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PREFACE

Tee World War and its aftermath have given the problems of
international trade and finance a greater importance in the
United States than they have enjoyed since the middle of the
last century. The urgent needs of the war itself, and the al-
most equally urgent needs of the first phase of reconstruction,
created an enormous foreign demand for the products of
American farms and factories. The total inadequacy of the
world’s mercantile marine similarly led to a dramatic boom
in American shipping. Finally, the collapse of European
commerce enabled the United States to secure for a time an
unequalled place in the world markets. In the last three or
four years, however, the tide has begun to set the other way.
The recovery of Europe is steadily increasing the severity
of the competition that American producers encounter
abroad, the shipping boom disappeared almost over night,
and the future of our foreign trade does not seem as glowing
as it did in 1919. On the other hand, the United States, for
almost a century a heavy borrower from the older countries,
has now become Europe’s investment banker. Such marked
changes in the world’s commercial and financial situation
have inevitably drawn an increasing amount of general at-
tention to international exchange, and to the conditions that
govern its terms.

The present study is directed to one aspect of these condi-
tions. It reviews the history of the doctrines and investiga-
tions dealing with international price relationships, in various
European countries and in the United States, and then seeks
to combine the conclusions reached into a general theory of
international prices themselves. The study was conducted
under the direction of Professors F. W. Taussig and Allyn
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A. Young, of Harvard University. It was originally under-
taken at the suggestion of Professor Taussig, but later
seemed to fali particularly within the province of Professor
Young, to whom I am indebted for detailed suggestions and
criticisms at every point. To both Professor Taussig and
Professor Young I acknowledge the profound and happy
obligation which springs from the cherished relations of stu-
dent to teacher.

I am also indebted for assistance of various sorts to Pro-
fessors Charles Rist and Bertrand Nogaro, of the University
of Paris, and to Professor F. Sauvaire-Jourdain, of the Uni-
versity of Aix-en-Provence; to Professors Luigi Einaudi and
Pascale Jannacone, of the Royal University of Turin; to Pro-
fessor Joseph Redlich, of the University of Vienna, and to Dr.
Ludwig von Mises, of the Vienna Chamber of Commerce and
Industry. The charts and diagrams were drawn by Mrs.
Alice F. Stryker.

My wife has given me the benefit of her criticisms on many
debated questions, and has read the proofs.

Javes W. ANGELL

New Yorx Ciry
November a3, 1p25
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APPENDIX A

THE BANX RESTRICTION PERIOD IN ENGLAND, 1797-18a1

7. Recent studies of the Bank Restriction period in English finan-
cial history, especially these of Professor Silberling, have made it pos-
sible to form a much more complete picture than before of the essential
facts in the situation.! These facts, in so far as they are relevant to the
problems involved in the theory of international prices, are presented
in the tables and charts that follow. They cast new light on the doc-
trines that were advanced in the course of the Bullion Controversy,
and make necessary a considerable revision of the older view of their
merits,

The principal conclusions to which the new facts lead may well be
presented in advance of the somewhat laborious data themselves. The
reasoning on which these conclusions rest will then be explained in
more detail by an examination of certain selected groups of facts,
brought together in the form of a series of charts and zccompanying
notes. Finally, the basic data themselves are given in tables at the
end of this Appendix. The conclusions are as follows:

First, the course of the foreign exchanges, and of the premium on
silver, were intimately governed by the balance of international pay-
ments, but — directly at least — by little else, The dominant factor
in the exchange market was the imperative need of the British govern-
ment for making continued remittances to the Continent: remittances
to support the British armies, for direct or indirect subsidies to other
countries allied against France, and for all the other expenditures in-
volved in carrying on a war abroad. To this constant pressure was also
added the occasional strain of abnormal grain imports, in times of har-
vest dearth at home. The close relationship between these extra~
ordinary and primarily military remittances, the exchanges, and the
specie premium is indicated in Chart VIIL2 The inperse relationship

i M. . Silbezling, Financicl and Monetary Policy of Greai Briloin during the
Nagpoleonic Wars (38 Quarierly Journol of Economics, February and May, 1924);
British Prices and Business Cycles, 177¢—1850 (Review of Economic Siatisiics, Octo-
ber, 1033, Supplement). On the development of contemporary cpinion, see ch. iii,
above.

t Also see Chart XITI, for a study of the causal connection between the remit.
tances and the exchanges,
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between the remittances and the reserves of the Bank of England —
the latter showing 2 distinct lag — is indicated in Chart IX. England
made every effort to keep up her foreign exchanges by exporting specie,
and the specie, directly or indirectly, was Iargely taken from the Bank,

Second, there was a very general and loose relationship between the
premium and the exchanges on the one hand, and the course of general
prices on the other. But the relationship is far too uncertain to permit
the assertion that either set of changes caused the other set, or to per-
mit of their being attributed directly to a common cause. This is shown
in Chart X. So far as there was any common cause at all, it is to be
found in the exigencies of government war-time finance. To anticipate
somewhat, the government’s need for means of making foreign remit-
tances led to exchange depreciation; and its need for domestic funds
contributed, through the advances made by the Bank, to currency
inflation and to the rise in domestic prices. But between the foreign
exchanges and domestic inflation, between internal and external “de-
preciation,” there was no direct short-time connection at all. ‘The gen-
eral fact that the exchanges actually were depreciated, and stayed so
for over twenty years, is of course in part explainable by the existence
of inflation. But all of the critical fuctustions in the exchanges zare
traceable to the balance of payments, not to changes in the quantity of
money.

The recently resurrected purchasing-power-parity doctrine hence
cannot explain the situation, at least so far as the fuctuations in Eng-
lish prices are concerned (data on Continental prices are not obtain-
able). Nor can the opposed doctrine, which proceeds from the balance
of payments and the exchanges o internal prices, and the volume of
currency, be convincingly applied.

Third, the most probable explanation of the actual fluctuations in
Prices turns on the fluctuations in the volume of domestic currency and
credit. To 1806-1807, the explanation is difficult to make, because of
the lack of statistics. The only data obtainable, those for the Bank of
England, can at best be made to account for a third of the rise. Weare
compelled to fall back on general inferences as to the character of the
missing elements. Of these the uncontrolied inflation of country note
issues and credits seems, on the basis of the known dats of later years,
to be in all probability the most important. The price peak of 1801,
however, was due to agricultural dearth rather than to strictly mone-
tary conditions. After 1806, the explanation is simpler, if the calcula-
tions here presented are correct, and if the interpretation placed upon



APPENDIX A 479

them is justified. The fluctuations in prices correspond, on the whole
very closely, to the deviations of the combined country and Bank of
England note circulations as measured from an estimated norm of
growth, The corresponding data, original and computed, are set forth
in Charts XTI and XII respectively.

Fourth, the principal causes of the increase in the note circulation
itself were two-fold: the action of the counfry banks, and the needs of
the government. The innumerable and weed-like country banks were
virtually free from any sort of control, either by governmental exami-
nation or by an effective requirement of convertibility, even into Bank
of England notes. The consequence was extravagant expansion just
before and during prosperity, and ruinous contraction before and dur-
ing crises. The numerically larger part of the banking system had thus
become essentially speculative. The other source of increase was the
action of the government, which was constantly in need of domestic
funds to supply the domestic needs of war. These funds, directly or in-
directly, it obtained very largely from the Bank; and the Bank, com-
pelled to grant larger and larger credits in the face of all its sound mis-
givings, became the apparent agent of inflation. Yet there is little
evidence that the Bank inflated private credit. Rather, its private ad-
vances were kept moderate in times of rising prices, and expanded
when prices fell. As far asits own deliberate and intended policy went,
it should be exonerated from virtually all blame.

Fifth, these last conclusions place the Bullionist writers, and espe-
cially the authors of the Bullion Report, in & new light. Far from being
the inspired expounders of sound monetary analysis and policy, they
were at least two thirds wrong, and probably more — some from
pecuniary interest, the majority from simple ignorance of the facts,
The “high price of bullion™ had no direct connection at all with the
operations of the Bank. The high price of things in general — inflation
—was due to the policies of government financiers (uncriticized by the
Bullionists), and to the exonerated country banks. Inflation, though
unavoidable in any event, was greatly and needlessly exaggerated by
the country banks. And it tock place not because of, but in spite of,
the voluntary operations of the Bank of England. The Bank alone re-
mained the refuge of sound policy. At least one writer has well re-
marked that, had the recommendations of the Bullion Committee been
put into effect, there would probably be mo British Empire to-day.

Contraction, by paralyzing government financing, would have lost the
war.
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Finally, there remains the question of why the exchanges returned
to a substantial parity after 1816, and why prices fell to a permanently
lower level. Itisnot easy to answer this question in quantitative terms.
The return of the exchanges was in the first instance due to the re-
moval of the chief disturbing cause, abnormal governmental payments
abroad. (See Chart VIIL) Ultimately, however, the psychological
effect of the stabilization of British finances must have exerted a strong
influence. The fall of prices was similarly related in part to the finan-
cial situation of the government, but alsc to the general condition of
private credit. Thatis, prices were a divect function of the ciurrent vol-
ume of credit as a whole, both private and governmental. The reduc-
tion and ultimate cessation of the pressure of government borrowing,
especially short-time, and the gradual correction of the inflationary
tendencies of the country banks, combined to bring about the reduction
of prices to a very much lower level after 1814. Thisis shown clearly in
Chart XI1.

2. The conclusions just presented are based on the character of the
relationships that exist between various measurable factors in the
situation. These relationships it is now proposed to examine in more
detail, by graphic methods. No statistical refinements, however, will
be attempted. So far as the data available permit such refinements at
all, they have in large part been made already in those studies by Pro-
fessor Silberling which have been referred to above.

1. ExTRAorRDINARY FOREIGN PAYMENTS, THE EXCHANGES, AND THE
Sver PrEMIOM

These data are presented in Chart VIII. The curves are plotted
from columns z, 2, and 3 of the Statistical Tables, The foreign ex-
change quotations are those on Hamburg. The Paris quotations are
substantially the same in their movements (except r804-180§, and
18151816}, but they are less complete and less sensitive,

The coincidence of these curves in the general direction of their
movement is on the whole very ¢lose. The only important discrepancy
is that between the peaks of r811 and 1813. It is in general close
encugh to suggest very strongly a causal relationship, from the volume
of foreign payments fo the silver premium and the exchanges. To 1803
the exchanges followed the payments more closely than did the pre-
mium, This was presumably due to an actual scarcity of metallic cur-
rency in England, which forced the premium up independently of the
situation of the exchange market: coins were drawn from circulation
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by exportation, and to some extent by hoarding. Thereafter the pre-
mium followed the payments as closely as did the exchanges. The rela-
tively high level of both exchanges and premium in 1811-1812 — with
the exchanges showing a characteristic tendency to anticipate and
exaggerate the movements of the payments — was due to the adverse
trade balance with Northern Europe, caused largely by the blockade
measures. {See N. J. Silberling, “ Financial and Monetary Policy,” loc.
cil., pp. 231—233.) The difference in the apparent levels of the ex-
changes and the volume of extraordinary payments is due, not only to
the obvious explanation of a difference in the scales and methods of
measurement, but to the fact that complete data on the volume of pay-
ments are lacking, The apparently excessive depreciation of the ex-
changes from 1808 to 1816 (that is, beyond what the volume of extra-
ordinary payments seem to justify) was probably due — speculation
apart — to a falling off in the total of efher remittances payable abroad:
the government remiftances became relatively more important in the
total of the payment operations. On this see Chart XI11.

It will be remembered that the quotation on gold, when obtainable,
moved closely with that on silver. {See column 20, and note.)

Finally, it is evident that the removal of the pressure for governmen-
tal remittances was directly responsible, in the first instance at least,
for the return of the exchanges to substantial parity after 1816.

II. Extraorpmary ForeIGN PAYMENTS aND BANEK OF
ExncLanND RESERVES

The data aze presented in Chart IX. The curves are plotted from
columns 1 and 6 of the Statistical Tables.

