections, but railway 



272 THE DEBTORS 

compa.nies, who are buyers, and not sellers, of sterling, ca.n never 
suffer anything but a. purely hypothetical loss on exoha.nge tra.ns
a.ctions. In a.ddition to rigid exchange control, restrictions wers 

. pla.ced on industrial profits; but depression wa.s so acUte tha.t these 
were only opera.tive in very rare ca.ses. The government, then, was 
a.ble to ma.inta.in its credit a.broa.d pa.rt1y a.t the expense of private 
firms; but since the good credit of government is a most importa.nt 
prereqnisite of sta.bility, such a policy is probably justifiable from a 
long run point of view. 

Brazil.1 

The amazing fluctuations which the Brazilian economy has under
gone are proba.bly unrivaJIed in the New World. It is still an agri
cultural country, but the products which it has exported ha.ve under
gone grea.t cha.nges. It has been a • one-crop' country, except for 
tra.nsitionaJ periods, throughout the 1a.st three hundred yea.rs, but the 
chief export has been cha.nged several times during tha.t period. In 
the seventeenth century Bra.zil wa.s the world's 1a.rgest supplier of 
sugar; in the eighteenth century gold heca.me of grea.ter importa.nce, 
only to be sucoeeded by cotton. In the nineteenth century the supre
ma.cy in ca.ca.c was won and lost, a.nd then rubber beca.me the sta.ple 
export at the beginning of this century, only to be repla.ced by coffee. 
Ea.ch bra.nch of production has been developed in turn almost to the 
total exclusion of a.ll others. It a.ppea.rs that yet another cha.nge is 
now in progress, for coffee, which constituted some 71 per cent. of 
Brazil's exports in 1929, ma.y yet be,rivaJIed by cotton and fruits. 
Brazil is thus to be contrasted in this respect with Cuba, whioh is a 
• one-crop', country whose sta.ple export, suga.r, has rema.ined un
changed for a long period. Despite the a.mount of foreign ca.pital 
which has been invested in the country, Brazil rema.ins very largely 
undeveloped and a potential field for an ~n larger amount of in
vestment. Before such investment can ta.ke pla.ce, however, there 
must be a. grea.ter diversifica.tion of her i1ldustries, she must become 
an economic entity ra.ther than a mere political federation, her com
munica.tions system'must be extended, and, finaJIy, the social sta.tus 
of her people must be ra.ised by educa.tion, by better government, and 
in ma.ny other ways. This is an enormous task which has hardly yet 
been begun. 

There are divergent estimates of the volume of foreign capital 
invested in Brazil. Normano gives the following figures:-

I See J. F. Normano, BrtUil: .A Study 0/ E"""""",, 'rypMl (Unlv. of North 
Carolina Press, 1935), eopeoiaIJy chapters ii and vii. "Op. cit., pp. 1I1~16. 



. United States 
Great Britain 
Other 

Total 
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Frweign Inlle8lment8 in Brazil 
(£ millions) 

1928-30 

1916 Di,..., .Pm/oUo 

. ro «" no 
240 131b lInb . 210 1500 1000 

450 325 322 

Total 

115" 
282b 

2500 

647 

o End of 1930. b End of 1928 • 
• Obtained by applying the British coefllcient of growth. 
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It is probable that this over-estimates both British and other 
European holdings. British investments (in quoted securities alone) 
were estimated by Sir Robert Kindersiey at £151 millions in Decem
ber 1930, which seems to coincide with Normano's estimate of 
'portfolio' investments. But British' direot' investments and invest
ments by other European countries seem to be overstated. French 
investments amount to about Fs. 2,300 millions, and there can be 
few German investments, since the older ones must have been con
fiscated when Bra.zil joined the allies during the war. It appears that 
£520 millions is a more probable figure for total foreign investments 
at about 1930.1 

Investment has proceeded at a slower pace' since the war than in 
the early years of this century. Between 1908 and 1914 foreign 
capital Bowed into Bra.Zil at the rate of about £27 millions a year, 
whereas Normano estimates on the basis of his figures that between 
1916 and 1930 this yearly influx fsll to £14 millions. Certainly the 
foreign-owned public debt has inorea.sed more slowly. Between 1900 
and 19l1 the external debts of the federal, State, and municipal 
governments inorea.sed from £48 millions to £145 millions, oompared 
with an increase of from £176 millions to £230 millions between 1921 
and 1931. 

Moreover, since the war, the States and not the federal govern
ment have borrowed the largest sums abroad, in further oontrast to . 
the pre-war period. Nearly all the capital invested in government 
bonds since 1921 has been of ~erican origin, and Sir Otto Niemeyer 
calculated. in 1931, that Great Britain had £100,569,751 nominal 
capital outstanding in these securities after a century of lending. as 
a.ga.inst $143.336.998 of United States money lent during a decade. 

• cr. Dr. Kat&, W~ Anol. iv (1929. i). pp. 1$-111; Kimber'. 
~ 0/ Gowno_ DebIt, ... 

'1' 
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About 35 per cent. of the external debt has therefore been contracted 
in the United States in one-tenth of the period during which Brazil 
has been borrowing abroad. A large part of the remaining United 
States investment has been in public utilities and branches of Ameri
call; firms, whereas ra.ilw:ays and the development of raw materials 
have attracted British investors. 

The crisis which the Brazilian economy was called upon to face was 
intensified rather than initiated by the decline in imports of foreign 
capital in 1929. The national finances had for long been disturbed 
and, although exchange rates 'fluctuated less than in many other, 
South American countries during the 'twenties, reliance was increas
ingly being placed upon foreign capital imports in order to effect a 
balance in the budget and to support the price of coffee. The value 
of Brazilian exports fell from £95 millions in 1929 to £66 millions in 
1930 and to £50 millions in 1931. Payment at the rate of 5 per cent. 
on the whole of the external indebtedness would require some £26 
millions a year. Moreover, the difficulty of securing the means with 
which to pay the service on the publio debt was enhanced by the fact 
that payment is made out of the gold revenues which are nearly 
all collected from customs dues. Thus, the more imports were 
restricted in the attempt to obtain a sufficiently favourable bal~ce 
to permit debt service payments to be maintained, the smaller were 
the revenues out of which this item of expenditure was to be met. 
By 1931 the whole gold revenue was not sufficient to cover the 
foreign debt service. Meanwhile the gold, reserve had fallen; in 
September 1929 it amounted to £31-1 millions, in August 1930 to 
£14-1 millions, and by December 1930 it had disappeared altogether. 
The revQlution in 1930 disturbed production and finances, and 
although' the provisional government grappled in a determined 
manner with the problem of the budgetary deficit, it was not equal 
to such a strain on its resources. In a country dependent to such a 
degree upon the demand for one commodity in world markets, de
velopments of this character cannot be entirely unexpected, and only 
a radical change in the Brazilian economy as a whole can eliminate 
these difficulties in the long run. For the present, the best that can 
be done is to arrive at an agreement with foreign creditors for the 
adjustment of their claims, and such an agreement has already been 
reached for a short period. 

Other'Latin American Countrie8. 
Four republics in South America are exporters of the raw materials 

of industry rather than of food products. Bolivia relies chiefly on tin, 
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Venezuela on petroleum, Chile on nitrates and copper, and Peru on 
petroleum and oopper. About £250 millions of foreign capital has 
been invested in Chile, approximately £115 millions in Peru, £80 
millions in Venezuela, and a much smaJIer amount, say £35 millions, in 
Bolivia. Beyond the fact that their exports faJl into the same oate
gory there is little similarity between thes& countries in economio 
struoture and weight of indebtedness, or in the history of their 
foreign borrowing. 

Ohile, in point of size the smaJIest of the four countries, has been 
borrowing abroad for the longest period, possesses the largest volume 

• of external indebtedness both absolutely and per head of population, 
and is one of the most highly developed nations, industriaJIy and 
commeroially, in the whole of South America.. The first Chilean loan 
was floated in London in 1822, and until 1914 almost the whole of 
the country's external financing was conducted in Great Britain. 
Sinde that date, however, most of the foreign loans have been placed 
in the United States.1 The externa.l publio debt on the 31st December 
1933 amounted to £91,448,171, of whioh £53,535,100 represented 
United States Loans, £29,871,271 British Loans, and £8,041,800 
Swiss Loans.- British investment has been attracted ohiefly into 
government bonds and ra.ilwa.ys, in whioh about £21 millions has 
been placed, and in the development of the nitrate industry. Ameri
can investments, on the other hand, have been very la.rgely direct; 
some $441 millions had been invested in American oorpora.tions 
operating in Chile by 1931. Aocording to the best estimates available 
it appears that in 1930 United States investments in Chile were about 
twice as la.rge as those of Great Britain: £144 millions of American 
oa.pital and £68 millions of British. Sir Robert Kindersley places 
British holdings of quoted Mourities only at £49 millions. 

The dependence of the whole Chilean economy upon the produotion 
of nitra.tes is an example of the dangers of over-specia.1iza.tion in 
exports. With the increased produotion of synthetio nitra.tes, espe
oia.lly during and since the war; the foreign ca.pital invested in Chile 
has been jeopa.rdised to an ever-increasing extant. It is true that 
larger qU&lltities of copper have been exported, and at the beginning 
of the depression copper exports were about equal in value to 
nitra.te exports;1 but the fa.ll in the prices of both commodities in 
subsequent years had a ca.tastrophio effect upon the whole Chilean 

I BeeF. W. Fetter • .v-.yl"ftaliotti .. Olaile(Prinoe\on Uni .... ~ 1931). 
• Corporation of Fo!eign Bondhold_ ReporC. 1934, p. 133 f. Amonna oon

'hl'ted .. t £1 - U.S. &5 _ S .... Franae UI. 
• 1\ ehould be noW that the production of copper in Chile is en~ oon

VoIled bl foreign ..... 
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economy. Exports fell in value from $276,623,000 in 1929 to 
$99,546,000 in 1931 and to $27,709,000 in 1932; the favourable 
balance oftrade declined from $81,545,000 in i9l!9 to $10,819,000 in 
1932. Such a collapse in a country which, it is estimated, normally 
exports 50 per cent. of its national production, must inevitably cause 
default, however drastic the budget economies or determined the 
deflation. -

In common with the other republics of South America, Chile took 
advantage during the boom yea.rs of the offers of issuing houses in the 
United States to borrow money on terms which almost completely. 
overlooked the inherently unstable character of her economy. The 
mistake was perhaps the more easy to make in view of the high credit 
record which Chile had had in the past, but there was a considerable 

. amount of foreign borrowing from 1926 onwards in order to meet 
budgetary deficits and for other non-productive purposes. In short, 
borrowers in Chile were too myopic and issue houses in New York, 
even if they saw farther, did not mention some of the relevant facts 
and thereby prevented investors from making a true estimate of the 
risks involved. lJ1 such circumstances over-borrowing was inevitable. 

Bolivia has a comparatively small external public debt. It 
amounted in July 1931 to about $62 millions, which consisted almost 
entirely of capital raised in the United States ostensibly for railway 
purposes. A somewhat larger amount has been invested directly by 
American corporations in tin mining, but, in contrast to mineral 
development in most other countries of South America, a large part 
of the capital of the Bolivien tin industry is owned at home. The 
recent war: with Paraguay has so upset the national economy that no 
useful estmiate can be made of the ability of the country to pay its 
external debt service in the long run. 

Peru. is another country which has turned to the United States for 
capital since the war. British investors remained unwilling to ad
vance further BUms to Peru in view of the unfortunate results of 
previous experiments in this direction. About £26 millions of British 
capital is invested in Peru, some 75 per cent. of which represents the 
securities of the Peruvian Corporation. This Corporation was estab- . 
lished just before the war and took up certain large government con
cessions, including the whole of the then existing state railways, in 
settlement of defaults on past obligations. No dividends have ever 
been paid on its £9 millions of ordinary stocks. About one-third of the 
American capital has been invested in government securities and the 
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rest in petroleum and copper production. These two industries are 
almost entirely owned, managed, and controlled by foreigners, mostly 
by the United States, and together account for about 60 per cent. of 
Peru's exports. This fact makes it important to remember that the 
total value of Peru's exports exceeds the t9tal amount of foreign 
exohange which these exports make available to citizens of that coun
try by the amount ofthe interest and' profits' on direct investments 
by fureign companies. Some of the proceeds from the sale of petro
leum are, of course, returned to Peru to pay wages and other opera-

• tive costs and local taxes, but the relative firmness of petroleum 
prices has not benefited that oountry as much as might be expected 
at first sight, because such a large part of the proceeds goes to share
holders and others in foreign countries. Despite favourable petroleum 
prices, the value of Peru's exports in 1932 was only a third of that 
of 1929. This fall caused a financial collapse and led to currency 
depreciation and moratoria in 1931. 

Venezuela is in a unique position oompared with the other ooun
tries of South America, since it has entirely paid off its external publio 
debt. This feat was aocomplished in 1930, largely through the taxa
tion of petroleum exports, which in 1929 accounted for more than 
three-quarters of the total exports. Another distinotive feature of 
investment in Venezuela is that the volume of British capital in the 
country has tripled since before the war. Royal Dutch Shell controls 
nearly one-half of the oil produced, and the Standa.rd Oil Company 
of New Jersey controls, through its subsidiaries, slightly less than one
third of the total produotion. The prosperity of Venezuela is as 
closely dependent upon oil-produotion as Chile used to be upon' 
nitrates, and as Bolivia and Brs.ziJ. have been upon tin and coffee 
respeotivelysince the war. Oil-production in 1929 was about seventy 
times greater than in 1921, and Venezuela for a time ranked second 
among the petroleum producers of the world. It is impossible to 
avoid a comparieon between post-war Venezuela and pre-war Chile, 
for, should the supplies of petroleum give out, or the demand price 
fall, prosperity might similarly decline. The great difference is, how
ever, that Venezuela has taken this opportunity of extinguishing its 
external publio debt, and this fact may make BOme future borrowing 
for construotive purposes more justifiable than in the case of Chile. 

CvbG. 
Cuba is dependent mainly on two crops, sugar and toba.cco; con

sequently the present position of her finances is simiJa. to that of 
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several South American countnes. Most of the foreign investment 
in Cuba haa been made by the United States, though there are some 
British holdings. The total of these investments in 1930 was esti
mated at $1,450 millions, of which $1,067 millions waa United States 
capital ($936 millions 'direct' and £131 millions 'portfolio'). British 
investments amounted to about £37 millions. The distribution of 
American investments is approximately aa follows: 

United Stale8 Inveatments in Ouba, 

Sugar properties . 
Railroads. _ 
Public utilities. • 
Government. bouds, &0. 
Real estata • ' 
Industry and Mining 
Tobacoo, &0. 
Otber 

p..,..,.,. 
63 

8 
7 
7 

10 
6 
3 
6 

100 

Of the British investment abont 80 per cent. waa in railroads and 
, 14 per cent. in government bonds. 

COLONIES. 

In addition to their investments in foreign countries, the principal 
lenders have also made considerable investments in colonial countries, 
their own aa wellaa those belonging to others. The total size of this 
in~tment cannot be determined with great accuracy, but some 
estimates are available. The investments of Great Britain within the 

'British Empire in 1930 have been estimated at £1,987 millions by 
Sir Robert Kindersley. Of this amount, £1,745 millions is invested 
in Canada, Australia, New ZeaJa.nd, South Africa, Newfoundland, 
and India, which leaves only £242 millions for investments in the 
colonies proper. To this should be added perhaps £50 millions for 
investments in non-quoted securities, making a round total of 
approximately £300 millions. Roughly £70 millions of this represents 
investments in government and municipal securities; investments in 
railways account for about £30 millions, and mines and public utilities 
together for about £25 millions. 

French colonial investments are estimated at 16,000 million francs 
(£152·4 millions), of which about 3,750 millions are invested in govern
ment or government-guaranteed securities, the remainder being in 
private enterprise. This estimate of 12,250 million francs (£ll6·7 
millions) employed privately in the colonies is very high when 
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. compared with M. Louwers's estin;lates of 7,495,750,000 fra.ncs (£71·4 
millions); the latter was, however, obtained by adding together 
the outstanding capital of a.Il. companies operating in the colonies 
as shown in L' Annuaire de8 emreprisea coloniales, 1934, and this 
method might easily lead to an under-estimate.' 

The same authority has also given estimates of Dutch and Belgian 
oolonial investments. Investments in the Dutch East .Indies are 
given as nearly 7,000 million florins (£437·6 millions), of which 2,500 
million florins are in private enterprise. Investments in the Belgian 
Congo, he says, amounted to 20,000 million Belgian francs (£687·8 
millions), of which 9,136 million Belgian francs (£314·2 millions) had 
been absorbed by private enterprise. . 

Estimates of investments by the United States in AIa.ska, Porto 
Rico, and Pa.na.ma are not available; but the United States Depart
ment of Commerce has estimated that investments in the Philippines 
in 1930 amounted to $167 millions.· Of this, $82 millions consisted of 
'direct' investments and $71 millions of government and govern
ment-guaranteed seourities. Amerioa.n investors have also pIa.oed 
considerable sums in the colonies of other powers, mainly in the form 
of 'direot ' investments; at a rough estimate, the total of such invest-

• ments in 1930 was about $225 millions. 

OONCLUSION 

Capital was obtained by almost every country in the world from 
Great Britain, the United States, or France during the ten years 
which followed the war. Investments in different countries, however, 
varied considerably both in their effects and their desirability. The 
foreign oapital which was used for the reconstruotion of Europe W88 

very desirable and very necessary, but the amount which, in the 
end, was sent to this area. W88 more than the debtors oould hope 
to repay. This is also true of investments in Latin America, but for 
a different reason. Capital invested in Europe was very largely used 
for 'unproduotive' purp~; it resulted in a rise in the standard of 
Jiving in the borrowing oountries, but did not inoreaae the efficiency 
of their export industries to an extent sufficient to enable most of 
them to meet the full service payments on their indebtedness. 
Investments in Latin America, on the other hand, were more usually 
of a 'produotive' character; they did, very often, tend to inoreaae the 
efficienoy of the borrowers' export industries. Unfortunately these 
industries, almost without exception, were engaged in the production 

1 O. Lou ....... in an ad.u- gi1'8ll before L'Inatitu' Royal Colom.l BeIge 
ID193L 
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of goods for which the world demand was at that time inelastio. The 
.. creditors, in other words, were" unwilling to import greatly inorea.sed 
quantities of these goods when their prices fell, and the borrowers were, 
therefore, no better able to meet their obligations than were their Euro
pean contemporaries. In the case of the British debtor countries, on 
the other hand, the situation was different. Investments were usually 
made for 'productive' PllXPoses, and the export industries of the 
borrowing countries produced a wider variety of commodities, so that 
they were not so hard hit as those of Latin America by a decline in 
prices; in partioular, almost all the British Dominions number gold 
among their exports. 'l'he burden of service payments was, moreover, 
relatively light for most British countries since all of them could 
borrow more cheaply in London (and Canada more cheaply in New 
York) than any other external borrowers. Finally, they were assisted 
in the depression by Imperial tariff policies. The fortunate position of 
investments in the British Empire to-day is, however, no proof, 
that over-borrowing did not take place. On the contrary, it is more 
than probable that Australia, although she did not default, was 
tempted ·to borrow a good deal more than, the condition of her 
domestic economy would have warranted. A similar criticism may 
also be made of the borrowing of Newfoundland, of Canada, and, 
perhaps, of New Zealand. 

The history of events during the depression and the problems which 
debtors had to attempt to solve. when they found themselves faced 
with concomitant declines in the volume of foreign capital which 
they could borrow and in the prices of their exports are discussed 
more fully in the next chapter:. 



CHAPTER XIV 

INTERNATIONAL INVESTMENTS IN DEPRESSION 

INTERNATIONAL lending on a large scale cea.sed in 1930. Since that 
date there have been developments of tremendous importance in 
this, no less than in other, branohes of eoonomio activity. Even before 
the depression had made itself felt in industrial countrieS, a decline 
in overseas investment had begun, and this soon became oatastrophic. 
Debtors were placed in an increasingly diffioult position. Faced with 
afall in their export prices and with supplies of new oapital completely 
out off, they responded in different ways. Some defaulted on their 
external obligations; others sought to reduce the weight of their 
indebtedness by a variety of methods. The incomes which creditor 
oountries received from their overseas a.ssets declined, and funda
mental adjustments in their ba.la.noes of payments were forced upon 
them. 

The Decline in New I nveatment. 
Since the war, the years in whioh creditor countries invested the 

largest sums abroad were 1927 and 1928. During 1929 the volume 
of new foreign investment fell, and despite a slight recovery in 1930 
continued to fall until 1935. The volume ofn"ew foreign invest

. ment by the United States, Great Britain, France, and the Nether
lands during these years. is shown on p. 282. It is doubtful whether 
the figures given for each country are striotly comparable with those 
for other countries, but the trend is, perhaps, suffioiently illustrated. 

The flow of new funds for externa.l investment from these four 
countries had fallen by 1929 to about three-quarters of its volume in 
the years 1925-8, and later shrank (if mea.sured on a gold basis) to 
one-tenth of that amount. 

Moreover, not merely did the amount of new investment fiy oredi
tor countries decline precipitously, but such eountries eveJ1 became, 
in certain oa.ses, net importers of capital. Their amortization 
receipts tended to exceed the amount of capital subscribed to new 
issues, and the sale of securities brought about a further back
flow of funds. The United States became a net importer of long
term ospital in 1931. During the depression her sales of domestic and 
foreign securities to buyers in other eountries were eonsidera.bly 
larger than oorresponding purchases, and receipts in the form of 
redemption, sinking fund, and amortization payments have exceeded 
new foreign issues and direct investment ever since 1931. In Great 
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)3ritain new overseas issues were, according to Sir Robert Kinders
ley, sma.ner than repayments on old securities in 1932, but not in 
any other year. The export of short-term Capital from the United 
States, which until 1934 was suffioiently large to offset the, inward 
movement of long-term funds, afforded little relief to debtors, for, 
in periods of monetary disturbance, short-term capital exportS by 
creditor countries tend to move towards other creditors rather than 
towards debtor countries. 

New OverSeati Inve8tment by Oertain Oreditor Oquntrie8, 1929-34 

United Statu 
• NeuJ Dir6<1l Great Britain 

iB_ ~ ToW N01I1iB ...... 

($ millions) (£ millions) 
1925-8 avo . 1,067 274 1,341 120 
1929 · 635 335 970 94 
1930 · 831 253 1,086 109 
1931 213 196 409 46 
1932 · · 27 36 63 29 
1933 10 91 101 38 
1934 · - nil 48 48 43 

li'r,..... N e!Mr'1t:mdB ToW 
NBWiB_ NB'W iBBU8B8 GoI!lIntUzI 

(Frs. millions) (Gulden millions) (Av. 1925-8 = 100) 
1925-8 avo · 426" 2631 100 
1929 · · 1,100 99 74-
1930 1,400 196 81 
1931 · · 3,725 36 39 
1932 · · 1,645 23 12 
1933 · 400 nil 11 
1934- nil 140 10 

• Nominal capital value, excluding refunding issues, issues for United State. 
possessions, discounts, and underwriters' com.miaaions. 

• Midland Bank estimates. 
o New foreigu issues 1I0ated in France, excluding loans to French colonies. 
• A versge 1926-8. 
e New issues on foreign account. 
t Average 1927-8. 
• Index of gold value of new overseaa investments by these four countriee. 

One method of measwing the increased strain 'lfhich was thrown 
upon debtors by this decline in new foreign investment is to 
compare the relative sizes of new investment and interest and amor
tization receipts in the balances of payments of creditor countries. 
Sufficiently detailed figures are only obtainable for the United States 
and Great Britain, and even in these two cases they are useful merely 
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as illustrations of the general trend, since the two sets of statistics 
are not strictly comparable. ' 

New IslJtWJ Jor Ezternal BUf'rU!I'ers and Amorlization, and Intereat 
. and. Dividend. Receipts in the U.S.A. ~nd Great Bril4in 

(U.S. figures • millioJl8"; British figures £ millions) 
(- _ capital export; + = capital import) 

.&"""'9 
19146-8 19149 1930 1931 1932 1933 1934 

UMIed 81a1e1: 
New foreign issUes" 

and clireot invest· 
mente · · -1,341 - 970 -1,086 - 409 - 63 -101 - 48 

Amortisation reo 
oeipte on private 
debteb • • + 802 + 276 + 250 + 267 + 172 +123 + II4 

Intereot and divi. 
, 

denda on private 
long·term capital 
abroad · · + 720 + 876 + 838 + 563 + 396 +487 +432 

BaIan08 of above 
iteme • · · - 319 + 182 - 8+ 4II + 606 +609 +498 

GreaC BriItH,,: 
New capital sub. 

eoribed through 
overaeaa iaaueao • - 93 - 96 - 98 - 41 - 87 - 83 - 83 

Capital repaymente. 
Net intereot and 

+ 50 + 49 + 3D + 27 + 48 + 87 + 42 

dividenda4 • · + 250 + 250 + '220 + 170 + 160 +160 +116 

Balan08 of above 
iteme • · · + 1107 + 1103 + 161 + 166 + 161 +144 +164 

G_t Britain and • 
U.S.A..: 

BaIan08 of above 
items (in old gold 
dollara) • • + 686 +1,112 + 178 +1,101 +1,070 +790 +730 

• Nominal capital excluding refunding issues, iaaues for United Statea 
poIIIIeaio .... dieoounte, and undenrritera' oommiaaione. 

• Including bond redemption and ainking fund payments. 
• In part Sir Robert Kinderaley'. flgnrea; in part estimated. 
• This Ie a net figure; i.e., unlike that for the United States, it makes an 

aIl0WaD08 for intereot and dividend paymente made to foreigntllll by Great 
Britain and Ie therefore lower than the groea inoome from British foreign in· 
natmente; but it a\ao includes earninga on short-term capital abroad. 

Between 1925 and 1928 the United States was investing abroad 
larger sums than she received from other oountries in interest, divi
dend, and amortization paymenm, but Great Britain's receipm were 
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considerably in excess of her new externa.l investments. Together, 
the debtors of Great Britain and the United States were called upon 
to pay over $675 millions a year more to these two countries than 
they reoeived in new loans and investments. This burden was 
nearly doubled in 1929; in 1930 the receipts of the United States in 
interes~ and amortization payments approximately equa.lled her new 
investments, but Britain's debtors found themselves in much the same 
position as in the period 1925--8 •. With the decline in new foreign 
investment after 1930, debtors' burdens were once more increased. 
One effect of Great Britain's departure from the gold standard was 
substantia.lly to lighten the weight of indebtedness in many cases, but 
during 1932 this was offset to a considerable extent from the point 
of view of the world as a whole by a further decline in new foreign 
investment by the United States. The amelioration during 1933 was 
partly due to the fact that the United States went off gold, which 
reduced the gold value of payments to be made, and also to some 
increase in the volume of new investment by both creditor countries. 

The United States first ceased to lend abroad on the old scale when 
the interna.l investment boom developed in the latter part of 1928 . 