The relationship of the curves is clear. Each increase in the volume
of extraordinary remittances led to a subsequent decline in the Bank’s
reserves, while every slackening of the pressure allowed them to be
built up again. This shows tonclusively the source from which Eng-
land's war-time payments to the Continent were as far as possible
taken. England was making every effort to pay her way abroad, and
to keep up the exchanges by using specie directly, thus decreasing the
pressure for drafts on London. (See N. J. Silberling, “Financial and
Monetary Policy,” loc. ¢if., pp. 231—233.) The lag of fluctuations in the
reserves behind fuctuations in the volume of payments, which appears
to run as high as a year or more, would be much diminished had it been
feasible to present the guarferly figures for reserves. In part, also, it is
probably accounted for by the delay in the transmission of efiects
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from the exchange market to the money market and the Back, By
no means all of the payments, even on government account, were
drawn directly from the Bank’s reserves.

IOT, Prices, EXCHANGE RATES, AND TEE PrEMIUM
oN SILVER

The data are presented in Chart X. The curves are plotted from
columns 2, 3, and 1 of the Statistical Tables.

These carves show that there was a general and rather Ioose rela-
tionship between the major movements of the exchanges and the silver
premium, on the one hand, and the course of general prices on the
other. But the coincidence is not very close, and is especially doubtful
for the critical years 1810-1815. It cannot be claimed, by the adher-
ents of the purchasing-power-parity doctrine, that the rise in prices
altogether accounts for the depreciztion of the exchanges. (At least,
in so far as British prices are an index: data on Continental price
movements are missing.) Nor can the adherents of the opposite view
claim that the depreciation of the exchanges entirely explains the rise
in prices. There is undoubtedly a general coincidence of movements.
But it is not close enough to justify either an assertion that the two
elements were causally related, in one direction or the other, or that
they were mutually dependent on a joint antecedent source of disturb-
ance, As will be seen from the charts that follow, the addition of an-
other independent element is necessary for a complete explanation.
This element is largely provided by the fluctuations in the volume of
domestic media of exchange,

It may also be pointed out that, contrary to the opinion of most
contemporary writers, neither the specie premium nor the rise in the
foreign exchanges were correct measures of the depreciation, if this
last be measured by commodity prices. Both were much too low.
Furthermore, both were tied up directly with the balance of paymeats,
but not, in the first instance at least, with increases in the quantity of
mopey. The characteristic Bullionist thesis was true, if at all, only very
loosely. (Also see note to Chart XI1.)

IV. Prices, BANE ADVANCES, AND NoTe CIRCULATIONS

The data are presented in Chart X1, The curves are plotted from
columns 5, 7, §, 11, and 14 of the Statistical Tables. The first three and
the last provide various partial indices of fluctuations in the volume of
domestic currency and credit,
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The greatest fluctuations were those in the Bank’s total advances,
and this seems to support the conclusions of the Bullionist writers.
But the item is a composite. It is made up both of loans (direct or in-
direct} to the government, and loans to the market — of which the
item commercial discounts is here taken as an index. Itis evident that
while the movements of the Bank’s note issues were fairly well synchro-
nized with the movements of prices, its total advances were not, and
its advances to the market still less so. These last reached a peak in
1810, not 1814, and their fuctuations tended to be just opposite to
those of prices. When prices were rising -— especially after 1805 — dis-
counts were held moderate or even contracted; when prices were fall-
ing they were usually increased, relatively if not always absolutely,
In other words the Bank, in that part of the credit extensions over
which it had independent control, exercised a moderating policy, of re-
straint in hoom times and of assistance in stringency. (For a more de-
tailed demonstration of this see Silberling, “British Prices,” Joc. cil.,
Pp- 240—241.) The inflationary element in its credit expansions was
primarily due, rather, to the insistent pressure of the government for
continued accommodation; an accommodation which the Bank was
compelled to grant, despite its constant protests.

The Bank #nsfe circulation was a comparatively stable element, in-
creasing steadily but moderately to 1817, then declining more abruptly.
The great element of fluctuation in the volume of currency was, rather,
the issues of the country banks. These issues usually expanded greatly
before and during a rise in prices, while they contracted even more
abruptly before and during a fall.

It therefore seems safe to conclude that the principal sources of the
rise in prices — of inflation — were, first, the demand of the govern-
ment for loans, as reflected in the volume of the Bank’s total advances,
and to a less extent in its note issues; and second, the operations of the
greatly increased number of practically unregulated country banks.
The Bank of England, in so far a5 15 independent and unconiroiled loan-
extensions were concerned, was largely blameless. {See Silberling, *Brit-
ish Prices,” loc. cil., p. 246; and note to the next chart following.)

V. Prices AND NoTE-CIRCULATION DEVIATIONS

The data are presented in Chart XJI. The curves are plotted from
columns 8, 10, and 11 of the Statistical Tables. The composition of the
note-deviation curves is explained in the notes to the corresponding
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columns. They represent deviations from an estimated (and straight-
line) norm of growth,

These curves are an attempt to discover how far the variations in the
volume of internal currency and credit can explain the variations in
general prices. The reasons for selecting the indices of internal circula~
tion here used, instead of some other, are given in the note to column
10. The indices of course do not take direct account of variations in
bank credit in excess of that represented by outstanding note issues.
The assumption must therefore be made that such excesses fluctuated
substantially in proportion to the note issues themselves, The results
obtained, however, make this assumption seem not unreasonable. The
assumption is conspicuously nat true for the Bank of England during
the restoration period. But the fluctuations in the excess of the Bank’s
totzl advances above its note issues were due primarily to the demands
of government war-time finance, not to strictly commercial operations
(see below, and also the note to column 5); and the refafive changes in
advances were cut of all proportion to the fluctuations in prices. (See
Chart X1.}

It is at once evident that the data available by no means tell the
whole story for the earlier period, up to 1807-1308; while in 1817 and
1818 they seem to tell too much. In the period from 1807 to 2815-
1816, however, the coincidence of the price curve and the combined
note-deviation curve is convincingly close. The general range is sim-
ilar, and the price curve follows the other with a reasonable lag {which
would be considerably diminished had it been practicable to present
the gquarterly figures here).

The period to 1806-1807 is the least easy to explain, for the available
data account, at best, for less than & third of the actual rise in prices.
There is good ground for thinking (see Silberling, “British Prices,” loc.
cii., p. 246) that the missing element is largely to be found in the fluc-
tuztions of country bank notes and country credit —a conclusion
which is supported by the known facts of the years subsequent to 1806,
But certain other factors must alsc be considered: (1} The “psycho-
logical”” impetus given to prices by the outbreak of war. Thereisno
other way of explaining the abrupt rise of 1794 and 1795, efter the
slight check of 1793—1794. The Bank circulation, for example, was on
the whole, decreasisng. (2) An actual shortage of certain commedities,
due to the ordinary war-time interruptions to trade, and later to the
various blockades. (3} The depreciation of the exchanges produced by
the position of the balance of payments — leading directly to higher
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import prices, and indirectly, by domestic competition, to higher ex-
port prices. That this element was not especially important in the Re-
striction period as ¢ whole, however, is shown by Charts VIII and X:
the exchanges and the silver premium are intimately related to the bal-
ance of payments, but only very loosely to the course of prices. (4)
Worlking in the opposite direction, toward 4 falf in prices, there wasa
decrease in the metallic circulation from exportation and from hoard-
ing, which was not offset by the increase in paper money for some
years — Judging from the Bank circulation at least.

In the period from 18071808 to 18151816, the effects of the statis-
tically unascertainable factors seem to have been fairly well offset by
the increase in the Bank and country circulations: the price curve and
the combined deviationscurve are satisfyingly similar. (The average
deviation from the “normal” is, for the combined Bank and country
note issues from 1806 to 1816 inclusive, 171.1; for prices, 166.5.) It
will be observed, however, that the curve for the deviations of Bank of
England notes taken alone appears to follow rather than to precede the
price curve, and to be relatively stable when the combined curve was
most variable. The critical fuctuations in the total volume of paper
currency were due, rather, to the uncoentrolled country issues — fur-
ther evidence of the error in charging the Bank with the entire respon-
sibility for inflation. The country issues seem to have anticipated and
exaggerated the changing fortunes of business at every turn, whereas
the Bank circulation was relatively stable — as in the crises of 1810
1811 and 1814-1815. (Also see Silberling, “ British Prices,” loz. ¢if., pp.
237-238.)

In the period after 1816, the country issues again scared. Prices re-
sponded, but much less than in proportion (here they moved more
closely with the Bank circulation alone) and soon resumed their drastic
post-war collapse. The crisis of 1819-1520 ensued.

A further conclusion can also be drawn from this and the preceding
chart: namely, that the Bullionists in general, and the framers of the
“Bullion Report™ especially, were apparently somewhat less than one
third right in their condemnation of the Bank. Tt is true that the
Bank’s excessive issues of currency and credit were one of the two chief
sources of inflation. But, in the first place, the responsibility for the
excess lay primarily with the government, not with the Bank itself. In
the second place, the more violent and more disastrous fluctuations in
the total volume of media of exchange were due to the operations of the
uncontrolled country institutions, not of the Bank. Finally, in the only
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part of its loan-extensions over which it retained full control — its ad-
vances to the market — the Bank gives evidence at almost every stage
of having followed a son-inflationary-and commendable policy. The
government and the country banks were to blame for inflation and for
“the high price of bullion,” not the Bank of England. The curves of
Chart XTI indicate clearly that the volume of commercial discounts
moved affer prices rather than before, and with a moderating influence.
This is shown still more cleayly by the quarterly data Professor Silber-
ling has collected, although the data are too voluminous to reproduce
here. The Bank’s isicl advances, on the other hand, were fairly well
synchronized with prices. Now commercial discounts made up only
35 per cent of the Bank’s total advances for the whole period 1794~
1821, and only 24 per cent for the period 181x-1821. (See note to
column 13 of the Tables, below.} The balance of the item was in part
made up of loans on commercial collateral, but the greatest part of it
almost certainly represented the direct or indirect carrying of govern-
ment obligations, especially short-time. This conclusion is partly veri-
fied by the fact that, until after 1813, the difference between discounts
and advances was nearly always larger than, and fluctuated roughly
with, the excess of governmental outlay over revenue. (See column
16 of the Tables.) It therefore seems highly probable that while gov-
ernment borrowings were an important factor in the rise of prices, the
comumercial cperations of the Bank were not. The Bank was not to
blame. {Also see Cannan, op. ¢if., p. xlvi; Silberling, * Financial and
Monetary Policy,” loc. cil., pp. 221222 and following; and idem,
“British Prices,” loc. ¢il., pp. 240-242.)

VYI. GOVERNMENT REMITTANCES AND THE FOREIGN
ExcHANGES Acamy

The data collected by Professor Silberling have made it possible to
draw & further tentative conclusion, of considerable thecretical in-
terest, as to the quantitative relation between the abnormal govern-
ment remittances to the Continent and the course of the exchanges.
In his article an “ Financial and Monetary Policy,” already referred to,
be presents figures for the total commeodity imports and commedity
exporis of England during this period. I have taken the figures for
commedity imports, and added to them the figures for government re-
mittances, in order to get the total volume of payments due by Eng-
land to other countries. {The figures for government remittances are
secured by subtracting those for excess grain imports, shown in column
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1g of the Tables below, from those for the totals of extraordinary for-
eign payments in column 1.) These totals were then divided into the
volume of government remittances alone, in order to estimate the im-
portsnce of the government-payment item in the total balance of pay-
ments. A similar operation was performed with exports as the base,
instead of imports. These various figures are given in full in Table V.
(There are no import and export figures for 1813.)

The ratios showing the relative importance of government remit-
tances were then compared with the course of the exchange on Ham-
burg. The correlation between the remittance ratios and the exchange
is extraordinarily close, with the ratios on the whole preceding some-
what. Itseems impossible not to conclude that the immediate cause of
the exchange depreciation and filuctuation was the pressure for govern-
ment remittances; and that the exchanges moved only just far enough,
on the whole, to equate the total volume of payments due # England
(measured in foreign currencies) with the total volume of payments due
from England. The relations on which these conclusions are based are
presented graphically in Chart XTII. In the chart, the ratio derived
from exports is used instead of that derived from imports, because it
gives a closer correlation. This last fact is presumably due simply to
the existence of unrecorded non-commodity debit items other than
government remittances, which also entered the balance of payments.
The curves begin with 1797, since before then the gold standard was
operative. On the chart, a par rate of exchange is plotted as roo, a
depreciation of 25% as 125, and so on. To make the curves compar-
able, therefore, a remittance ratio of o is similarly plotted as 1c0; a
ratic of 259 is plotted as 125; and so on.

But a fundamental difficulty is involved in the original data, which
makes the significance of these correfations uncertain. The figures for
imports and exports are based on “official” valuations, themselves de-
rived from prices current toward the close of the seventeenth century.
The movements of the import and export figures are therefore only in-
dices of changes in the physical volume (at fixed prices) of imports and
exports, not of changes in the fotal sums of money due or receivable.
The actual close correlation between the remittance ratios based on
them, and the course of the exchanges, seems fo show that the physical
volume of goods, and the volume of total meney payments due or re-
ceivable for them, moved fairly closely together. If prices moved up-
ward, however, and thus increased the volume of payments more than
in proportion to the increase in physical quantities, this ought to make
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the remittance ratios, as here calculated, too high. For the denomina-
tor in the ratios, physical volume, would be too small. If en the con-
trary prices moved upward, the opposite ought to be true: the de-
nominator would be too large, and the resulting ratios too small. It is
interesting to observe that those expectations are substantially borne
out by the relationships shown on Chart XITI. During pericds of
rising prices, the remittance ratio was gbove the actual exchanges, as
a rule, while during falling prices it was below.

Despite the peculiarities of the data, therefore, the conclusions of the
preceding paragraph are on the whole justified — that the exchanges
moved only just far enough to equate the total of money payments due
to England with the total volume due by her. The balance of payments,
that is, would bave been very near equilibrium at the par rate of ex-
change, had the government not been compelled to remit heavily to
the Continent. The exchanges depreciated enough to allow these pay-
ments to be effected, and when they ceased moved back to near parity.
The general theoretical significance of the substantial verification of
this proposition is evidently great.
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3 The statistical data on which the conclusions of this Appendix
are based are presented in the following pages. Their source and com-
positior are indicated in notes placed after the tables.
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Commercial Pueentage Excess of | Unfunded | Funded | Grainim- )
bills under | of Bank's jgovernment! govern- govern- | ports abeve] Fremium
discount at | commercial{ outiny over | mental mental | twa million { on gold in
the B.of E.| & 5 revenue. owing. | borrewing. ] pounds. Lonéan.
In miflon 1o total In milfion | In miliioa | In million | Ja millien Par m
¥ear pounds | sdvences | poundsé | pounds | pounds | pounds roa.
791 . .. 10.§ .
1702 . —L.4g 8.3 . .
1793 .- cen 4.4 8.3 39
1704 z.5 24 0.4 10.0 12.9 .
1795 3¢ 23 3.8 13.7 8.8 -
1796 3-5 27 38.2 7.0 28.6 2.5 eee
1797 5.3 42 27-4 10.% 42.8 aa 100
798 4.4 33 0.0 14.3 22.8 100
799 53 36 9.8 27.2 16.4 e .-
£8oo 6.3 23 2.4 26.0 20.5 6.8 07
1801 8.0 39 6.3 23.6 36.1 8.2 100
1802 7.6 a7 3.1 8.5 26,2 0.2
x8o3 10.8 49 10.4 18.g9 12.0 .-
1804 9.8 40 12.4 187 142 . 103
1803 I1.3 47 16.0 27.7 25.3 1.8 103
x8ab 12.1 48 12.7 30.9 26.1 .
1807 13.3 50 8o 34.5 15.5 -
1508 12.9 37 16.0 45. 4.2 e .
159 15.3 3z 2.8 3b.x 2.6 LX .
1810 10.5 55 8.7 377 1.6 §.I .
1811 13.7 40 3.4 41.2 23.8 24
812 14.0 30 3r.2 45-8 34.9 ves 130
1813 12.3 32 6.7 54.2 52.x ©.2 36
1814 14.0 12 35.2 52.3 36.6 0.8 124
815 16.2 38 10.9 44.8 50.7 . 114
1816 12.3 36 2.5 46.6 9.3 . 03
1317 4.3 16 .3 . . 4.4 Ic2
1818 4.6 15 —2.0 . . 3.9 10§
1819 6.9 25 —0.4 2.2 .
1820 4.2 9 —1.0 0.7 .
1821 .9 165 —238 - .

' Minus sign: excess of revenue.
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Takre V. Twr Ratro oF GOVERNMENT REMITTANCES TO THE TOTAL
BrITIE BALANCE OF INTEERNATIONAL FPAYMENTS

2z a1 23 2% 25 2t E+ ]
Ratio of Raty of
govi.remit- | govt. remit-
Com | Come |cowsiomees| piwe | e | toislcredit.| fotal debie
modity modity |(col. 1 minus gove t{government nts. 48,
£xports. imports. col. 1g). remittancesremittances! (Baaed on {Bused on
In miilion] In milfion | Iz million | In million | In millien exports.) imperis.)
Fear pounds pounds ponnds pounds pounds | In per cents | In per cents
1791 0 17 . .
1792 22 1y . .
1703 18 6 .4 9.4 17.4 . .
1794 a3 19 3-3 28.3 24.3 - .
1795 23 20 94 32.4 20.4 . .
1766 26 21 4.5 30.5 25.5 . .
177 24 8 1.6 25.6 9.6 1] B8
1768 28 16 0.3 8.3 26.3 I b4
1799 30 as 34 334 27.4 1 12
1800 36 28 4.5 40.5 3a.% Ix 14
1801 37 3T 39 4.9 34.9 o 23
x8oz2 40 3o 1.4 4.4 31.4 3 4
1803 9 27 ©.3 29.3 27.3 1 b 4
1804 32 28 o7 32.7 28.7 2 2
1803 a1 29 2.7 33.7 31.9 8 8
18ch 3% 2% .8 35.8 28.8 s &
180y 3z 27 2.6 33.6 29.6 8 9
1808 30 7 8.6 366 33.6 18 20
1Bog 48 3r 8.4 56.4 39-4 5 2x
1810 43 4o g.r 54.2 49.1 E 34 18
1811 g 27 13.8 428 40.8 33 34
182 40 27 14.8 54.8 41.8 27 as
1813 ‘36,1
1814 55 34 22.3 773 56.7 29 39
1813 fo 33 11.0 6.9 44.9 i5 27
1816 49 27 1.9 51.0 30.0 6 9
1817 52 3t negligible, 520 3L.0 o o
1818 56 37 Jafter:B8r8] s6.0 370 o o
1819 43 3o ees 430 0.0 . ¢
1820 49 32 . 49-¢ 23.0 o o
1823 52 30 s 52.0 30.0 o o
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4. Notes to statistical tables.

Column 1. Extraordinary foreign payments. — Taken from N. J.
Silberling, “ Financial and Monetary Policy of Great Britain during the
Napoleonic Wars” (38 Quarierly Journal of Ecomomics, February
and May, 1924), p. 2z7. This item includes bills drawn and specie re-
mitted for: (1) the British armies in Europe; (2) British subsidies,
loans, etc., to foreign states and to diplomatic agents; (3} the esti-
mated excess value of British grain imports from the Continent above
£2,000,000. (This last figure is taken as the mazimum that would be
imported in normal years of no especial crop deficiency. The item of
excess grain imports is spasmodic: see column 19.) The data were com-
puted by Professor Silberling from government accounts, documents,
efc.

Column 2. Per cent premium on silver in London.—Tsaken from
N. J. Silberling, “Financial and Monetary Policy,” lec. cif., p. 227.
The quotation is for Spanish silver dollars, to the nearest per cent.

Column 3. Deviations of exchange on Hamburg.— Taken from
R. G. Hawtrey, “The Bank Restriction of 1797" (Economic Journal,
March, 1918), p. 64

Column 4. Deviations of exchange on Paris.—Taken from R. G.
Hawtrey, “‘The Bank Restriction of 1797,” loc. ¢if., p. 64. Despite the
existence of a state of war with France during most of this period, ex-
change on Paris continued to be quoted: Paris and Hamburg remained
the chief Continental exchange markets.

Column 5. “Total advances™ of the Bank of England. — Taken
from N. J. Silberling, ** British Prices and Business Cycles, 1y79-1850,”
(Review of Ecomomic Siakistics, October, 1923, Supplement}, p. 255.
Silberling gives quarterly figures, from which the annual ones here pre-
sented were obtained by a simple averaging. They include both ad-
vances to the money market, and advances £o the state.

Column 6. Bank of England reserves: coin and bullion. — Taken
from N. J. Silberling, “Financial and Monetary Policy,” loc. ¢it.,
p- 225.

Column 7. Bank of England notes outstanding. — Taken from N. J.
Silberling, “ British Prices,” loc. cil., p. 255. Silberling gives quarterly
figures, from which the annual snes here presented were obtained by a
simple averaging.

Column 8. Deviations of Bank of England circulation from a
“norm,” — These figures are calculated from the preceding column.
The “norm,” from which they represent the percentage deviations of
the actual circulation, is the annual increase in the circulation which it
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is estimated would have taken place, without war or inflation, because
of the normal growth of the country. To obtain this norm, the mean
of the actual circulation from 1792 to 2796 was subtracted from the
mean of the period 1822 to 1826 (respectively, in million pounds, 1.1
and 19.8),and the difference was distributed over the intervening years
as an equal annual increment (of 0.2¢). The resulting norm is of course
rectilinear.

Column ¢. £1 and £5 country notes stamped. — Taken from N. J.
Silherling, “ British Prices,” foc. cif., p. 258. Silberling gives quarterly
figures, from which the annual figures here presented were cbtained by
a simple averaging. They cover a limited period, but are the only index
of the country note circulations and credit obtainable that is suited to
the present purpose.

Column 10. Deviations of Bank of England plus country circula-
tions. — These figures are calculated from columas 7 and ¢, by a proc-
ess essentially similar to that employed in computing the figures of
column 8. The country circulation, taken alone, showed no definite
trend either of increase or of decrease. To cbtain a basis for caleula-
tion, therefore, the following procedure was used. The average country
circulation, in the part of the Restriction period for which data were
available {taking this period to extend to 1821, to get the widest pos-
sible base), was compared with the average Bank of England circula-
tion in the same period (1806-1821). The averages, in million pounds,
were respectively 14.6 and 23.1. Country notes alone, that is, made up
38.7 per cent of the average combined circulation. 38.7 per cent of the
average country circulation, therefore {or 5.65 million pounds), was
added to the “norm of increase” for Bank of Epgland notes alone {(as
calculated for column 8 above). In this way a composite straight-
line “norm” of growth was secured; and from it is calculated the
deviations of the sum of the actnal Bank and country circulation.

The resulting figures are by no means entirely satisfactory (as see
Chart XTI, and the note to it), But on the other hand they provide
(together with the figures of column 8 alone, to 1806} & much better
index of the volume of internal currency and credit than any of the
other statistics available. Use of different bases for the Bank index
{column 8), such as x790-1794 and 1826-1830, gives practically the
same combined deviation-index, at most z or 3 per cent lower. Use of
the Bank’s “total advances” {column g}, or of its commercial bills
alone {colurnn 14), produces either grotesque distortion, or insensi-
tivity to critical general changes. The influence of loaps to the govern-
ment upon “total advances,” for example, is far too great, relative to
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the influence of loans to the money market and relative to the apparent
effect upon prices. (See, however, Silberling,  British Prices,” loc. cif.,
P- 240.)

Column 11. Average commedity prices. — Taken from N. J. Silber-
ling, ““ British Prices,” loc. ¢ét., p. 232. Silberling gives quarterly figures,
from which the annual figures here presented were obtained by a simple
averaging. The index, an original computation by Professor Silberling,
is made up from 17 commodities of high value relative to freightage
charges, and r8 of low. It differs considerably at important points from
the index ordinarily used for this peried, that computed by Jevons from
Tooke’s data. (See column 13.) The defects of Jevons’s index are in-
dicated by Silberling in the text accompanying his table. For au ac-
count of the events that accompanied the principal fluctuations in these
prices, see i#d., pp. 237—238.