• As the prices of domestic equities began to rise at a rapidly increasing 
rate, American investors turned their attention to these opportuni
ties for capital appreciation; they ceased to be interested in fixed
interest-bearing securities, either American or foreign. But, although 
new foreign issues floated in the United States had been reduced to 
nearly one-half of their previous size by 1929, direct foreign invest
ment did not decline to the same extent. By 1931 the index of new 
direct foreign investments by United States corporations had only 
fa.llen (average 1925--8 = 100) to 71'5, compared with a decline from 
100 to 20 over the same period in the index of new foreign issues pub
licly floated. In Great Britain no such decline in the volume of new 
issues occurred until 1931, although the somewhat heavier volume 
of repayments reduced the effective volume of new capital which 
was exported. London continned to export long-term capital on 
only a slightly diminished scale during 1928 and 1929, largely because 
the alternative attractions of domestic investment were not so great 
as in the United States. 

After the initial reduction in the volume of new investment during 
the Wa.ll Street boom, a vicious circle set in. Debtors' difficulties were 
increased and as their payments declined, investors were further 
discouraged. The increased lending during 1930 which was a last, 
almost frantic, attempt to stave off disaster, accomplished little, 
because even in that year debtors were in need of considerably larger 
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quantities of foreign exchange than in the pre-depression period. 
Thereafter, of oourse, the depreciation of sterling reduced the gold 
value of payments to be made to Great Britain. This was, however, 
followed by a further decline in new investment, partly as tie result 
of government pressure. The effeots of the Treasury embargo on 
new foreign issues must not, however, be' over-estimated, for it 
is unlikely that many foreign borrowers oould have attracted the 
attention of British investors even in the absence of official dis
oouragement in 1932 or 1933. In the United .States, foreign issues 
had already fallen to a negligible amount before the Johnson Aot was 
approved in April. 1934. Although there may be reason for thinking 
that, latterly, these restrictions upon capital movements have acted 
as a deterrent to new investment, during the worst years of the 
depression the decline was mainly the result of purely economio 
considerations. 

Debtors as a whole were faced with the greatest difficulties in 1931 
and 1932. After that date there were improvements in oerta.in 
directions, and a period of consolidation similar to that whioh 
followed each major international crisis in the past began. The 
relief that the debtors of Great Britain obtained from the fall of 
sterling appears to be suoh that, ever since 1931, the gold value 
of net interest payments made to the United Kingdom has been 
oonsiderably smaller than in the period 1925-8, although, in terms 
of sterling, British income from overseas investments has improved 
oonsiderably since 1932. Debtors of the United States were faced 
with greater diffioulties when that country ceased to invest abroad, 
and the income of the United States from its overseas investments 
is still relatively very small. As the result of the inability (and, 
sometimes, the unwiUingneaa) of debtors to remit aerviOl\ payments 
for one cause or another, the losaea of creditors were oonsiderable 
between 1931 and 1935. 

PM Problema 01. Debtorl/. 
Maintenance of service payments upon the foreign capital invested 

in a oountry is affeoted by a number of factors. In the first place, 
creditors' receipts will be dependent not merely upon the ability but 
also upon the wiJlingneaa of debtors to pay. Many oountries have dis
oontinued service payments on their foreign debts even when their 
financial position was sufficiently sound to enable such payments to 
be .made. Usually, defaults of this nature have taken place when 
the poasibility of obtaining fresh supplies of capital .-ned remote, 
and wheu. appea.ra.noeaauggested that there was little to be gained-
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except in prestig_from the fulfilment of obligations. New govern
ments which have risen to power on a wave of nationalist sentiment 
have frequently repudiated the debts of previous regimes, and, more 
often thin not, have only been driven to compromise with the foreign 
creditor when the need for capital once more became urgent. 

From a strictly orthodox point of view it may be held that default 
need never take place if a sufficiently ruthless deflation is carried out, 
and that therefore there can be no 'economic' reasons for not making 
payments in full. Those who hold this view maintain that' budgetary' 
and 'transfer' difficulties are inseparable, which, in strict theory, 
they are. Thus,it is argued that transfer difficulties arose in Germany 
because deflation was not carried out sufficiently drastically, and that 
had this been done, budgetary and therefore transfer difficulties would 
not have arisen; but it is not suggested that this would have fallen 
within the realms of practical politics. In any case, this argument 
cannot apply when default is the result of certain uncontrollable 
causes, for example, political events such as wars or sanctions, 'Acts 
of God' such as earthquakes or tornadoes, or, in the case of a country 
dependent upon a single export, a very great change in the world 
demand for that commodity. 

In a large nUmber of cases, default occurred as the result of 
factors in the economy of the country concerned which might have 
been controlled to some extent by its government. The most im
portant of these are: the volume of foreign indebtedness relatively to 
the wealth and industrial position of the country; the character of the 
investment and the nature of the revenue-producing assets which 
have been created by it; and the diversity and stability of the coun
try's export trade. That the debtor's ability to transfer service 
payments is partly dependent upon the volume of the foreign invest
ment, relatively to the standard of living and taxable capacity of the 
population and to the wealth of the country, is obvious. With regard 
to the character of the investment, the obligations which impose the 
heaviest burdens are those which do not represent a,ny kind of pro
ductive expenditure; at the other extreme are those which auto
matically earn their serVice payments in foreign exchange. The 
character of the debtor's exports is of importance because, in what
ever type of 11lldertakings foreign capital has been invested, whether 
it be infant welfare centres or battleships, cattle-raising or heavy 
industry, the earnings of this investment in foreign exchange will be 
wholly dependent upon the prices which the exports of the country 
concerned can command in foreign markets. 

There have been a number of unsatisfactory features about a very 
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large pa.rt of the investment in foreign government bonds since the 
war. In the British Empire the tendency wa.s to over-borrow, but 
funds were very largely utilized in a productive ma.nner. In La.tin 
America debts were lighter, but fina.nces were ma.na.ged in a. Dluch less 
orthodox manner. In Europe, even a.part from the very necessary 
sta.biliza.tion loa.ns, a. considera.ble part of tIie borrowing wa.s under
ta.ken for finanoial purposes, ra.ther than for the de,\"elopment of 
na.tional resources. Wherever much of the borrowing wa.s unproduo
tive, it ma.y be sa.fely ooncluded tha.t an even larger part wa.s not self
liquida.ting. 

The a.bility of debtors to maintain service pa.yments on their ex
ternal obliga.tions wa.s in many oa.ses impa.ired by the hea.vy volume 
of capital whioh they had imported and by the illiquid and un
produotive na.ture of a. large part of the debts oontra.cted. But, for a.s 
long a.s Brita.in and America continued to invest a.broa.d va.st sums 
of money every year, these diffioulties remained only potential. They 
became a.ctual when the flow of long-term capital dimjnished and 
fina.lly sa.nk to an a.lmost imperceptible stream. 

Even before this ha.ppened, 11.11 wa.s not well with many debtors
especia.lly with the importa.nt 01&99 of a.gricultural countries. There 
wa.s • tendenoy for a.grioultural prices to decline during the period 
1924-8, although the movement wa.s by no mea.ns well marked or of 
uniform incidence. World stocks of a.grioultural oommodities rose 
throughout the latter half of the 'twenties; whea.t between 1925 and 
1929 by 104 per cent., cotton by 40 per cent., coffee between 1926 and 
1929 by 80 per cent., and sugar during the sa.me period by 65 per cent.1 

The countries which produced these commodities had all obta.ined 
considera.ble BumS from abroa.d in loa.ns and investments, and much of 
this capital wa.s used directly or indireotly to hold stocks of commo
dities off the market in • manner which ma.sked the underlying 
situa.tion and dela.yed the ultim.te fall in prices. For most a.gricul
tural debtors the turning-point came during 1929. In ~e .ttempt to 
make up deficiencies in their intern.tional income they relea.sed 
stocks, and the consequent fall in prices served in many cases only 
to make the situ.tion worse. 

During this single yea.r the value of the export trade of oert&in 
debtors fell by an unprecedented amount. Meanwhile, as is well 
known, the prices of the manufaotured goods which these countries 
import did not decline to· any comparable extent_ The countries 
which Buffered most from the fall in prices were tho. who. ex
ports were not diversified,and who. industrial development wa.s such 

I See RoyallDatitute of IntematiOlllll Aftain, w...w Agri .. U. ... p_ 89_ 
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that it did not enable production to be directed quickly into more 
profitable channell!. Those suffered least which could develop other 
industries, and, by means of ta.rifi barriers, reduce imports in order 
to retain a favourable export ba1a.nce. 

Percentage Reduction 0/ the Value 0/ Export Trade 0/ Oertain 
OO'Untriu, 1929-30 

Chile '2·1 
Argentina • . 35·6 
Union of South Africa 30·7 
Brazil • • 30·6 
British Malaya • 28·9 
Auatra.lia • 26·3 
Canada • 25·1 

The principal difficulties of debtors have been caused by changes in 
relative prices, and it is therefore necessary to examine at this point 
the nature of the falls in commodity prices during the depression. 

Decline in Average Gold Export Pricu, 1929-34" 
p ... ....,. 

',I. Raw silk (Japan), • 8' 
2. Copper (United States) • 75 
3. Butter (Denmark) • 73 

per_. 
15. J'Vool (Argentina) • • 57 
16. 'l3ugar (Czechoslovakia) • 67 
17. White cotton piece·goods 

,. Wheat (United States) • 71 (U.K.).. • U 
5. Grey cotton tissues (Japan) • 68 
6. Petrol (United States) . • 68 

18. Cement (Germany) • • u 
19. PIIIl8eIlg&l' motor-ears (U.S.A.) 53 

7. Coffee (Brazil). .' • 68 
8. Rubber (British Malaya) • 66 

20. Bacon (Denmark) • 52 
21. Tea (Ceylon). • 48 

9. Newsprint paper (Canada) • 65 22. Pig.iron (U.K.) • • 47 
10. Maize (Argentina) • • 65 
n. Silk tissues (France). • M 

23. Coal (U.K.) ., • 39 
~. Steel girders (Belgium) • 36 

12. Cotton (United States). • 63 
13. Chilled beef (Argentina) • 61 
a. Mechanical wood-pulp (Fin-

land) • 61 

25. Tin (British Malaya). • 32 
26. Mowing ma.chines (Germany) 14 

• League of Nations, 1Ut>ie1D 0/ W .... id Trade, 1931, pp. 1'-15. 

Price falls were very irregular, but were most marked in the case 
of raw materials exported by agricultural countries and of food. 
Export prices of raw materials (such as coal and pig-iron) exported 
by industrial countries, of most manufactured articles of consump
tion, and of various capital goods have been much firmer. The gold 
prices of all raw materials and semi-manufactured goods entering 
into international trade fell between 1929 and 1934 by 60 per cent., 
foodstuffs by 58 per cent., and manufactured articles by 50 per cent. 

The discrepancies between the price 'movements of articles enter
ing into international trade caused the imports of agricultural countries 
to become more expensive in terms of their exports. In other words, 
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the terms of trade move4 against primary producers. Nations with 
heavy external obligations on account of debt service were forced to 
attempt to alter, in a very short period of time, the whole character 
of their balances of paymente in order to obtain the necessary 
quantities of foreign exchange. To take only one example, that of 
Australia, the reduction in the prices of her e:x:porte forced her to send 
abroad about three times ae much wheat, wool, and other commodi
ties in 1930-1 ae in 1924-0 to meet the service charges on her foreign 
debt, and about twice ae much in order to purchase her importe. 
A variation of Id. a lb. in the ,price of wool makes a difference of 
about £3 millions sterling in, Australia's credit balance, and between 
1923 and 1929 the average price she obtained for her wool fell by 
about IOd. a Ib.1 

The difficulties to which debtors have been subjected in the en
deavourto maintain service paymente are appreciated by every one. 
Australia wae no isolated example; her experiences were fortunate 
compared with those of some ~ther primary producing countries. 
Every debtor wae confronted by falling export prices, by a decline 
in capital importe, and by the necessity of meeting the service on 
loans fixed in terms of gold, dollars, sterling, or francs. In con
eidering these difficulties, the importance of international move
ments of short-term capital should not be overlooked, since these 
were directly responeible for the plight of many debtors after 1931. 
But the most important single factor wae the growth of tariffs. So 
long &II Britain and the United States continued to lend freely, the 
dependence of debtors upon their export trade was obsoured. Neither 
in lending nor in borrowing countries wae it generally appreciated that 
debtors could only pay the service charges on their debts by means 
of an export surplus of goods and services. The United States in 
particular, and other lenders to a lesser extent, refused to allow the 
debtors to have larger export surpl~ when they ceased to borrow. 
The industrial interests of the lending countries were helped by tariffs 
at the expense o{the financial interests which became unable to collect 
their just debts. At the same time, debtors who did not pay in full 
were ostracized. 

!'l'Aree Debtor CoWriea. 
As examples of debtors' difficulties since 1930, it is interesting to 

trace the experiences of .. few borrowing countries in aome detail. The 
countries which have been chosen are Germany, Australia, and 
Canada three of the world's largest debtors. 

I See W"'" A ........ II.' .. P. 110. 
V 
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Germany's difficulties were becoming serious as early as 1929,. 
when, with rising security prices at home, Americans became less 
willing to lend abroad. The volume of new loans declined sharply, 
and Germany had to find other means of obtaining her necessary 
supplies of foreign exchange. This was achieved temporarily, partly 
by renewed borrowing by the Reich Government-the Kreuger and 
Young Loans--a.nd partly by a restriction of German imports. The 
crisis came, however, in July 1931, and short·term creditors were 
forced to accept the conditions of Standstill Agreements, and long
term creditors received even scantier redress, but no default of 
interest or amortization payments on external obligations occurred 
until the debt moratorium of July 1933. The German Government 
has always b~n determined to maintain the gold value of the Reichs
mark, and in pursuit Df this policy, rigid deflation was imposed 
between July 1931 and June 1932. Although this had the most bene
ficial results from the point of view of the balance of payments, it 
oaused severe distress internally. Unemployment increased rapidly, 
and the usual effects upon trade and industry were reinforced by 
growing political as well as economio uncertainty. Before the end of 
1932, however, the period of deflation was brought to an end with 
the fall of Dr. BrUning. In order to alleviate unemployment, the 
government began to finance inflationary publio works and other 
schemes. The effeot on the German balance of payments was imme
diate and disastrous, and the reserves of the Reichsbank began to 
diminish at an alarming rate despite exohange restrictions. The 
pressure on the exchanges increased with the advent of Herr Hitler, 
and it finally became necessa.ry to dllClare an external debt mora
torium in order to prevent the reserves of the Reichsbank from dis
appearing altogether. The table on the next page shows the changes 
which have taken place in Germany's balance of trade. Unfortunately, 
the figures for recent years are not altogether'satisfactory, since no 
allowance has been made for imports which have been purchased 
with blocked marks; in so far as this method of payment has been 
adopted, the balance has, of course, been improved. 

It is not to be wondered that the desperate efforts of the BrUning 
administration to maintain the service on the external debt should 
have met with disfavour, since they reduced the value of external 
trade by more than 60 per cent. and necessarily caused widespread 
unemployment. That they were unsuccessful in the end was due to 
the concomitant decline in the value of German exports, which was 
largely the result of the tariff policies of many countries, particularly 
Great Britain. 



INTERNATIONAL INVESTMENTS IN DEPRESSION 291 

Germany', Bala~ oJ Trade, 1927-35 
(Rm. millions) 

y.,.,. Ezporl8" l1rvporl8b B""",,,"o 

1927 • · 10,801 14,228 -3,427 
1928 • 12,055 14,051 -1,996 
1929 . · 13,483 13,"7 + 36 
1930 . 12,1>36 10,393 +1,643 
1931 • 9,699 8,727 +2,872 
1932 . &,739 4,867 +1,072 
1933 • · 4,871 4,204 + 667 
1934 • · 4,167 4,451 - 284 
1936" · 4,270 4,159 + 111 

" Exports of domestio produce. 
• Imports for home consumption. 
• ExCleB8 of exports (+), of imports ( - ). 
" Inoluding the ~ ..... territory from 18 Feb. 1935. 

This decline in exports was arrested only in 1935, and the OODSe

-quent diffioulty of obtaining foreign exOOange has had most serious 
effeots on the German eoonomio system. Supplies of gold have 
gra.dua.Jly djrnjnj.bed and there has been an &Oute shortage of certain 
raw materia.is and foodstuffs. It appea.ra that these difficulties are, 
for the moment, being overcome; but they are far from oompletely 
solved. Their ultimate solution may result in the orea.tion within 
Germany of industries for the produotion of goods formerly imported 
on suOO a soa.le as to injure materia.Jly the export industr!es of both 
raw materia.! producers and the two great creditor oountries.1 

Austra.lia, whose diffioulties were a.lso very great, has met the aer
vice on her publio externa.! debt in full, but only by rigid deflation and 
oontrol of imports. Trouble began in 1929 with the oessa.tion of new 
lending and the simultaneous fa.ll in the prices of Austra.lia's exports. 
Prior to this, Austra.lia had been borrowing oontinuously from abroad, 
chiefly from Great Britain, and this had sufficed to pay for an import 
surplus and the interest due on past loa.ns. Wheat and wool prices 
had, however, been well maintained, and Austra.lia.n governments 
had been induced by the resultant wave of prosperity to spend oon
sidera.bJy more than they received in taxes. The deficits of the Com
monwea.lth and State governments in 192s-30 amounted to about 
£1 158. per head of the population. Before equilibrium oould be 
restored, these deficits had to be wiped out, and imports reduoed 
rela.tively to exports. In order to achieve this, the following mea.sures 

I See below. pp. SU-." for a dj"""aaiOll of how German import ....motions 
ha .... inlIUeDoed the abiliv of o\har debton ., make \he oarrioe paymentB due 
to G ... \ Bri&ain. 
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were taken, viz. &. great increase in import duties, drastic reduction oj 
government expenditure, increased taxes, compulsory conversion oj 
the interna.l debt, exchange depreciation, and voluntary conversion 
of &. large part of the government's externaJ sterling debt. The effects 
of these measures !In the b&1&noe of trade is clearly shown in the 
following statistics. 

Australia's Balance of Trade 1928-35-
(£ '000 sterling) 

YOM Ea:porllJ ImporlIl Baltmoe 
1928 · · 134.108 139,138 - 6,030 
1929 · · · 123,048 H6,172 -22,124 
1930 · · · 86,674 94,441 - 8,767 
1931 · · 70,871 43,477 +27,394 
1932 · · 76,309 53,188 +23,121 
1933 · · · 90,196 66,371 +34,826 
1934 · · · 78,779 67,231 +11,548 
1935 · · 91,381 77,801 +13,680 

- Merchandise only. 

In 1929 Austr&lia had an import I!Ul'}llus of £22 millions; in 1930 
this was reduoed to £9 millions, and there were export surpluses in all 
the succeeding yea.rs, the largest being in 1933, when it amounted to 
nearly £35 millions. This, as has aJre&dy been pointed out, was 
accomplished p&rtly by means of increased import duties, p&rtly by 
exchange depreciation, and p&rtly by internal deflation. Two other 
factors have been of great assistanoe. The first is the great increase 
in wool prices which took place in 1933 and 1934 as shown in the 
following table: 

Awemg8 Price 0/ A ustmlian W ooZ-

1928 • 
1929 • 
1930 • 
1931 • 

(Index 1931 = 100) 
• 249 1932. 
• 223 1933. 
• 123 1934. 
• 100 1936. 

101 
• 134 
• 148 
• 137 

- Compiled from .. table in the JOUf'fIIIl 0/ eM Royal ~ BookIg, 
Part III, 1936, p. 358. 

This il.dvanoe in prices after 1932 was the result of the .. bsenoe of 
large world stocks of wool, of a short clip in 1933, and of changing 
fashions with regard to wooL Austr&lia's exports of this commodity 
-' her principal\export-increased both in value and in quantity in 
1933, 1a.rger am~unts being sent particu1a.rly to Europe and Japan. 
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Secondly, Australia is a gold producer, and her exports of this 
metal have increa.sed rapidly as the result of the rise in its price. These . 
exports have not been included in the table of the baJe.nce of trade 
given above, so that the favourable balance is even greater than that 
shown. In 1930 Australia produced about 467 thousand fine ounces 
of gold and in 1934 about 887 thousand fin& ounces, almost all of 
which was exported. This has, of course, been of very great assistance 
in building up her baJe.noes of foreign exchange. 

The existence of these favourable factors does not minimize the 
importance of Australia's achievement. Her debts have been paid 
only by means of the most rigid economies, which could not have 
been foroed upon her people unless they were ready and willing to 
recognize their obligations to lenders in other countries. At the 
Premier's Conference of January 1931, the Premier of New South 
Wa.1es, Mr. Lang, proposed that interest payments on the externa.l 
debt should oee.se until the lenders had agreed to acoept lower rates, 
but this suggestion was flatly rejected by the Conference. The 
reduction in the interest burden of the externa.l debt was carried out 
in a strictly orthodox manner, though it must be admitted that 
Australia was particule.rly fortunate in that a large part of her debt 
could be repaid by conversion just at the time when interest rates in 
London were moat favourable to such a proceeding. 

As the result, then, partly of fortuitous circumstances, but Ia.rgely 
of her own determination, the economio position of AustraJie. to-day, 
a.1though certe.inly far from 'norma.1', compares very favourably with 
that of other countries. But far-reaching changes in the economio 
struoture of the country are taking place, and any judgement of the 
probable future of Austra.1ie. must take e.coount of these, as well as 
of the tariff policies of those countries which are AustraJie.'s principaJ 
markets, Great Britain, Germany, and Japan. 

In Canada, as in Australia, the Dominion Government has met its 
obligations in full, and, in fact, there have been defaults on only the 
smallest fre.otion of the external debt of other publio authorities. 
Canada's economio position was, however, very serious for some time, 
a.1though its basio soundneea has been clearly demonstrated by the 
marked recovery of the past eighteen months. 

Canada is not so dependent as AustraJie. upon exports of agrionl
tura.1 produots, a.1though these form, of course, • oonsidere.ble part of 
her total exports. They are, however, supplemented by forest and 
minera.1 products as well as manufactured goode, and this diversifica
tion of exports has been of great aesiste.nce to Canada since the prices 
of many minera.1a and of secondary produote have not fallen 80 fill: &8 
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those of most agricultural products. Oanada has also benefited &8 a 
gold producer from the recent high prices of that meta.!. On the other 
hand, opportunities for converting the externaJ debt have been 
fewer than in the case of Australia, since most of it is payable in New 
York where conditions have, until recently, been less favourable than 
in London. 

Canada's ba.lance of trade became unfavourable in 1929, but efforts 
to correct it were not made until 1930, when heavy import duties were 
imposed. At the same time, negotiations with other countries were 
begun in an attempt to increase exports. 

Year 

1927 • 
1928 . 
1929 . 
1930 • 
1931 • 
1932 • 
1933 • 
1934 . 
1936 • 

OantJila's Balanu 0/ Trade, 1927-35 
($ millions) 

ImporI8for Ezporls of 
home C07IOU1IIfI"""" tlmn&tic yrodu.co" 

1,087 1,218 
1,222 1,350 
1,299 1,182 

· 1,009 886 
628 606 
453 494 
401 632 

· 613 653 -
· 550 729 

Balan<uJ 

+131 
+128 
-117 
-123 
- 23 
+ 41 
+131 
+140 
+179 

• Including silver bullion. 
b Including silver bullion and gold bullion obtained direct from mining 

operations. 

That this pOlicy was successful is shown clearly by the trade 
statistics quoted above. The adverse ba.lances of 1929, 1930, and 
1931 were more than offset by the increasingly favourable ba.lances 
of the succeeding four years. Besides trade agreements and import 
duties, three other factors have been responsible for this: the de
preciation of the Oa.na.dian dollar against the United States dollar 
after 1931,' the government's control of wheat wes, and the great 
increase in the production of gold and of certain base metals.' 

De:8ation in Canada resulted as much from events in the 
United States &8 from internaJ policy. Although there have been 
conversions of the internaJ debt, compulsory wage reductions, .and 
increased taxes, there have also been direct attempts to reflate. Un
employment has been relieved principa.lly by public works financed 

1 The average quotation of tbe United State. dollar in MontreaI in 1931_ 
$1·043; 1932, IH36; 1933,.11·096; and 1934 SO·990. 

I For note 2 888 opposite. 
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by oheap borrowing, often on short-term, and, at one time, by a 
limited use of the government's power to issue paper money. Defioite 
have acoumulated and the debts of public authorities have reached 
astronomical dimensions, so that about 37 per cent. of the revenue 
raised by publio authorities in Canada is now used to pay the interest 
on their debts. 

The aocumulating debts of the-governments of Canada would be 
unimportant if they were aJl internal, since a little infia.tion would, 
make them easy to bear, but many of them are payable in foreign 
currencies. For this reason currency depreciation, which might help 
export industries, and internal inflation, which might help domestic 
industries, are both dangerous, since they tend to increase the burden 
of the external debt. If, of course, inflation in Canada were to proeeed 
pari pa88U with inflation in the United States, it would not have such 
ha.rmful effeots since a la.rge part of Canada's external debt was con
traoted in New York. 

The total debt of the Dominion government is about 14,163 mil
lions,l and that of the provinoes and municipalities $1,415 millions 
and $1,886 millions respeotively. The total publio debt of the coun
try is, then, nearly $7,000 millions or about $650 per head of the 
population. The interest charges on this debt amount to roughly 
$300 millions per annum, an average rate of interest of about 41 per 
cent. and an average expenditure of $27·73 per head per annum. Of 
the total publio debt, at least $2,250 millions is due to persons who 
can demand interest payments in currencies other'than Canadian 
dolla.rs, 80 tha.t it may be estimated tha.t the service of the external 
debt requires an expenditure of about $8'90 (£1 17".) per head per 

I See an artiale by Professor Stephen Leaoook in the M........., p ..... 8 July 
1938. This 1Igore inaludee the debt C!f the Canadian Nationel Railwaye of 
11,166 milliona. . 

The following table abo_ this alearly: 

1930-1 
1931-1 
1931-8 
19Ss.-. 
19_ 
19~ 

OafllJda,-E:cporta 
(I milliona) 

Dil 
«·9 
60-8 
99·0 
98,7 
as .. 

95·7 
89-1 
611·8 
SI·S 
9<1-8 

IIlIH 
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annum.1 The national income of Canada is estimated at about $3,200 
millions per annum at the present time, or slightly more than $300 
per head. Thus, nearly 10 per cent. of the annual income of the 
community is used to pay the interest on the publio debt, and nearly 
3 per cent. to pay the interest on the public external debt.-

But this is not a complete picture, since the bonded debt of private 
enterprise which is owed to persons outside the country has not been 
.considered. Unfortunately, it is not possible to measure this very 
exactly. Investments in Canada by residents of other countries 
amount to about $6,500 millions, of which $2,250 millions has already 
been discussed. If it is permitted to guess that half the remainder 
is in fixed-interest-bearing obligations, it is found that $2,125 millions 
of private debt is owing to residents in other countries who can 
expect to receive a fixed annual return, probably in their own cur
rencies. FinaJiy, owners of $2,000 millions or more of equity interests 
in Canadian industries must receive some return, though it is not so 
utgent that they should do so in bad years. In sum, these external 
debts caJI for an annual expenditure of about $250 millions, which is 
partly offset by foreigners' interest payments to Canadian investors ; 
these payments have amounted to slightly more than $50 millions in 
recent years. 