Column 12. “Residual” prices: silver premium removed. — These
figures were calculated by dividing the general price index (column 11)
by the silver premium (column 2), with the object of estimating the
amount of the fluctuations in prices due to causes other than those
bound up with the appreciation of silver. Silver is used as a base rather
than gold, because the gold quotations are not continuous. The value
of gold in terms of silver, however, does not seem fo have varied suffi-
ciently to produce an important change in the residual price calcula-
tions. (See column 19, and note.) It should be remarked, however,
that this elimina tion of the silver premium does not seem tolead 1o con-
clusive results. Various attempts to compare the corresponding curve
with other series failed to reveal significant relationships.

Column 13. Jevons’s index of commodity prices. — Taken from E.
Cannan, “The Paper Pound of 1797-1821" (London, 1919), pp. xliil-
xliv. This index, though not used in the calculations here, is presented
for purposes of comparison. {See note to column 11.)

Column 14. Commercial bills under discount at the Bank of Eng-
land. — Taken from N. J. Silberling, “ British Prices,” loc. cit., p. 256.
Silberling gives quarterly figures, from which the ones here presented
were obtained by s simple averaging.

Column 15. Percentage of the Bank’s commercial discounts to total
advances. — Computed from the data of columns 5 and 14. These per-
centages are on the whole surprisingly low. For the whole period
1794-1821 the average is 35 per cent; while for the critical later
years, 18111821, it is only 24 per cent.

Column 16. Excess of government outlay over revenue. — Taken
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from Cannan, loc. cit. A swrplus is indicated by a minus sign. Also see
Silberling, “ Financial and Monetary Policy,” loc. ¢it., for further data
on the way in which this deficit was made up; and columns 17 and 18.

Column 17. Unfunded governmental borrowing. In million pounds.
— Taken from N. ]. Silberling, “ Financial and Monetary Policy,” loc.
¢Hf., p. 217.

Column 18. Funded governmental borrowing. In million pounds. —
Taken from N. J. Silberling, “Financial and Monetary Policy,” loe.
cii., p. 217. The figures for this and the preceding column are here con-
fined to the war period.

Column 19. Grain imports in excess of two million pounds. In mil-
lion pounds. — Taken from N. J. Silberling, “ Financial and Monetary
Policy,” loc. ¢ib., p. 227. See note to column 1, above.

Column 2o0. Premium on gold in London. Par = 1oo.— Taken
from R. G. Hawtrey, “ The Bank Restriction of 1797,” loc. ctf., p. 64.
These figures, when they are obtainable, correspond fairly closely with
the quotations for silver. {See column 2.) The ratio of gold to silver at
Hamburg stayed within the range 15.11-26.11, and more than half of
the quotations fall within the range 135.41-%5.70. {See table, in £5id.)

Colummns 21 and 22. Commeodity exports and imports. In million
pounds. — Taken from N, J. Silberling, “¥Financial and Monetary
Policy,” lec, cit., pp. 228—22q.

Columns 23 to 27 ave self-explanatory.

Supplementory Bibliography. In addition to the publications already
referred to here, and the more familiar general works dealing with the
pericd, see H.S. Foxwell’s preface to A. Andréadés’s “History of the
Bank of England” {2 ed., London, xg24); N. J. Silberling, * British
Theories of Money and Credit,” 1776-1848 (unpublished Ph.D. thesis,
dated 1919, in the Harvard University Library), which contains a
wealth of doctrinal as well as stafistical material; and R. G. Hawtrey,
“Currencyand Credit” (2 ed., Loadon, 1923} ,chap. 16—largelya reprint
of his article in the “Economic Journal” for 1918, already referred to.
Hawtrey attributes the drain of specie from England to the return of
France to a metallic basis after the collapse of the assignats, rather
than to remittances by the British government. (Loc. cil., pp. 266 f.)
Silberling, who maintains the opposite thesis (“Financial and Mone-
tary Policy,” loc. cil., pp. 231233), admits some truth in this, but is
puzzled as to why the flow of gold should have been so large, if thisis
to be the chief explanation. {Ibid.,p. 232, n. 3.) Silberling’s data seem
to support his view rather than Hawtrey’s, as see Chart VIII above.
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A NOTE ON THE INTERNATIONAL TRANSFER OF CAPITAL

The general form in which capital is transferred from one country to
another has been quite definitely established. Both the writers who
employ deductive methods and those who have undertaken inductive
investigations are agreed that the transfers are effected primarily by
means of changes in the commodity balance of trade. But it is not al-
ways quite clear just how the changes in the balance of trade are
brought about, nor what are the effects of the capital transfers them-
selves. Much light has been cast on these questions by the considera-
able volume of statistical material that has been compiled in recent
years. It is the purpose here to bring together the principal conclu-
sions to which the study of this material has led, and to see what fur-
ther inferences can be drawn from it. The bearing of such a discussion
on the problems that are involved in the general theory of international
prices requires no demonstration. The transfer of capital is evidently,
from the point of view of that theory, simply one major source from
which may come both changes in the ratios of commodity exchange
between countries, and changes in the levels of international prices
themselves.

The treatment of these questions, however, must necessarily be
brief, and the details be left to the works cited. Moreover, in most of
the cases it will be possible to examine the situation only with respect
to the country which receives the capital. This limitation results from
the character of the available data. Finally, nothing can be said about
international transfers of capital other than those giving rise fo the
movement of securities or of other recorded obligations, for no compre-
hensive statistics dealing with sach transfers have as yet been com-
piled. We shall consider only certain cases of private borrowing, in
which the transfer of securities was involved; and certain cases of in-
ter-governmental payments. In brief, they are: Canada, 1g00-1913;
the United States, 1860-1878; Argentina, 1881-1goo; England, 188c—
19:3; France and Germany, 187x-1873; agein England, 1795-18:15;
and the United States, ro1g-1924.

1 Most of the material given in this note was used by the present writer in pre-

-paring a chepter for a recent publication of the National Industrial Conference
Board entitled The Inier-Ally Debls and the United Stales (New York, 1925).
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7. Canadian Borrowings, rgoo-10:13.

During the years from 1goo to 1913, Canada was borrowing steadily
and in increasing volume from foreign countries, especially from Enp-
land. The borrowing was relatively moderate until 1go8, but then ex-
panded rapidly, reaching a high point of $547,000,000 in 1913. For
the period as a whole, the total exceeded $2,500,000,000. The meney
was used for all sorts of industrial, commercial and even agricuitural
purposes, and was apparently a2 principal cause of the remarkable
ecopomic growth of Canada in the decade before the war. The period
was one of rising prices and wages, and evidences of rapidly increasing
prosperity were to be found in every direction,

‘The main features of the situation have already been indicated at
another point in the present study (ch. vi, sect. g, above; see also ch.
xvi, sect.3). The case is 50 good an example of the first phase in a bor-
rowing operation, however, that it seems worth while to present the
significant data in more detail.

An examination of the Canadian balance of international payments
for the period as a whole shows that the new borrowings, amounting to
$2,546,000,000, were received in these ways:

%

Debits on capital account, ... ... i 47
Net commodity mports. .. ..o iiiiiii i iaians 49
Nop-Ioan debit Balances. ... ... ... .viiiiiiiiiiiiniincannanens 7
Unaccounted for. . . ... . iiiiiiiiiiiiiii i iiii et 2
B R 00

The debits on capital account represent interest and amortization
charpes payable, which were in effect cancelled by the new borrowings, -
angd also a small volume of foreign lending by Canada herself. They
form a surprisingly large fraction of the total.

The net import of capital was of course much smaller than the total
new borrowings, since these borrowings were in part offset by the debits
on capital account just referred to. It amounted to $1,538,000,000,
and was received in these ways:

%

Net commodity Imports. .. .. .ooviiiiiiiscurvnnstsnirncacnnnsas B3
Nom-loan debit balances. ... .ovviiiiii it inrecrncanancaanss 73
Unaccounted oL, ... ... oiiiiniiiiiicniircrraciancrnrasesrona 3
B U R 160

1 The data on which this section is based are taken from Professor Viner's book,
already referred to, on Canada’s Balance of Internalionsl Indebledness, rooo-1913
(Cambridge, 1914).
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Itis thus clear that the net imports of capital were received primarily
in the form of an excess of commodity imports over commodity ex-
ports.! This conclusion is confirmed by the close correlation between
the annual fluctuations in the volume of net capital import and those
in the balance of trade, shown in Chart XIV. The trade balance, how-
ever, appears to follow with a lag of a year. This is probably due to

Caart XIV. Canapian CommopiTy anp Caritar InpoRTS

IGOO-IGI3
In million dollars
400 r
]
[ 4
¥
]
+ao0 :
e Het commodity imports e 4
mme Net capital imports '3 ol

" /\:7"4"&:’9 ,

- 00
1905 o 013

two things: first, to the interval between the announcement of each
new loan (at which time it was usually credited to Canada) and its
actual flotation; and second, to the lag between the accumulation of
the capital abroad and the appearance of the resuiting changes in the
commodity balance.

Furthermore, the movements of the various groups of prices within
Canada were those which would be necessary to make possible the
transmission of the net capital imports primarily in the form of goods;

i The other debit items in the total Canadian balance of international payments
were comparatively stable and insensitive.
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that is, such as to increase commodity importation relative to exporta-
tion. This is shown by the data in Table I, below. Strictly domestic
prices rose steadily to a level of 161.7 at the end of the period {with
1900 = 100). Import prices, on the other hand, rose to only 114.1,
and their average for the period was only 102. Import prices are estab-
lished primarily in the world markets, and the world average did not
go up in anything like the same degree as Canadian domestic prices.
This caused the prices of imports to fall relative to the general level of
prices within Canada, and thus stimulated importation. Export prices,
on the other hand, rose more than import prices, to 133.9, but not as
high as domestic prices. This narrowed the foreign markets for Cana-
dian exports, while at the same time making their production less
profitable than the production of articles for the purely domestic mar-
ket. Thus the necessary semi-permanent general changes in the trade
balance were brought about. 'Were datz also obtainable for the move-
ments of the various groups of wages, they would undoubtedly reflect
these price changes.

Baut this leaves unanswered the question of sow the changes in prices
were brought about; that is, of how the capital imports so operated
within Canada as to alter the balance of trade to the necessary extent,
Despite Professor Viner’s rather different interpretation (see ch. vi,
sect. g, above), I think the solution is to be found in the fluctuations of
Canadian bank deposits.' If in any given year the net volume of capi-
tal to be imported was just equal to the net volume of “final” means of
payment available — the net volume of commodity imports, plus
freight-service imports, and so forth — then no change in the situation
was necessary. The sums made currently due te Canada by her bor-
rowings abroad were then just offset by the sums she had to pay for
her imports of commodities, freight services, etc. If on the other hand
the net volume of capital to be imported materially exceeded these final
means of payment, what apparently happened was that Canadian
bank deposits were increased, in consequence of the increased offer for

* Bank deposits are tzken as the most convenient available index of the total
volume of purchasing power in circulation. In short pericds this index is of course
made inaccurate by changes in the distribution of currency as between bank re-
serves and active circulation. But in handling annual data — that is, over periods
of some length — the effects of these changes tend to be smoothed over, while the
general irzads of the movements of deposits and currency in circulation are usually
consistent. Moreover, the total amount of money in circulation is much smaller
than the total velume of bank deposits, so that its Suctuations are, in a sense, of the
second order of importance.
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discount {relative to the demand) of bills of foreign exchange. If this
increase in deposits was large and of some duration {statistical evi-
dence on short-time adjustments is almost impossible to get), it led to
a further rise in Canadian prices, and to a consequent further increase
in commedity imports relative to exports. A considerdble lag, however,
usually appeared. When, finally, the net imports of capital fell below
the final means of payment available, the oppasite sequence of events
occurred, though again with a lag. Taking the period as a whole, these
changes in the balance of trade were on the average of such size as to
enable the changing volume of borrowings to be transmitted primarily
in the form of goods. The general a priori analysis of this process has
been presented at sufficient length eisewhere (see ch. xvi, sects. 2 and
3); and need not be repeated.

The substantial validity of the explanation here advanced is clearly
suggested, if not conclusively proved, by the correlations indicated in
Charts XV and XVI. Chart XV shows that the changes in bank de-
posits followed, with 2 lag up to a year, the changes in the excess of net
capital imports over final means of payment; and that the magnitudes
involved were roughly similar when the lag isallowed for. Now the in-
crease in bank deposits of course arose from general economic growth,
as well as from the effects of the borrowing operations, and was hence
greater than the excess of net capital imports. But this growth was
fairly even, as indicated by the movements of the various price groups,
whereas the volume of net capital imports fluctuated widely. It is
therefore significant that the fluctuations in deposits tend to coincide
with the capital-import fiuctuations, after allowance is made for a
year’s lag. The latter set of fluctuations evidently dominate the first
set. The only exception is in 1910, when deposits reacted after their
too-abrupt rise in 19og. The lag is accounted for by the delay, already
commented on, between the anncuncement of each loan and its
transmission.

Finally, the fluctuations in deposits show a fairly good general cor-
relation with those in the balance of trade. The latter has, however, a
characteristic tendency to a lag of about 2 year. Their relationship
can be inferred from the corresponding curves, as shown in Chart
XVI.

The sequence of events therefore seems to have been substantially
as follows: increase in volume of borrowing, excess of capital imports
over final means of payment, increase in bank deposits, rise in prices,
increased excess of commodity imports over exports, and final trans-
mission of the capital imperts primarily in the form of commodities.
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Caaxt XV. NET CANADIAN CASrTAL ImpoRTS AND BANT DEposITS
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Tasze I. CanapiaN ForEICN BoRROWING, 1900-1913, AND TS E¥rECTS

Capital and Trade Movements.
In million dollars Prices. {1goo = rex)

Net:om- Ner.zmp- Eméuc!’ In::m.se Genscral s 7 8

Jmodity | italim- | capitsl [ in bank |wholesale |Domestic| Impart | Expert
Year imports*] ports® jimporta?| deposits | prices prices prices prices
1900 4 3 - 2] ... 100 100 160 100
1501 —12 —23 - I3 20 100 11z o5 225
1903 -3 % b8 4 42 4 19 93 103
1903 38 36 3 37 04 119 98 | 103
1904 59 2 | —49| 48 o5 11g 94 | 104
190% 40 55 b §1 56 108 123 o8 o8
190h 62 72 ¥ 8o 114 rag 107 1§
1907 152 65 - &7 33 122 136 1X4 124
1908 45 50 - 2 1 118 134 100 £ ]
1900 73 143 58| 126 1y 141 102 124
1910 i54 257 B¢ 24 121 146 105 2
I9EZ 232 253 - B| 184 24 151 104 Iz
1912 275 ars ~Z12 125 136 162 I13 139
1913 223 400 I3 ] £32 162 IT4 34

t Minus sign: net export.
® Minus sign: net capital im are less than the combined total of “finsl” means of payment
(net compiedity imports pius other net noc-ican imports}.

2. American Borrowings, 186c—-1878.

The principal features of the foreign borrowings by the United
States from 1860 to 1878, like those of the Canadian case, have been
presented elsewhere in the present study (see ch. vi, sect. 7). In their
essentials the two cases are much the same. In the period of net capital
importation, 1860-1873, 51 per cent of the total new American borrow-
ings, which amounted to $1,065,000,000, was received in the form of an
effective cancellation of interest and amortization payments on out-
standing loans. Of the balance, 72 per cent was received as commodity
imports, and 28 per cent as imports of freight services. In the period of
net capital exportation, however, from 1874 to 1878, the net payments
of $512,000,000 were transmitted entirely as commodity exports, since
the service items all showed debit balances.

t The data used here are taken from F. D. Grabham, Istermational Trode usder

Depreciaied Poper: the Uniled Staies, 1862-1879 (36 Quarierly Journal of Economics,
1923), unless otherwise indicated.
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The relative movements of the various groups of prices were also
what we should expect. In the first period (with the exception of one
or two years} export prices were higher than import prices, and domes-
tic prices higher than either group. In the second period, when capital
was flowing out, the situation was reversed. Export prices became
lower than import prices by the end of the period, and domestic prices
lower than either. This operated to stimulate exportation, while
checking importation. Furthermcre, the movements of wages were of
the character which these price changes would lead us to look for —a
type of data, incidentally, not available for the Canadian case. In the
period of capital importation, wages in the purely domestic industries
were well above those in the industries competing with foreign prod-
ucts, indicating that the latter class of industry was unprosperous re-
Iative to the general American average, In the period of capital expor-
tation domestic wages, it is irue, had not fallen to the level of the other
group at the end of the period for which data are available, but the dif-
ference was rapidly diminishing. This indicates that the prosperity of
the industries which competed with foreign products was rising, rela-
tive to the general standard. The data on which these conclusions are
based are presented in Table I, below. On the other hand in England,
the principal lending country, just the opposite price movements
tended to appear. The prices of exports were relatively higher in the
borrowing pericd, and lower in the repayment period, than the general
English level. Thus it became possible for England too to transmit and
receive the capital primarily in the form of goods.

Finally, the intermediary process by which these changes in prices,
and hence in the balance of trade, were effected, seems to have been
the same as that suggested in the Canadian case: namely, by fluctua-
tions in bank deposits. The data on which this conclusion rests are also
presented in Table II. The correlation between the excess of capital
lmports above final means of payment and fluctuations in bank de-
posits is shown in Chart XVII. It was especially close in the period of
net capital importation, but the similarity in the direction of change is
marked throughout. That between bank deposits and the balance of
trade is shown in Chart XVIIL It too was close to about 1874-1875,
with the balance of trade showing a lag of about a year. After 1873,
however, it looks as if the excess of commodity exports were increas-
ing in the face of a nearly constant volume of deposits, whereas we
should expect a decrease in deposits because of the growing volume of
capital exportation. The explanation probably is that the country at
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large was growing rapidly, and needed an increasing volume of bank
credit merely to maintain any one level of prices. The substantial con-
stancy in the volume of deposits wasin effect equivalent toa relative de-
cline — relative, that is, to the needs of the country. This last con-
clusion is confirmed by the fact that the general price level was falling
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much more rapidly than the gold premium, which indicates that there
was an actuel shortage of bank credit at the then-current levels of
prices.

The study of the American situation at this time is also complicated
by the contemporary depreciation of the currency. If the reasoning
presented above is correct, however, this depreciation had compara-
tively little effect on the essential features of the borrowing operations.
Allowance must be made for it, but the important factors were the rel-
ative changes in the different groups of prices and wages, and the rel-
ative changes in bank deposits. Not much more stress should be placed
on the gold premium in this connection, for example, than on the paper
price of any other “international” commodity. It bad nc greater in-
fluence than any one of them in facilitating the capital movements,
and was in turn no more affected. Nor does the relation between the
exchanges on the one hand, and the ratio between the American and
foreign prices on the other — the “price parities” — seem to have
played a controlling part. Discrepancies between the price paritiesand
the exchanges, so far as they were related to the capital-transfer opera~
tions, were results rather than causes. Nor do they appear to bave
exerted, of themselves alone, a corrective effect upon the situation.

The date of Table IT are not begun until 1366, even where available
before then, in order to avoid the confusions of the war period.

3 Argentine Borrowings, 1881-1g00.}

The history of the foreign borrowing by Argentina from 188: to
rgoo is enough like that of the American case to make a detailed review
unnecessary. Its main outlines have also heen presented elsewhere
(ch. vi, sect. 8). The data available cover both of the two chief phases
involved in such operations, one of net capital import and one of net
export due to the growing volume of interest payments on prior leans.
In the first phase, nearly 35 per cent of the total new borrowing was
offset by interest payments. Of the balance, 41 per cent was received
in the form of net commodity imports, while g per cent was “unac-
‘counted for.” The size of this last item is due to the fragmentary
character of the usable data. A very large part of it was probably com-
posed of imports of freight services. In the second period, of net capital
exportation, the figures for gross imports and exports themselves are

i The date used here are taken from J. H. Williams, Argeniine Internaiional
Trade (Cambridge, 19z0}. See Table IIT, below (p. 516).
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Tarie TI. AuvERican Carrrar MoOVEMENTS, 1866-1878, AND THER Errscts

Capital movements. Prices, (1860 = 100} Wagrs. {7860 = 100)
H 2 3 E & 8
Excessof | Changes i Com- ¢ ’ Wxg?ain
Bet capi- in modity | Pre- | Domes- Wagesin { “inter-

talmove-} bapk | balance imiumon] tic | Export | Import "domestic™] pational”
Year ments ! | deposits? | of trade®| gold | prices | prices | prices | industries | industries

BO6 [ + 12| + 48 — x| 347 | £82| xBr | 145 165 50
Bd7 [ ~ 42| — 3t | — 63 2381 x73| 85| 183 17t I§T
BO8 | + 26 + 36| + 4| 40| 373 | 67| 161 174 153
B | ~ 42 ] —7¢] — o4} 33| 164 262 ] 161 180 152

o | +451 — 3| — 10| 15| 46| T44 | 153 181 154
87r | + 15 41z | + x| Ixa| 344 34| 138 82 I52
1872 § —x06 | — 2] —1x6| xrz | 3147 37 136 183 I54
1873 0 — 23 4+ 1T} — 57| 134 | 46| 234 | 132 183 153
8741 — 23 + 431 +57) 1En| 130 140 ] 124 177 151
8y5i +15i — 4 + 52| rzg| 138% 13851 1190 168 148
@76 | + i1 — 13 4z | xrz | xx6 i 3123| I3 160 144

W8y7 | + 6 — 36} 4267 o5 | 110} 1218 | 120 147 141
1878 | — 44| + 38| +254 | z0x g9 | ioo | 108 142 137

t Plus aign: excess of net capital movements over net meuns of fmal peyment. Minus sign: excess
dma!pnymmtmn;ahlmmmm
® Original data from the annual Reports of the Comptrolier of the Corrency. Figures are for &
in the first week of October, day
* Plus sign: net export. Minos sign: net import.

incomplete. Of the nef export of capital, g6 per cent was accounted for
by the net export of commodities. It is interesting to observe, inciden-
tally, that this export excess was secured not so much by an actual in-
crease in the volume of exportation, as by a decrease in importation.
Finally, for the period as a whole the commodity balance of trade ac-
counts for only 57 per cent of the total net capital movements. But,as
shown in Chart XT¥, the fluctuations in the latter item correspond
very closely with those in the former. This clearly suggests that the
trade balance was the chief means by which ckanges in the volume
of net capital movements were effected. The other elements in the
Arpentine balance of payments, that is, were comparatively in-
sensitive.

Data are missing to show statistically Asw the shifts in the trade bal-
ance were brought about, and we can only speculate as to the nature of
the process. The data on price and wage movements are also fragmen-
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tary. These movements seem, however, to have been dominated
chiefly by the internal depreciation of the currency. The effects of the
borrowing operations on them were largely covered over.

4. The Export of Capital from England, 1880-1913.

A study which has been made recently by Professor Taussig ! casts
a good deal of light on what happens during a period of international
borrowing from the point of view of the lending country. Itsresulisare
necessarily tentative, in the absence of complete data on the British
balance of international payments, but they are entirely in line with the
conclusions drawn from other quantitative investigations.

From 1880 to 1900, England was constantly making new foreign
loans — such as those to Argentina, already discussed. The available
evidence goes to show, however, that these loans were on the average
much more than offset in each given year by the interest and amortiza-
tion paymentson prior loans. Such was the case with respect to Arneri-

1 F. W. Taussig, The Change in Great Brifain's Foyeign Trade Terms afler 1900
{Economic Journal, 1g25). I shall not present Professor Taussig's statistics here.