The net interest payments which are due to residents of other 
countries are, it is seen, much larger than the balance of trade which 
is available, and the difference is usually bridged partly by the 
expenditure of foreign tourists in Canada and partly by imports 
of capital. The income from these sources was, however, greatly 
diminished during the depression, and the balance was effected by 
sales of Canadian-owned foreign funds. These are now, fortunately, 
no longer Jl(lOOssary becaUse the favourable balance of trade and the 
expenditure of tourists have both increased to such an extent that 
foreign exchange is now readily obtainable for the payment of interest 
on the external debt. 

Canada has now emerged from the trough of depression and her 
economic position is very sound relatively to that of many debtor 
countries. Yet one minor word of warning ml\Y be permissible. 
The prices of several of Canada's more important agricultural 
exports have been maintained partly by government subsidy and 
partly by 'Acts of God'-drought and frost. These latter factors 

• The amount of intereot paymenla due in foreign ourrenciee h .. T&ried TarT 
widely in recent yean .. the result of exohange fiUotuatiODL 

I In Austr&lia the annual eervioe of the public external debt alone ooet abont 
U 120. per head of"the population before the recent converaioDL 
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cannot be expeoted to oontinue, and the former can only do so by 
means of internal infI&tion. Cana.da.'s successful recovery deserves 
the highest pr&ise; but the problems of agricultural production in the 
West and of her ra.ilway systems, &s well &s other questions of a more 
political ne.ture, must be solved before complete recovery can be sa.id 
to have been achieved. 

League Leana. 
In&smuoh &s the origin of the Le&gue Loans was considered in 

some deta.il in the Ia.st chapter it is, perhaps, worth while to analyse 
briefly their present position.1 

The Austrian Loan was converted and the original holders pa.id 
off in 1935, so that, technie&Jly, it no longer exists. The new issue is 
gue.ranteed by the governments of the lending countries in much the 
same manner as was the original loan. There was thus no def&ult on 
the Austrian Loan, and the same is true of the two 10&nB to Danzig 
and the loan to Estoni&, none of which was gue.ranteed in any W&y 
by foreign governments. . 

The interest on the Le&gue Loan to Hunge.ry has not been pa.id in 
full since the 1st Februe.ry 1934. In th&t ye&r 50 per cent. of the 
amount due was ~erred, and some bondholders subsequently 
aocepted & further five per cent. in full settlement. In 1935 and 1936 
150 per cent. of the interest was transferred &nd the rema.inder 
deposited in blocked pengO. The Hungarian Government has ex
pressly recognized the special position and cla.ims of the Le&gue Loan, 
and is, &ppe.rently, pe.ying as much as is possible &t present. Sjnking 
fund p&yments bve been entirely Buspended. 

Def&ult first ooourred on Bulg&ria'B indebtedneBB on the 15th 
November 1932. In 1933 &bout 60 per cent. of the interest due on 
her two Les.gue Lo&ns was pa.id; in 1934 only 321 per cent. was pa.id, 
and in 19315 only &bout lH 1 per cent. Despite oonsider&ble pressure, 
e.nd the outspoken opinion of several foreign observers to the effect 
that Bulgaria oould well alford to transfer more the.n this, the Bul
garian Government refused to agree to pe.y more the.n 211 per cent. 
in 1936. The sinking fund has, of oourse, been oompletely BUBp8Dded. 

'One of the _ advanced by the Bu1g&ria.n Government for'their 
failure to offer to transfer • higher percentage of the interest was the faot; 
th&t most of the new trade with free currency countries, such as the 
United Kingdom, was in commodities for which most or all of the foreign 
uohange need not be surrendered to the National B&Dk. But the growth 

1 The following information ... obtained from the PoomA "'......., BoporC 
of Ute League Loaaa Committee (London), AlIgIIIR 1936. 
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of such trade is a new and satisfactory feature, and it should not be im. 
possible for the Bulga.ria.n Government to acquire some part of the result
ing excba.nge for the purpose of meeting its public obIiga.tions.'l 

The full service on the League Loans to Greece was provided until 
1932. Since April 1932, however, no provision whatever has been 
made for sinkjng funds, and interest payments have been made only 
in part in foreign currencies. Following a long dispute between the 
bondholders' representatives and the Greek Government, the latter 
agreed (22 Aug. 1936) to transfer '0 per cent. of the interest due 
for the years 1935--6 and 1936-7. This is an advance of only 5 per 
cent. on the offer made by the Greek Government and rejected by the 
bondholders' representatives in February 1935; and these representa.
tives appear to hav&"agreed to this offer very grudgingly. 'They 
were', it is said, 'convinced that it did not represent the maximum 
effort which Greece could make to minimize the heavy sacrifices which 
the bondholders have had to make.'· They appear, however, to have 
agreed that, in view of the political situation in the debtor country, 
this was likely to be the highest offer which could be obtained. 

Defaults on League Loans, though heavy, have not been as serious 
as those suffered by holders of some other sorts of bonds. The fact 
remains, however, that ofthe total outstanding amount of £61,100,000 
for all League Loans in 1935, full service payments (intereet and 
sinking fund) were made on only £23,300,000 or 38 per cent., and that 
serious default occurred on £27 millions3 or nearly '5 per cent. of the 
whole amount. This is not a record of which the original advocates 
of League Loans could be very proud. 

The. Incidence and Extent of Default. 

It is not easy to define exactly what is meant by default on external 
indebtedness. Strictly epea.king, non·fulfilment by a debtor of any of 
the clauses of a loan contract might be regarded as a default, but the 
possibility that new terms may be agreed upon between debtors and 
creditors with regard to the conditions of a loan, or that debtors 
may make loan service payments in part, or in other than the con· 
tractual manner, may give rise to different degrees of default, and 
even to different opinions as to whether default has or has not 
taken place.' A complete enumeration cannot here be made of all the 

1 Loc. cit., p. 9. 
I Loc. cit., p. 10. 
I Greece, £19 millions, and Bulgaria, £8 millions. 
• Thus, for instance, the vexed question of gold cIa~ in foreign loans baa 

led certain credito .. to atigmatWo debtoN 88 defaulte18 when ouch default ia 
denied by the debto .. and even, after legal procesa, in the oourlil of the creditor 
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possible ways in whioh debtors CIJ.!l avoid their full contractual obliga.
tions aJ.though continuing to pay something by way ofloan service, 
nor even of the great variety of devices whioh have been adopted 
during the depression in order toreduoe servioepayments and transfer 
difficulties without going into complete default. A distinotion should, 
however, be preserved between default and repudiation: although 
defaults have been frequent durfug the last few years, repudiations 
have been very rare. -

Before the depression the principal defaulted obligations out
standing were those of Russia, Mexioo, and Ecuador, of oerta.i!l pro
vinoia.l and munioipal governments in Argentina and Bra.zi.l, and of 
certain States of the United States. Calculations of the Corporation 
of Foreign Bondholders indioate that the approximate prinoipal out
standing in these defaulted obligations in 1930 was £1,772 millions, 
of which Russia's share amounted to some £1,746 millions.1 Only a 
very few defaults had taken place between the end of the war and 
1930, and the principaJ. &ft'ected amounted to only just over £6 
millions, the bulk of which represented losses in BraziJiaD States and 
municipaJ.ities. Many pre-war debts had been written down during 
that period, but in nearly aJ.l 0&Be8 there were agreements to this effeot 
between debtors and creditors. Thus, despite the large volume of un
settled obligations outstanding at the beginning of the depression, it 
is true to say that the world had been free from any substantial 
m8&BUrB of default on internationaJ. obligations for more than ten 
years. 

Creditor countries began to BUBtain losses through defaults on 
a large soaJ.e in 1931, in which year moratoria were declared by many 
South Amerioan states. But effective default on a full year's coupons 
did not, in most _, take plaoe until 1932. A statement of defaults 
at the 1st June 1932 prepared by the Council of Foreign Bondholders 
showed that, excluding Me:rloan and Russian securities, full con
traotuaJ. eervioe payments were not being remitted on £120,697,624 
and $11,181,900 of foreign stocks and bonds, and £17,308,650 of 
foreign corporation stocks. Thus, there was complete or p&rtiaJ. default 
on about £140 millions invested in foreign governments and muni
cipaJ. securities. It should not, however, be concluded that the 
consequent losses to British investors have been as large as these 

CIOWltri.... UnI ... othenrise stated. defanIt is h ..... taken to m ..... the DOD-
, pll)'l1"",t of principal or interest of a debt without the OOlUlllllt of the .....wtor 

to the poetponement. For .. djaouaaion of the terms of loan oontraots _ 
belo .... Appendix II. pp. 847-66. 

I See Repon of the CoWlcil of the Corporation of FonIign Bondholders, 1884, 
pp. G03-6. 
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figures would tend to indicate, for there is reason to assume that a 
'large proportion of these bonds was held in other countries. 

It is difficult to obtain any precise indication of the volume of 
British capital invested in the defaulted bonds of foreign govern
ments and municipalities. The Council of Foreign Bondholders has dis
continued its practice of giving totals of government and municipal 
loans in default, owing to the impossibility of obtaining exact 

, figures for the English portions of certain lo~. Sir Robert Kinders
ley's, estimates are, however, useful in this connexion. The outstand
ing capital invested in bonds of foreign governments in complete 
or partial default which were listed On the Stock Exchange on the 
1st January 1935 was (excluding Russian and Mexican securities) 
approximately £180 millions. A comparable figure for foreign muni-, 
cipalities was £23 millionS. At the end of 1933 only about 56·3 per 
cent. of the capital invested in the bonds of foreign governments 
quoted on the London Stock Exchange was British, and a com
parable figure for foreign municipalities was 74·6 per cent.1 Although 
details are not available for each loan separately, it may be permis
sible to apply,these percentages, which refer to the British-owned 
portion of the whole of the listed bonds in these two types of securities, 
to that part of the holdings which have gone into default. Such a. 
calculation shows that the nominal volume of British capital in
vested in defaulted foreign government bonds is probably not more 
'than £100 millions, and in defau,lted foreign municipal bonds a.bout 
£17 millions. 

These estimates may, perhaps, be compared with Sir Robert Kin
dersley's figures of the nominal amount of British capital invested 
in these bonds. His estinlates for 1933 indicate that the ncminal 
value of BHtish investments in foreign government bonds was 
£298,840,000, and in foreign municipal bonds, £33,666,000. Accord
ingly, it appears that approximately one-third of the British capital 
invested in foreign government bonds has su1Iered from some degree 
of default and that about half the British holdings of issues of foreign 
municipalities are in a similar position. These calculations are sub
ject to a wide margin of,error, but they serve to show that the 
nominal volume of British capital invested in the bonds of foreign 
governments and municipalities which was not receiving its full con
tractual service payments at the beginning of 1935, amounted to 
approximately 35 per cent. of the total volume of British invest
ment in these classes of securities.' 

I E"""""",, JOVf'fIIJl, 8ept. 1935, p. 442. 
• RlI88ian and Mexican banda have been ""eluded throughout. 
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The 1088 of interest which British investors sustained through 
their holdings of foreign government and municipal bonds has been 
oalouIa.ted by Sir Robert Kindersley. He gives the following figures 
relating to the total loans outstanding llTespeotive of the domicile 
of the holder.1 

. 

1931 
1932 
1933 

8enJioe in Defaul! 1931 eo 1933 
(Gooemment and Municipal Loa1l8) 

(£'0008) 

I-.sf S"'kmgFvmd 

· . . 1,463 1,096 

· 9,044 6,413 

· . . 9,544 7,745 

Total 20,041 14,263 

To"" 
2,548 

14,457 
17,289 

34,294 

Interest and sinking fund due and unpaid to British and other 
investors between the end of 1930 and the end of 1933.amounted to· 
£34'3 millions (interest £20 millions; sinkjng fund £14'3 millions). 
Of thie total the amount due to British investors was only £19'3 
millions (interest£IH millions; sinking fund £8'2 millions). Detaile 
of non-payment of interest only ars given for later dates, and it 
is estimated that the total amount of interest lost to British 
investors on their holdings of foreign government and municipal 
bonds was £16 millions during the four years, 1931 to 1934. 

It is more diffioult to obtain reliable data as to tha extent of 
the 1088e& whioh have been inourred by British investors on their 
holdings of overseas industrial debentures. The amounts reoeived as 
interest on loan capital in British, colonial, and foreign oompanies 
operating abroad fell from £38 millions in 1929 to £27 millions in 
1933. EIpreBSed as peroentages of the total outstanding, the interest 
on loan capital in British oompanies operating abroad fell from 
'·75 per oent. in 1929 to 3'2 per oent. in 1933, and on foreign and 
oolonial oompanies from '·9 per oent. in 1929 to 4·2 per oent. in 1933. 
Owing to the oomplications introduced by the writing 011 of old 
capital, by new investment, by exchange fluctuations, and by the 
movement of securities, it is not possible to state how far interest 
reoeipts declined owing to defaults. Nevertheless, from causes oon
neoted with the depreBBion, .the average yield on over £700 millions 
of British capital invested in the debentures of oompanies operating 
overseas dllOlined from '·8 per oent. in 1929 to 3·7 per oent. in 1933. 

Geographioally, by far the largest number of defaults have 

· ~io""""""" Sept. 1934, p. 369. 
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occurred on South American and central European bonds. Defaults 
on'Latin American .bonds began in 1931, whereas default did not 
become prevalent in central Europe until 1932, and Germany's 
moratorium was declared in July 1933. Thus during 1932 the service 
in default on foreign government and municipal bonds listed in 
London was £14,457,000, of which Latin America accounted for 
£12,212,000 or about 85 per !lIlnt.,l Europe for £2,109,000, and 
China for £136,000. 

A aeries of interesting calculations on British investment in Latin 
America have been given for a number of years in the 80'Uih American 
Juurnal. Figures are given for the total volume of capital outstand
ing, for that proportion of the total which is reoeiving no interest or 
dividends, and for the average rate of return on the volume of capital 
outstanding including all dividends, bonus shares, interest reoeipts, 
&c. These results are not comparable with those obtained by Sir 
Robert Kinderaley, mainly because they include all sterling securities 
issued by Latin American borrowers whether these are held by 
British investors or not. Both fixed-interest-bea.ring and equity 
investments are included. 

In 1929, when less than 24 per cent. of the British investments in 
Latin America were in default, the average rate of interest received 
on the whole body of investment was 4l per cent., whereas in 1934 no 
interest was received on 60 per qent. of the investment, and the aver
age return had fallen to little over Ii per cent. Heaviest losses have 
been incmred in railways; the yield on government securities has 
not fallen to the same extent. The lower rate of earnings on the 
total volume of capital during 1934 was partly the result of conver
sion operations, and the amount of outstanding securities on which 
no interest W¥ paid declined for the first time since 1929. 

Despite the large number of oentral European defaults after 1931, 
the 1088 of income to British holders of these bonds tended to be 
smaller, not merelybeca.use the volume of British capital invested 
in Latin America was about three times as large as in Europe, but 
also because most European governments made greater provisions 
for the transfer of service payments. In the case of European bonds, 
although there were defaults on sinking funds, interest payments 
have usually been made in whole or in part in local currency and 
transfer moratoria impoeed. 

1 'In 1935, from the fIguree available, the total British capital inveded in 
Argentina in Government railway and miPcelI8DeC>DII .took. and quoted on the 
London Stock Exchange, waa £448 milliona on £204 milliona [or '0·7 per """t.l 
of which no intereat waa paid in 1935.' Mr. C. L. BaiIIie1I, in a Iet&er w Xu 
Ximeo dated 17 Jnne 1938. 



G_IJotJb. 

No A_ 
1,.. -oj 

A""""" 1M'" ifIIIw.., 
per_. 

1913 816 I . '"' 1923 347 68 8·9 
1929 838 60 H 
1930 337 49 4-8 
1931 829 68 8-7 
1932 818 188 1-9 
1933 816 186 1'9 
1934 846 123 2-0 

Britiah InlJUltmen.t8 in Latin America
(t millioDo) 

BaiItDogo. BanU_~ M~. 

No A_ No A_ No A.....ago 
in- _0/ in- ....,../ in- _./ 

A""""" ""..., ifIIIw.., A""""" ""..., ifIIIw.., A""""" ""..., ..,.,..., 
468 61 

per_. 
'·2 34 .. " 

per_. 
·1001 191 17 

per_. 
6·5 

483 164 3·, 62 7. 6·7 270 104 a'8 
496 136 '"0 43 1 6-7 336 102 6-4 
600 168 3-6 43 10 6-3 316 72 6-7 
608 206 2·3 46 17 8-l 3a9 134 4-2 
490 322 1-6 47 86 1-1 331 176 H 
493 346 1-3 47 86 H a47 226 2·0 
490 846 1-8 40 28 1-4 a30 213 1-9 

- Abbreviated fJom llgureo In PM8otd1oAfIlM'iconJotmIIIJ, 16 Nov; 19a6, p. 466. 
Tho _riel Inoluded are: 

Argentina Colombia Cuba paraguay Nicaragua Chile 

Polo!. 

No A.....ag" .... -of 
AmouN 1M.., ..,.,..., 

9990 82 
peroenl. 

4·7 
1,162 aaa 3-8 
1,214 289 4-6 
1,2060 290 4-3 
1,222 415 3-2 
1,186 720 2-0 
1,202 791 1-7 
1,206 708 1-6 

Venezuela Peru Ecuador Salvador Honduras Bolivia 
Brazil Uruguay M_ Guatemala Costa Rica Panama ~ 

"-~ ~ • It will ba noted tbat tb.e eatlmateo are ocmaidorably bighor than tbooo of Dr_ Feis and Sir Robart Klnderole:v Cor 1913 and 1930 ~ 
which bavo boon qnoted "bovo, Chapter IX, p. 121, and Chapter X. p. 142. Tho explanation appearo to ba that the above _teo o:~ 
bav. made DO deduction on aooonnt of _ling""""':tise ownedby peI'OOlIlI not reeident In tha United Kingdom. . : 
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The most important European debtor is, of course, Germany. 
As the result of pressure applied by the British Government, British 
holders of Dawes and Young Loans are receiving service payments 
in full, in sterling. The service on the German 7 per cent. Potash 
Bonda is also being met in full. Other British creditors are receiving 
payment in 4 per cent bOI\da of Konversionskaase fUr Deutsche 
Auslandaschulden. This institution issues bonda in payment of equal 
nominal amounts of interest instalments on long- and medium
term indebtedness (including interest, distributed profits, rents or 
leases, and similar payments ofa recurring nature) in respect ofwhioh 
corresponding payments in Reichamarks have been mads to Kon-
veraionskasse by German debtors.1 • • 

Whereas British, French, Italian, and Swedish holders of 7 per 
cent. Dawes and 5! per cent. Young Loans receive payments in full 
in their local currencies, holders in Holland and Belgium receive 31 
per cent. in foreign currency and the balance in Dawes marks and 
Young marks respectively, American holders receive 5 per cent. and 
4 per cent. respectively in doIlara and the balance in Dawes and 
Young marks. . 

Four per cent. Funding Bonda of Konveraionakaaae were issued
only to nationals of those countries having separate transfer agree
ments with Germany, viz. the United Kingdom, Switzerland, Holland, 
Sweden, Belgium, France, and Italy. Nationals of other countries 
received payments in 3 per cent. Fllndjng Bonda. Holland has, 
however, renounced its right to receive 4 per cent. Funding Bonda 
for the year ended the 30th June 1937, and the German-Swisa Agree
ment was denounced by the German Government as from the 30th 
June 1936. Except in these two cases, Funding Bonda will be need 
as heretofore until the 30th June 1937. It is, however, the policy 
of the Germah Government to discontinue the issue of these bonda 
at the earliest possible date, since they are causing a continual 
increase in the public external, long-term debt; H, therefore, the 
foreign exchange position improves materially, a new method of 
meeting these payments may be expected to be instituted. 

It appears that the United States suffered somewhat more heavily 
from defaults on her foreign holdings than did Great Britain, 
partly because the German Government does not pay in full the 
American holders of Dawes and Young Loans, &c. But the data 
necessary for an accurate oomparison between the two countries' 

I The agreemenlil providing for thia method of payment upire 00 30 JODe 
1937. 

• Up to 30 JODe 1936. 
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investments are difficult to obtain. The progress of defaults is seen in 
the following table: 

Interut De/atilt8 on FMeign Dollar Btmd8" 
(PI'incipal A .......... ltH101ved ita N"", »./GUIIB) 

.' Prior to I Jan. 1931 
During 1931 • 

.. 1932. 
,; 1933. 
u 1934. 
.. 1935 . 

s' 
392,226,100 
521,957,500 
826,144,200 

1,145,503,700 
211,744,100 

2,787,000 

• Bulletin No. 85 of the International Institute of Finan .... 6 April 1936, 
p. 4. The total of theoe amounts do .. not equal the total in default on 31 Dec. 
1935 because of IUboequent obangea in the amount of bonda outstanding and 
in the .tatllll of individual iBBu... . 

New defaults reached their pea.k in 1933, but' had 'declined to 
almost negligible proportions by 1936. In fact the total of bonds in 
default on intsrest payments was greater at the end of 1933 than at 
the end of 1935, despite the $215 millions of new defaults during the 
two years. ThiIi was due in part to the resumption of service pay
ments on all outstanding Austrian dollar bonds as well as on the City 
of Tucuman (Argentina) and Paulista Railway (Brazil) loans; but 
the principal cause of the decline in the total of outstanding defaulted 
bonds was the purchase and cancellation of the bonds by their 
foreign issuers, a procedure which substantially reduced the volume 
of outstanding German bonds, for example,. 

Bonds were also repurchased on a large scale without cancella
tion, and it was estimated that not more than 60 per cent. of the 
total amount of foreign dolla.r bonds outstanding at the end of 
1935 were actually owned by United States citizens. 

The status of all outstanding foreign dolla.r bonds at the end of 
1935 is shown in the tables on pp. 306-7. In addition to the defaults 
on interest payments, $254,196,240 of bonds were in default on both 
principal and interest, $900,000 were in default on principal only, 
and $74,869,800 were in default on sinking fund only. 

At the end of 1935 there were $7,490 millions of foreign dollar 
bonds outstanding. Of these, 12,055 millions were in complete 
default on interest payments and $7M millions were in partial default, 
making a total of 12,810 millions, or 371 per cent. of the total, in 
default on interest payments. The heaviest defaults had occurred 
on Latin American bonds, for 80·6 per cent. of the total capital out
standing in these bonds was in default. Fifteen Latin American 

l[ 
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debtor countries were responsible for $1,866 millions or 25 per cent. 
of the total of bonds outetanding, and for $1,501 millions or 536 per 
cent. of the total of bonds in default. Only two of these countries 
have avoided all defaulte on their bonds-the Dominican Republio 
and Haiti; all the bonds of nine countries were in partial or complete 
default; and the amount of defaulted dollar bonds in the remaining 
four countries ranged from 25·3 per cent. of the total outetanding in 
the case of Argentina to 93·2 per cent. in the case of Brazil. 

BtatU8 of All Ptthlicly Is8'UeJl Foreign Dolkw BuruJa, 31 Det;. 1935" 

"' ...... , .. tN/dUll_to "' ...... . I,. tit/Gull /II Co 
I_ I_ e ....... ., - Por-. e ....... ., .... - _"'" "' ...... - _"'" . A ...... p,,-. 

Austria 
(.mWlODB) 

A~_ J' mWlOD8) 84-2 .. .. 1'2 88'81 2511 
Belgium • 163·5 

i"o·go 100-0 
Bo vIo · 69-4 .... 100'0 

~~='vaida · 18'0 BmaU. 84M! 32H' 03-2 
26·8 1-1 H CbJI. 808'. 808'. 100'. 

Danzig 8'. 'i-o '0'7 
ColombIa 166-1 168'1 100'0 

Denmark · 148·8 Ooeta &lea 8·8 8'" 1001) 
England · 20'1 ,. .. ~m'tm'can BepubD4 

128·8 76-0 "" .. Eo"'nIa 8'. .. .. 18·8 
'B'O 100.0 J'inIaod .. .... .. .. Bl Salvador • • 12'6 

Franco · IS6'7 
siis'60 G9'9 

Gaatemala 2'2 2-2' 100'0 
German,. · 886'. BalU · .·8 

100-0 0 ...... 26'. 26," 100'0 Mexico: 296·5 296,5 
Hungary : 68·9 58·gI 100-0 Panama · 18'6 "·fIII 77-5 
Irlsb Fnle State Jo8 .. .. p"", 91'S 91'3 100<1 
1 ....... 218·. .. .. Uruguay 6H 63'" 100-0 
Luxem:tJourg 8'. .. .. 

x.tID AmerIeo 1.866'8 1,600'1 80'6 N etherlanda 7.1\ .. .. 
Nor;:.{ · 168·1 .. .. 
Polan · 90'2 

'10·9 100.0 
A_ 26H 

'6'6 100-0 1Icumanla: 10·P ChlDa , · 6-6 
RuaaIa · 75'0 76<1 100-0 .Japan • 868'6 

81-1 'i'l 8W1:deQ . ",7 88,7 100-0 Canado 2,61H 
Yugollavla : 63·6 63'" 100<1 N ewf'oandWid 6-2 .. .. 

llwope 2,8711-1 1,222-6 61,6 TouL · · 7,'goo() 2,800-90 17·6 

• OompUed from table. Ja BulletID No. 8&, _oed. by tho IntemaUoullDatl.&utie of .1Dallce, • April 
ID36 pp. Jo-U;. 

b Moat le8u. In default .. to Interest were ..., ID defaalt .. to IIIDkIo& taDd. 
o PartlalIntereet offered In cub on t.bla amDllO.t. 
d Including the Saar. 
• Partial Interelt offered In caah on '16D-G m:IIllons; iDt.rJnIt; WI beIDa' depodeclln Bel.,..,.,.,.. .". 

most. Germaa laauen, but waa Dot available to OODdholdeJ'l. 
t Of t.b1a amount. part1aJ. Interest wu beiDg offered in cuh on '8,678,600; payment up to 6 per cent.. 

peZ'annumin forcfgn CUlTeD.cia wuoffered 1D cuhOllt5Q,2tHJ,300. aod DO iIltenliwu. paid fXIIlb8,ooo. 
• ParUal lDtereat offered in caab. on 19.970.600. 
11 Bitlmatod &mOunt. outetaadlng of AmericaD"'" 01 KlDgdom of BoumaIlIa)[cmopollee IDltltute 

Loan, 
I IntMelt offered In cub and ec:rIp or fuadIDR boDda on sea·, mDlIoIII; partial DQIDeDi o1rend. .. 

ouh OD IU~'O mllUODl.J DO Intereat. betng paid OD 17-' ID1U.lODa. 
J Partlallbt.ereat. ouerod In cub on ~18-6 mllllODa. 
It Intereet otfered. 1D 8CJ'Ip or funding bonda on t.bU amoant. 
1 PartJallnt.ereat offered. 10 caab on th18 amount. 
... Intereat offered 1D cuh aDd IICJ'Ip or funding bODda OIl '11-' mDIIaaI. 
• Partlal lnten.t offered In c:uh on ,5209 mWloDa. 
o Of tb1s total, Interest waa oft'ered. In cub and. aert:p or f1llldlna bono OD 180-7 mUUODI; uartt.I 

InteJ'elt. offered In caah on 1615-0 mUllODl; lotereet. offered iD ICl'Ip or fuod.Jnl' bonda on as-8 mfl~loDB i 
Iaterelt offered (up to C; per c:m.t. per annum) ill forelgD aunency on 160-2 mllUou; a:od DO ill..,.. 
paid on '2,056'1 mU.1Iona, or 78 per oeDt. of the to ... UDOun'.bI defauU .. to ID .... 