516 APPENDIX B

TABLE ITI. NET BALANCES OF ARGENTINE CoMMODITY AND
Carrrar. MoveEmeNTS, 1881—10001

{In million gold pesos)
Period of Net Capital Period of Net Capital
Importation Exportation
Commodi Capital mraodi A

Year tndekty mwe]::mts Yenr Cot:a&e i WC%B
18g0 —41 41§
88¢ + 2 - 2 18g1 +36 +24
1883 - I -9 18g2 +22 +16
1883 -20 — 28 1803 -z +20
1884 326 — 12 1892 + g +3z
1835 - 8 — 16 1893 +25 +ar
1886 -25 - 42 18¢6 + 3 + 3
1887 —13 —116 1897 +3 + &
1888 —28 —193 1808 +27 +3
1889 -75 -9 1890 +53 +30
1000 42 +31

1 Plos sign: net export.  Minus sign: net impest.

can borrowings, it will be remembered, after 1873. In other words, the
net movement of capital was probably infs England, and on a con-
siderable scale. This conclusion both is borne out by, and helps to ex-
plain, the fact that British commodity imports were heavily in excess
of exports during the period, by £100,000,000 to £1350,000,000 & year
on the average. Furthermore, the ratio between physical guantities of
exports and physical quantities of imports— what Professor Taussig
calls the “gross barter terms of trade ”"—was falling steadily. Thatis,
a decreasing quantity of exports was being given for the same quantity
of imports. This clearly suggests, if it does not definitely prove, that
Great Britain was receiving the net income from her outstanding for-
eign investments (her net import of capital) primarily in the form of
commodities; a conclusion which harmonizes with the results of the in-
vestigations made for other countries. The index of money wages was
also rising, which shows that the general prosperity of the country was
growing. This was presumably as the result, in considerable part, of the
net payments being currently received from abroad.

From 1900 to 1913, however, a new flood of capital exportation de-
veloped. Commodity imports still exceeded commodity exports, but
of the two, exports were increasing much more rapidly. Furthermore,
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the ratio of physical quantities of exports to physical quantities of im-
ports was rising, and rising far more rapidly than it had in the earlier
period. This indicates that although the net movement of capital was
still into England rather than away from it, the amount of the net im-
portation was declining, Furthermore, the upward movement of the
money wage index almost ceazed. From 1900 to 1911 there was vir-
tually no change. This, again, was probably due in large part to the
decrease in the net volume of payments currently received from abroad.

These data, as far as they go, serve to confirm the main conclusion
we have sought to draw from other investigations — that the mel
movements of capital between countries are effected primarily through
the agency of the commodity balance of trade. Furthermore, they in-
dicate that there is a relation of sorts hetween such capital movements
and the level of money wapes, and of money incomes in general. Net
capital importation means more ‘“favorable” terms of commodity
trade (fewer exports, per physical unit of imports) and a larger volume
of spendable naticnal income, measured in money, than would other-
wise have existed. Individual money incomes, that is, will rise. Net
capital exportation, on the other hand, means just the reverse: less
favorable terms of trade, a smaller volume of naticnal money income
(because some of it is belng invested abroad), and comparatively sta-
tionary individual money incomes. But these last propositions, in the
absence of more conclusive quantitative data, must be regarded as
tentative.

5. The French Indemnity Payments, 1871—18%3.!

The various international transfers of capital hitherto discussed
have all been cases involving borrowing and repayment operations;
operations in which the lenders, if not always the borrowers, were pri-
vate individuals or enterprises. The French indemnity payments to
Germany after the Franco-Prussian War provide an example of trans-
fers exclusively between governments, in which no subsequent counter-
flow of capital was involved.

The indemnity amounted to about five billion francs. It was paid
legally, or proximately, in the following ways:

t The data used here, unless otherwise indicated, are tzken from an article by A.
E. Monroe, The Frenck Indemnity of 1871 and Its Effects (Review of Economic Statis-
tics, 191g).
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Million francs

Transfer of Alsace-Lorraine railvoad. .. ............... 328

Frenchgoldandsilver.......................ol o 512

Foreign bank notesand coin. .............. .. coa... 230

Bills of exchange, acquired by:

Subscriptior todoans. . .......... ... 1,773
Bankers' syndicate . . ... .......iiiiinaan.., 700
Purchases in themarket........................ 1,774

Totalbills. . .. ... et 4,347

Total payments. ... c....coviiinennnnn 5,314

Of this total, 500,000,000 francs were transferred within a few weeks
of the signing of the agreement, in 1871. In the last twelve months of
the period, in 1872 and to September, 1873, the payments were made
at the rate of about 250,000,000 francs a month. In consequence,
roughly 2,2 50,000,000 francs must have been pzid in each of the years
1872 and 1873.

‘The source of the economic payrments — that is, the funds from which
these means of legal payment were secured — seems fo have lain
largely in a diversion to Germany of French credits in the international
capital account. This diversion accounts for about two thirds of the
total, as follows:

Million francs

Sale of government securities abread, and of foreign securities

heldim Framce. ... ... coiveiiiirorisisnicnnnnrsnrcnnas 1,400
Estimated sacrifice of income from outstanding foreign invest-

¢+ 1.2 1,500
Net excess of commodity exports. .. .- - ..o 420
Coinand NOteS. ... .. ..t ciicnensinmcmm e e ncnanan 1,000
Unaccounted foF. ... .. oiv it Goo

Total. i ieiiaeienaaee, 4,520

The item “coin and notes” is larger here than that shown in the pre-
ceding table, because it includes an additional 250,000,000 francs in
gold sent abroad by French bankers to cover their foreign-exchange
transactions. The basis for estimation of the item “sacrifice of in-
come”’ will be explained below.

There still remains, however, the problem of showing how the diver-
sion of credits in the international eapital account was itself effected,
and what form it took. In the absence of more extensive data than we
now possess, this cannot be done with much definiteness, but a sugges-
tion may be ventured. Let us assume that by 1878 or 1879 French
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foreign-trade relationships had been restored to their ordinary terms,
and that by then the effects of the indemnity payments had been
worked out. The excess of imports over exports in 1879 was 1,365,
ooo,000 francs. For the five years before the war the average annual
excess was 300,000,000, The difference is r,065,000,000. If we arbitra-
rily distribute this sum over the period 1868-1879, as an equal annual
increment of roughly 95,000,000, we then have the “normal” balance
of trade which would presumably have appeared as the average condi-
tion, in the absence of the indemnity operations. This “normal™ bal-
ance represents the volume of payments that France would otherwise
have received, as the income from her foreign investments. If it be
compared with the actual trade halance, the difference can be taken as
indicating the amount of her foreign iIncome in each year which France
sacrificed. This difference constitutes the “effective” French balance
of trade. The comparisons involved are made in Table IV.

Taere IV. Tae FRENCE Baraxce or TeaoE, 18711879

{In million francs)

Estimated "“noe~ “Efective’?
Year Actun] balance? mal” balnngce? balance?
1871 — 6gs - 300 - 10§
1872 + 100 — 685 + 8735
1873 + 30 - 78 +x,010
1874 + 10§ - 83 1,075
1875 + 333 — 975 +I5,308
1876 - 410 —I075 + 665
1877 - 35 —I,170 + 935
1878 - 985 —£,285 + 270
1879 -1,365 —I,365 o

t Plus sign: excess of exports.  Minus sign: excess of imparts.
¥ Pluy sign: absolute amount by which actual alante was less “unfaversble” than the exti-
mated norms] balance. Minus sign: amonnt by which the actual balance was more *unfavorabis.”

The total of the “effective™ balances from 1871 to 187g is 5,900,
ooe,000 francs, which is a little more than the total of the indemmnity
payments. This suggests that even the secondary effects of the in-
demnity on French foreign trade were exhansted by 1878 or 1879, and
justifies the selection of ¥870 as & “normal™ year. For 1872 and the
first three quarters of 1873, the total is roughly 1,500,000,000 francs,

which is the figure used above for the estimated sacrifice of income
from abroad in those two years.
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The conclusion to be drawn from these calculations, however tenta-
tively, is as follows. By 1878 or 1879, France had bought back the
foreign securities which she had previously sold to help pay the in-
demnity; she had bought back her goverament bonds sold abroad, or
their equivalent, and her former holdings of coin and notes; and she
had recouped herself for the diversion to Germany, from 1871 to 1873,
of income from her foreign investments. She did this through her com-
modity balance of trade, in some part by acquiring an actual excess of
exports over imports, but chiefly by abstaining from taking the large
excess of imgports which her prior foreign investments entitled her to re-
ceive currently. That is to say, the indemnity was sdfimotely paid,
though over a number of years, by a diversion of French credits in the
international capital account. At the time the indemnity payments
were actually made, France sacrificed much of both the income and the
principal of her foreign holdings. But in the following five or six vears
she bought them back again, primarily with the income from the hold-
ings she bad retained. With that income she was also able to pay off
her own governmental borrowings abroad. This diversion of credits
was effected through changes in the commodity balance of trade from
the levels at which it would otherwise have been established.

Presumably the changes in the trade balance itself were brought
abcut, as in the other cases examined, by differential changes in the
various groups of French prices, but data on this point have not been
compiled. French prices as a whole were distinctly below the German
level until 1876,

The data on the receipt of the indemnity by Germany are scanty,
“Legally,” they were received in the manner already pointed out in
connection with the payments by France. “Economically,” they were
received in three principal ways; by a net excess of commodity imports
over exports, by the discharge of foreign debts contracted to carry on
the war, and by an increase in German foreign investment. Germany
also received some 300,000,000 marks in new gold, but this addi-
tion proved to be for the most part temporary. It is not worth while
to go into the further details of the case here, hecause of the lack of
usable statistics. At a rough estimate, however, 75 per cent of the in-
demnity was received “economically ¥ in the form of an excess of com-
medity imports, and 25 per cent as gold bullion and foreign currencies.
The subsequent loss of most of the latter item was offset by new Ger-
man investment abroad. The situation is complicated, however, by
the fact that from 187x to 1873 German private enterprises borrowed



APPENDIX B 521

very large sums, perhaps 2,000,000,000 marks or more, from foreign
markets.

The nature of the general economic effects produced within Ger-
many by the indemnity receipts is not easy to determine. The surface
facts are these. From 187z until the middle of 1873 Germany had a
financial and industrial boom of unusual size and intensity; then a
catastrophic collapse; and then a long period of severe depression and
recurring smaller crises, which lasted until the end of the decade. To
some it has seemed obvious to attribute these events to the artificial
stimulation of the indemnity. Butmany writers, among them Wagner,
have denied this. ‘They point out that the crisis of 1873 was world-
wide, not confined to Germany alone; and that it hegan in Vienna
rather than in any German center. At most, they admit that the
periodic (rather than continuous} receipt of the payments bad a tem-
porarily disadvantageous effect, especially in the money markets; and
that the retirement of a considerable part of the mational debt re-
leased capital for use in business enterprises — which were necessarily
somewhat speculative. On the other hand, the boom was admittediy
much greater in Germany than in other countries, while the depression
was both more acute and more prolonged.

The correct explanation of the sxtuauan—aithough lack of ade-
quate statistical data makes any positive conclusion uncertain —
probably lies somewhere between the two interpretations just vut-
Ened. In 1872 and 1873, all of the leading commercial countries were
in the upward phase of the business cycle, so that some sort of crisis
and depression were ultimately inevitable. In Germany, this “nor-
mal” upward swing was greatly accentuated by — though it was not
exclusively due to — the inflationary effects of the sudden receipt of
the indemnity, and by the general optimism comsequent on the sue-
cessful fermination of the war The crisis and later depression were
correspondingly more acute, although again they did not originate
solely in the indemmity receipts. Moreover, it made little difference
where the actual crisis began. If it had not begun in Vienna, the struc-
ture of speculation and inflated values and over-investment, which
was characteristic of other countries as well as of Germany, must
surely have cracked elsewhere. A severe readjustment of some sort
was inevitable. In a word, the effects of the indemnity receipts were
simply superimposed, in Germany, upon the relatively “normal’’ de-
- velopment of the business cycle. They greatly exaggerated the upward
and downward swings of this cycle, but did not “cause® them.
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It seems likely, however, that Germany could have avoided suffer-
ing materially more than other countries at the time, had she received
the payments as a continuous small flow, spread out over a consider-
able interval. The resulting stimulus would then have been gradual,
instead of being impossibly abrupt, and German finance and industry
would -have had time to make the necessary readjustments. It was
not so much the faef that payments were received, as the manner in
which the receipts themselves were taken, that produced a greater
financial disaster in Germany than in the rest of Europe.l

¢. British Government Remittances during the Napoleonic Wars.