European borrowers, who had issued $2,376 millions or 31·8 per 
cent. of the total bonds outstanding. had defaulted on interest pay
mente on over half of these and were thus responsible {Ol" 43·2 per 
cent. of the total in default. Bnt these defaulte had occurred on the 



Intere8f De/aul.U on Foreign DollM Bcnula, 31 Dec. 1935" 

NtzUDMl fG- mt, '8'~. 11 .. _ 
Pri1ItIU cmn"... ~ ........ ........ ........ ........ .. ...... .... 1 __ ..... 1 __ ..... 1-..._ ..... 1_ .. .... Iffllu! ... 

0_11/11_ "'''''hIt ""- _hit """"" -.. ""- ......... """"" ...."hIt ""."" 
1'. 1'. ,... Per 1' .. 11 __ - 11-> - "_IDIw> -. (I .. au ... ) - (1 .. 1II1D1w> --BuJ_ • le-g 10-0 100-0 .. .. · . °e·, "il ii-o "1-2 

.. . . 16'9 16·0 100'0 
Cr.ecbolloYakla • 18·1 .. .. .. . . .. 'i-o ·oj·6 26·8 1-1 ... 
Denmark 102-1 .. .. .. .. · . 11-1 . . . . 1 ... 1<8-8 1-0 0·7 
0ermaD, (lndod,", 

the..." • 160-0 160-0 100-0 8 ... " .. 100-0 71-8 'In l1li-0 67'-11 670·. l1li-11 880-0 883'8 l1li·0 - . le-g .e-g 100-0 .. .. .. 
ii· • ii·, 11;0-0 iiI-! YO'I 100-0 

28·. 2M. 100-0 
BUD ...... .-8 ... 100-0 .. .. .. 68" 60-' 100'0 
IIowiwIf& 10-11 10-0 100,0 .. .. · . .. .. .. .. .. .. 10-" 10-9 100,0 
a ..... 71·0 76-0 100-0 ,. .. .. .. .. .. 

88·7 80·7 11;0'0 
'76'0 76-0 100-0 

I .. eden • 
0·0 ii·o 11;0-0 

.. .. .. .. .. .. 80-7 88-7 100'0 

11' .... "". .. .. .. .. .. .. 10-0 10-0 100·0 6s·5 08-6 100-0 

B_ 1,060''''' IWO" ... ~ 100'" " .• 71H l66·gb 10'" 80-1 O'O·P eel·' 78-1 2,871Hb 1.222'5 6U 

A:;,"_ "l'O '50·, 1(;0-0 
'7-0 8H 01-8 11-0 H II" . . .. .. 86h 88·' 16·8 

Do Ivla 6N i.o., Iii·. &i-ll 8i'l ei-i 100-0 'i-8 .. .. 6H 69" 100·0 
Brad! . I""" 1''''' 100-0 ill-} 100·0 

.t9-2 '16-1 88·' 
ChllAl 176" 176·, 100-0 eo-o 80-0 100-0 

10·6 10·6 100-0 I- 111'1 808·0 108-0 100·0 
Colombta 'U 61·1 100-0 11-1 11-1 100-0 11-7 11-7 100-0 168'1 168'1 100-0 
eo.taw.. : 8·' 8-8 100-0 .. .. .. .. .. .. H-o H-o 100-0 

8-8 8·8 100'0 
Cuba • · 88-11 "'0 .. -0 .. .. .. .. .. .. 12S-8 76'0 60·6 
HI BaJ .. dor · 12·0 12-" 100·0 .. .. ., .. .. .. . ' .. . . 12·8 12·8 100'0 
Ouatemala • 2-1 2-2 100-0 ••••• 'li'l 100'0 

.. .. .. is's·, w·, 100·0 
.·1 .·2 100-0 

)fexJeo 68-6 68-6 100'0 
'0·' 

.. .. 296·5 296·6 100'0 
P ...... 16·1 11'. 76·8 'i .. ·i·. lIX)-C) '2-~ lOO{l 

8-1 8-1 100·0 18'8 It·, 77·6 

t_ 87·2 87-1 100-0 .·8 .. .. .. 91·8 81·8 100-0 
62-11 62-8 100-0 .. .. .. 10" 10" 100,0 .. .. .. 63-4 ON 100·0 

I.aUDAmerIca. 1,016'''' 70'"' 88·e 282-" ,,6-1 80·' l.o'lb II'" 88-(1 .uo'Sb 608-1' OH 1,806'8b 1,600-7 80·6 
China. H 6-6 100-0 

,801H 
.. .. 

247-S '0" '0'. 1.8"5'1'6 SO·, '0'0 
6-5 6-5 100·0 

Canada 405-8 .. .. .. .. 2,OIN 81·2 H 

TO'1'AL 1,886'Gb 1,060'7 81-1 1,070'PO 848" - 82·0 '122·8b liN 81·8 2,860'7b 1,180" '1-8 ?t90'Ob 2,809'9 87·6 

• Abbrevfated tram a table ID Bulletin No. 85 of the Intematlonallnltltut. or Flnanoe, G Apr1I19S8. pp. 12-18 . 
• Thl total ouucaodlDa iDalad .. 1u1lel or borrowers ID. count.rleliD. which then hu been DO default) He table 011. p. 808. 
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bonds of relatively few borrowers. Twenty-three Europea.n borrowers 
are listed in the table on page 306, but the defaults on the bonds 
of eight of these-Germa.ny, Sweden, Russia., Yugoslavia, Hungary, 
Greece, Bulgaria, a.nd, Roumaniar-accounted for 99·8 per cent. of 
the total interest defaults on Europea.n bonds. If Germany and 
Russia are excluded, out of a total of $1,414 millions of bonds out
sta.nding, default had occurred on only $264 millions or 18! per cent. 

The value of defaulted bonds issued by borrowers outside Latin 
America a.nd Europe was only $81·7 millions. or 2! per cent. of the 
total outstanding. The defaulting borrowers were in Ca.nada and 
China.. 

The detailed table on p. 307 shows how the defaulted bonds 
were distributed as between classes of borrowers. The bonds of the 
governments of twenty countries were in complete or partial default; 
the total of such bonds being $1,051 millions, or 37! per cent. of the 
total of bonds in default. Of this total, Latin America.n governments 
were responsible for $704 millions; there were only three Latin 
Amerillan governments which had not defaulted on their dollar 
bonds, 1;lut these included the largest single borrower, Argentina. 
Seven European governments had .defaulted on $341 millions of 
dollar bonds or 12 per cent. of the total of foreign bonds in default; 
but, of this amount, Germa.n bonds accounted for $151 millions and 
Russia.n bonds for $75 millions-. 

Of the remainder, States, provinces, a.nd departments were re
sponsible for $349 millions of the bonds in default, municipalities 
for $229 millions,and private companies for $1,180 millions. Defaults 
in the two former categories occurred chiefly 'On Latin America.n 
bonds, although the total of European bonds in default was also very 
large. Defa.uJ.ts on the bonds of States, provinces, and departments 
concerned 32·6 per cent. of the total outstanding of such bonds. For 
Europea.n bonds alone (Germa.n borrowers were the only defaulters), 
this proportion was 79 per cent., a.nd for Latin America.n bonds, 91 
per cent. Default affected 31·8 per cent. of the capital invested in 
municipal bonds: Latin America.n 89 per cent. and European 39 
per cent. Of the total of private companies' bonds in default, German 
firms had failed to pay full interest on $576 millions, or 49 per cent., 
a.nd Mexican firms on $234 millions, or 20 per cent., leaving only 
$370 millions, or 31 'per cent. for firms in all other countries. This 
latter amount was divided as follows: Latin America $173 millions, 
Europe $117 millions, and Canada $81 millions.· 41·3 per cent. of 
the outstanding bonds of industrial borrowers were in default: Latin 
America 99·5 per cent., Europe 73·2 per cent., and Canada 6 per cent. 
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The following table shows how the depression affected the receip1Jl 
and payments of the United St&tes on interest &nd dividend &ccount. 

I ntereat and Dividend Receipta and Payments of the U nitetl 8tate8" 
(f millions) 

• Paid by j(yt..",...,. 
to u.s. 1_. Paid to jtYItiqMrB 

0twe0Ung ... u.s. 
1925 520 165 
1926 · 735 268 
1927 · 800 281 
1928 · 893 359 
1929 979 414 
1930 · · 916 300 
1931 · · 662 126 
1932 · · 461 68 
1933 487 103 
1934 · 493 126 
1935 · 421 146 

• Excluding inter-governmental debt • 

. The f&ll in interest p&yments to the United St&tes occurred 
entirely on holdings of foreign securities, partly through def&ult and 
similar measures preventing payment, and partly as the result of the 
repatriation of securities by overseas debtors., Interest receipts from 
direct investments rose with the increase in American investment 
of this type. The increase in interest payments to foreigners was 
the result partly of increaSed dividend payments by United States 
firms, and partly of an increase in foreigners' holdings of American 
seourities. 

The increase in foreign investments in the United States was one 
of the most remarkable features of the recent depression. The 
following table shows the extent to whioh the United States has been 
a capital importer in recent years. 

Lottg-lmn Capital M overnenta ill ClIe U IlWed Statu Balallllfl 0/ 
IfIIemaIiotsaI Pa~ 

NeC ''''JIOI'fI (+) or "'JIO'II (-) oj w-,-Itmro oopUaI 
19211 
1926 
1927 
1928 
1929 
1930 
1931 
1932 
1933 
1934 
19311 

.' 

'. 

(f millions) 
-427 

· -60S 
· -723 
· -863 

-137 
-267 
+219 
+217 
+49 
+201 
+462 
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A recent investigation by the Department of Commerce estimates 
that foreign long-term investments in the United States amounted 
to $5,035 millions in 1935.1 Unfortunately, no comparable figures 
are ava.ila.ble for earlier years. Theee investments were classified as 
follows: 

Fqreign Investment in tM United S14te8, 31 Dec:, 1935 
Class of security 

Portfolio Investments: 
Common stocks 
Preferred .tocks 
Bonds • . 
Othsr investments 

TotaJ. • 
Direct investments

TOTAL • 

Amount 
($ millions) 

• .2,016 
329 

· 607 
• 1,039 
· 3,990 
· 1,046 
• 6,036 

• 'Direct investments' are defined as representing foreign holdings of bonds 
or shares of 'American corporations, exol1l8ive of financial institutions, in 
which foreign corporations or foreign shareholdsrs have the controlling voics 
in management as a result of their .tock intsrest'. 

Naliurw.Zily 0/ Fqreign Investors in tM United 814te8, 31 Dec. 1936 

Amount of p",.,.,.,. 
N~ 1wZtWng. of total 

:British 
($ millions) 

· . 1,374 , 27·3 "..:-
Canadian • 1,008 19·9 
Dutch . " 784 16·7 · -
Swiss . 399 7·9 
French 282 6·8 
Othsr • · 1,190 23·8 

" 
, 6,036 100·0 

There seems no reason to, a.ssume that the position of the United 
States as a considerable borrower on long-term which is shown in the 
above figures will be reversed in the near future. If interest rates 
remain relatively low in Great Britain, British investor&-&nd parti
cularly institutional investors-may be expected to increase con
siderably their holdings of dollar securities. The consequences of 
this development from the point of view of the ba.1a.nce of payments 
has been discussed in Part I. 

The experiences of French investors in recent years have un
doubtedly been even less fortunate than those of their British and 
American contemporaries. No attempt has been made to ascertain 

I B"",,,,", of I~ P..",.- of u.. u .. .,. BIaIa, 1936, p. 68. 
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with any precision the geographical diStribution of French capital 
abroad, but it is certain that the bulk of her foreign investments &re 
in central Europe--one of the principal defaulting &reBB. France 
managed to prevent several of her debtors from defaulting for a short 
period in the early days of the depression by means of Ia.rge official 
and semi-official advances, especially to the. countries of the Little 
Entente. French investments in other parte of the world such BB 
Great Britain, the United States, and Latin America, if not the 
subject of default, have nevertheless received considerably reduced 
service payments in terms of franca. . ' 

There has been a tendency for losses through foreign defaults 
during the depression to be overestimated; not all, nor even the 
majority of overseBB bonda proved to be bad investments. The 
British Empire, in whose bonda over £1,700 millions of British and 
Ainerioan capital had been invested, paid most of its obligations in 
full. Losses were incurred predominantly in two regions, Latin 
America and central Europe. Even in these two &re&B, however, 
figures of the total outstanding volume of defaulted bonda give an 
exaggerated impression of the losses which creditors experienced. 
The interest which British investors in OVerB88B bonda lost through 
defaults between the beginning of 1931 and the end of 1934 was 
oert&inly not in excess of £60 million or about 15 per cent. of the 
inocme which would have been earned, had all fixed interest bearing 
eecurities received full payment throughout. A comparable estimate 
of Amerioan losses would probably not exceed $600 millions. On 
the b8Bis of these figures it appears that the 10BeeB of both ocuntries 
which, spread over four yea.ra, might have &mounted to £180 millions 
represented not more than one quarter of the total income which 
British and Amerioan foreign and overseas ponda, &mounting to 
roughly £3,800 millions, might have been expected to earn during 
that period. In other warde, defaults reduced the incomes of the 
two principal creditor ocuntries from their holdings of external fixed 
interest-bearing obligations by not more than one-quarter, meaBUred 
in dollars and sterling. In the event of the liquidation of part of the 
blocked aooounts these losees would be further reduced, and in so far 
aa creditore have utilized such aooounts in the past the pecuniary losees 
from defaults have been smaller than this suggested figure. 

Rt.dumo.. of cAe Burdea oj Itttlebletl_. 
Faced with a decline in the &mounts they were able to borrow 

abroad, thoee debtore who avoided default usually attempted to 
reduce the burden of their indebtedn_ by other methods. Two 
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principal ways of doing this were open to them; either they could 
endeavour to reduce the annual service payments to be made on 
approximately the old volume of overseas debt, or else they could 
try to reduce the volume of that debt itself. The first of these two 
methods-.that of conversion~has been more acceptable to creditors 
and pursued by' the more credit-worthy borrowers. The second has 
in many instances been an adjunct of default. Nevertheless the con
ditions under which it is possible to redeem bonds and to convert 
them into securities bearing lower rates of interest are fairly narrow, 
and this method of reducing the burden of indebtedness has, with a 
few exceptions, not afforded very great relief to debtors. 

The success of a conversion operation is obviously dependent upon 
the willingness of bondholders to accept a lower rate of return on 
their securities than that to which they have previously been accus
tomed. Should a large proportion of them be expected to demand 
repayment in cash, the borrower would be unable to find under
writers for his issue except at a prohibitive price. Thus eonversion 
possibilities will be the greater, the smaller are the alternative lines of 
equally profitable investment open to the bondholder. But if the 
moment is extremely unpropitious he may well prefer to dis-invest 
altogether~to obtain repayment on his previous holdings without 
purchasing any other securities.1 Conversion operations are, then, 
only possible when the ruling long-term rate.of interest is lower than 
that payable on old bonds, and when investors have sufficient con
fidence not to seek repayment in cash on a large scale. Of course, 
bondholders will voluntarlly acCept a lower rate of return only on 
securities which are not in default on interest or sinkirig fund. In 
addition, only those bonds that are callable either at the option of 
the borroweJi or at a convenient date can readily be converted. Bonds 
which are in default or on which there is no early redemption date 
are, however,'sometimes converted by arrangement with the bond
holders. Such agreements are not in accordance with the terms of the 
original loan contract f!Jld are not, properly speaking, conversions 
at all. . 

At any given moment it is, therefore, possible to convert only a 
very small proportion of the outstanding volume of indebtedness. 

I In this connmon an important factor h .. been the inc ........ in the volume 
of investment by professional investoro nch .. in8Uran08 companies, building 
Bocieties, and oimiIar corporate inatitutiona. Their growth baa been a factor 
tending to make conversion oparationa .. a whole more nooeaafu!, for nch 
investoro mnat n8ll88llB1ily avoid dis-investment ae far .. poesible, whe1'888 the 
Bmall private bondholder may be much more willing to liquidate hie holdinga 
under unfavourable conditiona. 
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:Ouring the la.tter pa.rt of ~931 and the beginning of 1932 it is pro
bably true to say that debtors who could not meet their existing debt 
oharges without severe internal deflation had no aJ.ternative but to 
default. But the first prerequisite to widespread conversion W&8 
established in June 1932 when the British War Loan operation 
reduced the effective long-term rate of interest in London at one 

, stroke by more than 1 per cent. Even then, however, the V&Bt 
majority of the bonds and debentures listed on the London Stock 
Exohange did not faJ.l within the conversion zone. The ECOIIIYmi8t1 

undertook' a survey of all British company debentures (including 
railways) convertible before 1942, taking &B its limit only those fixed
interest-bearing seourities quoted at or above par and &8Bunllng that 
bondholders would be willing to accept minimum rates of interest 
of 4 per cent. for popular utility debentures and 41 per cent. for 
holdings with a fair industriaJ. risk. It W&8 then found that out of a 
listed total of £945 millions of bonds, debentures, &c., only £105 
millions fell within the conversion zone. Subsequently· a similar 
survey of preference and preferred ordinary shares showed that 
£1,612 millions nominal W&B outstanding in these types of seourities 
which \f&8, for the most pa.rt, not convertible during the life of the 
companies under British company la.w before 1929. A further £33 
millions W&8 invested in • Trade Facilities' seourities which are govern
mentaJ.ly gua.r&nteed. Hence, out of a total of approximately £2,600 
millions only a very smaJ.l pa.rt fell within the conversion zone, and 
up till February 1935 only £104 millions or about 4 per cent. had in 
fact been converted. As the ECOfIOflIu' h&8 expressed it, • the long
term interest oha.rges of British industry &8 a whole, it is clea.r, have 
not been signifio&ntly aJ.leviated by conversions during the la.st two 
and half years. '. 

The table on page 314 shows the extent and distribution of the con
version and refunding operations of OVlll'86&ll borrowerS in London. 
The preponderance of Dominion, partioularly AnstraJian, conversions 
is obvious and the other ~ of borrowers are almost negligible 
in comparison. The 8&ving of interest cha.rges to borrowers in British 
countries is indioated by the fact that the difference between the 
weighted average yields on their old and new securities W&B 1·5 per 
cent. in 1932, 1·'1 in 1933, 0·8 in 1934, 1·'1 in 1935, and 1·8 in 1936.' 

Conversions began u.&!r the completion of the 5 per cent. War Loan 

I 30 Ju17 1931. 
• IS Dec. 1933-
• S Mar. 1936, p. ~ 
• Bank of Eogiand .. tim .... 
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operation in about October 1932, but did not involve large amounts 
until the last weeks of that year. The largest conversion operations 
by overseas borrowers were those of AUlltraJia. The first AustraJia.n 
Government conversion took place in October 1932, and between 
that date and July 1936 some £199 millions of Commonwealth 
and State Loans were redeemed. The- saving in interest appears 
to have beeJ;l nearly as large, proportionately, as that of the British 
Government, i.e. about Ii per cent. The table on the opposite page 
gives a complete list of AUlltraJia.n conversion loa.ns for this period. 
These twelve issues have resulted in an annual saving of interest 
payments of £3, 174,846 sterling, or £3,979,000 in Australian currency. 

United Kiflgdmn 

Refundi'l/{/ and Oonversion. Is8'Ue8/or OversW8 Borror.oers, 1932-6." 

1932 1933 I 1934 I 1935. 1936 

British countries: 
(£ millions) 

Dominion Government 12·1 89-8 63·2 43·7 41·0 
Other Government 6·0 26·1 12·1 a·3 .. 
LooaJ authorities · · .0·3· ,1·7 6·2 .. 0·3 
Industria.! . · 6-0 12·0 3-4, 4·2 1·9 

TotaJ · 24·4 129·7 68·9 62·2 43·2 

Poreign countries: 
Government • . . · . 22·2 .. 12·4 
LooaJ authorities · . . · . 0·9 2·6 1·9 
Industria.! . · 0·1 · . 3-1 6·9 1·6 

TotaJ 0·1 · . 26·2 9·4 16·8 , 
TOTAL 24-6 129·7 97·3 71-7 . 69·9 

." Bank of' England Estimates (Bank of EugIand, 81GU1UcGl 8vmtn1!4J. 
Jan. 1936 an4 Ja.n. 1937). 

The importance of other Dominion and colonial conversions has 
been smaIl in comparison; together they have converted less than 
half this volume of obligations. Even less impressive in point of 
size have been the operations of foreign governments and munici
palities. Until 1934 they were excluded altogether from the London 
market under the Treasury embargo, but, after two sma.ll issues for 
Iceland and Finland in March and May 1934, the Argentine Govern
ment converted £13 millions between June and December of that 
year at terms which represented only a comparatively sma.ll reduction 
in interest payments (as contrasted with sinking funds), and Austria 
obtained a 11 per cent. interest reduction on the British erancl&e of 
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her League Loan. Only one foreign mnnicipality, Bergen, undertook 
any operations in the London market during that period. 

A'UBtraZian Loan OonverBilma in London-

Old ~<Jt8 N .... ~aIo 
of of 1 ..... 

Date •. .Amount -~ -interm ",...,. 
£ pw 0fRt. pw 0fRt. 

Oot. 1932 12,360,959 lit 31 971 
Feb. 1933 9,621,846 4- 4- 100 
May 1933 11,409,965 6i 31 99 
July 1933 17,221,191 6 4- 99 
Sept. 1933 20,961,226 lit and 6 3t 98 
Dec. 1933 16,647,349 6 and 6i 3t 99 
Feb. 1934 21,636,650 . 6 and 51 31 97 
Nov. 1934 14,601,806 8 to 6 31 99 
Jan. 1936 22,384,000 6 31 100 
July 1935 13,469,981 8 and 6 3 100 
Jan. 1936 21,657,000 6 3 951 
June 1936 16,651,403 3 to 41 21 99 

Total 198,513,276 

• See TMFifttJllOial N ..... 3 Jan. 1936 and 4 June 1936. 

The only overaeaa borrower, then, that has reaped any consider" 
able benefit from the low interest rates in London has been Australi.&, 
whioh has' converted over one-quarter of its externaJ. debt. Other 
parts of the Empire have been handicapped chiefly by the fact that 
their bimds do not bear early redemption dates. Foreign govern
ment conversion operatioDB have not only been fewer, but the 
reduotions in their debt chargee have tended to be smaJIer, and over
_ industrial enterprises have converted only about £4, milliODB of 
nominal capital. In general, it appears that the pace of overseas 
conversions is likely to increase rather than to diminish. With the 
relaxation of the embargo on foreign loana, credit-worthy borrowers 
abroad may be expeotod. to avail themselves of the cheap money 
facilities in London to an inCll'llll8ing extent. But the chief obsta.ol.e 
to conversion both inside and outside the Empire will perhapalie for 
the immediate future, not 80 much in the unsoundness of individual 
debtom, aa in the inability to oaJl for conversion at an early date 
more than &. smaJI part of the loana floated since the war. Up to the 
present, conversion operations appear to have afforded relief to 
Britain'8 debtom to the extent of less than £10 millions a year. 

On other markets it baa not been found possible fOr foreign debtom 
to convert more than &. very amaJI proportion of their ObligatiODB. In 
New York the nominal oapital involved in refunding operations by 
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foreign borrowers during the four years 1931--4 amounted to $184 
millions. This ,was distributed geographically as folloWll; 

ReJuniling by Fareign and OolaniaZ Borrowers in the 
United States 1931-6 

(Nominal capital, • miJlions) 
c'ovnoflry of btm"tnlJn" 

Canada . 
Germany 
Argentina 
Finland. 
Cuba . 
Hawaii . 
Porto Rico 

Total 

AmoutII 
167·84 
14·62 
10·09 
6·00 
3·00 
6·18 
3·78 

210·41 

That Canadian borrowers should have conducted over 80 per cent. of 
all the foreign refunding operations in New York in these years is to 
be expected. That the amounts involved are not larger is to be ex
plained chielly by the relatively high rates of interest which ruled in 
New York until recently. In 1934, moreover, the operations of the 
capital markl!t were further restricted by the Johnson Act.1 The 
table on the opposite page illustrates the activities of foreign 
borrowers in New York in more detail. 

In Paris, Amsterdam, Zurich, and Basle, refunding operations by 
overseas borrowers have not taken place on a large scale in recent 
years, The over-valuation of the currencies of these countries until 
September 1936, and the consequent efforts of their authorities to 
impose dellation in order to remain on the gold standard, kept interest 
rates at very high levels relatively to those elsewhere. , Borrowelll 
have found, ~hat at such rates ,there was little or nothing to be gained 
by conversion, and refunding operations were, therefore, conducted 
on a very small scale. There were, of course, some fimding and 
refunding operations by foreign borrowers in these markets, includ
ing, for example, two Belgian issues in Paris in 1934, which were used 
for consolidating credits previously given by French banks, and for 
c.onverting earlier loans. but. these issues bear interest at 5l and 
5 per cent. respectively. 

Dnly on the British market have conversions been possible on a 
large scale. The debtors who have succeeded in reducing their debt 
service charges in London have been fortunate, for those whose 
bonds were repa)'able during the last four years have had a means of 
obtaining relief, when other debtors, no less needy and no less credit-

• See above, Chapter XI, p. 196. 
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worthy, could not secure such henefits. The series of Austra.lia.n con
versions greatly improved the financia.l position of this Dominion, 
which was by no means the most sound before the depression, and 
some of the effects of the heavy post-WILr borrowing ha.ve been 
mitiga.ted. But AustraJia.'s problems cannot be completely solved 
merely by conversiollB. 

18BUeB oJ Lrmg-lerm" Capital Jor Foreign aM ColoniaZ Borrower8 
in the United. Sf4te8, 1931-56 

NtMIIMr NtM 
01 NOf/IMuJI """""'" r ..... Oounlfy 01 "."""..,. .. ..... oopitaI BeltvMling oopitaI 

(S millions) 

1931 Internationa.l · II .78·00 .. 78·00 
Hawa.ii · 1 6·00 .. 6·00 
Japan 1 19·73 .. 19·73 
Cana.da. · · 9/5 178·97 63·37 125·60 

-CUba. 1 3·00 9·00 .. 
Porto Rioo. 1 0·60 .. 0·50 

ToW · 41 285·20 66·37 228·83 

19U Germany · · II 14'52 14'52 .. 
Cana.da. · · 6 73·37 .. ·02 29·35 

. ToW 7 87·89 68·54, 29·35 

1933 U:S.S.R. · II 3·95 .. 3·95 
Cana.da. II 80·13 54-00 8·13 
Argentina. · · 1 8·09 8·09 .. 
Cuba. I 0·70 .. 0·70 
Porto Rioo. • II 1-40 ... 1-40 

ToW · · 8 72·1I7 80·09 Il1-l8 

19M Finland · I 5·00 5·00 ... 
Argentina · · · 1 4·00 '·00 .. 

ToW · · II 9·00 9·00 .. 
1935 Cana.da. · II 811·00 18·46 46·55 

Alaaka · · I 0·98 .. 0·98 
Hawa.ii · · · 4 8·99 8·18 0·81 
Porto Rioo. · , 4·03 3·78 6-25 

ToW · · II 73·98 28·41 47-1;7 

ToW (1931-6) • 89 6118·M 210·" 317·93 · 
• i.e. having a ourrenoy of more than one year. 
- United St&tea Department of CoIlllllelOll .. timates. 

A less sa.tisfa.otory but possibly more effective method of reducing 
the burden of indebtedness is for borrowers to repurchase blocks.of 
aeourities issued on their beha.lf in the principa.l capital markets. 
Suoh action ha.a sometimes followed defa.ults whioh ha.ve severely 
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depressed the prices of bonds on creditor stock exchanges and made it 
possible for debtor nations to repurchase securities for a fraction of 
their nominal value. Purchases have been conducted both by borrow
ing authorities themselves and by nationals of the borrowing coun
try. The latter have benefited under exchange restriction schemes 
from the fact that service payments, which are blocked or only trans
mit!ed in part in foreign exchange, may yet be payable in full in 
local currencies. Default was not, however, the forerunner of all 
large-scale international bond movements during the depressjpn. 
Nationals of certain countries purchased Iarge blocks of their 
governments' securities on foreign markets in cases where such loans, 
particularly post-war issues, bore higher rates of return than com
parable domestic flotations. In some cases the process of redemp
tion was accelerated in order to diminish overseas indebtedness; 
in others, if the foreign government had instituted exchange control, 
exporters from that country used foreign balances to purchase 
bonds of their government abroad-rather than surrender the foreign 
exchange to their own government-in the belief that the bonds so 
purchased could be resold later if desired. 

The extent to which debtors have taken advantage of the opportu
nity afforded by the low prices of their bonds to repurohase con
siderable blocks of their securities, is illustrated from the experience 
of the United States.1 Between the end of 1930 and the end of 1934 
the nominal value of United States long-term investments abroad 
declined by over $2,000 millions from $15,170 millions to $13,114 
millions. During the same period, however, this realization of assets 
l,lrought in only $566 np1Iions, or just over one-quarter of the nominal 
value of securities sold. It would seem, therefore, that the bonds 
which have ,been repatriated have been mainly those which were 

. heavily depreciated. Repatriation proceeded to such an extent that, 
of the total of approxinlately $7,500 millions offoreign dollar bonds 
outstanding at the end of 1935, it was estimated that $3,000 millions 
or 40 per cent. were held outside the United States. In so far as 
these bonds were held by nationals of the debtor countries who were 
compelled to accept service payments in local currencies, the burden 
of the debtors has been lightened. 

Considerable blocks of foreign sterling securities have also been 
sold abroad since 1929. According to Sir Robert Kindersley's 
estimates the nominal amount of British long-term 08pital out
standing overseas fell from £3,738 millions at the end of 1929 to 
£3,665 millions at the end of 1933, or by £73 millions. The excess of 

1 See League of Nations, BaltmMI 0/ Pay_, 1934, pp. 2$-7. 
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new capital issues for overseas account over amortization reoeipts 
during the same period was £78 millions. Henoe it appears likely 
that net SMes of outstanding securities to the tota.! of about £150 
millions took plaoe during these four years. Undoubtedly the 
prooeeds of the sMes were not a.9 large as this and, as was the case 
with dollar bonds, it may fairly be assumed that. heavily depreciated 
securities formed the larger part of such sMeS. Certain details with 
regard to these transaotions are given below: 

Ohange8 in the N qminal Value oJ British Over8eas I nve8tmentB 
during the Period 1930-3" ' 

(£ millions) 

OhGfIg' 
IhrougA 

N""""'" """'" """ iseua 
01 im>eoImetaII I""" .... ' cmd_ 

(+)or .AmM" _01 
GIllie end 01 decT ..... IizaIitm -t.mding 
1929 1933 (-) roooipll . .......,..,.. 

Loan. to Dominion and 0010-
nial governmente. • 1.061 1.147 +88 -81 +187 

Loans to foreign governmente 361 332 -19 -44 + 25, 
Investmente in British com-

~ani81 abroad: 
can capital • · . 386 387 + 2 -117 + 29 

ehare capital. • 8011 824 +lIlI .. + 22 
Inv8ltmente in foreign and 

colonial oompani8l: 
loan capital • · 403 860 -63 -29 - 114 
ehare capital. . • 486 846 -91 .. '- 81 

V &rioue inv ... tmente not in-
cluded above · 800 ISO -110 .. - 20 

Total . · . 8,738 1666 -73 -181 +108 

• Souroe: Sir Robert Kindaraley· .... timatee &I preoented in tbe Leagne of 
Nationa, B~ 01 P..,....".1934. p. III.. 

Sir Robert Kindersiey suggests that the tota.! balance in the last 
oolumn is oomposed as follows: 

N .... capital isau... _ • • •. ~ • + 2511 
Balan .. of p~ and ealee of old _Driti... • -161 

Two of the countries which have taken advantage of this method 
of reducing their externM indebtedn_ are Chile and Germany. The 
Chilean Law of January 1936 ooncerning the resumption of senioe 
on the external debt oontained provisions to expedite amortization. 
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The Council of the Corporation of Foreign Bondholders expreBSed its 
objections to this law in part as follows: 

., The proposed application of amortization, whilst there is not sufficient 
revenue to provide a reasonable (not necessarily the contractual) rate of 
interest, has evoked the strongest protest. The Council has always upheld 
the principle that a Government which declares itself temporarily unable 
to meet the interest upon its External Bonds shoUld not profit by the occa
sion to effect amortization at prioes which are depressed by its own 
default. The whole amount available under present conditions should be 
applied to interest ouly." 

Germany has repatriated many of her bonds, which not only re
duced her foreign obligations but has also stimulated her export 
trade. I Exporters found themselves in a position to sell.their goods 
at apparently unprofitable prices if they could use part of the pro
ceeds to buy cheaply, on foreign markets, German bonds which 
could be sold in Germany at or about par. According to the official 
German figures the total face value of securities repatriated between 
November 1931 and February 1934 was Rm. 781 millions, of which 
Rm. 549 millions came in through this • additional' exports process. 
The actual pUrchase price paid abroad for this Rm. 549 millions of 
securities, whose nominal value ineasured in German currency had 
fallen after the depreciation of the dollar and of sterling to Rm. 365 
millions, was only Rm. 183 millions.· This suggests that profits could 
be made on such transactions which more than counterbalanced the 
losses on exports. These practices were officially approved by the 
German Government, but since the agreement with Germany's 
creditors in the spring of 1934, the repatriation of bonds through 
'additional' exports has been limited. In general, it appears that the 
official German figures actually underestimate the extent to which 
repatriation has taken place since 1932, and there is little doubt that 
default has been accompanied, not only by a substantial alleviation 
in the burden of external interest and amortization payments, but 
also by a considerable decline in the total nominal value of the ex-
ternal debt itself. . 

There has also been some repatriation of the bonds of states which 
have not defaulted, but on a smaller scale. Argentina, Australia, and 
India have bought blocks of their bonds which were previously held 
abroad, and Japan has also found this an effective and profitable 

1 The sums used to buy back bonda in London under this law have been 
very small indeed. 

• See C. R. S. Hw:ria. QtIr1tI<Imy'.P",. Indcblednoo., pp. 34-11. 
• Ibid., p. 38. . 
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method of reducing its external debt. It is believed that several of 
the British Dominions also buy blocks of their bonds in London in 
anticipation of payments which will have to be made for sinking 
funds and redemption. Part of the inci:eased deposits of Empire and 
eterling bloo countries in London during the last few years have 
probably been used to aoquire securities whos!! coupons would still be 
cashed in sterling. As the result-; not of low prices of her bonds in 
London, but of her own peouIiarly favourable ciroumstances, South 
Africa has redeemed a large part of her external debt. Among the 
post-war issues bearing interest at a comparatively high rate which 
have been favourites with foreign buyers may be mentioned those 
of Czechoslovakia. One country, Venezuela, paid 011 its external 
obligations oompletely during the depression, not by repurchasing 
its bonds, but by remitting double the amount required for the ser
vice of its debt. 

The sums involved in these repatriations of bonds cannot be known 
aoourately. The movement is further confused by th& fact that 
refugee capital has also been invested in foreign bonds. As a result of 
the flight of American money to Great Britain in 1933, considerable 
holdings passed into American ownership, and the transfer of re
sources back to the United States in 1934 caused some part of them 
to be placed on the market once more. Moreover, oonversions have 
also been used to repatriate external debts; in Argentina, Austria, 
Finland, and Sweden part of the external debt has been redeemed 
and replaced by internal oonversion issues. 

Nevertheless, the general trend is unmistaka.ble. The tendency· 
during the depression was for the burden of external indebtedness 
to be reduced wherever possible. When direct conversion operations 
were im pra.oticable, debtors either repatriated their bonds or repla.ced 
them by loans raised on domestio markets. The sums involved in 
auch seouritymovements were oonsiderably larger than those affected 
by external conversion operations. This was a period of retrenchment, 
internationally no less than domestically. 

Tile Outcome o/llle~. 
All the developments of the last few years tended.to reduce 

the income which investors received from their holdings in other 
lands. The decline in new investment which increased the. difficulties 
of debtors, their partly oonB&quent defaults, the number of conver
sion operations, the repatriation of bonds, the liquidation of con
siderable quantities of long- and ahort-term credits, and the dimi
nished returns on industrial holdings caused the incomes of rani_a 

T 
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in all pa.rts of the world to decline very considerably. In turn, 
there were inevitable readjustments in the balances of payments 
of creditor countries which have not, even now, been fully completed, 
and whose ultimate consequences will only be felt at a future date. 

To take the case of Great Britain first, in the worst year of the 
depression the net income from overseas investments was, according 
to the Board of Trade figures, 40 per cent. lower than in the period 
1925--30. This decline, which represented a loss of some £100 millions 
&. year, was, according to Sir Robert Kindersley, reflected by a fall 
in the average yield on all classes of overseas investments from 6·17 
per cent. in 1929 to 4·1 per cent. in 1933. In the United States net 
interest and dividend receipts (excluding war debts) fell from the 
peak of $769 millions in 1930 to $328 millions in 1934, or by about 
57 per cent. The income of France from her foreign investments 
appears to have fallen from about Frs. 5,000 millions in 1929 to a low 
level of Frs. 1,163 millions in 1932, or by more than three-quarters. 
Together the net income of these three countries from their foreign 
investments fell frOm about $2,135 millions in 1929 to approximately 
$820 millions in 1933, or by some 61·5 per cent. (convertsd at the old 
gold parity) •. 

Differences in the experience of creditors can be traced primarily 
to differences in the geographical distribution of their external 
assets. France, with her predilection for quasi-political European 
holdings, suffered chiefly from the worsening of conditions in central 
and eastern Europe; only in Germany did she manage to avoid 
major losses. The United States suffered as the result of her too 
abundant loans to Latin America and to Germany. British investors 
were relatively fortunate in so far as their loans to Empire countries 
are concerned, but they lost heavily in Latin America and to a smaller 
extent in central Europe. . 

wpether there appears to be reason for anticipating a revival of 
international investment in the future has been discussed in Part I. 
An answer can only be sought in terms of the basio conditions 
which give rise to international capital movements, and after an 
examination of how far those conditions which have obtained in the 
past may also be expected to be present in the future. One thing, how
ever, may be said with some degree of certainty: that just as the 
character and the direction of the capital flow has been altered in the 
past as a result of experience gain.ld in previous depressions, so we 
may expect similar changes in international investment in the future, 
following the shocks of the last few years. Indeed, such changes may 
already be discemed. 
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Most important was the increase in the amount of oa.pita.l which ' 
was employed in purchasing securities floated on other markets. 
Investors who desired to place their capital abroad were compelled 
to adopt this method in the absence of new issues. In part, the 
movement of securities was stimulated by exchange fluctuations and 
by fea.rs regarding the sa.fety of different c~noies, e.g. Amerioa.n 
purohases of large blooks of seourities in London in 1933 and 
intermittent inoreases in French holdings in Great Britain. Currenoy 
instability is, however,' only one of the faotors whioh give rise to 
suoh movements. The disparities existing between interest rates 
in different centres provide the most obvious incentive to 98.pita.l 
transa.otions of this sort, whioh, although they tend to reduce 
these diSparities, may be expeoted to oontinue on a large scale in the 

. absenoe of any substantial revival in new issues. 
Other ohanges whioh will have-important C!lnsequences for debtors 

have been taking place in the balances of payments of the United 
States and Great Britain.1 Although the problems which were most 
important before,the depression have now been largely solved by both 
countries, fresh ones have arisen in their plaoes which will also require 
deep-seated adjustments. Great Britain in 1931 found herself in 
diffioulties because she wa.s f&Oed with large withdrawals of short
term oa.pital and a heavy import surplus of merchandise at the same 
moment. Until recently, because of the improvement in the balance 
of visible items, the reflux of short-term and amortization funds, 
and the cessation of new oversea.s investment through the most usual 
channels, diffioulties seemed likely to arise, not through the weakness, 
but through the strength of the balance. But in view of the rearma
ment programme and the increa.sing import surplus which is the 
result of it, this fear is now seen to be illusory. But, in the United 
States, the problem is olearly that of avoiding the consequences of 
an over-aotive balance, rather than of one which is too pa.ssive. 

The excess of imports into the United Kingdom between 1924 and 
1929 was fairly oonstant, but fell somewhat during the depression. 
This import surplus is very largely purchased by means of interest 
payments arising from previous British investments abroad a.s 
is shown in the table on the next page. In the pre-depreesion 
period Britain's import surplus, however, did not arise from trade 
with her debtors in proportion to the volume of interest payments 
which they had to make to her. The chief debtor areas, the Empire 

• See on this qUOIItion lOll admirable aeotion in the League or N atiou. 
Bal ....... 01 P......-. 1931. pp. 1&-111. Also, lOll article br Fo1ke HiIgetd' in 
1 .... (a publication of lIbe Svensb HlOIldeiabaDkenj, Aug. 1936. 
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and South America (except Argentina), which were principally agri
cultural producing countries, maintained during these years a large 
export surplus, not to the United Kingdom, but to the industrial 
countries of Europe and the United States, and Britain's import sur
plus arose chiefly out of her trade with these industrial countries 
rather than out of trade with her larger debtors. Indeed, such coun
tries as India, Australia., Brazil, China, and Japan had, more often 
than not, a surplus of imports from Great Britain, so that, not ouly 
a part, but the whole of their considerable service payments had to 
be met by means of export surpluses to other countries. 

United, Kingdom: Import surpZw aM Income from 0ver8eat1 Inveat
menta, 1913 aM 1922-J5 

(£ millions) 

N eI """"'" Impon from own .... 
y ..... 8U7pluB ~ 

1913 • · 146 l!lO 
. 1922 • · 176 176 
1923 • · · 208 200 
1924 • · 337 220 
1926 • · 392 260 
1926 • · < 463 260 
1927 • · · 386 250 
1928 • 352 250 
1929 • · 381 260 
1930 • · · 386 ·220 
1931 • · · 408 170 
1932 • · 287 160 
1933 • · 263 160 
1934 • · · 294 176 
1936 • · · 261 186 

In terms of goods, then, the interest on British overseas invest
ments was paid by goods sent by the agricultural debtor countries to 
industrial Europe and the United States and passed on by these 
countries through exports of manufactured goods to the United King
dom. A part of the British import surplus arose, of course, as the 
result of direct trade with her debtors, but by far the largest part was 
the result of triangular trade, and a part, at least, of both the following 
quadrilateral routes: Agricultural debto~any~ther Euro
pean countries--Great Britain; or, Debtors-United Sta~n· 
tineI\tal Euro~reat Britain. 

In 1931 this system broke down, and it is interesting briefly to 
trace the history of its fall. In June 1928 the French frano was legally 
stabilized on a gold basis, and with the stabilization large short-term 
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balances whioh had been held in London and New York by French 
and other investors began to be liquidated. This forced these centres 
to lend less on long-term to the debtor oountries whose continuous 
borrowing in previous years had masked to a very great extent their . 
dependence on multilateral trade. There was, oonsequently, a fall 
in the prices of debtors' exports, which benefited their oreditors for a 
short period. The industrial boom in the United States, which occurred 
at the aame time, had a sjmilar effect: it attracted to the industries 
of that country capital which would otherwise have been available 
for the use of the debtor countries. At the same time, too, the United 
States and the prinoipal countries of western Europe imposed a 
tariff on imports of agricultural products and raw mate~als, and, 
finally, Great Britain herself set up tariffs on imports of these classes 
of goods, and also on imports of manufaotured articles. 

Debtor countries were now forced to sell their agricultural pro
ducts and raw materials on less advantageous terms, and industrial 
produoers in Europe and the United States were prevented from 
selling their products to Great Britain. If the debtors were to pay 
their interest charges to Great Britain, they must do so by direct 
trade with that country rather than through the mechanism. of 
multilateral trade. This is exactly what has happened. Both Britain's 
import surplus and her inoome from overseas investments have fal
len, but the former now arises to a much greater extent than before 
1930 out of direot trade with the debtor countries. The table on page 

. 326 gives an approximate indication of the nature of these changes. 
About 60 per cent. of Great Britain's overseas investments are 

in the British Dominions and colonies; but, in 1928, these countries 
bought from Britain more than they sold to her. This they were II:ble 
to do, partly because they were borrowing fresh capital and the funds 
made available in this way offset the payments whioh had to be made 
on acoount of interest on their past borrowing, and partly because 
they were able to maintain a surplus of exports to certain other coun
tries, which. in their turn, had an export surplus to Great Britain. On 
the other hand, Great Britainhad an import surplus of the order of £200 
millions as the result of her trade with Europe. In other words, over 
66 per cent. of Britain's import surplus. which was m&inly paid for 
by the interest on her overseas investments, a.roee out of trade with 
an &rea in which only 8 per cent. of those investments had actually 
been made. Similarly. British trade with the United States resulted 
in an import surplus of £131 millions (37 per cent. of the total import 
surplus) although her investments in that country &mounted to lese 
than 5i per cent. of her total overseas investments. N"mety per cent. 
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United Kingdom 

.Apprtr.DimtJU 
~ 
oj long·term DisUibuUtm oj imporl 
O11f1rBeaB tn- 8U!p1uB'> -, 

193(}o 1928 I 1934 

per cent. (£ millions) 
Australia. · · · 13.30 -13·5 19·1 
India and Ceylon · · 14·5 -28·8 7·3 
Canada • · · · 14·1 19·7 28·5 
South Africa · · 7-l -18·54 -22·20 
New Zeala.nd · · 3·3 . 19·9 23·7 

, British MaJaya • · · · 2·ge -16·5 1·9 
Britioh West Indies · · H - 0·5 H 
Other Britioh countries · · 2·4 3-l - 2·2 

Britioh Empire · · · 58·7 -35-1 57·2 

-- ... 1 · ;~[ 
15·3 11·6 

France • · · · 31-6 1-4 
Germany. • · · 20·5 15·7 
Netherlands • • · 20·2 8·4 
Belgium. • • · 25·6 6·6 
Spain • '. • · 7·6 5·9 
Other European countries · 80·31 52·31 

Europe · · · · 7·9' 20H 100·9 

Argentina · · · · 12-1 42·9 30·8 
Bra.zil . · · · 5·1 -11·9 2·4 
Chile 1·3 • 2·0 2·7 · · United States> '. · · · '5·4 131·2 58·6 
China . · · · · 1·2 - 6·9' - 1·21 
Japan · · · 2·0 - 6·6 3·5 
Other countries · · 6·3 35·2/ 2HI 

Foreign countries · · 41·3 387·0 227·0 

TOTAL · · · · 100·0 351·9" 284·2 

• From Sir Robert Kindersley'. estim&tes; see above. Chapter X, p. 142. 
• This represents the difference between the ~ imports from, and the 

domestio exports to, each of the areas mentioned. .A minus sign indicates that 
there was an «DpOrl surplus. 

o Including South Sea Islands. 
d Rough diamonds and gold are ""cluded ; if these had been included there 

would have been import surpluses in 1928 and 1934 of about £16 millions and 
£35 millions respectively • 

• Including non·Britioh territory, especially the Dutch East Indies. 
r Including all of Turkey. 
• Excluding Icela.nd. Bulgaria, and Turkey. 
• Including AIaaka. ' 
, Including Manchuria in 1928, but not in 1934. 
I Including Icela.nd. Bulgaria, and Turkey in both yeai'll and Manchuria in 

1934 only. • Including 'unknown' countries. 
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of Britain's total import surplus, therefore, arose out of her trade· 
with countries in which only 13 per cent. of her overseas ca.pital 
was invested. 

But the position in 1934 was very different. The total'import sur
plus had fallen from £352 millions to £284 millions, a decline of 
nearly 20 per cent.; but the ohanges in its distribution were even 
more striking. Instead of an export surplus of £35 millions,. Great 
Britain now had an import surplus of £57 millions (20 per cent. of the 
total) as the result of her trade with Empire countries. The import 
surplus on account of trade with Europe had declined by 50 per cent. 
to £101 millions (35 per cent. of the total, compared with 57 per cent. 
in 1928) and that arising out of trade with the United States had 
fallen by 55 per cent. to £59 millions, but still accounted for the same 
proportion of the total import surplus as in 1928. In short, the United 
States and Europe supplied only 55 per cent. of Britain's import 
surplus in 1934, compared with 90 per cent. in 1928, and those 
countries which have large remittances to make to Great Britain as 
interest payments on their past borroWing are now doing so'to a greater 
extent by means of direot trade with the creditor country and not, as 
formerly, by indireot trade tIia the United States or westem Europe. 

Until rearmament began in earnest, there was little evidence that 
the policies causing this change would be relaxed. Now, however, 
an increasing import surplus, and the possibility that it may be 
necessa.ry to lower some of the British import duties, offer some hope 
that multilateral trade may reoover something of its former im
portance. . 

The United States has had, of cOurse, an over- rather than an 
under-aotive balance bf payments ever since the war. During the 
'twenties her vast new foreign investments tended to ourtail the flow 
of gold to that country. After the oraeh of 1929 the American beJance 
was kept in equilibrium ohiefly by the withdrawal of foreign ahort
term capital, and after the depreciation. of the dollar by a flight of 
American money. Until about the end of 1933, ahort-term capital 
exports were sufficiently large to offset imports of long-term capital; 
but during 1934, with the repatriation of American capital and an 
influx of foreign money to purchase American and foreign eeourities 
in New York, the United States became an importer of both long
and ahort-term capital. Moreover, the stimul08 to American exports 
which had been provided by the reduotion of the gold value of the 
dollar reeulted in the balance of trade iIecoming milch more active 
than in 1933. Temporary equilibrium was, therefore, preeerved only 
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by heavy imports of gold. In 1935 the stimulus to exports which 
resulted from depreciation was exhausted, and the export surplus 
fell to a more normal figure of $234 millions, but there were large 
capital imports during the year estimated at $442 millions of long
term capital and $1,000 millions of short-term funds. A balance was, 
therefore, only effected by imports of gold v8.Iued at $1,839 millions. 
Imports of gold of such magnitude as this cannot. be expected to 
continue for more than a very few years. Imports of short-term 
capital-largely the result of the repatriation of American funds 
lodged abroad in 1933-may also be expected to diminish. There 
is, however, no indication that imports of long-term capital will 
diminish. They are the result, partly of the purchases of foreign dollar 
bonds by the nationals of debtor countries, and partly of investments 
in United States securities, chiefly by British investors. It is esti
mated that foreign investments in American stocks and bonds and 
other long-term holdings increased by $765 millions in 1935, bringing 
the total of such investments to $5,035 millions.1 

1926 
1927 
1928 
1929 
1930 
1931 
1932 
1933 
1934 
1935 

M ooement 0/ Securities into and out 0/ the United SII:de8-
(. millions) 

A ............ 
EM. IIoc," and Etn'. A ............ 

IIoc," and btmds IIocI;B and IIoc," and • 
btmds bought back btmd8 btmd8 

boughtfr- from r .. old 10 Bold 10 
ftn'eig7lBrB ftn'eig7lBrB ftn'tJilJ'MT' ftn'eig7IBr· BGltmc<I 

· · -115 - 509 +286 + 636 +297 

· · -1M - 660 +395 + 831 +422 

· · -669 -1,136 +449 +1,661 +416, 

· " . -353 -1,004 +474 ' +1,489 +666 

· -360 - 916 +806 +1,035 +666 

· · -347 - 496 +659 + 689 +406 

· -225 - 305 +386 + 300 +166 

· -685 - 680 +666 + 760 +60 
-406 . - 480 +610 + 480 +106 · · · · -471i - 970 +426 +1,306 +286 

• BGltmc<I of It&tmaaIiotaGl Pa1JfMflU of fhIJ UniUd Statu, 1935, United Statee 
Department of Commerce, Trade Information Bulletin, No. 833 (Washington, 
1936). ' 

This influx of foreign funds, which appears to have continued on 
an even larger scale throughout 1936, is giving American authorities 
serious concern. The Federal Reserve Board estimated that the 

I Ct. TM N"", Ytn'i: T ....... 11 JODe 1936. 
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amount of foreign funds in the United StaJ;es in November 1936 was 
$7,000 millions, of which $5,500 millions was invested in securities, 
and President Roosevelt has instructed the Board and the Treasury 
to attempt to draft legislation which will enable the Federal Reserve 
authorities to control imports of long- and short-term capital.1 

If, then, th41 ba.1ance of payments of the United States is to be in 
equilibrium, this can only be done either byan'increase inforeign lend
ing by that country, or by maintaining a less active, or even 'a passive 
balance of merchandise trade, or by both. Recent reports from 
Washington do not encourage the belief that equilibrium will be 
restored by a decline in American exports. I An increase in imports is 
possible, but not probable, and the same may be said of a resumption 
of foreign lending. It is not, therefore, unreasonable to expect that 
the net income which the United States receives from its foreign invest
ments may fa.ll still farther. It may, indeed, even become negative, 
i.e. larger interest payments may be made to foreigners on account 
of their investments in the United States than are received from 
Amerioan investments abroad, before a more stable ba.1ance of pay
ments position is reached. 