The remittances of the British government to the Continent, from
1793 to 1816, have been discussed at length in Appendix A. Attention
is again called to them here because they present a case in which the
necessary relative changes in the various groups of prices, requisite to
alter the commodity balance of trade, were brought about in a way not
hitherto encountered. In the other cases ezamined, whenever the data
were adequate, it appeared that the price changes were produced by
changes in the volume of domestic currency and credit. Here they
seem to have been produced by the effects of the depreciation of the
foreign exchanges.

In the Appendiz already referred to (see especizlly Charts VIII and
XTI therein presented), it was shown that the exchanges were domi-
nated by the pressure of the government for foreign bills, When the
pressure was great the exchanges depreciated roughly in proportion,
since England was in effect under inconvertible paper. When it re-
laxed, they moved back towards par. Now a depreciation of the ex-
changes, other things equal, operates to increase the price {in the do-
mestic currency) that importers in the depreciated country must pay
for bills. It also increases the sums that its exporters receive. Other
things again equal, this will stimulate exportation and check importa-
tion. When the exchanges improve, the opposite tendencies appear.

t For more detailed discussions of these problems see, in addition te the article
by Professor Monroe already referred to, the following: A. Wagner, Das Reicks-
finanswesen (Schmoller’s Jahrbuch, 1874); H. H. O'Farrel, The Franco-German
War Indessnily {London, xgr3: Garton Foundation Publications}, which has an
extended bibliography; a British Foreign Office handbook, Indemnsises of War
{Lendon, 1920}; G. Carano-Donvito, I'ndenniid di guerrs ¢ debiis infevolleots (Ri-
forma Socisle, 1g25); snd a chapter by the present writer ip the National Indus-
trial Conference Board report, The Imler-Aliy Debis and the Usiled Siakes {New
York, 1925}
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There is hence good ground for holding that the government remit-
tances were in effect transferred by means of changes in the commodity
balance of trade, but that these changes were produced by exchange
depreciations fhemselves caused by the government demand for foreign
bills.

1t is of course true that exchange depreciation tends to produce cor-
responding alterations in the prices of commodity exports and imports
in the country concerned, and when this adjustment is completed the
direct mechanical influence of the depreciation on the course of foreign
trade disappears. But the statistics and charts submitted in the pre-
vious Appendix show that there was no very intimate connection be-
tween the fluctuations of the exchanges and the movements of prices.
‘These last were, rather, dominated by the severe and largely independ-
ent depreciation of the English currency itself, and indeed went to
much higher levels than the exchanges. On the whole, therefore, the
exchange fluctuations can therefore be regarded as having exerted their
full effects on foreign trade, without having given rise tg corrective price
changes of substantial size.

7. The Export of Capital from the United States, 1919~1924.

In the six years after the war the United States exported an enor-
mous volume of capital, over $3,500,000,000 in amount at the least.
Of this sum roughly $2,700,000,000 represents advances made by the
American government, chiefly in 1919, for reconstruction and relief,
but the remainder is almost entirely private investment. On the other
hand the United States imported nearly $4,000,000,000, the largest
item being the repayment of foreign loans, so that the nef export was
only some $4,500,000,000.

The statistics are so biased by the post-war inflation in this country,
and by the depreciation of the European currencies, that it is almost
impossible to show in any detail what the processes involved really
were. So far as the data go, bowever, they bear out the conclusions
reached in other cases. Net capital movements and the commodity
balance of trade maintained a close relationship, as is shown in Chart
XX, and the capital exports can reasonably be regarded as baving been
effected primarily in the form of commodities. The difference in the
levels of the two curves is accounted for by net debits in the other items
of the balance of payments, debits which were 2 moderately stable ele-
ment in the situation. Beyond this, however, it does not as yet seem
worth while to try to go.
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The relevant data are presented in Table V. They are taken from
the estimates published by the U. 5. Department of Commerce.r It
may be remarked that the “unaccounted for” item is explained very

_Cau-rXX, THE AMERICAN BALANCE OF TRADE AND THE
NEr MoveuENT o7 CAPITAL, 1510-1924
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largely by bankers’ and traders’ balances, left abroad either volun-
tarily or involuntarily after the war and later gradually withdrawa.
£. Summary of Conclusions.
The principal conclusions to which this review of the available con-
tinuous data on the international transfer of capital leads may now be
summarized. They apply, however, only to comparatively long-time

t Trade Information Bullctins, Nos. 144, 315, a6d 340.

A more elaborate study of the situation has been made by the present writer
in g chapter on- Tke Debts and Americon Finonce, in the report of the National
Industrial Conference Board on The Tuior-Aily Dedis and the Uniied States (New
York, 1025). Such additional conclusions as are there reached, however, rest on
deta which are toc elaborate to be presented here, and which are less certain.
Sufficient time has not yet elapsed since the war, for example, to warrant the
drawing of definitive inferences from price and bank deposit statistics.
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Tasrx V. NET BALANCES OF AMERICAN INTERNATIONAL
PAYMENTS, 1g10-1524
{I'n million dollars)
Plus sign: Net export,.  Minus sign: Net import

* : 3 ’i‘:ul 3 &
1lﬁn‘1|i

Gdd;né means of u:x-;l:d

Merchan- other nop-capital mr:en:m' maves mﬁa :

Yeur dise cuTenty items 1 {14a+3 ments {s—4)t
1619 +4,016 | 403 —557 +3,862 | +2,780 | —1,082
1920 +a205e | + 70 =757 | +za73 | 4329 | —1,243
1921 +1,676 | —778 —667 | + 33z | + %50 | + 228
1922 + 754 | —246 —693 | — 85| + 303 + 448
1923 + 3Bg | —a46 —768 — 625 | — 473 | + 32
1924 + gre | -—272 —847 - x48) + 63| + w2

1 Wet balance of freight charges, plus immigrants’ remittances and relief, pins tourists’ expenditures.
1 I e, the annusl credit {55 or debit (—) batances ymachoanted for.

relationships — to periods of at least a year in lenpth, and usually
more. It does not seem possible to get satisfactory data on the proc-
esses of short-time adjustment. These conclusions are most con-
veniently presented in an order the reverse of the aciual sequence of
changes. '

{1} The net transfers ! are eventually effected primarily in the form
of changes in the commodity balance of trade. This balance is much
the biggest single item in the net movements of those “final’’ means
of payment which are to be offset against the capital movements, and
is also much the most sensitive to changes in the latter. If the capital
transfers are large and sudden, however, as in the case of the French
indemnity, they are apt to be effected in the first instance through the
transfer of otker kinds or forms of capital. The movement of securities
provides an example. But ultimately these latter alternative capital
movements are reversed, and are replaced by corresponding move-
ments in the balance of trade.

! In the case of borrowing aud repayment operations fromn 35 per cent to 5o per
cent or more of the dominant capital movement, in the cases here examined, was
offset by & counter-flow of capital — sither of interest payments, or of new invest-
meants, according to the case. At any one time, in advanced countries, the sitmtion
always shows a complex network of capital movements simultaneously proceeding
in opposite directions. This is precisely like the course of the strictly commedity
trade.



526 APPENDIX B

{2) The changes in the balance of trade itself, at least under stable
metallic standards, are brought about by changes in the various groups
of prices within the countries concerned. In a country importing capi-
tal, for example, export prices will move above import prices, and
domestic prices above both. Similar changes appear in the correspond-
ing classes of wages, and in the relative prosperity of the corresponding
classes of industry. _

(3) The movements in prices, in turn {again assuming stable mone-
tary standards), are produced by changes in the total volume of pur-
chasing power in circulation. These changes are themselves the con-
sequence of a shift in the relation between the demand and the supply
of bills of exchange. In a country importing capital, for example, an
excess of net capital importation above the quantity of “ final”’ means
of payment available increases the rate at which bills of exchange are
currently supplied to the exchange market. Since no change has taken
place in the demand, the banks’ holdings of such bills, and therefore
their deposits, will expand. A part of the increased deposits may sub-
sequently be transformed into cash, but the net result will be an aug-
mentation in the country’s total supply of purchasing power in circula-
tion. This will operate to raise the general level of prices, and also to
increase the divergence between the various price groups. It will thus
alter the balance of trade to the necessary extent. But these various
relationships, it must be repeated, take time to work out. They are not
to be interpreted in any short-run or very immediate sense.

In a country exporting capital, or importing it at a less rapid rate
than before, the opposite changes presumably appear, although this is
less clearly established by the data available, The demand for bills of
exchange is increased, relative to the supply; the total volume of pur-
chasing power in circulation declines; and prices fall. The differential
movements of the various price groups are also reversed, and the bal-
ance of trade changes in the opposite direction. If the capital-exporting
country is under inconvertible paper, however, there is some evidence
to show that the changes in prices and the balance of trade are pro-
duced simply through the effects of a depreciation of the foreiga ex-
changes, itself a consequence of the increased demand for bills. But
this takes place only in so far as the general price level fails to reflect
the movements of the exchanges.

{4) The importation of capital on any important scale leads to gen-
eral prosperity and expansion during the continuance of the importa-
tion, or at least during the time its rate is increasing, and probably for
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some time afterward. It also leads to rising money incomes. The ex-
portation of capital, on the other hand, dees not necessarily induce
depression and falling incomes. But it does cause the country’s general
economic advance to be less rapid than it would presumsbly have been
otherwise. .

g. Rejection of the Cyclical Hypothesis.

The existence of a fairly intimate (though not a short-time) connec-
tion between capital movements and the commodity balance of trade
thas seems clearly established by the available statistical data. Ttis
tempting to try to relate both the movements of capital and the fluc-
tuations of the trade balance to an antecedent common cause, the
cyclical oscillations of business at large.

Evidently if the cycles in two different countries are coincident, and
of roughly equal magnitude, their influence will not materiaily affect
the situation. But if they are not, discrepancies of various sorts will
arise, and will affect the international movement of goods and capi-
tal, Suppose, for example, that one country is in the midst of & boom
period, while the other is in a less active phase of the cycle or even
in a depression. In the first country, prices are relatively high. This
stimulates commodity importation relative to exportation. Profits
and interest rates are also high, thus stimulating the import of capi-
tal for investment in fixed-yield securities (the prices of which are low),
and checking its export. On the other hand, however, the capitalized
value of businesses and of shares of stock is high too. This will check the
import of capital for investment in them. In the other country, prices
are low, and commedity expor{ation from it will be relatively increased.
Profits and interest rates are also low. This will check the import of
capital for investment in fixed-yield securities (the prices of which are
now high}, and stimulate its export. On the cther hand, the low capi-
talized value of businesses and of stocks will stimulate the imporiaiion
of capital for investment in them.

Now the great bulk of the securities that move between countriesis
of the fixed-yield type. As far as they are concerned, therefore, the
cyclical hypothesis is borne out. The import of capital and the import
of goods, or vice versa, will move together, and be jointly due to the
¢yclical Buctuations of business. But a very large part of the interna-
tional investment of capital, almost as large a part perhaps, takes the
form of the purchase of ownership, not of fixed-yield debts; that is,
the purchase of stacks, and of direct titles {such as the acquisition of
real estate, etc.). This type of capital moves in just the opposite direc-
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tion. Itisexported, for example, at times when the position of the busi-
ness cycle is stimulating commodity imporiation; and vice versa.

A priori reasoning thus leaves us in some doubt as to the correctness
of the hypothesis. Its validity seems to depend on whether the pur-
chase of fixed-yield securities predominates over other types of foreign
investment. Moreover, it deals only with new énvesément, The com-
modity balance of trade, however, responds rather to changes in the
nel movement of capital, which is made up of interest and profits pay-
ments as well as of investment itself. But the volume of interest pay-
ments is of course not related to the cyclical fluctuations of business.
At any one time it is comparatively constant, and it may therefore up-
set that relation which might otherwise appear between capital move-
ments and the trade balance. The payment of profits to foreigners,
also, will be large in 2 boom period, yet at this same time the low price
of fixed-yield securities is stimulating their sale abroad.