Up to the present both British and ,American policy has tended 
to favour exporters and home producers of goods which compete 
with imports, at the expense of rmtWB. In both cases, the debtors 
have been prevented from making interest payments in goods. 
But Great Britain has now an increasing net outB.ow of long-term 
capital, while the United States has an increasing net inB.ow. If 
long-term international lending is resumed on the pre-depression 
sca.1e, a temporary equilibrium will have to be rea.ohed which is 
more favourable to those who have invested capital abroad. 

• See above, Chapter XI, p. 197. 
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A.PPENDIX I 

SOME NOTES ON THE SOURCES AND ACCURACY OF STATISTICS 
OF THE BRITISH BALANCE OF INTERNATIONAL PAYMENTS 

WID have given in Chapter Xl some estimates of the baJa.nce of paymente 
of Great Britain in reoent years ; these are reproduced, hi. part, on the next 
page. The sources from whioh the-statistics have been .obtained differ 
widely in accuraoy and the following notes are intended to give some idea 
of the methods used, and the probable oorrectness of the fina.l result . 

• Current A.ccount'. 

All the figures under this head are taken from the estimates of the 
Board of Trade without alteration.· A baJa.nce of paymente on current 
aooount generally refers to the cash received into or remitted out of the 
oountry in respeot of items whioh imply recurrent inoome or expenditUJe. 
In some oases, however, balances are oompiled whioh include the whole of 
the sums due under these headings, even though, in some instances, cash 
payment may be deferred, or in partial or complete default. This method 
of compiling a ba.la.nce of • amounte due' rather than • actually received' 
gives a better pioture of a oountry's position aa a debtor or creditor on 
ourrent acoount. For example, when a country is in oomplete default on 
ite interest paymente because of exchange transfer diffioulties, a ba.la.noe 
of paymente oompiled on a pure cash basis would give little indication of 
the oountry's financial position via·d-via the rest of the world unless it were 
supplemented by a statement whioh included sums due aa well aa those 
actually remitted. On the other hand, if it is desired to compile a ba.la.nce of 
transactions whioh give rise to purohases or sales of foreign exohange, then 
the cash basis is the one whioh should be adopted. 

In practice, the Board of Trade haa never distinguished between the 
two methods, nor is it clear from ite annual estimates whioh method it haa 
adopted. For example, it has included the whole value of British exporte 
of merchandise in ite figures for 1933 and 1934, despite the fact that ODD· 

Biderabie arrears accumulated in these years in respect of unpaid exporte, 
the ohief sufferers being exporters to Germany, Italy, Spain, Roumania , 

and South American oountries. Obviously, from a cash point of view, the 
amount of these arrears should have been deducted from the export figures. 
and this ODlisBion may have led to an appreciable error. Moat of the other 
items in the Board of Trade'. estimates appear to have been oompiled on 
• cash basis. 

1. Baltaoceo/lMr'CIIatodiaslnJda. This is uaually the moat aocmrate of the 
items in the balanoe. It is oalouleted aa the diJferenoe between importe of 
merchandise and allver bullion and ooin and the corresponding exports.. 

I See pp. IS~. 
• ct. X .. Board 1I/!l'ra<N J"""'" 20 Feb. 1938. 
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Balance of InlerMtitnwl Payments of the Unilet!. Kingtlcm, 
1929-34-

(£ milUonB) 

1929 1930 1981 1932 1983 
O_A __ . . . · 1. Balan .. of merchandise tradoC · -381 -388 -408 -287 -263 

2. Govemment tnmsactiona + 24 + 19 + 14 -24 - 2 
3. Shipping oervices • • • +130 +105 +80 + 70 + 66 
,. Income from long-term viGl BBB in-

vestments .. .. .. .. 
6. Interest on short·term investments, 

+250 +220 +170 +150 +180 

commissions, &0. · +86 + 66 + 30 + 25 + 30 
6. Other oervi .... · . + 15 + 15 + 10 +15 + 10 

7. Balance on oummt acoount • · +103 + 28 -104 - 51 0 

OapitGlA_ 
8. Subscription to new issues for over ... 

..... borro_ '. - 98 - 98 - 41 - 37 - 83 
9. Capital repayments4. • • 

10. Changes in other lons·term invest. 
+ 49 + 39 + 27 + 48 + 67 

menta abroadd .. · . . - , 0 + 10 + 41 + 6 
11. Changes in London'. ahort.-term 

liabiliti .. to foleigneraO. • - 62 - 18 -200 + 67 +133 
12. Changes in the amount of accep-

ten_ helol in the UDited King-
dom for account of foreignenf .. +,25 + 15 + 36 + , - , 

13. Bank and Treasuryadvaneeo,1931. . . . . + 74 -123 . . 
14. Balance of 'known' capital items. - 74 -60 - 96 -40 +122 

15. Movementsofgoldeoinandbullionh 

18. Estimated hoerdins of gold in 
+15 - 6 +36 - 141 -196 

London for acoount offoreignerer . . .. . . + 3 + 86 

17. Apperent aaJea of sterling for 
goldl . . · . +15 - II + 86 -11 -130 

18. Balan .. of gold and capital items - - 69 - 65 -80 - 61 - 8 
19. Errors and omissions.. .. . -44 + 37 +164 +102 + 8 

" i 

20. BaIanoo on capital aocount • -103 -28 +104 + 61 0 

1934 

-294 
+ 7 
+ 70 

+176 

+ 30 
+ 10 

- 2' 

- 63 
+ 42 

- 20 

+ 16 

- f .. 
- 26 

-134 

+ 79 

-65 

- 81 
+88 

+ 21 

• A detailed diacusaion of the 801U<l88 ... d .........", of the statistioe ill given m the 
text, 

• Boa.d of Trade estimatea. 
C Includes silver bullion and coin. 
d Sir Robert Kinderaley'. eotimatea. 
• Estimatea for 1929 .... d 1930 .... haeed on th ... given to the M""",m·n C0m-

mittee, for later years the estimatea .... our own modified by those of the Bank for 
In_tiona! Bottlements. 

I From figures supplied to the Mamnman Committee. 
s These are our OWQ estimates.. 
• Published figures of ezporta and imports. 
1 Lese approzimately £1 miIIiona aaJved from the S.S. Egypl. 
I A 'plus' aigo. indicatea an azport of gold, i.e •• puroh&oe of foreign oummcy. 
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. In the caee of Gre&t Britain there is alW&y& a surplus of imports, a.nd this is 
indicated by a minus sign in the foregoing table. The value of the mercha.n
diae which actually p&eae8 through the customs in a calendar year may not, 
however, oorrespond exactly to the c&ah payments made between coun
tries on account of merch&ndiae trade during the aa.me period. The infor
mation is not ava.il&ble to enable suoh calou1&tiona to be made, but the 
error involved over a period of ye&r8 must usua.!ly be very small. As h&a 
alre&dy been mentioned, however, a -considerable error may &rise if exports 
are not paid for within the norm&! period of a few weeks or months. Un- . 
fortunately, we c&nUot calou1&ts the extent towhich British exporters have 
not received payment in recent ys&ra, but the amounts involved&re consider
able, a.nd this item is, therefore, underestimated in theys&ra 1933 a.nd 1934. 

2. ~ 1rIJ1I8Gdion.t. The prinoipal items under this heading &re 
receipts a.nd payments on account of inter-governmental debts a.nd the 
oharges which the Indi&n Government must meet in London. Also of 
importance &re the receipts a.nd payments made on &OOoun\ of the exter
nal activities of various government departments. Finally, payments on 
account of war debts, &e., which would more properly appear in the 
• capital aooount', &re also included. 

3. Shipping 1enIicu. Information reg&rding the proportion of British 
trade which is carried in British ships is not av&il&ble for the ye&ra under 
review.1 Since the value of imports used in the calou1&tion of the • beJ&nce 
of merchandise trade' (item 1) includes freight ch&rgea from the overae&8 
countries from which the goods came, the extent to which sterling waS sold 
to pay for the imports is overeatim&ted by the amount of the freight 
which W&8 due to British shipowners. In the caee of exports, freight 
charges to their OVerae&8 destination &re not included, a.nd the o1&ima of 
British residents on the rest of the world are underestimated by the 
amount of the freight due to British ships. Even approximate estimates 
of the correction which should be made to item 1 on this &ooount c&nUot be 
made. The Board of Trade, therefore, estimates the net income e&rned by 
British ships in another W&y. . 

They attempt to &888811 the groae ea.rninga of British shipping a.nd to de
duct therefrom the amounts paid by British residents for the servioea of 
foreign ships and the expenaea of British ships in foreign porta; to this is 
added the expenditure of foreign ships in British porta, and the total ie the 
the net income received by Great Britain on &ooount of shipping services. 
Theaeeatimates&re b&aed upon the lmown6gureaofpe ngeratraveIlingto 
and from the United Kingdom and of British and foreign toun&g8 entered 
and cleared from United Kingdom porta. Allowance ie made for cha.ngea 
in p&8881Ig8r fares and freight rates and for wes of bunker fuel. Thie does 
not, however, te.ka &ooount of all the fe.ctora to be considered. The final 
figure given by the Bo&rd of Trade may nauaJly be regarded &8 a COII8erV&

tive eatimata. 

• Thieinformation will beavailabIe in future. B.O.!' J.,2OFeb.1938,p.259. 
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4. ['IU"hT1/,e frum long.term cnJe.SeaB investments. This item 'includes all 
income from overseas investmente, whether of a joint-steck or private 
character, and the figures given allow for the deduction of income paid te 
overseas residente in respect of their investmente in the United Kingdom; 
further, they do not include receipte and paymente between Governmente 
in respect of War Debte settlemente, which have already been taken inte 
account'.! 

These estimates are based in part on those of Sir Robert Kindersley; 
but they, are intended te include sums put te reserve and other expenses 
which he does not consider, and te allow for the sums paid abroad te 
persons who have invested money in the United Kingdom. The two sete 
of estimates are given below for comparison. The income from British 
overseas investments in shipping are included in Sir Robert Kindersley's 
estimates, but, presumably, they appear under' shipping services' in the 
Board of Trade's ~. 

1929. 
1930 . 
1931 • 
1932 . 
1933 . 
1934 • 
1935'> 

United Kingdom: ['IU"hT1/,e frum OtJersea~.ln1Je8tmenU 
(£ miIUonB) 

Sir Robert Kinder .. t~' • .m_ 
of ... "".." and di.na...dB paid to 

BritiBh reBidenlB ... r"Peat of 
their Iong·term "",ell_ alwood" 

230·9 
209·0 
168'7 
156·' 
149,7 
159·2 
167·9 

The Board of Trado' • 
..umatu of th. not 

""Uonal .......... from 
(JtJtffBeatl imJutmen:t. 

250 
220 
170 
150 
160 
176 
185 

" Cf. EtJOfIM1>ic J UU6'fUJl, Dec. J 936, p. 669. 
b Provisional estimates. 

It will be noted that the Board of Trade's estimates tend te give a higher 
figure than those of Sir Robert KindersIey. The Board, in other words, 
estimates that the amounts put to reserve, &e., by British companies 
operating abroad usually exceed the interest payments which have to be 
made to overseas owners of long·term investments in Great Britain. In 
1931 and 1932, however, it was apparently assumed that the amounts put 
to reserve were very small. The Board's estimates are probably reasonably 
acourate. 

5. Interest on shorl·term inlleltmenl8, commiBlion8, &:c. Under this hea4. 
ing are included • charges in respect of acceptance credits, discount on 
foreign billa, bank interest (i.e. short interest and commissions), oommia
sions and other ohargea on new issues paid by overseas borrow6ill, mer· 
chanting commissions on overse8s produce, brokers' commissions, insur-

, B.O.T .J., 20 Feb. 1936, p. 260. 
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anoe remittances from abroad and ea.rnings on exchange trans&ctions' ,1 

Deduotions &re made on account of paymente by British residente to 
foreigners for similar services. This item can, unfortun&tely, be regarded 
88 little more than a guess. 

6. Otkr ,enJicu" Under this he&ding &re included such items 88 the 
expenditure of British touriBte abroad and of foreign touriBte in the United 
Kingdom (onlyapproxim&te d&t& &re ava.il&ble, imd even this W&8lacking 
before 1932),' paymente and reoeipte in respeat of motion picture royalties, 
8&les and purcha.ses of second.hand ships, emigra.nte' remitt&noes, the 
8&vings of returning migra.nte, the expenditure of foreign governmente 
on their diplomatio and consu1a.r servioes in Gre&t Brit&in, the profite of 
British speoulators on Wall Street, &c.. The final figure given in the Ba&rd 
of Trade'. estim&tes ia merely oonventional. ' 

7. Bala_ on curnnt accoum. The sum of all the items diacuased above 
ahowe the extent to which ~rling ia due to or owed by foreigners 88 the 
reault of the year'. tra.nsaotions. Normally, this item ia positive, i.e. 
foreigners owe to Brit&in a aterling bala.noe, but the deoline of British 
exporta both visible and invisible during the depreasion O&used the balanoe 
to beoome negative in seveml of the ye&r& under review. When the 
balanoe ia positive, it ia offset by importa of gold or exporta of o&pital 
and vioe verA. Suoh trans&ctions &re ahown in the O&pital &ooount; their 
magnitude must be BUch that they exactly equal in sum the bala.noe on 
current &ooount.· 

• Capital.A.cc:oum'. 
V moUl attempte have been made to amplify the estim&tes of the 

bala.noe of paymente which are made annually by the Ba&rd of Trade. 
The Ba&rd's figures refer entirely to the ourrent items in the bala.noe of 
paymente; they do not attempt to include the O&pital items. The d&t& on 
which an analysia of these items may be baeed &re very inoomplete for 
two ma.in re&Son8. First, the higbly oomplex natures of the London money 
and O&pital m&rkete, though inOre&sing the effioienoy with which inter
national tr&nB&otions may be a&rried on, renders very diffioult the com
pilation of &Oour&te figures of the total magnitude of such tr&nsaotions. 
By re&8On both of their multiplioity and of the 1&rge number of diiferent 
W&y& in which O&pital movemente which have an identioal effeot on the 
b&Ianoe of paymente may be a&rried out in pra.otioe, the prepamtion of 
comprehensive at&tistioe ia impoesible. In the aeoond place, it ia natural 
that individual firma in the City ahould desira to keep their buaineaa 
eeoret, and they &re therefore unwilling to diacloea the relevant figures to 
any but offioial bodies, and even then oert&in oonditions 88 to their uae are 
agreed upon between the parties. The veil ....... partly removed by the 
J4aomjllan Committee and, 88 the reault of the findings of that Committee. 

1 B.O.'r.J., 20 Feb. 1936, p.1l61. 
• Ibid., 20 Feb. 1936, P. 26i. 

. 
• Ibid., 21 Feb. 1935. P. 275. 
• See abaft, Chap_ V ........... 
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the Bank of England now collects considerable information about foreign 
short-term funds in London from a large number of bankers and acceptance 
houses_ This information is not published, however, and the size of foreign 
short-term balances in London remains secret. A further cOmplicating 
factor in recent years has been the Exchange Equalization Account. The 
operations of the Account have never been disclosed and, although 
attempts haye been made from time to time to estimate the distribution of 
the assets of the Account, such estimates are unreliable and have therefore 
been ignored in compiling the balance of payments. 

8. 8uhscription 10 new is8'1£e8 for 0II1!1'8etU/ /)(mower8.1 This excludes tha 
amounts, if any, subscribed by residents of other countries. It also ax
cludes conversion operations, • but not new issues, .the proceeds of whioh 
are used wholly or in part to effect redemption of existing loans'. New 

New Oapital raised in Lmdon 1¥g 0ver8etU/ B01'I'0WI!:r8 

(£ miUiona) 

8 .. Rob." 
PM Midlat&d Btmk" ThtJ E....""..". KmMr'~ 

1920 . 69·7 .. .. 
1921 156·7 .. .. 
1922 , 136·2 130·1 .. 
1923 136·2 13701; .. 
1924 134·2 124·7 .. 
1925 87·8 • 77·2 .. 
1926 . 112·4 '01.6 .. 
1927 · 138·7 48·3 .. 
1928 143·4 105'6 .. 
1929 94·3 . 87·2 96 
1930 · 108·8 97-l 98 
1931 · 46·1 47·6 41 
1932 · 29·2 26·8 37 
1933 · 37·8 34·6 83 
1934 43·4 3H 63 
1936 . · 20'9 16·6 .. 

• • Ct. Dec.-Jan. numbers of TM Midlat&d Bcm7;; MrmUily lltJtMrD. 
• Ct. ThtJ E"""""""" 28 Dec. 1936, p. 1305, and the supplement, • Commercial 

History and Reviewofl935', 16 Feb. 1936, p. 69. 
e Ct. ThtJ Economic JtnJ.mIJJ, Dec. 1936, p. 659. . . 

issues of this latter type were large in 1933 and 1934, which accounts forthe 
relatively large size of the figures for these years. No deduction from the 
figures for new overseas issues has been made in respect of commissions, 
&c., paid to firma in the City and not remitted to the foreign borrower as 
part of the proceeds of his issue. No estimates of the amount of these com
missions are avaiIable, since they are not shown separately in the Board 
of Trade's figures for the current account although they are included there ; 

I Estimates of this item are those of Sir Robert Kinderaley which are pub
lished in ThtJ EconomicJtnJ.mIJJ, March 1929, June 1930, Sept. 1931. June 1932. 
June 1933, Sept. 1934, Sept. 1935. and Dec. 1936. ' 



APPENDIX I 339 

they have, therefore, been included twice in our estimates, which are in. 
acourate to this extent. 

Ma.inIy because they are compiled on a somewhat different basis, Sir 
Robert KindersIey's estimates differ from those made by the Midland Bank 
and TM Ecanmni8t. The foregoing table gives the estimates of these three 
authorities. 

9. Capital repayments. This item aIso follows Sir Robert KindersIey'. 
estimates. It represents the sinking fund and amortization receipts of 
British investors from overseas borrowers. The amount of debt which is 
written off in this way every year is, as one might expect, fairly oonstant. 
It diminished in 1931 during the crisis and rose sharply in 1933 when 
interest rates in London were favourable to refunding operations. 

10. Change ... othefo long.term ... tJe8tmentB ahroatl. Sir Robert KindersIey 
gives estimates, which he admits are not very accurate, of the extent to 
which British investors have lent .capital abroad on long.term whioh is not 
represented by seourities quoted on United Kingdom stoak exchanges. 
The major part of suoh investment oonsists of foreign (chielly American) 
seourities, but mortgages and other sorts of investments are also inoluded. 
The figures quoted in our estimates of the balance of payments show the 
ohange in the amount of this investment from year to year: 

The following table gives Sir Robert KindersIey's estimates of the total 
of such investment at the end of each year: . 

Brili8" j .. tJe8tmentB Ot/er,eaa (=lul'ng ... tJUImer&C ... ~ quoIt.d ... 
the U .. Ne/I K'ngdom). 

1929 
1930 
1931 
1931a 
1933 
19S. 

£ tmlUotaa 
800 
800 
290 
286 
280.. 
800 

• 'No great lIOOuraoy ia claimed for this figure. Binoo it ia intended to cover 
not only security investments, but also a large number of misoollanoooa _ts 
of companleo and individuals to wbicb in any oase a nominal value can only 
be arbitrarily aosigned.' (B ........... J"""",,, Sept. 1936, p. "8.) 

.11., ChangN ." Landolt'" a1torUerm IWbMiUu tIJ foreignera. The figures 
given under this item have been derived from the table on p. MO, and 
they must, unfortunately, be regarded as of very doubtful acouracy. 

The figures for the years 1927 to 1930 are those furnished to the Mao
millan Committee and published by it.' Those figures very considerably 
under-estimate the ei&e of foreign short-term balan068 in London (they 
omi~ for example, the baJan068 held by foreign banks in London), and 
IIOIIl8 authorities p~ the total in 1930 at as much as £700 millions. Since. 

, Cmd. 8897 of 1931. p. 301. 
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LcnuJnn's Liabilities to Fcweigners on Short-term 
(£ milliono) 

Total at Imd Ohang • .zu.;",g 
ofy.,., y-

. 1927 . 419 .. 
1928 · 603 +84 
1929 451 -62 
1930 436 -16 
1931 235 -200 
1932 · 302 +67 
1933 · 435 +133 
1934 · 460 +16 

for our present purpose, it is not the absolute size of these balances, but the 
change from year to year which is of interest, and since no authority has 
volunteered more aocurate figure., we have had to use them. . 

It has heen publicly stated by competent authorities that the extent of 
the withdrawa.l of London ba.la.nces by foreigners during 1931 was about 
£200 millions, and the Bank for International Settlements estimates that 
the short-term liabilities of London at the end of 1933 were about the same 
as at the end of 1930, i.e. that the losses of 1931 had heen completely 
retrieved.1 It has heen said that the officiaJs of the Bank for International 
Settlements had access to the secret figures in the possession of the Bank 
of England when they made these estimates. This is not the case ; but it is 
generaJiy conceded that their estimates are exceedingly good guesses, and 
they have, therefore, been aocepted. 

It seems reasonable to assume that the net increase during 1932 was 
considerably smaJier than in 1933 and we have therefore pla.oed the tots! 
liabilities at the end of 1932 at £302 millions, or an increase of one third of 
the tots! increase between 1931 and 1933. Some estimates pla.ee the rise 
during 1932 at a much higher figure than this,· but it is difficult to eee how 
the net increase over the year can have heen on a much larger scs.le_ The 
rise in foreign balances in London in 1932 must have been due to the in
crease in American ba.la.nces, although this was partly offset by the with
drawal of ba.la.nces by nationals. of some other countries. In 1933 ba.la.nces 
in London were built up by the flight from the dolla.r in the first quarter of 
the year (though a part of these balances were repatriated between 
October and December) and by the rise in the London ba.la.nces of South 
Africa, Australia, India, and certain Scandinavian countries. £133 millions 
seems to be, if anything, an under-estimate of the increase in London'. 
liabilities during this period, and it is poaaibJe that this figure should be 
slightly increased and that for 1932 correspondingly diminished. The 

I Cf. Midland Bank Mrmthly BotIiotD, May-June, 1936_ 
• See, for example, Prof""""r N. F _ H&II, TluJ E:z:chang. EqtMJlWatiMI A_ 

(London, Macmillan, 1935), p. 50. His estimates cover only the first part of the 
year, after which there was a considerable withdrawal. 
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Bank for International Settlemente estimated that there was little change 
in the amount of London's external liabilities during 1934, i.e. that they 
remained between £400 and £45() millions. We have chosen the upper of 
these two figures, because there is some evidenoe that the sterling ba.Ia.noes 
of various oountries oontinUed to increase during that year. 

12. Changes in the amount of acceptances held in the United. KingdtYm for 
the acoount of forelgner8. Against its short.term liabilities, London holds 
short-term foreigns assets, and these must also be considered in oomputing 
the ba.Ia.noe of payments. Published statistical data relating to these 
assets are very meagre; they oonsist, in fact, only of the figures given to 
the Macmjl!8D Committee· of the volume of acceptanoes on foreign account 
whioh were held by banks and acoeptanoe houses in the years 1927 to 
1931. These figures are given below: 

80 June 1927 • 
81 Deo. 1927 • 
80 June 1928 • 
31 Dee. 1928 , 
SO June 1929 • 
31 Deo. 1929 , 
30 June 1930 • 
31 Dee, 1930 · 81 Jan. 1931 · 28 Feb. 1931 
81 Mar. 1931 · 

London: .Acceptances on Foreign .AccounP 

(£ '000) 

By oIeGritag IHmk8 BYGCMplmg 
cmd 800","1< bGn.lcB 1IotoB .. 

· 31,445 91,604 
31,678 107,954 . 38,467 126,907 

, , 51,278 149,231 . 51,615 160,883 

· 39,978 • 135,699 

· 43,165 132,111 
36,667 125,282 
34,799 120,846 

· 34,468 120,942 

· 82,301 120,616 

• Cmd. 3897 of 1931, p. 301. 

To"" 
GCMp-

122,949 
139,632 
165,374 
200,509 
202,498 
175,677 
175,276 
160,949 
156,645 
155,410 
162,917 

The figures for 1931 relate only to the first quartsr of the year. Wehave 
aesumed that the rate at whioh the total volume of outstanding acoeptances 
declined during this quarter was oontinued throughout the year, and that 
the total decline for the year was therefore £35 millions. We have made 
no attempt to estimate the ohanges in more reoent years, but we have 
indicated the direotion in whioh we believe the ohanges took pIaoe. 

13. Bat&!: aM T.........., ad_, 1931. During the summer of 1931, 
every effort ,...,. made to keep Great Britain on the gold standard. Some 
of these efforts took the form of short-term oredits raised in Paris and New 
York. These amounted to £130 millions gold. About 30 per oent. of this 
amount was repaid during Deoamber 1931. At that time the dollar-aterling 
uohange rate was about $3'374 per £, 80 that a payment of £39 millions 
gold involved an actual expenditure of about £56 millions sterling. The 
remainder of these oredite were repaid during the first six months of 1932-
The average dollar sterling rate during this period was $3·599 per t. eo 
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tha.t the repayment of £91 millions gold required the tra.nsf'er of about 
£123 millions sterling. Actually, therefore, the Bank and the Treasury 
borrowed £130 millions gold and repaid £179 millions sterling, a 'loss' of 
£49 millions. In f&ct, the actualloBB was £30 millions because a part of the 
repayment was done by the sale of gold and foreign assets in the possession 
of the :Bank on which an exchange 'profit' was made. From the point of 
view of the balance of payments, therefore, there was an inflow of £74 
millions in 1931 and an outflow of £123 millions in'1932. 

14. Balance of 'lcnown' capitd items. This item is, of course, merely the 
sum of items 8 to 13. There are two sorts of capital movements which 
have not been included in our estimates, because :we consider the data to 
be too unreliable. 

The first concerns the purchase and sale oflong.term securities. In so far 
as these are securities which are not quoted in the United Kingdom, they 
have been included under 'other long·term investments abroad'; but 
we have nowhere made any allowance for the movements of quoted 
securities. It has been suggested that some idea of the magnitude of the 
sums involved might be gained from Sir Robert KindersIey's estimates. 
These may be conveniently arranged as in the two following tables: 

Nomi1U1l Ampunt of Britiah 0ver81!(UlInvestment in QUDted Securitiu 
1£ milU<mB) 

1929 • 
1930 . 
1931 . 
1932 . 
1933 • 
1934 • 

Total '" eM Olumg. during 
01 !I- 11-
3,438 
3,426 +13 
3,410 +16 
3,366 +64 
3,386 -29 
3,414 -29 

'Changes i~ Nomi1U1l Amount of Britiah Over8l!(UlInvestment in QUDted 
Securitiu 
1£ milU<mB) 

BmiBli ""'''''''1'"'''' Oapilal ()I1aer 

co ft.eID OOtIf'BeG8 VlIfUB ~ e1umg .. Total 

1930 · · · -98 . +39 +72 +13 
1931 · · _41 +27 +29 +16 
1932 · :c..37 +48 +43 +64 
1933 · · -83 +67 -14 -29 
1934 · · · -63 +42 -8 -29 

The 'other changes' in the seco';d table are due partly to ohanges in the 
methods of inquiry and the aocuracy of the estimates and partly to the 
liquidation of unprofitable enterprises and purchases and sales of quoted 
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securities. These 'other changes' are greatest in 1930, and Sir Robert 
Kinders1ey believes tha.t during this yea.r there was a net we of quoted 
securities to foreigners to the extent of about £35 millions.l He ha.s ma.de 
no later estimates of the changes due to this factor, and since we have no 
other data. we have ma.de no mention of it in our own estimates. 

Secondly, we have ma.de no estimate of the Ba.nk. of England's or the 
Exohange Equa.lization Account's deaJings in.. foreign exchange. It is 
a.saumed that the Bank's holdings-of non-sterling securities a.re included 
under 'other securities' in the Issue Depa.rtment, and these are shown 
below: 

Bank of England: 'Othet" S"""ritiu' in 1M 1_ Deparlmeftl. Amount on 1M 
la8t Wedlle8day of eaclI quarter 

1929 March. 
June .
Sept •• 
Dec •• 

1930 March • 
June . 
Sept. . 
Dec. • 

1931 March. 
June . 
Sept. • 
Dec. • 

1932 March • 
June • 

(£ miZUotIo) 
9·0 Sept. 

Dec .• 9-l 
8·' 

10·8 
11-6 
n·6 
n·6 
11-6 
13·5 

• 12'7 
• 2"11 
• 17·2 
• 19·3 
_ 50·8 

1933 March . 
June . 
Sept •• 
Dec. • 

193' March • 
June. 
Sept. • 
Dec. • 

1935 March . 
June . 
Sept •. 
Dec •.. 

9·7 
5·1 

10'5 
1-15 
2·' 
2·3 
0·1 
1'8 
0·9 
1·0 
0·2 
0'3 
1-1 
1-4. 

It will be seen that the fluctuations on this account are most important 
during 1931 and the first six months of 1932. They become almost negli
gible after the esta.blishment of the Exchange Equalization Aooount. We 
have not thought it desirable to attempt to include these figures in our 
estimates of the balanceofpayments, becauae we know of no way in whicl! 
it can be determined whether increa.ses or decreases in this item repreeent 
actual purcl!a.ses from or wee to foreigners or merely traDsfers of foreign 
&Beets from the Bank of England to some other British hclder and vice 
versa. The decline of UO millions during the third quarter of 1932 repre
eents. for exampie, not a we of foreign aeouritiee from the point of view of 
the balanoe of payments, hut merely a transfer of 88118ts from the Bank 
to the Exchange Equalization Aooount. 

That Aooount publishee no record of its dealinge, and any eetimates 
. ma.de of them must be baaed on assumptions whicl! are very risky indeed. 

The most oompiets of sucl! eetimates are thOll8 ma.de by Hr. F. W. Paiah, 
and they are given in part in the ta.ble on the next page. The non-sterling 
88118ts of the Aooount oonaist, it is generally admitted, only of gold in 
London or of ear-ma.rked gold abroad, and changea in Mr. Paish's figures 

l ~JowwaI,June 19311,p.195. 
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should show the extent to which sterling was bought or sold by tho 
AocoUl\t. We cannot accept these figures, however, because the assump 
tions on whioh their author has based his estimate do not appear to ns tc 
be justified.' 

Euhange El[UQZization Account: N rm-eterUng Assets in Actual P088eBSion 
of the Account III the End of the M one". 

1932 July . 
Sept •. 
Dec .. 

1933 March. 
June . 
Sept. . 
Dec. 

6·97 
0·34 
2·83 
4·96 
6'76 
3·68 

10·66 

FrflhlO., milUMdI 
1934 March. 9·63 

June . 8·99 
Sept. . 6·76 
Dec.. 2·46 

1935 March. 3·34 
June . 6'77 
Sept. . 8·60' 
Dec.. 10·81 

• EOOI&01I>ioa, Feb. 1935, p. 70, and Feb. 1936, p. 82. 
b On another assumption, he. aJso gives an alternative estimate of franca 

7·55 milliards for this date. 

15., Movements of gold coin and bullion. The Board of Trade's returns 
of the amount of gold coin and bullion imported and exported inolude 
sovereigns at their face value and other coins and bullion at their market 
value. We have; therefore, for 1932, 1933, and 1934, revalued the sovereigns 
at, their market value in order.to obtain the net movement of gold in 
terms of sterling. From the net imports calcu!&ted by this method for the 
year 1932, a deduction of £1 million has been made in respect of gold 
salved from the S.S. Egypt, which did not involve a purchase of foreign 
currency. . 

16. Hoarding in London for account of foreigners. It is known that a 
!&rge part of the gold imported into Great Britain in recent years has been 
sent by foreigners, who have merely held it in London. The import of such 
gold does not involve a sale of sterling, and it should, therefore, be de
ducted from ,the imports shown in the Board of Trade returns. We have 
made the quite arbitrary assumption that sixty per cent. of those net im· 
ports of gold into London which were not absorbed by the Bank of England 
have been hoarded for the account of foreigners. The result of this calcuJa.. 
tion is shown in the table on the opposite page. 

Our arbitrary assumptions of the proportion'of the gold imports whioh 
were hoarded by foreigners may be justified by the result. During the four 
years, 1932 to 1935, the net increase in supplies of gold in the United 
Kingdom outside the Bank of England was £301 millions valued at the 
average market prices ruling at the time that the import was made. If 
£191 millions of this was 'hoarded', the remainder must have been in the 
possession of the Exchange Equalization Account at the end of 1935. 
Valued at l40 shillings an ounce, this would have amounted to about £120 

I In this we are 8npported by other ohoerve ... Ct. PM E"""""",,, 10 March 
1934, p. 620;16 Feb.l03S, p. 368;23 Feb. 1935, p. 420. 
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millions. This figure coincides very nea.rly with independent estimates of 
the amount of gold in the hands of the Account at the beginning of 1936 
and our figures may therefore be accepted ae correct for the period ae a 
whole. For individual yea.re, however, our estimates may be very fa.r 
wrong. If we a.ssum.e that hoarding took place on the largest scale when 
the price of gold was highest, they seem to be fairly consistent. There is, 
unfortunately, no other means of checking them, 

1932 
I 

II · III 
IV .' 

1933 
I · II · III 

IV · 
1034 

I 
II. · III · IV · 

1985 
I 

II 
III · IV · 

United Kingdom: GaUl, MOIIemt:nIB 
(£ tMlUono _1ifIg) 

Quamrly ........... ( +) rw deor ..... (-) in..........., 01 gold in· 

HOGt"tl.B Irw 
TlI. U ... 1Bd Tho BanI< 01 Tho U.E. ouUidiJ ".,,,,,.,., 01 
Kiflgaom Engltmd - IlIo BGflI< loroigfwr. 

- 8-3 + 0-1 - 8·' 
+20-1· +16-6 + 3·6 , 

· + 7-6 + 8-3 - 0'7 

· - '-6 -14·2 + 9'6 
+4-1 + 2·5 

· +13·3 +48-8 -35·3 

· +67-7 +34·8 +32-9 

· +"-6 + 3-9 +43·7 
+66-8 + 0'6 +66·3 

+107'6 +64·6 

· +70-8 + 0'6 +70·3 
+28·0 + 0'6 +22'4 
+16·9 + 0·7 +14'0 . 

· +24-6 + 0·7 +23'8 
+131·0 +78'8 

· + ,., + 0·5 + 3'9 

· +59'8 + 0·3 +59'5 

· + 2·7 + 1·3 +1-4 

· + 3'7 +10'0 - 6·3 
+ 58·5 +35-1 
+301'2 +190'7 

It haa been suggested that some error may have arleen from the aesump
ti.OD that all the gold which entered the Bank of England came from abroad 
and that DODe W&8 withdrawn from private hO&l'ds within Great Britain. 
It is oert&in that some jewellery and a oonsider&ble number of sovereigns 
have been melted down since 1931 ; but the error involved may be partly 
olfset by the fact that no allowance hae been made for the consumpti.on 
of gold by industry. 

19. EmwtI GtId _iasiou. This item is merely the difference between 
the sum of all the • mown' items of gold and or.pitaI movements and the 
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'baJa.nce on capital account'. The latter, it will be remembered, is always 
equa.! in value but opposite in ,sign to the 'balance on current account'. 
The 'errors and omissions' are largest in 1931 and 1932. It has been sug
gested, and, we believe, with some justice, that the error in 1931 consists for 
the most part in an under-estimation of the extent to which British inves
tors repatriated the capital which they had lent abroad in previous years. 
In 1932, it is possible tha.t the largest part of the errors and omissions item 
is the result of too Iowan estimate of the withdrawa.! of short-term 
funds from London. It should aIso be remembered that we believe the 
1931 estimate of item 12 (' acceptances for account of foreigners ') to be 
very conservative and that no estimate of this item is available for 1932. 

The estimates which we ha.ve presented here must be regarded as merely 
tentative. They are an a.ttempt to show what can be done with the meagre 
information ava.ila.ble. More accura.te dsta regarding the capital items is in 
the possession of the Bank of England. When that is made public much 
better estima.tes of Great Britain's trading position tIi8-a.vis the rest of the 
world will be possible. 
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THE TERMS OF INVESTMENT CONTRACTS 

ONCB it hlUl been decided that an intel'll&tionaJ investment shaJl be made, 
the ingenuity of legal draftemen is devoted to the task of making that 
investment lUI secure for the investor lUI possible. ~ Where the investment is 
a loan, and therefore fortified by delinite promises by the borrower regard
ing the payment of interest and the repayment of principal, oonsiderable 
scope is offered for devising safeguards designed to ensure that those pro
mises shaJl be kept, and that if they are not kept the lenders shaJl ultimately 
reoover what is due to them. If the loan is offered for public subscription, 
these safeguards figure prominently in the prospeotus and form part of the 
induoement on the faith of which investors part with their money. It is 
therefore worth while to examine the nature of these safeguards and the 
limits of their efficacy. ' 

To what e:rlent does the security of a foreign loan depend on the pro
visions of the loan oontract ! 

Those who frame a foreign loan oontract are prima.rily oonoerned to 
minimize two different risks: the risk that money obligations will not be 
met, and the risk that these money obligations will have depreciated in 
value when the time for payment arrives. It is convenient to examine the 
second of these risks first. 

The loan must be expressed in money, and the possibilities of its depre
ciation are two: 

(0) that the money in which it is expressed may be worth less in terms 
of the lender's currency at the time when payment is made than it 
was when the loan was advanced, and 

(b) that the lender's currency may itself have depreciated in terms of 
other currencies or in terms of goods or in terms of gold. 

The intention of a oontract of loan is that ultimately the borrower shaJl 
pay back what he borrowed and the lender shaJl recover what he lent. 
If, while the loan is outstanding, the monetary unit in which it is expressed 
depreciates, the parties' intention may be defeated. But there are two 
quite distinct aenees in which it may be defeated, one of which is peculiar 
to foreign loans, whilst the other applies equally to domestic loans. 

It is a peouliarity of foreign loans that borrower and lender probably 
keep their books in different ourrencies. Each keeps them in his own. If 
the relation between those currencies changes, the original intention of the 
parties cannot possibly be wholly ful6lled. Unless the borrower repays 
more (or leas) than he borrowed, the lender must receive leas (or more) 
than he lent. Nothing which is written into the loan oontract can do 
justice to both aides. The moat which can be done is to determine on 
which aide the 1088 shall faJl or the profit shall be made. 

The loea or profit which is here diacuseed is an aecertainable lIUm in 
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money. IT the loan is expressed in the debtor's currency and the debtor'. 
currency depreciates, the sum which the lender is entitled to claim will be 
insufficient to buy as much of his own currency as went to the making of 
the loan. IT in the same circumstances the loan is expreseed in the credi. 
tor's currency, the debtor must spend more of his depreciated currency 
than he originally received in order to buy the currency with which to pay 
the debt. 

IT a lender asks no more tha.n to be protected &g&inst such money lOBS, it 
is sufficient for him to insist on the loan being expreseed in his own cur· 
rency, and this was in fact the British pre-war pr&etice. A promise to pay 
sterling was sufficient. . 

There is, however, another sense in which payment in a depreciated 
currency may be held to involve lOBS. The depreciated currency may have 
-and probably has-less purchasing power. Its 'real' value may be
and probably is-less. This lOBS of 'real' vaJue may be measured in terms 
of other currencies or of gold or (thooretie&lly at least) of goods. And the 
possibility of such lOBS of real value has led lenders to fortify loan con· 
tr&ets still further by adding 8&feguarde against the depreciation of their 
own currencies also. Such measures have been most fully worked out in 
'international' 10&U8, that is, 10&U8 subscribed in several creditor countries, 
but it is clear that the risk so far &8 it exists applies to alll0&U8 alike. 

Now the 'reality' of this kind of lOBS in certain C&Ses is !llldeniable. 
During the i.n1Ia.tion in Germany the relation of money to goods cha.nged 80 
rapidly that borrowers were enabled to pay 011 large 10&U8 by payments 
whose real value W&8 trifling. On the other hand, the depreci&tion of 
sterling after the suspension of convertibility in 1931 W&8 not &ceompanied 
by any corresponding drop in its internal purch&aing power. Its depreci .... 
tion in terms of gold and of currencies linked to gold was apparent and 
ascertainable, but this formed no reliable index even of its average extern&l 
purch&aing power in view of the number of currencies which moved with it. 
Similarly, the relative appreciation of currency experienced by a borrower 
in a country .whose currency rises ili vaJue relatively to others by no mea.ns 
me&aurea the incre&ae in its purchasing power. 

IT changes in purch&aing power were conata.nt over all commodities and 
in &ll countries, and if these changes were capable of ex&et and insta.nt&
noous me&aurement, it would be possible to me&aure and provide for 
changes of 'real' vaJue such &8 have been discuesed. The e,qreme remote- . 
ness of the time when such conditions could be expected to be rea1ized 
indicates how difficult and how inex&et must be e1l0rts made to-day to 
meet them. This, however, h&8 not deterred lenders from devising pro
visions to ensure that however muoh currencies depreci&te, lenders at least 
shall receive the same 'real' vaJue in money &8 if the depreci&tion had not 
taken pl&oe. Where neither the borrower's nor the lender's own currency 
is considered sufficiently stable, 10&U8 have been expreseed to be payable 
in the currenoy of 80me third country or, at the option of the lender, in more 
than one currency at a fixed rate of exchange. This device is adequate 80 
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long as the sponsors of the loan are suc08B!lful in selecting the currenoy or 
currencies on which to 'put their money'. The history of the 1aat seven 
years has provided little opportunity for gueaaing right; and wrong 
gueases sometimes have an unlooked.for effect. Between 1925 and 1930 
sterling and U.S. dollars were selected as the currenoies for various loana 
issued in Germany and e1aewhere; and for BOme years prior to 1936 SwiBB 
and Dutch holders had the privilege of selecting in which of these two 
depreciated currenoies they would-receive payment. Thus whilat both 
debtor and creditor were (nominally or actually) in their original posi. 
tions, the calculation of the sum payable was ,made by reference to a 
standard which had ohanged, presenting an unexpected profit to the bor. 
rower and an unexpected 1088 to the lender with every payment made; 

A wider proteotion may be given by fortifying the currenoy selected by 
the addition of a so.caJled 'gold' or 'valuta' clause. These are attempts 
not merely to define the currenoy but to fix ite value. Anew standard must 
be invoked whereby the standard itself may be measured; and this 
standard is found either in gold or in BOme other currenoy. 

The beat-known form of gold clause is that which has for many years 
figured in American loan contracts both internal and external, and which 
defines the ourrenoy of payment as 'gold doI1ara of the standard of weight 
and fineneaa existing on' a specified date. The expression 'franc or' in pre. 
war French loan contracts affords a similar example. 

Both the 'gold dollar' and the 'franc or' have bean the subjeot of litigation 
in their countries of origin as well as in other lands. Both France and the 
United States when devaluing their ourrencies have BOUght to relieve their 
citizens of contractual obligations to pay more in discharge of a money 
debt than its nominal amount in the ourrenoy which is .aotually 'ourrent'. 
Both have BOught to lOme extent to retain the right to demand from 
foreigners payment according to the letter of the bond. Borrowers, on the 
other hand. have shown great reluctance to pay the equivalent of a no 
longer existent ourrenoy in satisfaction of a debt. It would not be appro
priate here to summarize either the legislation or the judicial decisions on 
this complex subject. It is sufficient to point out that a promise to pay a 
debt in a ourrenoy of a certain value cannot mean more than a promise to 
pay a sum in the currency which is legally in force in the country indicated 
at the time when payment is made, the amount payable being adjusted if 
the ourrenoy has been devalued. Contracts of this kind have been BOme· 
what roughly handled both by courts and legislatures, but where they 
have been upheld; this is the meaning which haa been attributed to them, 
the amount payable being computed by reference to the ourrent value of 
the gold content of the original currenoy. 

It is notsworthy that this meaning has aJao been attached to such con· 
tracts, even though theourrenoy concerned had not beenoflioiaJIydevalued, 
though it had depreciated on the foreign market owing to the SUllp8"aioo 

of its convertihility. 
EoaentiaJIy. therefore. c1auaes providing for payment in a specified and 
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valued currency do not differ from the simpler form of gold clause exempli. 
fied in the German 'gold mark' mortgage bonds. Here the promise is to 
pay a certain sum in German legal currenoy, the sum payable being a sum 
sufficient at the date of payment to buy a specified quantity of fine gold. 
Such a clause, when used to fortify a promise to pay in the debtor's cur
rency, protects the lender against depreciation up to the date on which the 
sum payable is ascertained; but if transfer facilities are not then imme. 
idately available, any further risk falls on the lender. When added to an 
obligation expressed in the creditor's currency it protects the creditor 
against .siepreciation of his own currenoy more effectively than the more 
common type of clause, but it is less convenient, since the sum payable 
cannot be asCertained until the date of payment arrives. In the United 
States of America bonds must secure the payment of a definite sum if they 
are to be negotiable; and negotiability is necessary to a bearer bond. 

VaIuta clauses define the amount payable by reference to its value in 
terms of other currencies. They are more common in short-term than in 
long.term obligations-except in so far as a provision that a bond shall be 
payable in alternative currencies at fixed rates may be regarded as a vaIuta 
clause. All the foregoing observations regarding the simpler form of gold 
clause apply equally to vaIuta clauses. 

It is to be observed that gold and vaIuta clauses, as well as 'double our· 
rency' bonds and similar devices, aim not at meeting some disparity be
tween the two currencies concerned but at maintaining the vaIue of one of 
them by reference to some external standard. Suppose, for example, a 
loan contracted between a Danish borrower and an English lender whilst 
both currencies were on gold. . Both currencies depreciate, the relation 
between them remaining unchanged. An effective gold olause will ensure 
that on every payment the lender sha.ll make a money profit and the 
borrower shall suffer a money loss. ,. 

It would be inappropriate here to discuss the legitimacy of these 
attempts to secure repayment in currency ofa certain value beyond pointing 
out how unCertain and inexact this measure of vaIue may be. Two impor. 
tant conclusions emerge, however, relative to the efficacy of loan contracts. 

First, it is to be noted that none of the devices which have been discussed 
provide any safeguard against the danger of transfer restriotion. It has 
been a feature of recent experience that, if a country'. currency becomes 
depreciated, the government is unlikely to allow it at once to find its own 
level. It may suspend not only the convertibility of the currency but 
also the free purchase of foreign exchange. Foreign exchange then becomes 
a resource of the state to be collected, preserved, and applied where 
it is most needed, irrespective of the effect of such control on the ful· 
filment of private contracts. The foreign lender cannot obtain payment 
in his own currency, however willing and able his debtor may be to pay. 
Sometimes, he cannot even accept payment in the debtor's currency and 
spend the money freely in the debtor country. His gold clauses and 
vaIuta clauses are, at least for the moment, entirely useless. 
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The extreme example of such a policy is seen in Germany to-day_ This 
country's currency is kept on gold by a. strict control of the exchanges, 
although aJl her principa.l creditors have undergone heavy currency depre
cia.tion. Hence, German borrowers would, in many ca.aea, be glad to repa.y 
their foreign loans a.t par, in order to reaJize and book the profit due to the 
deprecia.tion of their oreditor's currencies. Their oreditors, on the other 
hand, would be quite willing to receive pa.yment even a.t a certa.in 1088" 
yet these complementary desires (l8,J]llot be aatiefied directly, beca.uae the 
German Government controls the exchanges a.nd permite repa.yment only 
in 80 fa.r as it is prepared to aJlot foreign exchange for that purpose or in 
80 fa.r as it is a.ble to ma.ke a.rra.ngemente with creditor a.nd debtor which it 
regards as aatiafa.ctory. 

Secondly, it must be recognized that none of these devices can do more 
than ,determine how certa.in loaaes are to be measured a.nd by whom they 
are to be borne. They cannot elimina.te the loaaea themselves nor, in 
llxtreme _, ma.ke them supportable by either pa.rty. The fundamente.l 
fact is tha.t long-term lending aasumes long-term atebility of currenoy, 
just as foreign lending aasumes atebility of exchange. If either aasump
tion becomes sufficiently doubtful to be a ma.teria.l factor in the decision, 
lending between responsible parties becomes impraotica.ble. 

The other ooncern of the sponsors of the loan is to secure, 80 fa.r as ma.y 
be, that sums due shaJl be paid. If 1088 due to currency deprecia.tion fa.lla 
on the debtor, the chance of his default is inoreaaed and the importa.nce of 
security becomes grea.ter. Here again;however, the limitations of con
tractual provisions should be noted. No 'security' ,can do more than ' 
eecure that the debtor shaJl pa.y as much as he can. It ma.y oonfer prece
dence over other oreditors. It ma.y eljmjnate the chance of fraud. But it 
cannot gna.ra.ntee 801vency. 

The principal ca.usea of default are three-inaolvenoy, tra.nafer restric
tion, and unwillingneaa to pa.y. The first means that the debtor's resources 
are insufficient to meet the loan. This ma.y be due 'to incompetence, to an 
exceaaive burden of debt, or to unfavourable tra.de oonditions. The first 
two may be oured by reorg>mization with or without a acaJing down of 
debt; but nothing can be done about the third 80 long as these unfavour
able oonditions remain. Transfer restrictions are entirely an affair of the 
oentral government and affect aJl the debtora-in theory though not in 
praoti.-equ&lly. Unwillingneaa to pa.y, unacoompanied by either of the 
other two oausee, can be overocme by legal eoforcement of 'eeourity' 80 

fa.r M such stepa are poaaible. It is ma.teria.l to obeerve that unwillingneea 
to pa.y seldom ocours in isolation from the other two ca.uses of defanlt; and 
that 80vereign atetee are su~ect to legal prooeea only with their own 
oonaent both in their own and in other oonrta. 

It is well to oonaider the various kinds of eeourity in oonnexion with 
theea three causes of default, since eecurity is of no importance except in 
the event of default. Seourity uau&lly oonaista in the hypotheoetion of 
aaeeta or revenues or both; and the hypotheoetion ma.y be of ~ 
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degrees of efficacy according to the nature of the borrower, the nature of 
the assets, and the state of the law in the borrower's country. 

The security offered by sovereign states has certain peculiarities which 
need separate consideration. It usually consists in the so·caJled charging of 
certain revenues. This is in fact an undertaking by the government oon. 
oerned to ear·mark certain revenues for certain purposes. It is not a 
legally enforoeable undertaking; still less can representatives of the bor. 
rowers by any process of law collect such revenues for themselves. The 
s~te is sovereign and cannot irrevocably bind itself or lega.lly pledge its 
revenue· collecting powers. This fact is in practice of less importance than 
the fact that a sovereign state is a borrower different in kind from a private 
corporation. Its assets are negligible in relation to its revenues. Its 
revenues for the most part do not arise from its assets. Its revenues are 
elastic. It is difficult to know what they are and impossible to know what 
they might be. Its obligations are also elastic, and the order in which they 
are satisfied is determined by considerations different in kind from those 
which determine or compel the choice of an emba.rrassed private debtor. 
Nothing will prevent a government from raiding • pledged' revenues if its 
own domestic necessities are sufficiently imperious. The best security for 
the payment of a foreign loan consists in the continuance of sound finance 
and a reasonable degree of prosperity in the borrowing state. 

It would be ;wrong, however, to suggest that the security of such loans 
is unimportant. In the event of disaster it will probably have little effect 
in determining how much of the national revenue or of the national supply 

. of foreign exchange will be devoted to meeting externaJ debt obligations, 
but it may be of great importance in determining the treatment of the 
various loans inter 8e. 

Provisions which tend to avert default rather than to pronde for it may 
also be of vaJue to borrowers as well as lenders. Provisions limiting or 
imposing conditions on future borrowing are of this kind. It is seldom 
practicaJ to impose such limitations on sovereign states. 

, An intermediate case between public and private borrowings is afforded 
by loans ra.iBed by public institutions such as the Roumanjan Monopolies 
Institute. A separate corporation is created by law to collect a revenue, 
exploit' a monopoly, or admjnjat,er an asset. The corporation raises the 
loan with or without the guarantee of the government. It is subject to 
the law and its revenues can only be diverted from ,it by an exercise of 
the sovereign power of a more high.handed and definite character than is 
usu'8JJy involved in the diversion to other uses of revenues 'pledged' by a 
state but still administered by it. It is prohably impracticable for the 
lenders in case of default to • enforce their security' either by aelling it 
or by themselves administering it-but it is only in the rarest instances 
that such rights have any vaJue even where the borrower is a private 
corporation. The value of the security given by such an institution 
depends 1argely on the extent to which the oontinuance of such revenues 
is assured and the extent to which they are collected in foreign exchange. 
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Private corporations can mortgage their assets to secure foreign as well 
as private IO&nB. The leg&! rights which usually belong to a mortgage in 
the event of def&ult.-the power to sell, the power to lll&Il&ge, the power to 
foreoloB&-&re seldom of direct v&!ue to lenders. Things must be badindeed 
if the trustee for a body of bondholders can turn a commeroi&! undertaking. 
in a foreign country to better account th&n its own proprietors, and the sa.le 
of such an undertaking, even if & buyer can be found, has all the difficulties 
whioh attend aimil&r oper&tions at home, and in a greater degree. It is 
rare that· a puroh&ser for a large and unsuocessful undertaking can be 
found otherwise th&n in its own former proprietors. None the less, the 
mortg&ging of assets gives to the lenders a measure of negative control and 
& basis for effeotive intervention if def&ult should ooour. ,No such security, 
however, gives any proteotion age.inst phenomena such as bve dis
tinguished recent def!'oults, na.mely, oh&nges in the conditions of trade. 
which render whole industries unproductive and compel the debtor state 
to 'rI'tion' foreign exch&nge. 