Taking the situation as a whole, therefore, it is evident that there
can be no uniform and invariable relation between the net movement
of capital and the business cycle, for each phase of the cycle induces
important capital flows in both directions. Depending on the interna-
tional investment situation in the particular case, and on the precise
form the investment itself takes, cyclical fluctuations may produce a
flow in either direction.

Nor does the statistical evidence in the cases examined above here
seem to support a cyclical theory. Itisof course true that the available
data are annual only, and therefore tend to cover over rather than to
accentuate any cyclical influences that may actually exist. But the
fluctuations in the nef movements of capital and in the trade balances
take place too frequently, and in too nearly a constant relationship, to
suggest clearly a common cyclical origin. At different points in non-
coincident cycles, we should expect quite different degrees of effect and
of connection. The distribution of the peaks and valleys also fails to
indicate a recurring cycle.

Finally, the cyclical hypothesisis of little or no direct use in account-
ing for the appearance and correction of changes in the ofher items in
the balance of international payments — in freight charges, tourists’
expenditures, and so forth. Vet they too exert an important influence
on the trade balance. With respect to these adjustments, the explana-
tion advanced at another point alone seems adequate. This is the ex-
planation. which turns on the effects of changes in the supply and de-
mand for foreign bills of exchange upon the volume of purchasing
power in circulation,
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BRITISH, FRENCH AND GERMAN STATISTICS, 1919-1924

The figures here presented are the datz used in constructing the
charts of Chapter XVII. They are copied or computed from the elab-
orate and valuable compilations contained in the U. S. Senate Com-
mission of Gold and Silver Inquiry report, entitled Foreign Currency
and Exchange Investigation, Serial g, vol. * (Washington, 1925).

No attempt has been made in the present study to draw up charts
or tables for Germany, except those dealing with the physical volume
of foreign trade. The staiistical work involved is very laborious, be-
cause of the enormous size of the figures, and the grotesque distortion
imposed by the ultimate complete collapse mmakes it almost iImpossible
to derive useful conclusions different from those obtainable from the
more easily handled data for other countries. After the end of 1922,
prices, exchanges and note circulation all rose with skyrocket velocity,
but the relative order and magnitudes of the movements seem to have
had little significance. Each was simply a different aspect of the same
phenomenon: the “flight from the mark.” The flight itself was in-
duced, in the first instance, by events of a political rather than a pri-
marily economic character.

An interesting study of these movements, however, is made in the
Senate report just mentioned. To this the reader may be referred.
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Tasrz I. BRITISE STATISTICS, IQIG—I024
P :rrlugn 2 3 4 5 5
b : Price
| EEh | 83 frer| g | 2 | e
per cents | (in povmds | (€ miila {£ mullions}4| {£ millions)t
par. % )
FPar = 100 = 100
1919 ~— I1... 07 112 377 224 130 47
H...] 102 114 383 220 102 47
or... 103 I 402 217 07 33
IV.. 104 100 426 217 90 58
V...l ro4 113 431 239 124 54
¥I... 108 116 421 235 I 63
Vo...4 110 17 418 243 41 63
Vidg...  $ 7 116 43X 250 133 75
IX...] 116 120 413 253 233 57
X... 116 25 419 264 34 79
x1.. 119 125 423 271 £23 87
X1.. 128 124 444 275 243 g1
1620 — I... 33 124 414 288 158 106
... Id4 132 437 308 148 35
Im...} 3¢ 131 438 307 50 104
Iv... 124 128 430 a3 147 108
V... 124 124 432 305 146 119
¥I... 124 24 464 300 50 16
VII. 128 125 460 209 1453 137
VHI...] 132 129 482 208 140 115
IX...} 138 235 463 282 139 117
X... 140 133 465 a8z 133 Irs
XI... 152 134 438 263 I3t 15
XII.. 140 135 481 243 130 o7
192 — I... 130 137 432 232 107 93
... raé 134 444 215 89 68
IO...; za3 134 454 208 85 &y
Iv... 124 134 447 160 81 6o
¥... I22 132 442 9% 79 43
VIi...} 129 229 443 8z &x 38
VII... 134 I32 434 186 7z 43
VIII.. 132 128 427 181 79 sz
X..:} 130 124 420 175 1] 55
X... 126 115 416 163 74 6z
XI... 122 14 418 61 79 63
XII... 117 112 433 157 75 59
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Tanre L. — (Continued)

L8 x 3 4 - 3
schange: | Price
TR | SRR | BUT e | o |, | N
F:;g.“ ;ﬁw {£ millions) index ¥  [{£mflions)${£ milicng)l
Par = ton g}
1922 = I.. 113 II3 408 156 68 63
... 112 110 400 158 50 58
or... IrI b3 44 404 157 78 &3
w... 1o 3z 403 158 71 (33
V... 100 107 400 150 &o s8
VI... 100 o6 399 159 76 52
ViI... 100 102 400 157 73 Go
VIiI... 10¢ oy 396 152 75 [ .3
... 100 99 390 150 70 63
X... 1o 100 3% 158 77 6o
XI... 108 99 390 153 86 66
XII... 106 98 405 153 86 50
rg2z—  I...] x5 °9 38z 153 g0 67
...} 204 99 3ot 155 74 58
m... 104 o5 338 156 81 33
IV...] 10§ ] 38 157 74 63
Y... I05 100 390 155 77 2
YI... ¥o§ 90 380 150 +8 83
VII.. 106 98 392 147 &8 6o
VIII. .. 06 oy 387 147 82 6o
IX...] 127 48 384 150 75 &4
X...] 1c8 o9 283 150 %o b2 3
XI... 1§41 fo3 334 136 oz 66
XII... 12 104 403 156 o0 64
1924 — I... 3 73 107 384 161 58 64
H...] 1113 108 381 163 83 68
oI..] 108 284 161 o1 (%3
IV...] 112 100 303 161 74 63
V...§ 112 110 38¢ 161 00 70
vI... 113 110 354 160 78 G2
Yil... b3 ¢ IIX 400 163 a8 24
VI w8 108 392 163 03 &5
X... 100 112 387 366 [} &3
X... 108 113 286 172 o8 6o
XI.. 106 112 386 171 196 48
XII...}] 104 11t 396 174 120 60

3 e Lo o Index for Engtand, Buwaaw of Labey Stoisas fndex for Unitod States
AVEragZe. ingex o
*Hoo:thktm Siodist index. + Excluding gold and sitver.
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Tasre JI. FreExcm STATISTICON, 10101924
Fors 2 3 4 5 J
mm: Price Total note
ice of garities | circulation Net Net
Year and linrs,in | oo U. S |{nbaodred Price imports exports
Month percents | (Inframes | million index 3 {100,000 {x00,000
I,oi gu'.i %dn_unr}-’ france) quiotals} ¢ | quintals)¢
ar 100 105
1919 — I... 105 174 320 348 8 b <3
... 105 177 327 340 23 21
oI... 100 71 334 336 27 25
IV...] 116 167 40 332 24 22
V... 123 161 340 328 24 22
VI.. 123 162 344 339 32 30
VII...] 132 655 350 349 31 3B
YII...] 152 1be 3st 347 30 27
IX... 164 I7e 338 ibe 30 z7
X.. 186 180 370 382 30 o7
XI... 182 187 ar4 405 22 0
X11. 208 190 373 423 93 63
1920 — I.. 2373 200 346 487 27 23
II... 274 22§ 378 522 34 24
oI.. 2y 237 376 555 42 33
V..., 310 24x 377 5838 30 39
V...] 2Bz 233 370 55¢ 39 32
YIi.. 244 203 375 493 44 3o
VII.. 238 206 317 496 50 40
VIiI.. 258 2317 37 501 42 9
IX.. 2By 233 392 526 43 32
X.. 195 238 301 502 45 a2
Xi.. 322 236 388 461 45 30
XII.. KE 243 379 435 56 44
193F — I.. 200 240 379 407 41 %
II.. 269 136 378 377 28 13
Im.. 274 232 384 360 30 18
v...] a6 234 382 347 2 18
V...l a3z 237 332 339 25 13
V1. 258 aag 374 325 23 8
viI.. 247 234 355 330 a5 1z
YIII.. 249 233 368 a3z 1 I8
.. 263 244 37 344 44 25
X. 267 233 371 33t 38 a4
XI.. 268 237 363 332 42 =7
Xit...; 46 %33 365 326 49 3s
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Tasre I, {(Continued)

A mxagn 2 3 ] 5 8
m& gnnt?u mt?f: Net Net
Year and dolizzs, in on U.8. [{In bundred Price imports EXpOrs
Month per cents | {Ir francs mitlicn index* {xae.000 {100,000
of par.i | dolias}d}  francs) cquintals)® | quintai)d
Par m 100 | Par =200
923 — I1...} =237 237 354 314 a4 8
II... 223 a1z 362 30b 41 26
OI...; 214 216 335 307 £5 2g
V..., o8B 220 358 314 38 20
V... a2 214 357 317 44 28
vI. 230 ax7 L 335 43 23
vil. 233 10 360 325 &2 25
V... 43 ax4 364 331 45 27
xX... 232 16 366 329 47 37
X...] ab2 219 367 337 45 21
XT... 281 226 361 352 46 13
XI.. by 232 364 362 50 3z
1923 — I... 288 248 368 387 Ar 2%
o...] 314 268 371 432 30 14
OI...] 208 26y 37a A24 Fi. 23
Iv.., 260 26% i6s 415 4I 26
V...] aBg 261 367 407 45 26
VI...] 303 267 367 409 9 31
VH...| 338 270 abg 407 49 3
VIH...] 342 276 ab4 413 48 25
IX...] 3z 276 376 424 se 2y
X.. 4 3 246 377 431 44 23
XI...] 350 291 373 443 49 26
X...] 368 304 3w 459 52 25
24—  I.. 413 328 388 495 39 22
...} sa7 359 393 544 44 34
oi...] 422 333 393 499 48 23
...l a4 289 398 450 49 24
V...l 334 312 306 459 55 33
VI...] 368 an 366 465 46 a1
VI...| 377 337 403 481 54 3z
VIIL...| 335 318 400 477 a5 20
x.. 354 328 403 486 47 a0
X...| arp 327 405 497 47 20
XE.. 366 329 404 503 44 14
XIE.. 358 323 406 507 47 32

3 Monthly average for cables,
Un:m‘;!;z.m Index of Stouisiigue Géndrals for France, Bursaw of Labar Siatiskics index for
* Monthiy sversge. Index of Stairigue Ginirale. 4 Exclodipy gold snd silver.
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TabLE III. GEsMaN FOREIGN TRADE, 1921-1034 1
I'n hundred thousand meiric tons
18
Year and 1 1 Yeszr and T E3
Mon Imparts | Experis Mon Imports | Exports

wa— V...... 15 b3 1g23— II...... 52 ¢
YI...... z8 135 IV...... 64 10
ViI...... 19 15 Vooounn 40 ¢
VIOI...... 21 I8 vI...... 48 g
X...... 25 Ig VII...... 42 b 34
X...... i 20 VIII...... 41 %4
XX...... 35 ig IX...... L7 Iz
XH...... 21 14 X...... 29 Iz
wgaz—  I...... 23 20 XI...... 34 b
o...... 15 1y XII...... 29 i
or...... 25 23 1G24 — I...... 27 8
... 29 22 I...... 28 8
V... 38 2x Im. ..., 25 9
VI...... 40 1g IV...... 26 33
Vil...... 43 16 Veouon. 30 1z
VIIL...... 47 14 VI...... 32 g
xX...... 48 z6 VII...... 3z 12
X...... 56 3.4 VIIL. ...... 2 13
XI...... 45 0 IX...... 29 I3
Xf...... 43 18 X...... 33 5
1923 — I..... 47 13 XI...... 49 32
H...... 32 I X1...... 50 30

1 Data earlier than Muy, 1piz, not available.
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