An ex&min&tion of recent history suggests that debtors who e&rn their 
revenues in foreign exohange &re not only more appropri&te but &!so &&fer 
borrowers. Tbeir revenue being e&rned in foreign currency is protected 
from some of the effects of currency depreci&tion. Unless complete tr&ns. 
fer control is instituted they have their own resources for paying their 
foreign currency obligetions. And even if control is instituted, they &re 

f&vourably placed and their importance as 'devisen es.rning' members of 
the embarrassed state will oert&inly ore&te a nation&! interest in their pr0s
perity, even if this does not express itself in giving them, for the purpoee 
of meeting their foreign debts, an lJIldue share of the devisen which they 
e&rn. 

These advantages, however, though they m&y ma.ke such borrowers 
preferable to others still worse pl&oed, O&nnot ma.ke them desirable. If 
the risk of transfer restriction is su1Iiciently rea.! to need &&fegu&Tding, 
experience suggests that only two &&feguarda &re effeotive-the pledge of 
vitally important assets aitu&ted outside the debtor country and (to a 
lesser extent) the pledge of revenues e&rned outside the country from a 
vitally important aotivity. 

An exa.mple of the former is &fforded by a mortgage on ocean.going 
ships. Shipping services &re part of .. country's exports. No country is 
likely to suspend its own shipping services volunt&rily. No country caD 

do 80 without 8&Crificing their va.lue. Yet 80 long as these services are 
operated the ships are subject to seizure in every foreign port and unlike 
moat kinde of security are for the moat part sa.leehl&, if not profitably 
88leeble, for foreign ourrenoy. The 10&n8 of the Nord Deutsche IJoyd are 
unlikely to fall into default whilst the ships mortgaged to _ them ply 
to foreign ports. 

An example of the pledge of revenues is efforded by the Genna.n Potash 
Loan. Indeed, this loan, the first!&rge loan to Genna.ny after the inJIa,. 
tion, affords 80 good an example of the various problema dea.lt with in 

~ .. 
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this Appendix that it deserves somewhat deta.iled consideration. The 
new Reichsme.rk we.s regarded with distrust and the loan W88 made 
payable in either of two trustworthy gold currencie&-llterling and U.S. 
doJ.Ie.rs.-:..e.t a fixed rate o£exchange. The bondholder might choose which. 
ever he pleased. He we.s secured by an enormous mortgage registered upon 
every potash mine in Germany. Finally, the debtor undertook that his 
foreign receipts should pass through a foreign bank, whioh W88 authorized 
to take the monthly service from this constantly running stree.m before it 
reached the debtor. 

The lenders' foresight we.s not wholly justified by events. They at
tempted to secure themselves e.ge.inst the poBBibility that the Reichsme.rk 
would depreciate; in fact, they have protected themselves agaiDst the 
measures used to keep German currenoy over.valued. The bondholders, 
if they were treated like other German bondholders, would be receiving 
4 per oent. or 3 per oent. Funding Bonde instee.d of cash by way of in· 

, terest; and their mortgage would be useless, sinoe they would be unable 
to enforce it, or to do anything with the mortgaged properties even if they 
could enforce their rights. Yet, in fact, this loan is still fully servioed. 
Though most of the German government's own oblig&tions are in default, 
the Potash Syndice.te still pays its 7 per oent. bece.use the framers of the 
loe.n, secured it on the one 88B8t whose va.Iue could not wholly depreciate: 
the proceeds of a world.wide trade in an essentiaJ commodity. 

One touoh of irony completes the picture; the servioe of the Potash Loan 
has been threatened from an'unexpected quarter,namely, bytbeunIooked. 
for intervention of the governments of oertain countries who, by establish. 
ing olee.riugs with Germany, seize potash proceeds to pay German debts 
to their own D&tionaJs, and thus break down the private clearing.in. 
embryo established by the parties to the loan ten years before. 

A pe.re.lle1 ce.se is furnished by the Union Company of Oslo, the Ie.rgest 
produoer of newsprint and mechanicaJ pulp in Norway, which in August 
1934 pIe.oed privately in London £1,150,000 51 per oent. First Mortgage 
Debenturell., According to The Timu,' the debentures are secured by a 
first charge on the proceeds of the company's exports, the buyers of the 
company's products receiving irrevoce.ble instructions to pay to a bank 
in London the entire proceeds of the exports, and the bank retaining in 
sterling out of the proceeds in every month one-twelfth of the amount 
required for the debenture servioe. 

The 'security' offered by e.rrangem.ents such 88 this is inferior to that 
provided by the pledgs of assets which are situated or which, like shipe, 
sometimes go abroad, in that security of the Ie.tter cIe.aa ce.nnot be im. 
paired by any &ot of the debtor or his government. Where commodities 
or the proceeds of aaJe &rising from them are earmarked for creditors, the 
debtors' government can insist upon such 888ete being sold or their pr0-
ceeds being remitted through other channels, and in eerte.in _ this 
has taken pIe.oe. Experienoe IM(8IIl8 to show, however, that the task of 

1 16th A..,.. 1936.. 
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upsetting such arrangements is harder, more invidious, and less 81'fe than 
tha.t involved in setting aside the more imposing securities offered by 
governments themselves. 

Fixed-interest-bearing securities give no latitude to the borrow;er in 
times of depression, and it would undoubtedly increase the aa.fety factor 
in international investment if more of this investment could take the 
form of investment in 'equities'. 

Foreign commercial undertakings can, of ililurse, ma.ke share issues •. 
'Even if the foreign borrower is a commercial underta.king, however, 
share issues are less well received than issues made by domestio commer
cial borrowers of simUar standing owing to the difficulty of oontrol and the 
additlonal risks which foreign borrowing involves. For government bor
rowers, any issue on an equity basis is impracticable. Theoretioally, it is 
oonceivable that service payments on an issue might be varied accord
ing to some index of the internal and external prosperity of the country 
concerned, but any such indices are at present far too inexact to be used 
for such a purpose, nor would it be possible to set ilp adequate machinery 
for determining questione of doubt. The experience of the Reparatione 
Commission in determining Germany's 'ability to pay' provided a use
ful but not very encouraging example of what can and cannot be done in 
this direction. 

Public utilities managing specified undertakings such &8 docks have, 
however, a more exaot and reliable index of their prosperity and might 
issue obligatione carrying variable rights. A more serious practioaI objec
tion to any such scheme is that it would probably not appeal to the inves
tor. The possibility of an automatic reduction in interest or sinkjng fund 
would depress the value of the bond and the value of the security, and its 
rights in times of prosperity would have to be very heavily weighted in its 
favour in order to counter-balance this disadvantage. However desirable 
it might be in the interests of the world at Iarga that some machjnery 
should be provided for the automatio adjustment of debt burdane in times 
of international depression, there is little doubt tha.t individual borrowers 
will raise their money more cheaply by issuing obligatione with fixed rights 

. in accordance with their present practice. 
The extent to which investors are willing that the fruits of their invest

ment should vary with the prosperity of the undertaking concerned is 
proportionate to the investor'. knowledge of and interest in that undertak
ing and to the extent. to which he is able and willing to participate in its 
control. It would appear, therefore, to be inevitable that the field of 
foreign equity investment should be principally confined to those direct 
investments which are referred to elsewhere in this book or to apeouIation 
in foreign equities through the medium of the Stock Exchange when cir
oumatanoea ma.ke such action _ attractive either because of a hope 
of market appreciation or a fear of domestio currency depreciation . 

.. a2 



APPENDIX III 

BRITISH OVERSEAS INVESTMENT IN 1928 AND ITS SUB. 
SEQUENT HISTORY 

Tm: object of this Appendix is to analyse the new capital issues for over. 
_ seas borrowers in London in 1928, and to trace their subsequent history 

down to the beginning of 1935. Investment, even investment overseas, 
is of many different kinds and encounters many different fates, and the 
experience of even one typical and active post-war year should be of 
significance. 

The method adopted has been to go through the weekly list of 'New 
Issues' in the EC01I(YTTIul and to collect together all issues by governments, 
public bodies and business concerns in overseas countries and by all 
British companies (except investment trusts) whose main income appears 
to be derived from operations abroad. This list covers only new issues 
offered to the public or to shareholders; thus it excludes refunding opera
tions and issues placed privately. Investment trusts are excluded in order 
to prevent reduplication. The resulting total does not include all new 
overseas investment during the year; but it does cover the larger and 
more important part of it. . 

The issues have been analysed and arranged in groups on the basis of the 
classifications in the Stock Exchange Official Intelligence. Each issue has 

0laas1lB of 0ver8t411 InlJllBlmenl, 1928 .. 

0,.," oub,oribetl 

P",_. 
£miIUonII ollotal 

. Puhlic loans" · · · · 70·3 62 
Utilities and ...triciea" · · · 13·9 12 
Commodities" · · · · 18·2 16 
General'enterprise" · · · 11-4 10 

TOTAL lI3·' 100 

• Empire and foreign governments and corporations. 
" Banking, tranaport, electricity, gas, water . 
• Mining, oil, rubber, tea, and collee. 
• Commercial, industrial, land, miscellaneous. 

been revalued in terms of #Ie prices ruling at the beginning of January 
1935. If the issues were those of governmental bodies and of large con· 
cerns, and had maintained their identity, this has proved a simple matter. 
If a concern had been reconstructed, the value taken has been that of the 
'successor' securi1lies corresponding to the original issue. If loan capital 
was repaid in cash before January 1935, the value of the issue has been 
taken as the amount of the cash payment. If a company had been wound 
up, anything recovered by the holders of the issue has been credited under 
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'value' ; if there is no evidenoe in the Stock Exchange IntelJigenoe of any. 
thing having been recovered the value of the iseue hae been taken sa 'nil'. 
Isa'!es that are not quoted in either of the Stock Exchange Liste have been 
given an estimated value baaed on the reoord and latest dividends (if any) 
of the oompany-not a very satisfactory method, but the only one which 
enables us to fill in the details of the picture without an nnreasonable 
expenditure of time and effort. 

The investmente whose history we have to fonow may be classified under 
four main heads, sa in the table on the previous page. This total includes 
all the iseues which fall within the definition given above.' 

Th" next stage must be to analyse each category of lending in detail, 
and at the same time to show the position reached at the beginning of 
1935. 

Public LoaM. 
The position in regard to loans to governments and public authorities 

overseas may be set out sa fonows: 

Public LoaM, 19Z8 

Value Value ... 
No. of No. 01 J4ft. pttr_. 
iI_ iI ..... 

N """"'" 
0 ... ,. 1936 0/ .... ,. 

(i '0001 
Empire governments 10 11 41,840 40,223 47,728 119 
Empire corporatioaa • 8 8 6,689 6,628 7,602 118 

Total Empire . 18 19 48,622 46,761 65,330 118 

Foftlign governments 8 11 20,624 19,234 6,980 31 
Foreign oorporatioaa • 4 4,676 4,332 1,637 36 

Total foftlign . 111 111 26,199 23,666 7,618 32 

TO"AL 28 34 73,721 70,317 62,848 89 

More than half the borrowinge of Empire governments ware destined 
for Australia and New Zea.\a.nd; of the reet, the most subetantial item is a 
loan to the Government of India; the remainder was divided between 
Keny., Southern Rhodesia, Tanganyika, Newfoundland, and FijL All 
the loans had appreciated by January 1935, tha.nks to the fall in gilt-edged 
.... tes and to the inlproved position of prinlary producers. All the borrow. 
ings by Empire oorporations ware by cities in Australia and New Zea.\a.nd, 
with the eolitary exoeption of a loan (oaah subecribed £1,261,668) floated 
on behalf of the City of Eaat London, and the market value of th_ had 
aJao risen. Perhape it is not alway. realised that 0\'W a quarter of the 

• The only exoeptioaa .... an iBaue by the city of Dublin (cash subeoribed, 
£768.000), and three minor company iaauee whoee origiaa and hia1iory .... 
oheoun. 
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British capital sent overseas in 1928 was borrowed by public authorities 
in Australia and New Zealand, which together have only a little vver 
seven million inhabitants, and that in 1928 alone new borrowings amounted 
to approximately £4 per head. When one considers the fall in the prioes of 
wheat and wool during the depression, the efforts of these two countries in 
the faoe ,of economic crisis represent a remarkable achievement. 

But the story is a less hippy one when we come to loans to foreign coun
tries. A third of the borrowings by foreign governments went to the 
Brazilian States, another third to Greeoe, and the remainder was divided 
between Chile, Peru, Bulgaria and the Free State of Hamburg. One 

, Brazilian and three German borrowers account for the item 'foreign 
corporationB'. Government and corporation loans alike had depreciated 
to one-third of their original cost by January 1935; foreign corporations 
loans had fallen Blightly less thru;t those of governments only because one 
of the three German borrowers happened to be Saarbriioken.' 

Utilitiu and SertJice8. 
The position under this head is as follows: 

181fUe8 on Behalf of Utilitiu and SertJice8 Ovef'aea8, 1928 

VahH VahHM 
No.ol, No.ol Jtm. 'P"'....,. 

ilBUBr' t.sSU611 ND'IIK1IcJ 0"," 1936 01_" 

'3,183 
(£'000) 

Banks · . 6 6 4,181 2,412 118 
Electricity · . 6 7 6,520 6,095 4,610 76 
Oth"",,· _ · 5 6 3,671 3,669 1,557 42 

TOTAL 16 17 13,374 13,945 8,679 62 

• 3 railway, 1 gaB, 1 waterworks. 

As regards banks, two AUBtralian banks offered ordinary shares which 
had depreciBted Blightly by January 1935; a South African bank offered 
ordinary shares which had appreciated by BOme 50 per oent., a London 
banking institution established to do business on the continent offered 
ordinary shares which had lost two-thirds of their value, and a Brazilian 
bank offered sterling bonds which had lost four-fifths of their value. This, 
is very Bimilar to the history of the public loans discuseed above. 

The history of the electrio lighting and power conoerna is at first Bight 
.. little more pleasant. But nearly half the cash subBoribed was in the 
form of two debenture issues of .. Hungarian conoern; one issue is guaran
teed under the Trade Facilities Act; its prioe in January 1935 was 107 ; the 
other is not; its }lioe was 26, so that the Trade Facilities Act is to some 
extent responsible for the apparent success of this category. Other bond 
and debenture issues were those of .. German conoern (heavily depreciated), 

, Which was otiIl under League control in J;"'uary 1935. 
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'a Canadian concern (appreciated), a Belgian concern (doubled in value, a 
remarkable achievement for a fixed interest issue, but the fall in interest 
rates and a gold clause made it p088ible), and a Japanese concern (slightly 
depreciated). The only issue of sha.res (Indian) was a smaIl one, but it had 
trebled in value. 

The third category is an omnibus item; the two large ra.ilwa.ys were 
Argentine and the waterworks Bra.zilian. Only one smallish issue (gas, 
oonnected with AustraIia.) had maintained its value. 

Most of the losses on 'public loans' &Ild 'utilities &Ild services' can be 
traced to South America. &Ild Central &Ild Eastern Europe. 

Oommodiliu. 
, The position is as follows: 

188'UU Irw Oommoduy Production Ovtf'8ea8, 1928 

Value Value,,,, 
No. of No. of J ..... "., . ...,. 

Mauer • ....... NomWaI 0..,1 1936 of .... ll 

Tin mining · · 19 20 
(£'000) 

2,648 3,634 1,757 48 
Gold mining · · 7 7 1,100 1,907 3,186 167 
Copper mining · 4 4 1,050' 1,087 1,470 135 
Other mining · 8 9 2,686 3,086 2,828 92 

Tots! mining · 38 40 7,484 9,708 8,241 95 

Oil • . · · 4 4 5,843 5,623 4,2" 75 
Rubber . . · 10 11 1,881 2,665 1,708 64 
Tea and ooftee • · 7 8 145 262 207 ' 82 

Tots!, other oom· 
moditieo · 21 23 7,669 8,640 6,159 72 

TOTAL 59 63 15,063 18,249 16,400 84 

Gold.mining oaIIa for no comment; the copper issues were ma.inIy lI8II0-' 

oiated with developments in Rhodesia. The oil figures are Blightly decep
tive as they include a £4 millions debenture issue by one concern, 'whioh 
was repaid in 1934. 'Tea and coffee' '!Jere relatively sucC688ful. 

But the most interesting figures are those dealing with the MaIa.y&ll pro
duct&-:-tin and rubber. The prices of these moved as follows: 

Ti ... BtIbb<or, 
8IndarcI ...... PIooUaIiot& .1IeeI, 

£".,- flM"" "., lb. 
19211 • · 961", 84* 
1928 • · 203* 101 
1930 • · 142. 5*. 
1931 • · 1I8l 8l 
1939 • · 136", 2* 
1938 • · 194* 8. 
1934 • · 1130 6* 
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Thus, tin, after a heavy fall, rose to above the 1929 level, in 1934; 

whereas rubber, though it had risen from the depths of 1932, still remained 
very low judged by pre-depression figures. But investment in rubber has 
been successful compared with investment in tin, and both were better 
than investment in South American and Central European bonds. On the 
whole, investment in commodity production proved satisfactory, even 
if ~owance is made for the fact that the figures are distorted by the 
enhanced profitability of gold mining. 

Certainly investment in commodities was more successful, as we shall see, 
than investment in many types of commercial and industrial activity. 
In this connexion, the various restriction schemes must not be forgotten, 
and it is worth mentioning that tin, rubber, and tea issues for the most 
part were small issues to shareholders only. 

Gene1'OJ Enttspriae. 
The position may be set out as follows: 

188'1U8 for General Ente1'priae o-Sea8, 1928 

Valuo Valuo", 
No. of J!!o. oj Jan. 'PtIf'unI. 
iBI1Hf'8 ....... N 0'IJIMr,al OM" 1936 of .... " 

Financial trusts,land. £'000 
property · 8 a 2,513 2,645 1,269 48 

Commercial and in-
dustrial · 18 26 6,002 6,137 4,197 68 

'Foreign rights' · 17 20 2,675 2,695 60 2 

TOTAL 43 60 10,190 11,377 5,526 49 

A word of explanation is needed concerning this category, which includes 
many different sorts of issues. 'FinanciaJ. trusts, land, and property' 
covers all the companies under that head in the·Official Intelligence, and 
the classification has been strictly adhered to, but it must be remembered 
that the border-line between mining or tea or rubber production, on the 
one hand, and the possession of estates in tropical countries, on the other, 
m&y be ra.ther an arbitrary one, so Itlat this item is not as clearly defined &8 

.some of the others. The other two items consist of concerns classified 
under the Intelligence heading' Commercial and Indnstria.l' ,I but they have 
been divided into two in order to isolate companies formed to exploit cer
tain patents, &c., overseas; the reasons for this will be explained below. 
It must be added that the process of revalning the issues in this category 
is far more a m&tter of guesswork 'than in the other categories; COI1llll

quently the figures must be taken as very approximate. 
The figures for 'financial trusts, land, and property' are somewhat 

deceptive •. If the capital ra.ised by one unfortunate concern interested in 

1 And also two CODC8I'IlI, one ollicially cIaasilIed under' Breweries and Die
tilleries' and the other under • Iron, Coal, Steel', which fit in most appropriately 
here. 
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timber trading in Germany were excluded, the figure in the last oolumn 
would be raised from 48 to 75 per cent. The remaining concerns were 
mainly property.owning compa.nies. The properties varied considerably 
in cha.raoter: they included mining righte over certain _;plantations, 
and urban real estate. No generaJizations can be applied to the category 
as a whole. 

'Commercial and industrial' is an even more indeterminate category. 
The more normal concerns (those- formed to -exploit 'foreign rights' of 
British gramophone compa.nies, &0., are treated separately) had, as a class, 
depreciated by about one third (or perhaps even more) by Janua.ry 1935. 
They were of the most diverse character. Compa.nies interested in wood
pulp were unfortunate, as were also a number of ooncerns of rather a 
speculative kind. The older, established compa.nies showed better results. 
Conditions in Germany, Central Europe, and South America do not eeem 
to have been an important cause of the fall in value of these issues. 

Of the twenty issues by compa.nies formed to exploit 'foreign rights', 
ten represented foreign rights in gramophoI\es, four foreign rights in snap
shot photography, and the remainder include Ner.Sag (Overseas), Blue 
Bird Petrol (Foreign), and Continental Waste Food Produots. The careers 
of these conoern&-though in~ irreleva.nt here. Almost all 
of them have been liquidated. It must be pointed out, however, that their 
• value' in 1935 may have been understated, as no serious attempt has been 
made to dieoover what, if anything, shareholders reosived when the con
cerns were wound up. But even if liberal allowance is made for this possi
bility, the story is unfortunately only too clear, and the principal cause of 
this sad result was certainly the condition of the London new issue market 
in 1928. 

The only question which really i.rises is whether we are entitled to in
clude such concerns under' overseas investment'. It is doubtful, of conroe, 
how far any subetantial proportion of the capital raised ever found its 
way overseas; most of it probably went straight to the parent companies. 
On the other hand, aooording to the strict letter of their prospectuses, the 
intention of the promoters of theee concerns is clear and unambiguous, and 
we are hardly entitled to oount thesa concerns as 'home investment' on 
the ground that subeequent history leade us to suspect that only a emall 
part of this capital did ultimately find its way abroad. One must oaJ1 
them 'overseas investment', and very unfortunate overseas investment 
at that. 

COIIdtlrioM. 
To draw the picture together, we may 81lIDIIl&rize the foregoing tables. 

The story of British overseas lending in 1928 may be roughly de
mbed in a few eentenoes &8 follows. Twoofift.hs of the total went to state 
and looaJ authorities in Australia. and New Zes.land, and other parts of the 
Empire, and proved uNWlingly suooesaful. Another fifth went to anthori-. 
ties in South America and in Central and Eastern Europe-with most 
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unfortunate results. Rather less than a fifth went to companies produoing 
oommodities-to Malaya, for the production of rubber, tin, and tea; to 
Rhodesia, for the production of copper; to Africa and Australia, for the 
production of gold; to Burma and South America, for the production of oil. 
These investments have varied. a good deal in character, but considering 
the nature of the economic depression, cannot be considered unsatisfaotory. 
Finally, the balance is made up by investment in utilities and services 
(which, in general, were .successful or not acoording to their geographical 
situation) in property-owning companies and. in general enterprise, which 
on the whole was moderately fortunate although some of it was very bad 
indeed. . 

Summary: Briti8h OvflTsea& Lending, 1928 

V..w. v..w. ... 
No. of 1(0.0) Jim. 1'",-, 
wuer • ....... NtnrWnal 008/0 1935 of "",/0 

III miUitmI 
Publio loaus 28 34_ 73·7 70·3 62·8 89 
Utilities and services • 16 17 13·4 13·9 8-6 62 
Commodities . 59 63 16-1 18·2 . 15·4 84 
General enterprise . 43 60 10·2 11-4 5·5 49 

T9rAL 146 174 112·4 113·9 92·3 81 
. 

When we examine the details, it is clear that the fortunes of the neW 
issues made in 1928 varied greatly. The most unsuccessful were those on 
behalf of borrowers in Latin America and Central and Eastern Europe. 
Smaller in amount, but equally unfortunate, were those dubious issues by 
firms which desired to exploit' foreign rights'. The proof of this generaliza
tion is simple. Eliminate from the total of new issues all loans to foreign 
governments and municipalities, all.ntilities and services situated in South 
America or Central and Eastern Europe, and all concerns in the 'foreign 
rights' category. The result is: 

, 'Cash subsoribed (£'000) 79,588 
Value Jan. 1935 (£'000) 81,132 
Value as per cent. of cash 102 

The last figure would be 81 per cent. if all overseas investment were in· 
cluded. The favourable result is due in the main to the rise in valne of 
Empire government and corporation securities; nevertheless, when we 
bear in mind the economic history of the world in the years since 1928, the 
resulting picture is a satisfactory one. 

Even in cases in which losses have been heavy, extenuating circum. 
stances may be urged. The Greek and Bulgarian loans, for example, were 
reconstruction loans Boated under the auspices of the League of Nations, 
and they did serve their purpose, which was to reconstruct oountries 

. suffering from the war. The problem of reconetruction lending may have 
been faced wrongly-but it had to be faced. British investors may have 
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lent too much 00 Germany and probably did 00 Brazil; but Brazil with her 
enormous natural resources and Germany with her enormous technioal 
resources must both have· appeared 00 be countries 00 whom it would 
not be unreasonable 00 lend, and no unbiased judge would suggest that 
either o( those countries is entirely responsible for its own difficulties. 

But the complete collapse of the ocncerne classified under 'foreign 
rights '-&Ild the none too prosperous fortunes of the 'commercia1 and 
industrial' concerns generaJly-oa.nnot be treated so lightly, even though 
the sums involved are much smaJler. After aJl, the world probably enjoys 
an excess and not a defioienoy of ocmmodity production,1 .and-iln /J priori 
grounds at least-one would expeot the most profitable new developments 
00 lie in the direotion of popular luxuries such as gramophone records and 
the rest. It is easy 00 djllllliss the invesOOr who put his money inOO snapshot 
machines as a fool who got what he deserved-but his instinot was right. 
The world was likely 00 want more snapshot maohines and gramophones 
rather than more rubber or tin-&lld yet rubber and tin have proved muoh 
the more suocessful investment. The only conolusion that can be fairly 
drawn is that the machinery for finanoing new inventions was defioient, 
while that for finanoing new mines or new plantations was not. By now it 
has probably improved-&lld in any case, as far as 'foreign rights' are 
concerned, the defeot is one of home investment machinery alone, and 
had nothing 00 do with overseas operations. It may be added that 1928 
was an exceptional year in regard 00 both the number and quality of issues 
of this sort. 

What oonolusions can we draw! They are prosaio ~lnes. British overseas 
investment in 1928 was not as unfortunate as some of the more extreme 
peaaiJbiats would have us believe. Some of the losses were a seocndary 
reault of the war; others of too optimistio estimates of the pace at which 
a oountry rich in natural resouroea (Brazil) oould develop itself. The 
failures under the head 'oommeroia1 and industrial' are acoounted for 
1argely by a boom in which oompany promoters appealed 00 the imagina
tive instinot of the publio, an instinot as old as the South Sea Bubble. 

1 'Tile B....-id of 30th November, 1929, told me in three suocesaive 
paragraphs that there _ too much tiD in the world, too much tee, and too 
much oU; and of oouree I Ime .. ~ that there _ too much ooa1, too much 
rubber, and too m&n7 shipe.' (D. H. Robenaon in TAe l~ GoI4 
Problno, p. 113.) 
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